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STATEMENT OF THE CASE

On December 22, 20006, Philadelphia Gas Works ("PGW" or "Company”) liled
Supplement No. 16 to Tari{f Gas - Pa. P.U.C. No.2 to become cflective February 20, 2007, The
Supplement proposes changes in rules, regulations and rates calcutated to produce $100 million,
or 9.6 %, in additional annual revenues.'

Pursuant to Section 1308 {d) of the Public Utility Code, Supplement No. 16 was
suspended by operation of law until September 20, 2007, and on March 5, 2007 the suspension
was extended by the Company until September 28, 2007. By Order entered February 8, 2007,
the Pennsylvania Public Utility Commission ("PUC" or "Commission™) instituted an
investigation into the lawfulness, justiness and reasonableness ol the proposed rate increase, as
well as the lawfulness, justiness and reasonablencss of PGW's existing rates.

The matter was assigned 1o the Office of Administrative Law Judge ("ALI"), and to ALls
Cynthia Williams Fordham and Angela T. Jones, lor resolution by hearings and for issuance ol a
Recommended Decision. Active partics are: Office of Trial Staff ("OTS"); Office of Consumer
Advocate ("OCA"), Office of Small Business Advocate ("OSBA"); Action Alliance of Senior
Citizens of Greater Philadelphia ("AASCGP"); Tenant Union Representative Network
("TURN™); Philadelphia Industrial and Commercial Gas Users Group ("PICGUG"); School
District of Philadclphia ("SDP"); Philadeiphia Housing Authority ("PHA™"); Interstate Gas
Supply, Inc. ("IGS™); and Hess Corporation ("Hess").

After a sccond prechearing conference on March 2, 2007, Prehearing Order No. 3 was

issued cstablishing the procedural schedule. The Als issued briefing instructions to the active

: The PUC's Suspension Order (Feb. 8, 2007) incorrectly states the level of base rate n¢rease as

$107 million. The Proposed Tariff Supplement No. 16 produces $99,999,000. PGW Exh. HSG-
7C (revised), p. 2, line 11 which is included in App. F hereto. Accord, App. A, hereto, p. 6.
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partics in a separate order, including the "Special Instructions for Briefs and Exceptions in Major
General Rate Increase Proceedings.” The ALJs noted that some items in the Special Instructions
are nol applicable because this is not an investor owned utility case involving rate basc and rate
of return.

Four public input hearings were held: March 26, 2007 (Dorothy Emanucl Recreation
Cenler); March 28, 2007 (George Washington High School); and April 9, 2007 {Community
College of Philadclphia; 1:00 p.m. and 9:00 p.m.).” Evidentiary hearings were held May 21-24,
2007 in Philadelphia. Prepared written testimony of witnesses for the following partics was
entered into the record pursuant to various stipulations: PGW; OTS; OCA; OSBA; AASCGP,
PICGUG; SDP; PHA; IGS; and Hess. Additional testimony and cxhibits were admitied into the
record and cross cxamination was conducted at the hearings.

The record closed on May 25, 2007. This Main Bricef supports PGW's requcst for base
rate relief.

Attached as appendices "G" and "H" (o this bricf arc "Statement of Questions Presented”

and "Proposcd Ordering Paragraphs,” as requested by the ALJs' Bricfing Order,

I~

A total of 62 people testified at the public input hearings. A majority complained that they did
not want to pay higher rates, which is not surprising. However, such complaints that pcople do
not want to pay docs not provide a basis for rejecting any portion of the Company's requested
basc rate reliel. In contrast, a number of people — including State Representatives Cherelle Parker
(200th District) (Tr. 103) and Babelte Joscphs (182nd Distriet), (Tr. 262-65) State Senator
Anthony Hardy Williams (8th Scnatorial District), (Tr. 380) and consumer activist Lance Haver
— commended PGW for increasing its collection rate and customer enrollment in CRP. Tr, 303-
04 (Onc person testified that the Company is not aggressive enough in collecting bills, and could
be more aggressive. Tr. 279.) Mr. Haver also obscrved that higher gas bills are not the
Company's fault, and noted the lollowing additional positive steps the Company has taken to keep
bills reasonable: (1) loan from the City; (2) free workshops showing customers how Lo conserve
gas; (3) weatherization of thousands of homes; (4) assistance to customers {or LIHEAP and crisis
grants; and (5) more professional management at PGW. Tr. 303-04. City Councilman Frank
Rizzo, Jr. described the Company's efforts to deal with its lnancial crisis as "valiant." Tr. 107,
259, 384.

FIAR: 73608 1/ HIXZ[1-236005 -2-



ARGUMENT
I INTRODUCTION

The inadequacy of PGW's current rates has forced PGW to rely so extensively on
borrowed funds — long term and short term — that the Company is being driven deeper and
deeper into a hole that creates both risk and substantial cost for customers. The evidence in this
casc demonstrates that, without the relief requested, the current marginal financial situation will
deteriorate quickly and very predictably. The deterioration will not hurt stockholders becausc
there are none. Customers will bear the burden, both in cost and in quality ol service.

Unfortunately PGW's very conservative proposal to provide financial and operating
stability by increasing basc rates by 9.6% overall, along with its proposal to revise the way in
which PGW customers oblain the benefits from ofi-system salcs and capacity release credits, has
not been endorsed by the opposing partics. Looking very narrowly at the situation through the
prism of test year results, they have opined that PGW is not violating ils debt scrvice coverage
covenant in the test year and thercfore does not need more than a minimal ($22.5-$25 million)
rate increasc (1o take account of a $45 million loan payback next ycar). With respect (o the
Company's lack of cash working capital and its over reliance on long term debt to finance
construction, the parties apparently either do not share PGW's concerns or assume that such
borrowing can and should continue to be the exclusive source of support for the capital program,
the apparent presumption being that so long as PGW has any capacity to borrow it should do so
to that limit, regardless of consequence or cosl. Ll borrowing is nol possible, they appear to
conclude, then the Company can and should rely on such "quick fixes" as borrowing from
restricled construction funds or selling gas inventorics, again regardless of consequence or cost.
Or, if all clsc fails, they suggest, PGW should simply call on the General Fund of the City of

Philadeiphia as it requires, regardless of law, consequence or cost. These suggestions are simply
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not realistic or legal, and they certainly would not be acceptable answers Lo an otherwise justificd
revenue requirement presented by an investor owned utility. Such one-time fixes arce, by their
very nature, not predictable or on-going and cannot be relicd on to stabilize the Company and are
highly disfavored by the investiment community as signs of a company at the edge. They
certainly do not provide the basis [or recovery that both the Company and its potential
bondholders need.

Municipal ownership of PGW rather than investor ownership does not mecan that the
Commission, as apparently suggested by some ol the partics, can pick and choosc in applying
regulatory principles by which rate setting is guided. In fact, PGW's rates are required to be set
using the "Cash Flow Method,” which, as the name imiplies, must include an allowance for
"cash" [rom rates — cash working capital to supplement its other source of liquidity — its tax
exempt commercial paper program which has at this point become a permanent part of PGW's
outstanding indebtedness, rather than as a backup in times ol temporary cash shortfalls.
Certainly, this methodology can not be interpreted as requiring PGW 1o borrow to obtain its cash
to fund its operations, until it can operate no more.

At bottom, the Commission must focus on the real world need for and effect of any rate
dctermination for PGW and consider both the short term and longer term cffects. PGW 1s one of
the most important issucs [acing Philadelphia. In this proceceding, the Commission must take the
requested action 1o put PGW on the path to financial stability so as to ensure the continued
provisioning of safc adequate and rcasonable service for the residents of the City ol Philadelphia.

I REVENUE REQUIREMENT
A. Overview
As described in summary by PGW witness Steven Hershey, PGW's requested basc rate

increase request of $100 million, together with its proposal to retain the proceeds from natural
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gas off-system salcs and capacity releasce credits (projected at an average level of $10 million
annually), was nccessary for three distinet rcasons. That testimony continucs to provide a uselul
summary of the Company's needs:

First, ..., PGW has cxperienced a significant increase in
non-gus operating cxpenses and interest expense sinee its last fully
litigated case. PGW sceks rates that appropriately reflect those
increased expenses.

Sccond, ...without a substantial rate increase, PGW will
have inadequate carnings in FY 2009 to mect its debt scrvice
obligations and will fall below "investment grade" coverage levels
in Y 2008.

The third reason for secking a rale increase is lo ensure
that, in the long term, PGW has adequate liquidity when needed
without having to resort continually to borrowing, PGW must
break the ever-more expensive cyele of cash deficits which require
one-lime {ixes and even more borrowing. PGW 1 billing just
under $1 billion in revenues and yel, for fourteen ycars, has had no
internally gencrated funds. The company has limped from one
crisis to the next, never having the resources to address its
structural financial problems. In the last few years, PGW has
found itself with only the slimmest of cash balances — in one
instance just $4 million — and all of it from borrowed funds. PGW
cannol survive unless it is able o borrow, but, borrowing has only
pushed PGW and its customiers decper into the hole.”

Mr. Hershey then described how these financial circumstances have adverscly affected
PGW:

PGW has come to resemble the customer of a pay day
lender who is unable to sustain a cash flow sufficient to pay
cxpenses and meet [nancial needs and is compelled Lo borrow 1o
makg it Lo his next paycheck, piling on the cost of borrowing, and
making the situation worse. PGW is requesting sulficient funds so
that, for the first time in a generation, it can be a scl-sustaining,
viable gas distribution enterprisc. [ndecd, as Ms. Bisgaier and Mr.
Krellenstein testily, unless this downward spiral is meaningfully
addressed, PGW is in real danger of collapsing {rom the weight of

3 PGW St 1 at 2-3.
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its debt burden and the enormous risk this situation imposcs upon
. 4
the Company and its customers,

PGW will demonstrate below that its current level of rates is not only insufficient to
procuce crucially neeessary cash working capital and liquidity and to reduce its crushing debt
burden, but as soon as FY 2008, the Company will be in real danger of not being able to mect its
debt service coverage requircments. PGW's requested $100 million rate increase will address
thesc deficiencies by allowing it to cover all of s expenses and other costs; to assure that it will
be able to meet its debt service coverage requirements both in the test ycar and in the next
several years; 1o provide sufficient cash working capital from rates so that, along with its tax
excmpt commercial paper program, it will have adequate liquidity to meet all ol its nceds
throughout the year; and to permit PGW o begin to reduce its dependence on expensive long
term debt to fund capital improvements before the weight of that debt crushes the Company.

While granting the Company's entire request is the only way to [ully meet all of these key
[inancial needs, it is important to understand that even sctting the Company's rates so that the
allowed carnings level would equal that established by the PUC in PGW's last two rate cascs

. - . Cagn 5 . . .
would require a minimum increase of some $70-71 million.”  Plainly, the recommendations of

the OCA and the OTS - for just a $22.5 to $25 million ratc incrcasc — fail to deal realistically
and fairly with the financial issues facing the Company loday; would return it to the extremely
precarious ﬁﬁunciul position that it found itscllin 2000; and likely place the Company, and its
customers in a position where cven PGW's continued ability to provide safe, reliable and

adequate service could be threatened.

4 fd.a12-3,

5

App. B, hereto.
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Before discussing the evidence justifying PGW's basc rate request, PGW will review iis
present financial status. [t will then discuss the legal requircments applicable to establishing
PGW's base rates — the Cash Flow Method — the specific clements of which are set forth in an
Ordinance of the City ol Philadelphia and which scction 2212(e) of the Public Utility Code
makes applicable here. Next, PGW will explain the development of the basc line pro forma tcst
year on which its revenue requirement claim is based, the results of which arc shown on final
summary schedules attached to this brief as Appendix "A." There is relatively little
disagreement about the test year revenues and expenses and the resulting financial data that
comprisc PGW's pro forma test year claim at present rates; OCA, the OTS and PGW disagree as
lo just $2-3 million of cxpensc adjustments. (The Company will support its position on each of
these remaining contested arcas at the end of the "Revenue Requirement” scetion of this bricll)
PGW will then discuss the deficiencies in its pro forma test year financial statistics in threc key
arcas: debt service coverage; cash working capital; and debt-to-equity ratio. [t will then
demonstratc how its $100 million rate increasc request (along with its proposal to retain the
proceeds of off-system sales and capacity release credits for a construction fund) appropriately
addressecs cach of these elements.

Both the evidence and the applicable law demonstrate that strict adherence to the test year
construct alone, while justilying a substantial portion of the increasc requested, is not in the
public interest. In order to adequately address the need, the Commission must look to the data
from the test year and the Company's five year planning period. Failure to do so jeopardizes
PGW's ability to continue to provide safe and reliable service.

What the analysis demonstrates is that to fully address cach of these [inancial needs,

PGW could have justified a significantly greater rate incrcasc. However, because of their
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understanding of the impact ol increascs in energy prices on the scrvice territory, and especially
the effects on the poor and working poor, PGW's Board of Dircctors specifically directed the
Company to hold the rate increase to the $100 million level and to seck out alternative ways to
achicve its financial needs for any additional rcquircmenls.(’

1. The Current Financial Status of PGW

The most dramatic testimony in the entire proceeding was the frank assessment of the
Company by Gary Krellenstein, an investment banker and expert in municipal utility {inances:

PGW is vicwed as onc of the weakest (from a financial and credit
risk perspective) large municipal utilities in the nation. s current
underlying credit ratings (excluding credit enhancement and bond
insurancce) from Moody's, Standard & Poor's and Fitch places it in
the hottom 10 percent of all rated municipal utilitics. To the best
ol my knowledge, it is the lowest rated municipal wility in the
nation that has debt owistanding in excess of §1 billion (most low
rated municipal utilitics are relatively small and serve communities
with a limited cconomic basc).’

Why is PGW still on such precarious financial footing alter almost seven ycars of
regulation by the PUC, which, after a bumpy start, has been supportive of the Company in past
decisions? Like a patient with multiple critical illnesses, PGW can be described as having taken
onc step forward and two steps back on the road to cure since its last base rate case. While it has

made significant progress on some fronts — including improved operating efficiency collections

PGW St. 2 att5. PGW also delayed the filing as long as possible until the need for a base rate
increase could no longer be avoided. PGW St 1 at 4. This is not 1o say, however, that
suggestions by some (i.c., OCA St. at 18-20) that a rate increase will create bill payment
difficultics for PGW customers is a basis for rejecting an increase that is otherwise just and
rcasonable. Morcover, denying a needed rate increase clearly could result in inereased costs of
borrowing or the resort to very expensive "quick fixes" in the future as well as reduced service
adequacy and reliability, ultimately imposing more costs on customers. The proper response to
this concern is to continue 1o support PGW's leading efforts to provide energy assistance and
other support to low income customers who have a legitimate need for such help. PGW St 1R at
5-7.

7 PGW St 4 at 3 (emphasis supplicd).
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and its level of uncollectibles, for example — it continucs to struggle on others that are cffectively
beyond the control of management. Unfortunately, achieving that progress will not prevent the
remaining problems from plunging the Company into financial crisis - if left untreated.

PGW last increased its base rates in April, 2002, when the Commission granted its
request for a $36 million extraordinary rate increase.” That same $36 million incrcase was made
permanent when, in August, 2002, the Commission approved a scttiement of PGW's $60 million
base rate request.”

The 2002 rate increasc followed a $33.6 million base rate hike, that had been authorized
by the Commissian in the Fall o 2001, alter a fully litigated proceeding. The subsequent
extraordinary rate increcase rescued the Company from a likely downgrade to junk bond status
that would have created a linancial crisis of significant proportions.

After the 2002 case, PGW hoped that the two base rate incrcases and the implementation
ol'a Weather Normalization Clause would stabilize PGW's carnings and cash Tow and permit it
to reduce its outstanding short and long-tcrm debt by financing a portion of its capital
construction program from internal sources. Unfortunately, this did not occur. Even belore the
increasc was finalized, in August, 2002, historically high natural gas prices and higher than

anticipated costs in several other areas quickly reduced PGW's revenues and cash flow while

¥ Petition of PGW For Extraordinary Rate Relief Pursuant 1o 66 Pa. C. 8. § 1308(¢), R-
0001703410002, April 12, 2002 (hereinaller, "PGW Extraordinary Rate Order™).

Y Pa. PUC v. PGV, R-00017034, August 8, 2002 (hereinafter, "PGW 2002 Base Rate Order");
PGW St. 2 at 2-3, The settlement was a "black box" settlement in which there was agreement
only an the overall increase. Sce, Joint Petition for Setttement of PGW Base Rate Proceeding, R-
00017034, June 28, 2002, Y 1I(2). The setilement also permitled PGW to implement a "Weather
Normalization Clause" which proteets the Company from losses caused by warmer than normal
weather, and protects the customer from additional payments when the weather is colder than
normal, but docs not address lost sales from conservation or load loss.
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' For example, in FY 2003, the Company's collections dropped to a

increasing its uncollectibles.
historically low 86.60% (compared to its longer-term historic rate ol approximately 92%); this
translated into more than $40 million in lost revenues and the drop put the Company in danger of
losing its barely investment grade bond rating. The Company responded immediately by
stepping up an internal Collections Initiative that was alrcady in progress and taking other steps.
Thesc various cfforts were successful and in FY 2004 PGW realized a 91.41% collections rate
which improved to 96.01% in and 96.57% in FY 2005 and 20006, respectively, thus dramatically
improving the collection rate and doing so at a time ol record high commodity costs.'’

However, the drop in collections combined with the over $200 million increase in natural
gas expense since the FY 2001 period (the test year used in PGW's last, fully litigated basc rate
procecding) eliminated virtually all of the cash working capital generated by the basc rate
increases, significantly increased bad debl cxpensc' 2 and contributed to a significant reduction in
sales; the losscs in sales were worsened by reduced population and slowing industrial growth in
Philadelphia and improved customer energy cfficiency.” As aresult, PGW's current test ycar
sales margin — the difference between the total customer charges and the cost ol natural gas

included in the rate — is some $39-40 million less than the margins authorized in the 2001 and

0 PGW St, 2 at 3.
1 PGW SL. 6 at 2; PGW Ixh. RG-1.

- See PGW Exh. JRB-16. PGW's aflowance for Bad Debt expense in the 2001 rate proceeding was
$55.6 million. Pg PUC v. PG, R-00006042, October 4, 2001 (hereinafier, "PGW 2001 Base
Rate Order™), Order on Reconsideration, Schedute 1 (Income Statement). Since that time, its
actual Bad Debt Expense ranged from $51.5 million 1o $85 million, $71 million and $80 million.
IFY 2006 Bad Debt Expense, reflecting the significant improvement in collections, was $40.1
million. PGW Exh. IRB-106.

13 PGW St 2 at 4-6.
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2002 ratc cases.'” Sales margin is the portion ol PGW's charge from which PGW must recover
all non-gas cxpenscs and obtain debt scrvice coverage, cash working capital and internally
generated funds. Additionally, PGW has suflered a continued material increase in several
expenses, including debt service costs (an increase of $16 million) and health and pension costs
($11.5 and $13.7 million increascs, respectively).”” Overall, PGW's operating and maintenance
expenscs and depreciation have increased approximately $29 million since its last fully litigated
case in 2001.'

These factors have led to two very troubling facts. First, PGW's current rates producc no

cash working capital. All ofits liquidity — the dollars needed to pay its bills when due prior to

receipt of revenues — is being generated by borrowing, by the almost continual issuance of tax-
excempt commercial paper. Indeed, becausc of the dramatic increase in its cash flow needs
caused by the hikes in natural gas prices'” PGW was not only unablc to reduce its commercial
paper borrowing limit, as it had hoped to do at the conclusion of its 2002 rate case,’™ but had 1o
increase the limit in order to meet its day-to-day obligations. In fact, the last increase in the

commercial paper borrowing limit {(from $100 to $150 million) i January, 2006 came days

" See PGW Exh. JRB-3; PGW Exh. JRB-11,

" PGW St. 2 at 4; PGW Exh. JRB-3.

e fd,

While PGW receives a "dollar for dollar” recovery of its natural gas costs through its Gas Cost
Rate (GCR), it receives these payments on a rolling 12 month basis. As a result, PGW is
continually required 10 find the funds from other sources Lo pay tts gas bills — obligations which
arc immediately payable — when they come due. In addition, PGW does not directly recover the
natural gas costs that customers do not pay but only receives compensation tor them through its

allowance for bad debt expense in base rates, Tr.at 519,

18 PGV 2002 Base Rate Order, Y 6.
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before PGW would have otherwise defaulted on a natural gas supply bill." Reliance on such
borrowing is not only risky but cxpensive — one must wonder whether it will always be available
when nceded and, if so, at what price?

The sccond serious result of the combined ¢ffects of record high gas prices and increased
expenses was the inability to finance any portion of PGW's capital program [rom internally
gencrated funds. PGW must spend at least $60-70 million annually simply to maintain the safety
and reliability of its gas distribution and storage systems and to mect customer load growth
requcsls.20 While PGW has cut back its construction budget to only the essentials needed to
maintain salc and adequate service,”’ PGW needs to rely exclusively upon the issuance of long-
term debt to fund these necessary construction costs, which, unfortunately, results in increased
costs flor ratepayers. When all such work is paid for with long term debt, every dellar used for
salety, reliability, or adequacy of service in the capital program coslts the customer, excluding
transaction costs associated with the bond sale, one dollar and filly cents becausc of the
multiplier effect of the bond covenant.”? In addition, of course, PGW's debt-to-cquity ratio is
extremely high — 83% in the test year, where it has been since [FY 2005, and without rate relief,
the percentage of PGW's plant-in-service funded by debt will reach 89% by FY 20122 This
level ol debt not only imposes enormous costs on customers in the form of additional debt

scrvice and coverage requirements, but also creates risk that needed improvements will not be

19 PGW S 3 at 9; T, at 549-51.
- PGW St. 2 at 5.

. PGW St. 5 at 11-14.

PGW St. 2 a1 12-13.

3 fd, al 5.
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possible il the Company is denied access o the capital markets.” At those levels of debt to
equity, the willingness ol lenders to provide the funds required when needed and in the amount
needed becomes more and more questionable.

Thesc dual allments - the lack of adequate cash working capital and the overdependence
on Jong term debt — have caused the rating agencics to continue 1o view the Company with
serious concern, even while there have been some positive statements.” Whether the Company
will be [aced, once again, with a financial crisis of the kind that required the grant of
extraordinary rate rclicl in 2002 will turn largely on the outcome of this proceeding.

Mr. Krellenstein explained:

The Baa2 (Moody's)/ BBB- (S&P) /BBB- (Fitch) ratings, in
addition to the "negative” outlook still in place by S&P, imply that
PGW has minimal ability to withstand any significant adverse
cvent without the potential for dropping below investment grade
by one or more of the rating agencies. The shift to stable outlook
by Fitch carlier this year reflects that agency's perception (with
which 1 agree) that management has stopped the further crosion of
the company's financial position and begun a turn-around. But, it
is also premised on the belief that the wiility must and will receive
adequate rate relief from regulators. Should a rate decision be
madc that is considered to be adverse to the utility's financial
operations and expeclations for improved liquidity, it would be
reasonable to assumc that all three raling agencies might put PGW
on "credit-watch™ and/or downgrade them shortly thercafler,

- PGW St. 3 al 13-14, 16-17; PGW St. 3R at 12.

"For example, in its August 30, 2005 report (Exhibit BB-1), Standard & Poor's, which rates
PGW's long-term credit rating as BBB- with a Negative Outlook, noted 'PGW's liquidity remains
marginal despite annual transfer-payment forgiveness from the city of Philadelphia'(Exhibit BB-
1, p.2). Inits January 20, 2006 report (Exhibit BB-2). S&P comments upon PGW's practice of
using unexpended bond proceeds to meet ongoing working capital and debt service requirements:
"This practice points to the general insulficieney of cash {lows to meet ongoing operational and
debt obligations’ {ixhibit BB-2, p.2).” PGW St. 3 at 10. PGW was recently upgraded by one
hall' (i.e.. from BBB- 10 BBB) by Fitch but that was on PGW's 1975 bonds and cssentialty
represented a correction of a misimpression concerning the status ol those bonds. Tr. at 575.
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resulting in significantly higher costs for both the utlity and its
e 26
customers or additional adverse conscquences.™

Barbara Bisgaier, the Company's financial advisor who interacts with the investment
community and the rating agencies on behalf of PGW on a continuous basis,”” deseribed the
current view of the Company by the investment community and the rating agencics in similar
lerms:

For the past five years, PGW has been on the brink of losing its
investment grade credit ratings. It has not donc so because
minimum rating agency requirements related to debt service
coverage, cost controls and cash collections have been met. While
the management improvements that resulted 1n cost controls and
substantially improved cash collections have been important in the
maintenance of the investment grade credit rating, the availability
ol a varicty of onc-time funding sources have, in my opinion,
masked the systemic [iscal condition of PGW and, from the
perspective of the rating agencies, bought PGW more time. The
rating agencics are sensitive to the fact that their action in making a
utility non-investment grade will have grave and spiraling
consequences. Therelore, without compromising their own
standards, they are willing to acknowledge the benefits of one-time
fixes, especially if those one-time {ixes buy time in which to make
planned systemic improvements. / believe they are now
anticipating that systemic improvements witl be immediately
Jorthcoming., In the casc of PGW, major "fixes” such as the
support of the City of Philadelphia with the $45 million loan and
the annual payment deferral were given enormous weight by the
rating agencies since these benefits were viewed as tax-based
support by PGW's owncer. However, these one-time strategies
have been substantially exhausted. In the immediate future, PGW
will, therclore, be judged by the rating agencics based both on its
own systemic ability to provide internal liquidity and on a capital
structure that is indicative of fiscal health. ™

% PGW St. 4 at 6-7 (cmphasis supplicd).
7 PGW St. 3 at 2-4; Tr. at 771.

= PGW St 3 at 14-15 (emphasis supplied).
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In summary, while the Company has made significant strides in the last several years, and
has reduced certain costs and improved collections, external forces have put it at a point where it
must reccive substantial rate relief in order not merely to continue that progress, bul to prevent
an crosion of that progress and a more scrious financial crisis that will be painful and costly for
the Company, its customers, and the Philadelphia region in gencral.

B. The Public Utility Code Dictates That PGW's Rates Be Set Using The Cash

Flow Method, As Defined In The Management Agreement Ordinance, And

That Its Rates Be Set At Levels That Guarantee The Satisfaction Of All Of
[ts Bond Covenants.

Al this point in PGW's history with the Commission, ncarly seven ycars since the
Company first became subject 1o the PUC's jurisdiction and after multiple rate orders, the
ratemaking standards applicable to PGW should be abundantly clear to all. Scction 2212(¢) of

the Public Utility Code clearly provides that, "notwithstanding any other provision of the Code to

the contrary”, the PUC must usc PGW's pre-PUC ratemaking methodology and requirements to
cstablish PGW's rates.” As the Supreme and Commonwealth Courts have repeatedly explained,

and the Commission has acknowledged, that required methodology is the Cash Flow Mcthod as

ki)

- 66 Pa. C.S. § 2212(c).
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outlined in the City of Philadclphia's Management Agreement Ordinance.™ Succinetly, the Cash

Flow Mcthod scts rates "by tailoring them 1o [the Company's] anticipated necd for cash.

il

There 1s no disagrecment (nor could there be) that the Cash Flow Mcthod is PGW's prior

ratemaking method. This method is defined in or "established" by Section V1] of the

Management Agreement Ordinance.™ At the time of the enactment of § 2212(c) (as well as

today),” Section VI required, in pertinent part, as follows:

(1) The Gas Commission shall fix and regulate rates and charges for supplying gas to

customers . .. which . . . will, in each fiscal year produce revenues, al a minimum:

{a) Sufficient to pay all of the operation and maintenance costs
and cxpenscs ol conduction the gas Works enterprisc and Lo pay
the interest and amortization becoming due in such fiscal ycar on
debt incurred for the Gas Works, including, but not limited to:

3

n

13

Public Advocate v. Philadelphia Gas Com'n, 674 A.2d 1056, 1058-59, 1061 (Pa. 1996). Ciry of
Philadelphia v. Pa. Public Utility Com'n, 829 A.2d 1241, 1245 (Pa. Cmwlth. 2003); Action
Alliance of Senior Citizens of Greater Philadelphia v. Philadelphia Gas Cont'n, 406 A.2d 1155,
1156-57 (Pa. Cmwith. 1979): Pa. P.U.C. v. PGV, Docket No. R-00006042, Opinion and Order
(October 4. 2001) ("2001 Order") at 14-15. The Management Agreement Ordinance, including
all amendmernus through 1993, is set forth in PGW Rejoinder Exhibit 1 (Bogdonavage). This is
the same version of the Management Agreement that was introduced into the record in 2001, See,
Testimony ol Thomas I3, Knudsen, Exh, TEK-2 (R-00006042). A complete copy ol the
Management Agreement Ordinance, with a complete tegislative history, and all amendments
through June 30, 2000 (1the effective dote of section 2212 of the Gas Choice Act) is attached as
Appendix "D" 1o this Brief.

Action Alliance, 406 A.2d at 1156.

Action Alliance, 406 A.2d at 1158: Public Advocate, 674 A.2d at 1058; City of Philadelphia, 829
A2d at 1245 ("PGW's revenue requirements are identilied in the Management Agreement
Ordinance relerenced above. Specifically, Section V(1) ... The PUC acknowtedged the
significance of the Management Agreement Ordinance .. .")

As noted during the hearings (Tr. at 526-27) the PUC's 2001 rate order quoted from Scction VII
of the Management Agreement Ordinance but utilized the original, 1972 version which had been
since amended. As also noted, the amended version of the Management Agreement {with
amendments through 1995) had been placed into the record in that prior case. PGW's Rejoinder
iZxhibit 1 reflects the Management Agreement as amended through 1995 because no subsequent
amendments have dealt with scction VI PGW has attached copies of the amendments that were
made to the Management Agreenment Ordinance from 1995 through June, 2000 in Appendix D,
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(b) Sulficient also . . .:

(i) To make basc payments to the City in the aggregalce
annual principal amount of . . . ;

(1) To provide appropnations, to the extent not otherwise
provided for prepayment of debt and for capital additions which
have been determined by the Gas Commission to be reasonable
and which have been determined by the Gas Commission to be
reasonablc and which have been approved by City Council; and

(iii) To provide cash, or cquivalent, for working capital in
such reasonable amounts as may be determined by the Company 1o

T
be necessary and as shall be approved by the Gas Commission.

The OTS suggests that the Commission's Order in PGW's 2001 base rate case olfered less

than a full endorsement or acknowledgement of the mandatory ratemaking formula in Scction

VII of the Management Agreement.” Further, the OTS contends that the Commission's

consideration of the revenue requirements enumerated in Section VI is permissive, not

[ . - - .
mandalor;,/.3 ' The 2001 Order supports ncither of these propositions, and, more importantly,

both are wholly inconsistent with § 2212(c), the Cash Flow Method, and the applicable casc law,

The Order states:

Wc notc that PGW's Management Agreement sets forth specific
calegories of expenses and revenues that are (o be included in
PGW's rate setting process. The Commonwealth Court has
determined that this Agreement specifies the Cash Flow Method as
the ratemaking lormula for cstablishing PGW's rates. The
Commonwealth Court in Action Alliunce .. -has deemed the above
process of fixing rates as the Cash Flow Mcthod.

33

an

PGW Rejoinder Exh. 1 (Bogdonavage); App. D. herelo.
OTS St. 1-SR at 4.

OTS St 1-SR at 5 ("Because working capital is contained in the Management Agreement
Ordinance, the Commission may consider a reasonable level .. ") (emphasis added).
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For the purposcs of this ratemaking issue, the General Asscmbly
clearly directs the Commission, in Section 2212(¢e) of the Act, o
scl rates in a base rate proceeding for PGW in accordance with its
previous ratemaking methodology and requirements . . .. In this
instance, the previous ratemaking methodology, as contuined in
PGW's Management Agreement and affirmed by the Pennsylvania
courts, is the Cash Flow Method.*

As this excerpt reflects, the Commission plainly: (1) recognized the Cash Flow Method
as the prior ratemaking method; (2) acknowledged that the Cash Flow Method is compriscd of
the formula of the specilic revenuc requirements identified in the Management Agrecment
Ordinance; and (3) deciared that all of those revenue requirement items specified in the
Agreement must be included in PGW's rate sctting process. These are not revenue needs that

"may" be considered by the Commission but revenue need that "are to be included" and must be

- . 5 . 9
accounted for in setting the Company's rates”® — at just and reasonable levels.”
Recently, Commonwecalth Court acknowledged the Commission's proper recognition and

consideration of the Management Agreement and its revenue requirements in its revicw of the

3 PGW 2001 Base Rate Order at 14-15 (cmphasis added).
* fd. at 14. Notably, both Section VII(1) of the Management Agreement and § 2212(c¢) state the
respective agencies' ratemaking obligations in mandatory directives, using "shall.” The
distinction between "shall” and "may" was tamously detailed in Lane v. Hartford Accident and
hidemnity Co., 6 D.&C. 4™ 537,538 (Dauphin 1990),

While many words in our wonderful language are ambiguous, it
is difficult 10 . . . construe "shall" into "may." It is worth remembering
that this scemingly small, modest word "shall” has, at times in the past,
been the pivot upon which the hopes and dreams of whole empires have
turned. Whether one considers MacArthur's ringingly famous promise of
cventual triumph alter the (all of the Philippines, "I shall return!® . . . this
word has universally been regarded as a statement of the positive and the
uncquivocal, not the conditional or the variable.

The Commission has never held — nor could it — that it may simply refuse 1o award a rale increase

proven to be justified due to some vague notion that the result would not be "just and reasonable,”
anymore than it could do so {or an investor-owned utility.
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2001 Orderin City of Philadelphia v. Pa. Public Utiline Com'n, 829 A.2d 1241 (Pa. Cmwlth.
2003). The Court explaimed:

PGW's revenuc requirements are tdentified in the Management
Agreement Ordinance referenced above. Specifically, Section
VII(1) of the Management Agreement Ordinance provides that
non-municipal service gas rales shall be fixed so that project
revenues will be at least sufficient to cover enumerated expenses
for cach fiscal year. The enumerated expenses include all
operating and maintchance costs, interest and amortization of debt,
general expenscs, payments to the City, debt reductions and capital
additions, working capital, and non-cash expenscs included in
estimates of revenue requirements. The PUC acknowledged the
significance of the Management Agreement Ordinance and
analyzed its relevant provisions.m

Flere again, the Commonwealth Court's decision plainly holds that the Cash Flow Mcthod entails
a mandatory consideration, and rcasonable allowance for in rates, of all of the revenue 1tems
enumerated in Scction VII(1) of the Management Agreement. While addressed in greater detail
below, onc of the requirements that PGW's rates "shall" be {ixed so as lo ensure revenuc "at least
sulficient 1o cover* is the need “to provide cash, or equivalent, for working capital in
reasonable amounts.”?

Equally flawed is the suggestion, made by the OTS and others, that the Cash Flow
Mcthod only requires the Commission to sct rates to mect only onc criteria: the Company's

.. . 43 e .. . .. .
minimum debt service coverages.”” The Commission has ncver taken this position, nor could it

i City of Phitadelphia, 829 A 2d at 1245 (emphasis supplied).

i Id.

12 Public Advocate, 674 A 2d at 1059 (quoting Scction VI{1){(b)(iii)); PGW Rejoinder Exh, 1
{samce); App. D, hereto.

43

See, e, OTS St [-SRat 3, 5 ("The Commission has determined that the Cash Flow Method is
to enable PGW to meet its minimum debt service coverage and operating and maintenance
expenses . .. The Commisston has indicated that this methodology allows for the use of minimum
debt service coverage in establishing just and reasonable rates™); Tr. at 916.

HAR: 73608 1 /PFE2 [1-236003 -16 -



lawfully. As indicated in the PUC and Commonwealth Court decisions cited above, all of the
revenue requirement items identified in Section VII(1) of the Management Agreement must be
provided lor in rates. Ensuring that PGW has sufficient revenues to pay its debt service for cach
liscal year is just one of these requirements. Morcover, as the requirement is that PGW must be
assurcd that it will meet its debt scrvice coverages, the level of revenues permitted must provide
sufficient cushion to make sure of that resull.

This conclusion is also consistent with the past application of PGW's prior ratemaking
methodology by the Philadelphia Gas Commission ("PGC"). The PGC consistently rejected
contentions that it should abandon or ignore particular requirements of the Cash Flow Mecthod,
most particularly an allowance for cash [or working capital. For example, in a 1983 PGC
proceeding, the PGC indicated that

Public Counscl witnesses . . . sci rates by determining PGW's

revenue requirement based on a debt service coverage

reccommendation . . . and, then, test whether those earning provide

adequate cash-flow to PGW, to cover all requirements of the

Management Agreement . . . utilizing an accrual method of

accounling."44

The PGC rejected this debt service approach in recognition of its obligation o set rates

sufficient to cover all items contained in Scetion VII of the Ordinance/Agreement, including an
allowance lor cash working capilal."5 Scction 2212(c) compels that this clear explication of

PGW's prior ratemaking methodology be adhered 1o by the Commission.

1. The PUC Must Permit PGW To Imipose Rates And Charges That Will
Enable It To Mcet All Of Its Bond Covenants.

RN

Philadelphia Gas Com'n, Adjudication and Order (Sept. 3, 1982) at 8 (see App. [, hereto).

13 Id at 9,
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Scparate and distinct rom the Commisston's application of the Cash Flow Mcthod,
Section 2212(e) also dirccts the PUC to ensure that PGW, through the collection of rates and
charges, will satisfy ils bond covenants. No party has suggested that the Commission set PGW's
rates at a level which will require it to breach its bond covenant regarding its minimum debt
service coverage obligations. However, PGW has three relevant bond covenants, not just one.
As the Commission recognized in its February 22, 2001, Interim Rate Case Opinion and Order
(adopting a settlement between PGW and the PUC Law Bureau),™ PGW must comply with the
following bond covenants:

h a covenant that requires PGW to maintain [unds that are 150% of its
annual debt service obligation [debt service coverage covenant];

(2) a covenant that requires PGW and its owner, the City of Philadelphia, to
charge rates that permit PGW to have sulTicient cash to pay all ol its
obligations, including its debt service obligation, during each fiscal year in
full when they are due [rate covenant];* and

(3) a covenant that requires PGW and the City to continuously maintain and
operate the Gas Works.

Accordingly, as a matter of law, the Commission must set rates to provide sufficient
revenucs 1o satisly all of PGW's covenants — including the covenant to have sufficient cash to

pay all of its obligations during cach fiscal year in full when they are due.

C. Baseline standard — Pro Forma Revenues and Expenses at Present Rates
l. Baseling Test Year — Y 2007 Budeet

16 Sce Pa. PUC v, PGH, R-00005654, Opinion and Order of February 22, 2001 at 9§ 1; Joint Petition
for IFull Settlement at 4§ 10, Accord, PGW Rejoinder Exhibit 2 (Bogdonavage).

7 Significantly, this covenant requires the necessary cash to be derived from rates, The reference o

the City of Philadelphia, when read in context, was 1o its role as the entity, through the PGC, that

set PGW's rates, and not as a potential source of the cash necessary to mect PGW's obligations.
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PGW's proposed baseline standard was its FYE ("Fiscal Year Ending") 2007 Budget
adjusted for ralemaking purposes.™ The starting point Tor the test year was PGW's "fully
forecasted” FYE 2007 Budget, as approved by the PGC.™ The "fully forecasted" budget/test
year supporting data are displayed in an exhibit to Mr. Bogdonavage's testimony™ and is
equivalent to the "fully forecasted" future test ycar typically used by the PUC 1o calculate a
revenue requirement for an investor-owned utility.

2. Pro FFormea Revenues

The FY 2007 Budget included a forecast of "normalized revenues" which were supported

' Only onc adjustment

by the testimony of PGW acting Chicl Opcrating Officer Craig White.”
was proposcd to PGW's proposed pro forma test year revenues, by OTS witness Kubas, to
increase the pro forma level of the average residential heating customer usage projected for the
lest year.™ PGW accepted this adjustment with one modification,™ o which the OTS

subscquently agreed.™

PGW’s original bascline pro forma "T'est Year Income Statement was shown on PGW Exhibit
JRB-1. A revised baseline calculation al present rates was submitied in rebuttal on PGW Exhibit
JRB-13A. ixhibit JRB-13B shows the pro forma 1est year assuming the proposed rate increase
(and PGW's proposed retention of ofl-system sales/capacity release proceeds). LExhibits JRB-13A
and 3B reflect a series of adjusiments (described in the footnotes "A" through "G" attached to
Exhibit 13A and 13B). These adjustments are explained in Mr. Bogdonavage's rebuttal testimony
(PGW S1. 2R a1 39-40) and rellect acceptance of certain adjustments proposced by OCA or GTS o
PGW's pro forma revenucs and expenses (adjustments A, C, E & IF). the inclusion of certain
adjustments that were inadvertently omitted from PGW's original filing (Adjustments "B", "D")
and the inclusion of the pro forma cffect on PGW's recent, $200 miliion bond issuance
(Adjustments G & H). The adjustments are explained in Mr. Bogdonavage's Rebuttal testimony,
PGW St 2R w1 39-40. Modilied versions ol these schedules, to reflect the effect of a stipulation
an bad debt expense, are attached hereto as Appendix "A".

44

PGW St. 2 a1 18: QCA St. 2 at 18-19.
30 PGW Exh. IRB-2.
i PGW St. 5 at 2-9.

OTS S, 3 at 4-10,

t2
S
|
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I

3. Pro Forma Expenscs

All of the budgeted expenses for the [ully forceasted test year were fully detailed

. 55 = .. .. . . .
in the record.”™ Except for a limited number of issucs discussed below, no party took issuc with

the use of PGW's approved budget as the starting point for the calculation of PGW's pro forma

Test Year expenses.”® PGW then adjusted the Budget data both to reflect accounting

adjustments that became known after the PGC approved its Budget, to normalize certain test year

data in accordance with standard PUC practice, or to adjust data to reflect claims that, while

denied by the PGC for Budget purposcs, were nonetheless considered appropriate by the

Company for inclusion in calculating PGW's PUC-approved revenuc requirement.”’

53
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PGW St. 5R at 13-15,

O1'S St. 3SR at 2, The agreed to caleulation of Mr. Kubas' adjustment is included in PGW
Exhibit 13 as well in the final summary schedules presented in App. A, hereto.

PGW Exh. JRB-2 "Prepared Dircet Testimony of Joseph R Bogdonavage (Before the
Philadelphia Gas Commission)."

See, eg., OCA 81, 2 al 18,

The adjustments made were as lollows:

1.

Revision to Revenues and Expenses to rellect modified "Soft O accounting. PGW St.
2 at 18-19. PGW modificd its billing and accounting treatment for natural gas usage
recorded at premises where service has been terminated or discontinued but where actual
physical shut-ofT of the potential flow of gas would be prohibitive.

PGW adjusted its test year revenues and expenses at present rates to reflect a 96%
collection factor as opposed 1o the 94% rate it had used in preparing its original PGC
budget submission. fd. This adjustment had the effect of increasing pro forma revenues
and to decrease pro forma bad debt expense at present rates. No one challenged the
propriety of this adjustment.

PGW also adjusted its PGC-authorized budget to reflect lower pension expensc duc to
revised actuarial expenses. PGW St. 2 at 19-20.

PGW then adjusted its PGC-upproved budget 1o reflect pro forma adjustments to account
for PUC ratemaking conventions or o "normalize” budget data, to wit:

]
L)
[



Of the scores of projections and calculations that make up PGW's pro forma Test Year at
present rales, only a handful were challenged in any way. Of those, PGW clected to accepl
scveral of the adjustments or was able to arrive at a stipulation with the party that proposed it.™

The only adjustments (o pro forme income still at issue have a relatively small impact:

OTS:
Application of Stipulated
Bad Debt Expense % $ 1.2 million
Management Incentive Plan: $ 500 thousand
Marketing $ 475 thousand
Lobbying $ 245.2 thousand
Injuries & Damagces $ 725 thousand
Advertising $ 35 thousand
Regulatory Fines S 50 thousand
TOTAL: $ 3.2 million

PGW will set forth its position on cach of these adjustiments, as well as an issuc raised by
the School District, in the final scction of the Revenue Requirement portion of this Bricf. As
will be shown below, PGW's nced for rate increasc is amply demonstrated and will not be
affected 1n any material respeet even if all of the contested OCA/OTS adjustments 1o its pro
Sorma test year results were adopted by the PUC. However, PGW submits that its revenue
requirement should not vicwed solely by reference to its future test year, its financial projections

should be examined both for the Test Ycar as well as its five year planning period.

1. Rate Casc Lxpense. PGW's estimated rate case expense was included on a 3-year
amortized basis, in accordance with PUC policy. /d.

2 Certain prior period, one-time expenses ($353,000) were removed [rom the test year
because they are not reflective of normal, on-going conditions. Jd.
3. Annualized Union Wage Increase. Two union wage increases that will take effect in the

test year were annualized w reflect their [ull, 12-month impact. /d.

5“ The adjustments that were accepted were as {ollows: 1. Bad Debt Expense (PGW Hearing
Exhibit 4); Authority Expense (PGW St 2R at 36); Merger Expense (PGW St 2R a1 34-35): and
Preseription Drug Plan Costs (PGW St 12 at 9).
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4, Examining PGW's Financial Results in both the Test Year and the S-vear
nlanning period is prudent and necessary for a Cash Flow Melthod
reeulated company.

All of PGW's financial presentations in this casc include the financial results for FYE
2007 —its "test year" in the proceeding — but also for the five-year period FY 2008 through IFY
2012. It did this because, while its key revenue requirement needs and standards (i.c., debt
service coverage, inadequate cash working capital and unreasonable debt level) are test year
based™ the appropriate level of rate reliel needed to effectively and fairly address these issucs is
best determined by an examination of PGW's projected financial results over a reasonable
planning period. In fact, it will be impossible (or the Commission to fully resolve these issues if
it looks exclusively at the test year period without consideration of the full five year period. ™

Determining a utility's revenue requirement needs by cxamining both test year results and
projected future financial or operational performance outside the test year is clearly not
prohibited in any way. Indced, the Commission regularly excrcises its discretion to consider
"known and mecasurablc” changes projected to occur outside the test year and has never decreed a

hard and fast "cut-off™ {or such chungcs.(' in this instance, PGW's live ycar projections have

8 E.g. Tr.at 743-747.
% PGW St. IR a1 9,
ol See, e.g.. Pennsvivania Electric Company, v. PUC, 467 A.2d 1367, 1373 (Pa. Cmwlth. 1983),

affirm'd, 509 Pa. 324, 502 A.2d 130 (1983), ("Commission has a wide arca of discretion with
respect to the extent and type of adjustments which it [can] make 1o 1est year data providing there
is substantial cvidence in the record warranting its action."). Bell Telephone Co. of PA v. Pa.
PUC, 105 P, Comwlth. 286, 5324 A.2d 1009 (1987) (utility estimates of elleet of AT&T
Divestiture beyond the end of the test year sufficiently "known and definite"); PUC v. Citizens
Utilities Water Company of PA, 1996 Pa. PUC LEXIS 164 ("[t]here is. however, an exception to
the general rule against rate recovery of out of period expenses, When an expense is found 1o be
‘extraordinary, substantial and nonrecurring’, recovery has been permitted."); PUC v,
Phifadelphia Electric Company, 1982 Pa. PUC LEXIS 81, 56 Pa. PUC 191 (Commission allowed
the company's ¢laim for post test-year pollution control projects.); PUC v. Pennsylvania Power
& Light Co., 1995 Pa, PUC LEXIS 189: 85 Pa. PUC 306 {(SFAS 106 change extraordinary, one
time event, which occurred ouwtside the test year).

i~
wn
'
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several indices of reliability. The projections are part of a rigorous strategic planning process
that the Company undertakes annually and which is reviewed and approved by PGW's Board of
Directors as well as the PGC.* The rigor of this process has produced a degree of reliability that
is no less than in the various cases, cited herein, in which this Commission has allowed
expenditures beyond the test year. 1t is not produced solcly for this rate casc and the
methedology has been used for years for the purposes of assessing the strategic direction and
projected linancial status of the Company. Morcover, the forccasted data are based on the fully
forccasted test year —as to which the parties have no material issuc.

Morcover establishing rates or allowances based upon projections extending beyond the

test year is by no means unprecedented; the Commission has granted rate allowances based upon

financial and operational projcctions that have extended 20 years or more into the future. For
example electric utilitics were permitted by the Electric Choice Act 1o collect stranded costs
based upon a long term (20 years in many cases), net present value analysis of the "known and
definite” projected reduced cconomic value of the utility's generating facilitics that was assumed
1o occur as a yesult of the allowance of compclilion.(’3 [n allowing such recovery, the
Commission accepted a significantly higher degree of uncertainty with regard to a broader
market array of issucs than arc present here. Even before that, and based upon the Commission's

general "used and vseful" standard whether an electric utility's new generating facilitics were

“ PGW St. 2 ut 14,
o See, ey, Application of Duquesne Light Company for Approval of Its Restructuring Plan Under
Section 2806 of the Public Urility Code, 1998 Pa, PUC LEXIS 196 (August 13, 1998). (The
definition of stranded costs in scction 2803 of the Code requires that the costs are: 1) in fact
stranded, meaning not recoverable in a competitive market; 2) stranded as a result of the
wransition to competitive markets; 3) generation related, not transmission or distribution costs; 4)
known and measurable; 5) determined over the life of the asset; 6) only @ "net” amount; 7)
unmitigated: and 8) determined on a net present value as of January 1, 1999).
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"uscd and uscful” was analyzed on the basis of the necd for the plant both in the test year and in
the years in which the rates would be in ¢ffect,*

Utihizing test year data along with projected planning period data is cven more
appropriate lor a Cash Flow Method-regulated company. As a Cash Flow Mcthod regulated
company, PGW's ycar-to-year revenuc requirement needs are related. An increase in an annual
cash working capital allowance in onc year will have a concomitant and salutary cffect in future
years — and vice versa.”® As explained above, dramatically increased natural gas prices starting
in 2002 began to have a negative cllcct on the Company's cash flow, collections and contribution
margins, and continued reliance on debt, culminating in its present severe deficiency. A failure
to consider the longer term elfects of a particular rate award could resull in a decision that will
quickly become inadequate — forcing an almost immediate return to the PUC for additional
relief. Such regulation with blinders cannot be in the public interest.

However, for onc ol the most pressing of PGW's financial difficulties — its over reliance
on long term debt to fund its capital program, a refusal 1o consider the Company's Nnancial
projections for the next several years could doom the Company to never being able to remedy
this fundamental defictency because the potential harm — the enormous future cost to be imposed
on ratepayers and the potential that the Company will be eventually barred from the capital
market — will always be an "out of test year” cvent — until it is too late.*® Mr. Hershey explained

this in his rebuttal testimony:

b See, e.g., Pa. P.U.C. v, Penusylvania Power and Light Co., R-842651, 67 PUR4th 30, 1985 Pa.
PUC LEXNIS 56 [*24].

6 See, ey, Tr.at 743-747,

oe I ; PGW S1OTR at 7-10; T, at 746,
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If, as argucd by these witnessces, rate relief could be granted only
for a problem that occurred during the test year, most problems
could not be resolved when the utility uses the Cash Flow Method
ol rate making that is mandated for PGW. The Public Utility Code
prescribes a ninc-month ratemaking process. Using thal process
and assuming that PGW werce to file on the first day ol its test year
— September 1st is the beginning of PGW's [iscal ycar — PGW
could not expect a decision from the Commission until May of the
following calendar year. PGW would then have to collect any
allowed increased revenue sufficient (o solve the problem in the
remaining months of the fiscal ycar/test year, but thosc would be
the months with the lowest level of sales. There would be no
substantial contribution to camnings or cash until well into the late
fall or carly winter of the following year. By then the fate of the
utility would have been scaled. ...

The Commission should treat PGW's liquidity and debt burden, as
well as the lorecasted violation of the debt service covenant as

known and mcasurable events and provide the rates now to solve
67
the problem.”

The partics dismissed PGW's five-ycar forecast analysis essentially on (wo grounds: 1)
that the projections were merely estimates and therefore unreliable®™ and 2) that the standard
PUC rate making approach prohibits calculation ol a revenue requirement based upon data
outside the test year.®” First, the partics have mischaracterized PGW's financial presentation;
several of the most serious problems are present in the test ycur.m But suggesting that the
Commission should not look beyond the test year to see the projected cffects of 1ts action here
because the results are merely "projections,” is inconsistent with the Commission's established
practice of permitting "known and deflinite" cvents to be incorporated into the test year. As Mr.

Hershey pointed out, both the OCA and the OTS recognized the fact that PGW was scheduled to

o1 PGW St 1R at 9-10.

o8 OCA St. 28R at 2-4.

09 QTS St latll.

7 PGW St. 2R at 3-4: Tr. at 744-45,
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repay the 345 million City Loan in FY 2008 — and madc provisions for that in the rate increase
recommendation. PGW's projected debt service coverage deficiency and future long-term debt
costs are all Just as "known and definite” as the projections of natural gas revenucs and expenscs
in the fully forecasted test year itself.”'

PGW is not arguing that examining test year results should be abandoned — only that
those results should be supplemented by the projected results for a rcasonable future pcriodnand
any solution authorized by the Comnussion should take account of the effects of the PUC's
actions on the Company's financial results over the next several years, starting with the test year.
Indeed, PGW submits that it would be unfair to customers if the five-ycar projections were not
part of the analyscs of PGW's revenue requirement needs.

D. PGW Has Demonstrated That Its Entire $100 Million Base-Rate Relief

Request is Required Under the Cash Flow Method of Rate Making and
Requires a $70 Million Rate Increase Just to Put the Company in the Same
Position That it Was After the PUC Prior Two Base Rate Proccedings.

1 Introduction

As sct forth above, the PUC is required to utihize PGW's prior rate making methodology
— the Cash Flow Mcthod ~ in calculating the revenue requircment lor PGW's base rates. In
contrast to the revenue requirement calculation method used by investor-owned utilities, that scts
a utility's revenue requirement 1o cover expenscs and produce a target return on a Commission-
determined rate base, the Cash Flow Mcthod is required to set rates to produce revenucs 1o cover

all of the Company's operational and [inancial needs at levels determined by the evidence to be

just and reasonable. As noted above, PGW's Management Agreement Ordinance requires that

n PGW St. 1R at 7-8.

& Tr. at 576; T'r. at 609-11.,
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rates be set to produce revenuces sulficient to cover expenscs, debt service, cash working capital
and amounts to fund construction and retire debt.”

PGW has justified its need for a rate increase to cover all of these requirements in two
dilfercnt ways. [t has meticulously set forth financial data, supported by expert financial
analysts, which show PGW's scrious need lor additional rate relief to cover all of its expensces, o
produce debt scrvice coverage levels that satisfy its bond ordinances, 1o produce adequate cash
working capital and to producc a reasonable debt-to-cquity ratio — both in the test year and over
the five-year planning period. That analysis shows uncquivocally that PGW's $100 million basc
rate request is in fact well below the level that it could justify if rates were to be set to fully mecet
all of PGW's financial needs and requirements.  But PGW has also presented another analysis

which shows the level of rate increase that is minimally necessary simply to put the Company 1n

the same position that il was in afler the PUC's prior two base rale orders, the last being issucd of

August, 2002. PGW submits that this "prior ratc case comparison™ analysis provides the
minimum level of rate increase that can be justificd under the Cash Flow Method. While a rate
increase based on this "prior rate case comparison™ analysis would not permit PGW to addrcss
all ol its pressing financial needs, it will provide some improvement to the Company (rom falling

further backwards.

b2

An Analvsis Comparing PGW's Prior Rate Casc Shows that 2 $70.2 -
$71.5 Million Minimum Rate Increase Is Justified to Maintain the
Company at the Same Position that it was in aller the PUC's Prior Two
Basc Rate Proccedings.

Even though there is relatively unanimity on PGW's pro forma Test Year financial

presentation, with just $2-83 million separating the partics, (depending upon how the Bad Debt

7 Management Agreement Section VI(a)(i3-(v); (D)(i)(n1). PGW Rejoinder Exh. |

(Bogdonavage): Appendix D (o this Briel,
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Expense stipulation is applied), the OCA and the OTS nonetheless have opposed any substantial
increase for the Company and have recommended that it receive just a fraction of its claim —
$22-825 million. They rcach that conclusion by ignoring test year data and looking at just onc
issuc beyond the test year — repayment of the $45 million City loan. However, even if one were
to include all of the adjustments to PGW's pro forma FY 2007 fully forecasted test year which
have either been agreed to by the partics or proposcd by OCA or OTS, PGW nonctheless would
still require a substantial rate increase — $70-71 million — merely to put the Company in the same
[inancial position as it was in at the conclusion ol its last basc ralc position in 2002. Such an
award would cssentially just permit PGW to cover all of its increases in expenscs sinee the last
case and realize the same amount of previously authorized "contribution margin," which is the
source of the income to provide adequate debt service coverages, to provide for cash working
capital and, if possible, fund some of its construction program withoutl having to issuc long term
debt. In essence it is analogous to permitting an investor owned ultility to receive a rate increasc
that gives it the opportunity to carn a cost ol equity or overall cost ol capital at the same level
that was determined reasonable by the PUC i a prior proceeding. While it does nothing to
resolve any new problems, or the serious 1ssucs just beyond the test year period, thus leaving
PGW and its customers still at risk, such an award would at lcast maintain the status quo. A
scemingly irrefutable fact is that, absent some material event or evidence of gross imprudence or
mismanagement — not present here — a utility's revenue requirement determination should at the
very least mamtain the status quo.

Such a comparison approach also brings some regulatory consistency Lo the process ol
establishing rates for the Company. Admittedly, there are few well-cstablished "benchmarks” or

guidelines (o determine definitively the level of reasonableness for items such as "cash working
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capital for PGW." However, now that the Commission has made at least two final
determinations of revenue requirement for PGW's basce rates, the Commission's prior actions,
properly analyzed, may serve as a basis {or comparison of the adequacy of PGW's present base
rates, and can both logically and legally be viewed as the minimum level of rate increase that
should be considered in this case.

In its direct case, PGW first presented cvidence that caleulated that level of increase
mandated by examining the results of its prior two basc rate proccedings.”  In PGW's last fully
litgated rate case in 2001 all elements of pro forma revenues and expenses were determined,
lcading the PUC to award PGW a net increase of $33.6 million in contrast to its request for a $65
million ratc increase.” The level of operating and maintenance expenses, depreciation and
interest expensc authorized in the 2001 case provides a direct comparison to the levels claimed —
and, for the most part, agreed to — by the partics in this case. PGW's comparative exhibit shows
that since the 2001 procceding, PGW's total operating and maintenance cxpenscs and
depreciation increased by $29 million and its total interest expensc increased by $16.2
million.”” These two components, which total $45 million, are produccd entirely from an
cxamination of the 2001 proceeding,

In addition to covering its cxpenscs, and as noted above, PGW's rates must also be
sufficicnt to satisfy its debt service coverage requirements, to produce cash working capital and

to finance its construction program. Those dollars come [rom its allowed "contribution margin,”

“’" PGW Exh. JRB-3.

7 PG 2001 Base Rate Order; PGW St 2 at 4,11,
o PGW [Exh. JRB-3. line 12

” Id.. ling 22.

[¥8]
[SS]
:
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which arc the dollars producced from retail rates less the cost of natural gas. In order to fairly
represent the level of contribution margin authorized by the Commission in the last two cascs,
Mr. Bogdonavage combined the contribution margins permitied in the (ully litigated 2001 basc
rate case with the additional amount authorized by the Commission as a resull of its subsequent
extraordinary rate relief determination in April 2002.7% The Extraordinary Rate Decision
awarded PGW an additional $36 million of rate relicf specifically to give PGW additional
income in order lo meet the S&P "fixed charge coverage” requirements, without which PGW
would have been downgraded to junk bond status.™ Significantly, the extraordinary rate
procecding made no findings concerning any of PGW's test year revenue or expense claims
because, by law, the extraordinary rate proceeding is in an interim determination that must be
filed as part of a full seneral rate case.™ Accordingly, to aveid understating the level of margin
allowed by the Commission in the two cuscs, Mr. Bogdonavage added the $36 million to the
level of margin authorized in the 2001 procceding. The result is that when the contribution
margins allowed in the 2001 and 2002 rate casc are compared to the margins in the 2007 test
year, based upon PGW's original filing, thoseimargins decreascd by some §38 million*” PGW
did not utilize the net income or other revenue or expense items (rom the final resolution of the
2002 rate case to muke its comparison because the final determination in the casc was achicved
by a "black box" scttlement that did not include any specific authorizations lor revenues,

expenses, appropriate levels of debt service coverage, cash working capital or the like. In fact,

78 PGW SL. 2R at 17-19;'I'T, at 562.
PG Extraordinary Rate Order al 28-29.
50 66 Pa C.S. § 1308(c).

J PGW Fxh. JRB-3,
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the settlement prohibited the partics from suggesting that any such individual determinations
were made.™

The results of comparing the 2001/2002 results with PGW's initial pro forma claim in
this proceeding was that PGW's rates need (o be increase by almost $80 million™ simply to put
he Company in the position it was in afler those prior two cases.™

In order to update that presentation and to reflect the stipulation that has been entered into
between the OTS and PGW regarding the appropriate level of bad debt expense (the largest
dollar adjustment made by the OTS or the OCA), PGW has attached Appendix B to this Bricl
that shows an updated version of JRB-11. This updated version incorporates all of the

adjustments to pro forma results that arc incorporated in Appendix A and makes only onc change

from JRB-11 —to adjust the bad debt expensc included in total operating and maintenance and
depreciation to refieet the new (lower) stipulated level.* In addition, and similar to JRB-i1,

Appendix B reflects all of the adjustments made by OTS and OCA to pro forma expenses and

revenucs, cven those that PGW has not accepted, 1o eliminate controversy and to show the

5 Joint Petition for Settlement of Philadelphia Gas Works Base Rate Proceeding, R-00017034,
Section I1(2) ("the $36 million scttlement award is the result of a compromise and doces not
reflect or constitute the recovery of any individual expense claim or revenue assumption
contained in PGW's pro forma test year filing.")

5 PGW Exh. JRB-3.

H PGW updated its JRI3-3 analysis in its rebuttaf testimony (JRB-11) in order to reflect its revised
pro forma test year at present rates (reflected inits Schedules IRB-13A) as well as to take
account of various adjustments that the partics had made to PGW's pro forma claims. PGW Exh.
IRB-11.

&3

App. B, pg. 1. App. B, Page 2 also shows the same analysis calculating the bad debt expense on
total gas revenues in order 1o show the sensitivity of thai issue Lo the ultimate results.
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absolule minimum base line level of rale inc1_'easc that could be considered as just and reasonable
in this case cven if all of the opposing Partics' adjustments were aceepted as valid.™

As can be seen, even i every single adjustment to the Company's pro forma operating
expenses were accepted and all stipulated adjustments were included, PGW's base line minimum

rale increase o put the Company in the position it was in 2001 - 2002 is $70.2 - §71.5 million.”’

The OTS did not agree with PGW's "bringdown" approach claiming among other thing
that cach casc "must stand on its own merits" and atleging that 1t was not appropriale to compare
PGW's claims here with thosc from the previous cases.™ But the Commission regularly
considers its prior determinations in deciding a casc before it.? Indeed, in cortain cases it is
legally required to follow its prior rulings.” Certainly, il the Commission is going to change its
position it must have a good explanation for its change in position.”! The key point missed by
Mr. Plonski is that the "bringdown" is the appropriate standard unless evidence demonstrates that
something has changed to make it inappropriate. There is no such evidence in this record.

Mr. Plonski also insisted —without explaining why — that it would be inappropriate to
combine net income determinations and instead looked to PGW's projected incomie statement

that was included in the PUC's 2002 Extraordinary Rate Order in order to conclude that a $25

s PGW St. 2R at 18.

& fd.

B8 OTS St SR at 10-11.

8 As one example, OTS witness Markovich based her rejection of PGW's preferred method of

calculating Bad Debt expense on the Commission's ruling in PGW's last fully litigated basce rate
case.” OTS St. 2 a1 13-14,

" See, e.g.. Philadelphia Electric Co. v, Pa PUC, 61 Pa. Cmwlth, 3425, 433 A.2d 620 (1981).

" See, e.g. Scott Paper Company v. Pa PUC, 126 Pa. Cmwlith, 111, 558 A.2d 914 (1987);
Westinghouse Electric Corp. v, PaPUC, 44 Pa. Cmwlth. 407, 404 A.2d 212 (1979).

L)
N
|
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million rate hike would provide a greater level ol net income to PGW than the Commission
authorized in that case.” First, this comment completely fails to address how it could be fair and
rcasonable to permit PGW only a $25 million rate increase when its expenscs, including interest
expense, have gone up by as much as $45 million and its contribution margins have decreased by
$38 - 540 million. The only logical conclusion is that Mr. Plonski's recommendation docs not
provide the same level ol debt service coverage, cash working capital and ability to finance
construction and debt pay down that the Commission implicitly considered reasonable as a result
of the last lwo cascs - yet he has provided no cxplanation or justification as to how his position
could be reasonable.” Sccond, Mr. Bogdonavage explained why the allowed income from the
2001 case was properly combined with the extraordinary rate allowance in 2002, record
evidence which is supported by the language in the PGW Extraordinary Rate Order ntsell.

Thus, the $70-371 million result of PGW's prior ratc case analysis represents the
minimum rcasonable result in this case. While it will not fully address all of PGW's needs, it

will provide some positive movement in the right dircction. For example, a $70 nutlion rate

" OTS SL ISR at 11,
* PGW SL 2R at 19-20. Moreover, Mr. Plonski’s reference to the net income levels displayed in
the PUC's Order in the extraordinary rate relief petition (OIS St. 1SR at 14) is both legally and
lactually mcorvect. First, as alrcady cxplained, the final settlement in that case specilically
dirceted that no party had agreed to any specific levels of revenues, expenses {(and thus net
income) as part of that case, Thus, to ¢ite 1o any of those levets would appear (o he inappropriate.
Morcover, Mr. Plonski actually cites the wrong figure in his testimony, referencing net income
after City Payment (which is imapplicable) rather than the actual net income DNgure of $61.9
million on the schedule. See, PG Extraordinary Rate Order, Sch. 1. But, since the Commission
did not make any deternuinations that that level of income was authorized, saving that
determination for the underlying base rate case, which was then resolved by setilement, PGW
submits that the only appropriate way o consider the results of the two cases is by combining the
contribution margin allowance rom both and comparing the specifically allowed expense and
interest caleulation.

o PGW St 2R at 17-20:T'r, at 361-362,
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increasc is projected to permit PGW to reduce its debt-to-equity ratio to 64% by FY 2012, %
Accordingly, this minimally acceptable rate increase will begin to address - but not solve —
PGW's most scrious linancial problems.

3. An ltem-By-ltem Application Ol The Cash Flow Mcthod Shows That

PGW Has Demonstrated A Need For The Entire $100 Million Rate
Increasc Request.

In order 1o deal reasonably with all of PGW's financial needs, and to put the Company
on the right track financially, the PUC nceds 1o sct rates to [ully address three key issues,

° Provide sulficient revenucs to produce debt service coverages that at least meet
PGW Bond Ordinance requirements both now and over the next several years;

. Provide sufficient revenucs lo produce cash working capital (rom rates which,
when combined with other sources of liquidity (such as ils commercial paper
program) will provide assurances that the Company will be able to pay all ol its
obligations when due; and

. Provide sufficient revenues to permit PGW to begin to finance its capital
improvement program {rom internally produced cash rather than from long term
borrowing.

The Company's proposed $100 million rate increase (along with the ability to retain the
procceds from off-system sales and capacity releasc credits) will positively address each ol these
crucial financial indicators and is thus required under a rcasonable application of the Cash Flow
Mcthod. In contrast, a $25 million rate increase does not even give lip service to the
requirentents of the Cash Flow Method and will do no more than permit the Company to barely
cover 1ls expenscs and just meet its debt service coverage requirements in the Test Year. By the
OCA/OTS's own admission an increasc al this inadequate fevel will simply force PGW to

continually file for 4 series ol busc ratc increases just to survive without dealing with any ol the

" PGW Exh. JRB-10. (S60.M-+$10.0M Scenario.) While the Company would still have no non-
borrowed cash working capital in the test year, at $70 million it would begin to producc internally
generated funds from operations in FY 2009. 1fa $70 million rate increase were combined with
authorization to utilize ofl-system sales/capacity release proceeds the Company would have 3
days of non-borrowed cash on hand by IFY 2009,
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systemic {inancial troubles that have been clearly demonstrated on the record. The problem
remains, however, that even a quick succession of rate filings will not completely address the
problem so long as this Commission aceepts the concept that the test year data and only that data
can be examined.
a. Results At Present Rates
(1) Debt Service and Fixed Charge Coverage

While PGW's present rates are projected to permit it to cover its cxpenscs in the test year

without unexpected changes, the Company will quickly end up in a financial crisis if it docs not

here receive substantial rate relicl. By Fiscal Year 2008 it will barcly be mecting its debt service

coverage requirements; in fact the margin of error is so slim — just 1.52x — that without
suflicient rate relief {rom this case PGW would be lorced to seck emergency rate reliel prior to
the end of FY 2008 just to assurc that it will finish the ycar without violating its bond ordinance
debl service coverage covenants and suffer a downgrade to junk bond status in FY 2008." All
partics appear to recognize the need o assurce that PGW satisfics its bond ordinance debt service
coverage l'equircmwls.w Without rate relicf here, PGW would, in FY 2008, also lall well below
the mimimum "fixed coverage charge” (1.2x) required by the bond rating agencics in order (o
maintain an investment grade bond rating.”® Again, the parties appear to recognize that it would

be extremely bad and costly for the Company and its rate payers if PGW did not meet its bond

% App. A, pg. 3 ("Debt Service Coverage 1998 Bonds™y, PGW St 2R at 7-8; St. 3 at 14-16: (Ir. at
541-42).

v PGW Cross xam Exhs. 1,2, OTS St. 1 at 7.

o App. A, pg. 3 ("Fixed Coverage Charge"): PGW St 2 at 6.
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covenants and lost its investment grade bond rating.” Yet, in the face of this data the OTS and
OCA inexplicably insisted that PGW had not justificd any rate increasc.'™
(2) Cash Working Capital

Like any operating utility, PGW has a neced for cash working capital - a cash allowancce to
permit the Company to pay its expenses and debt service when they come due in advance of
receiving the revenues from customers.™”’ Unlike other companies that have investors who loan
the utility cash working capital — and accordingly pay investors a return on the "loan" by having
a cash working capital amount added 1o utility's rate basc (on which they earn a rate of return)
PGW has no investors and is not regulated using a rate basc. Thus, it must reccive its cash
working capital from the rates it charges to customers.

To be sure, PGW is NOT looking to ratepaycrs as the sole source of necessary cash flow.
PGW's cash flow statements'™ show that PGW already accounts for and utilizes all sources of
cash flow, including depreciation, bond proceeds to finance construction, carnings from
investments and the like.'™ Morcover, to provide supplemental liquidity PGW has a tax exempt
04

commercial paper program, backed by a Letter of Credit that has a $150 million limit."™ The

Commercial Paper program is designed o help linance the purchase of gas inventories and

99

See, e.g., PGW Cross Exam Exh. 3: I, at 807-08.

1o OTS St 1 at 15; OCA Si. 2 at 13, Reeall that Appendix A incorporates all agreed upon
adjustments to pro forma results leaving just a handlul of issues — worth $3 million — 1o be
decided. Accordingly, only by looking solely at the results in the test year and refusing to look at
the projected results [or any of the following years, could such a conclusion be reached.

' PGW St. 2 at 7-8: PGW S1. 2R at 8-9; PGW St. 3 at 7; St. 3R at 5-6: PGW Cross Exam. Exh. 1,

Answer to Guestion 1(a)-(c).
o See e.g., PGW Exh. JRB-13A pg. 2: App. A, pg. 2.
1% Tr. at 532,

1 PGW St. 3 at 6-8: PGW St. 3R at 5-7.

» 4
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accounts receivables during periods of low collections in the year, and needs to be fully available

for that purposc to be cffective at the end of cach year.'™ Unfortunately, at present rates PGW's

106

liquidity (cash plus commercial paper)  is almost fully utilized both at the end of and

throughout the ycar, becausc PGW has been forced to use its letter of credit as a substitute for

. . . . . 07 ., . . .
cash working capital by "maxing out” its credit card,' i.e., having its commercial paper

LO8 ~

continually utilized almost at maximum levels.  The tesimony of PGW's financial advisor, Ms.

Barbara Bisgaicr, cxplains PGW's precartous financial circumstances as a resull:
Q. DISCUSS THE PARAMETERS OF PGW'S LIQUIDITY [SSUE.

A. Since the late 1990s, PGW has struggled to generate suflicient revenues to
cover the cost of its operations. Despite substantially improved collection
levels, major improvements Lo the entire billing and collection systems
(including the successful implementation of the Automatic Meter Reading
program which has resulted in accurate and timely billing), stafling level
reductions, the ability to adjust the GCR monthly (with Commission approval)
and the implementation of the Weather Normalization Clause, PGW has been
forced to rely upon a number of costly techniques and/or "one time fixes" o
insure that it can meet its cash requircments.

PGW's lack of liquidity is perhaps its most severe problem and the one
that, if unresolved, is likely to drive PGW into a frecfall {inancial crisis. PGW
rclies upon four principal sources of liquidity. First and foremost, it rclics
upon its $150 million tax-cxempt commercial paper program (this program
was increased from $100 miilion to the current level in January 2006). The
commercial paper program was originally established in the carly 1980s to
provide liquidity to meet scasonal cash Mow requirements. While the program
is still nominally designed for that purpose, the fact that the total amount of
this line ol credit remains fully extended for significant periods of the year has

S Id. Troal 554-550 Tr. a1 530-31: Tr.at 748,
106

See Tr. at 333: Tr. at 771.

17 PGW St. IR at 2-4.

08 PGW SL 3010 7; PGW St 3R at 6; Tr. at 554-535; PGW's average cash balance throughout the vear
in 2006 and to date for 2007 is ncgative $40 - $57 million, demonstrating that for all but about 30
days during the year it is utilizing its commercial paper program not to address scasonal cash flow
needs but also to fund day-to-day operations. PGW Rejoinder Exh. 3 (Bogdonavage); Tr. at 547.
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cffectively converted the commercial paper into a permanent part of PGW's
capital structure and substantially, if not completely, eliminated its utility in
providing true financial (lexibility. Typically, PGW uscd to have commercial
paper oulstanding during the gas-purchasc and heating scasons and then retired
it fully in May or Junc of cach year as the revenues from the heating scason
were received. PGW still follows this schedule, however, it is ofien forced to
use one of its other sources ol borrowed cash (sce below) in order to effectuate
the full retirement of the commercial paper cach year. Then, PGW must
immediately reissuc commercial paper so that there is always a substantial
balance outstanding by the end of August at the end of PGW's fiscal year.
This is my reason for stating that the commercial paper is no longer rcally a
cash-Mlow management tool but rather a permanent capital borrowing.'"”

No single fact could better demonstrate PGW's acute cash and liquidity shortfall than the
fact that in January, 2006, PGW - a Company with almost S1 billion in annual expenses — had on
onc day just $4 million dollars of cash available and had reached its available commercial paper
issuance limit."'"? If it had not been able to convince the consortium of banks that support the
commercial paper program o increase the limit on its letter of credit by another $50 million,
PGW would not have been able to make its January debt service payments or to pay a natural gas
supply bill.""!

tustrating its complete lack of cash working capital, PGW's test year cash Now
statcment shows that, while it projects it will end the year currently with some $51.6 million in
"Cash" (and just $40 million of commercial paper available) that cash amount is completely

borrowed both by issuing the commercial paper and by utilization of the City loan.'"* 1f both of

these obligations werc 1o be paid back, PGW would produce negative $101.4 million in cash

working capital. The $91.6 million of liquidity ($51.6 million cash plus $40 million availabie

e PGW St. 3 at 6-7.
1o PGW St. 3 at 9; PGW St. 3R at 6-7; Tr. al 549-51.
Ht PGW St. 3R at 7.

1 App. A, pe. 2.
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commercial paper) represents just 39 days ol cash operating expensc obligations. ~ The S-ycar

lorecasted data shows that without rate reliel, PGW's cash flow situation will become even worsc

until, in FY 2011, PGW will not even be in a position to cover all ol its expenses for the year, let
, - , e I

alone have sufficient cash working capital.

(3 Pay down of Debt in Capital Structure

A final eritical issuc looming over the Company is the level ol debt in the capital
structure. At present rates, PGW is projecting a test year debt-to-equity ration of 83%, with this
level increase to 89% by Iy 2012.'"°

Agam, Ms. Bisgaier initially described the problem:

Q. ARE THEIR OTHER FINANCIAL THREATS TO PGW IMPLICIT IN ITS
CURRENT CAPITAL STRUCTURE?

A, Yes. PGW is currently totally dependent upon the sale of bonds to finance its
capital improvement program. Since 1993, it has had virtually no mternally
gencerated {unds from which to fund its capital program. Given that it has no
other source of cquity available to it, this has resulted in substantial and
steadily increasing debt levels that, together with the associaled coverage
requircments, place a significant burden on rates and liquidity. Without a
change in this capital structurc, PGW will be in a perpetually risky position

» with no means of altering the situation. Unless and until PGW reduces its

reliance on debt financing for all capital requirements, it faces continual

downward (inancial pressurcs.

The only mcans potentially available to PGW to cffectuate such a change is (o
) reduce PGW’s debt-to-cquity ratio [rom its current level through a return to a
rate structurc that produces sufficient internally generated funds so that debt
levels may be reduced while capital spending levels are maintained.'"*

" Cash Opcrating Expenses: (App. A, p. | Total Operating Expenscs (8894 million) less

depreciation ($38.2 million) cquals $856 million divided by 365 equals $2,345 thousand per day).
" App. A, pe. 2.
L e App. A, pg. 5.

e PGW St. 3 at 13-14,
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The 83% debt level is not only wildly out of synch with municipal gas companiecs and
investor owned utilitics,''” it is also imposing enormous long lerm costs on rale payers — some
$59 mitlion a year, which is expected to grow to $65 million cven if the Company docs not issuc

B . - 8
any more long term debt in the planning peniod. '

This is far higher than il PGW were able to
pay for some or all ol its construction internally, given the need to charge customers both for the
cost of the debt but also for the debt service (interest plus principal payment) coverage. As a
result, customers must pay $1.50 for the cost of cvery dollar borrowed to pay for the capital
program.

But the biggest concern is that PGW's ability to make capital improvements — which
historically amount to some $70 million a year, and which is crucially necessary to maintain
saft, adequate and reliable service — is entirely dependent upon PGW's continued ability to issue

Y

long term debt.” ™ 1T PGW were nol allowed access Lo the capital markets — becausc of a

downgrade or because the cost of the financing it was able to sccure was unrcasonably high — the

' BN : : 120
Company's ability to assurc safc and adequate service would be severely compromised.

b. PGW's $100 Million Proposed Rate Increase would address the
Company's financial needs in a reasonable manner.

PGW's proposed $100 million rate increase would address in_a rcasonable manngr all of

the elements that must be included in the Company's revenue requirement.

(1) Debt Service and Fixed Charge Coverage

" PGW St. 3 at 15; PGW St 3R at §-12; Exhs. BB-3.4. 5.

s App AL pg 1. comparison of 2007 and 2011 Long Term Debt Interest.

”" PGW St 2 at 5.

120

PGW St 3R at 12: PGW St 4 at 5-6.
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PGW's Bond Ordinance coverage requirements would be 2.75x or above for test year and
the 5-year planning period; its fixed coverage charges would exceed 2x, giving the Company the
potential that its 1998 bonds — the key financial indicator insofar as coverage is concerned —
could be upgraded from the lowest investment grade levels.'!

(2) Cash Working Capital and Liquidity

A $100 million rate increase will put PGW on the path towards adequacy in this area, but
would still leave it far short of any comparable company. PGW financial expert Barbara
Bisgaicr who advises hundreds of municipal utilitics, testificd that a minimum standard of
liquidity for municipal utilities (cash working capital and short term borrowing) is 200 days.'?
Even with the entire $110 million increase in place, PGW would have just 72 days of hquidity
available in the iest year.'> Indeed, Ms. Bisgaicr provided data that showed that of the hundreds
of water and multiple service utilitics for which she was able to obtain data, including some that
provide natural gas scrvice, the days of liquidity reported were far greater,'™

Morecover, looking at cash working capital only, a $100 nullion ratc increase would
provide PGW with pegative $22.1 million in non-borrowed cash in the test ycar, becoming

positive only in FY 2008 and ranging from $42 million to $53.7 of positive cash working capital

- App. A, page 8 ("Debt Service, 1998 Bonds").

12 PGW St. 3 at 10-11; PGW St 3R at 8-10.

12 App. A pg. 7 (total hiquidity: $170.8 [$50.8M Cash and $120M available commercial paper|
divided by $2,358 (total vperating expenses less depreciation: $860.8 divided by 363)). In FY
2012 POW would have 92 days of liquidity even if its [ull request was granted. App. A, pg. 7
(total hquidity: $203.8M [$53.8M + $150M |Commercial paper available divided by $2.222
{(total operating cxpenses less depreciation: $810.9M divided by 365)),

124

PGW St. 3R, Exh. BB3-3; Exh. BB-4, The latier sehedule shows that the average days of liquidity
for municipals that provide encrgy as one of their utility services — including two that provide
natural gas — s 691 days. The average days of hiquidity for the three municipals that sell natural
gas in addition to other services is 633 days. PGW Exh. BB-4A.
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thercafier. PGW's Mr. Bogdonavage testified that the Company should have $55-60 million of
non-borrowed cash,'” Granting the Company's entire increase will only permit it to come close
to that standard.

Both the OCA and the OTS protested the use of days of liquidity, claiming that such a
standard is not typically utilized by public utility comnussions. [nstcad, they argued. utilitics
usually arc provided a cash working capital allowance in rates. An allowance that reflects 45
days, or 1/12th of a utility's total operating expenscs, they claim, 1s usually deemed minimally
reasonable.'*® Neither party ever provided any real evidence to rebut Ms. Bisgaicr's expert
opinion and supporting schedules showing that 200 days was a mmimum allowance, but even if
the Commission were to use the OTS/OCA suggested standard, PGW still is far from mecting
that — when properly calculated. Such a cash working capital allowance is just that — cash
produced in rates. As noted, cven with the $100 million rate increase, PGW would nonetheless
not produce ANY cash working capital from rates in the test year. [ PGW's rales werc to be sct
to permit a cash working capital allowance of 1/12 of total operating expenses — $110.2 million
in FY 2007 using PGW's linal summary position, PGW would havc to raise its rales by over
$230 million.'?’

(3) Reducing Debt in Capital Structure.

2 PGW St 2at 7.

e OTS St. 1SR a1 26; OCA St. 1S a1 10, The PUC has utilized the " 1/8™" or 12.5% method to
caleulate a cash working capital allowance. See, Pa PUC v. Sunshine Hills Water Co., R-912023,
1992 Pa. LEXIS 851*57] (1992).

The only way that PGW's cash working capital could be deemed adequate is by counting cash
from operations plus cash that the company has or could borrow - but in providing for a cash
working capital allowance the PUC has never, 1o PGW's knowledge, offset a utility’s otherwise
justified cash working capital allowance by the amount the Company can borrow from some
other source. See e.g., Sunshine Hitls Water Co. supra,
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Finally, PGW demonstrated that a S100 miilion rate increase would make reasonable
strides towards reducing its dependence on long term debt and the percentage of debt in its
capital structure. A $100 mullion rate increase (plus S10 million ofl-system proceeds) will
permit PGW to not only avoid additional long term borrowing costs by over $18 million
annually, a reduction that will continue to grow over the next 20 years,'™ but also to save
additional millions by avoiding the 1.5x debt service coverage requirements that ratepayers most
remit on such bond debt service. The S100 million increase is projected 1o produce a 47% level
ol debt by Fiscal Ycar 2012, with the assumption that PGW received the increasc for all of FY
2007 (which cannot occur). On a realistic basis, PGW's debt level in FY 2012 is projected to be
54%.'* Such an achievement would finally put the Company on solid financial footing. Ms.
Bisgaier described this goal:

Q. WHAT CAPITAL STRUCTURE SHOULD PGW BE SEEKING TO
ACHIEVE?

A. In order to remain a viable entity, PGW must achieve and maintain a capital
structure which is much less heavily weighted with debt. Absent the balance
and implicit Minancial health from an improved debt to cquity structure, PGW
will continue to lurch from fiscal crisis to fiscal crisis. | fully support PGW's
goal ol a debt to equity {[und balance) ratio of 50%/50%. [ reach this
conclusion not because this goal is implicitly or objectively correct, but
because that is the condition PGW will be in 2013 if requested rate relief is
granted (see JRB-1). A 50%/50% dcbt to equity ratio will be indicative of a
successfully implemented inancial strategy, an achicvement [ belicve the
rating agencics are anticipating, Such a financial strategy involves a multi-
vear strategy pursuant to which PGW is able both to climinate short-term
borrowing (cxcept (or scasonal cash [low purposes) [rom its permanent capital
structure, materially reducc its reliance upon debt-lunded capital and produce
internally generated cash on hand.'®

= Compare, App. AL pg. 1 (Interest-Long-Term debt = FY2012) with pg. 6.

= PGW Exh. JRB-10.

o PGW St. 3 at 15-16.
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C. Conclusion

Looking individually at the key elements of PGW's Cash Flow Mcthod calculation, such
an increase would finally put the Company on firm financial footing, as explained by Ms.
Bisgaier:

Q. WHA'T POSITIVE BENEFITS WOULD ACCRUE TO THE COMPANY [F
T WERE ABLE TO ACHIEVE A BALANCED AND AFFORDABLE

CAPITAL STRUCTURE?
A. The Company will finally be m a "going concern” mode and be stable cnough

5o that it would be able to weather short term criscs without having to
contemplate drastic steps that could threaten its ability to continuce to provide
safc and adequale service. A "going concern” state would also allow the City
to scriously consider whether other ownership options would be better for it,
PGW itsclf and its customers. '’

[mportantly, the Company voluntarily proposcd a regulatory control lo give the
Commission assurance that, il it granted PGW the tools to extricate itsclf {rom its financial
difficultics, it would not collect any more in rates than it needed to achicve its targets. Mr.
Bogdonavage (estilicd that PGW would agree to a provision in the Commission's order that
would require it to voluntarily file a rate review when it achieved a 50% debt o equity ratio. Al

that time the Commission could determine the rate level that was needed to mamtaim PGW's

level of debt at that level and make rate adjustments as appropriate.'

b

The Recommended $235 Million Rate Increase Proposed by OTS and OCA
[s Demonstrably Inadequate. Not Consistent With the Requirements of the
Cash Flow Mecthod and Would Lead to Immediate Additional Rate
Requests and Negative Reactions From the Investment Community

Both the OCA and the OTS recommended that PGW be permitied to implement just a

$22.5 - $25 million rate increase, even claiming that the Company's lest year data did not justify

131 PGW St. 3 at 17,

132 PGW St. 2 at 18,
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any increasc and that only if the payofT of the $45 million loan in Fiscal Year 2008 were
considered as an out-of-period adjustment could cven this minimal amount be justified."” But
both of these positions utterly fail to actually apply the PGW Cash Flow Mcthod, or simply
ignores key items. Adopting these recommendations would create enormous financial risk for
the Company and its customers, lorce PGW to have 1o [ile another base rate casc almost
immediately and would likely subject it to a reevaluation of its bond rating, which could lcad to a
disastrous downgrading Lo non-investment level.

Both OCA and OTS flocuscd on only one of the scveral requirements of the Cash Flow
Method — sctting rates Lo mect its minimum bond indenture debt service coverage
rcquircmcnls.m Even then, these partics apparently concluded that if PGW just met the required
debt service coverage levels in the test year — no matter how marginally — and 1Ff PGW had any
cash at the end of the year, the Cash Flow Method and PGW's bond covenants were satisfied.
But PGW demonstrated that the OCA/OTS recommendation only satislics even these bare
minimum debt service coverage requirements for a limited tume. If it only receives a $25 million
rate incrcase, PGW will fall below the 1.5x debt service coverage requirement by £Y 2009-2010,
and will fail to carn the 1.2x minimum for an investment grade utility at that time.'* Indeed, the

coverages produced by this level of increase will be so close to the minimum floor in FY 2008-

133 OCA SL 1a127: OTS St 1at 16-17: OTS SL 1R at 28-3 1.

' OTS St. | at 15-16; OCA St. 2 at 12-14,
133 PGW Exh. IRB-8. App. C, hereto. PGW has included as Appendix "C" an updated version of
Lxhibits JRI3-8. which modifics the JTRI3-8 presentation only to take account of the OTS/PGW
bad debt expense stipulation. While this schedule caleulates bad debt expense on a "total revenue
basis" for simplicity, none of the results would be changed materially if the schedule caleulated
bad debi expense on a "gas revenue” basis only.
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2009 (1.79x)"*" that the Company would have to file for a ratc increase in FY 2007-2008 in order
to be completely assured that it would have sufficient revenue to meet its bond requirements in
that year. This level of risk is not ong that investors tolerale, not enc that the Commission should
cndorse, and not one that PGW's customers should have to endure.

But the recommended $25 million increasc is cven more unreasenable when one
considers the amount of cash working capital and liquidity such an increase would produce (or,
more accurately, not producc). Ata $25 million rate increase, PGW projects that it would have

$50.3 million of cash owstanding at the end of the Y 2007 test year'™ all of which will have

been borrowed, meaning that the only way PGW could produce cash working capital would be
by sacrificing a significant portion of its short term borrowing capucily.]33 The $50 million of
"cash” therefore is an illusion. If the Company paid ofT all sources of short term borrowing, its
cash balance at the end of the liscal year would be negative $57.7 million and this would only
get worse with the passage of time."*” The conclusion: 100% of PGW's cash from opcrations is
borrowed; PGW's rates, cven with a $25 million rale increase would not include any cash
working capital allowance and would, by FY 2012, lcave the Company worse off than today.
As explained above, no utility company — or, indeed no company ol any kind — can

successlully operate il its operations do not contain an internally generated cash working

36 See, App. C, pg. 3.
137 fd. atpg. 2.
138 Id,

1 PGW Exh. JRB-8, App. C, pg. 2 (Cash Flow Statement). At a $23 million rate increase, PGW's
cash working capital position would improve only marginally moving forward: FY 2008:
negative $49.2 million; FY 2009: negative $24.1 million; FY 2010: negative $20.3 million; FY
2011 negative $39.1 million. In FY 2012 it would plunge to negative $76.2 million. /d.
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capital.™” When a company must borrow 100% of its cash working capital needs, it not only
Imposes cosls upon ratepayers (who must pay the interest and bank fees on the perpetually
outstanding commercial paper) but also robs the Company of crucial liquidity, putting the
company in an extremely perilous position. Essentially PGW is "robbing Peter to pay Paul," in
Mr. Hershey's allusion, pay-day lending exemplified on the corporate level and, as a result,
PGW's total liquidity position is significantly below what is necessary.'*' Using a monthly cash
flow analysis, Mr. Bogdonavage showed this by modeling what would happen if natural gas
prices rcturned to Hurricane Katrina/Rita levels, A §25 million rate increase would lcave PGW

$2 milhon short of the necessary liquidity it needs (i.c.. cash plus commercial paper) o pay its

obligations in January 2007 and $13.1 million short in January 2008.'" Importantly, this cash

deliciency at the end of January is afler PGW has utilized all its available short term borrowing:
in other words, in these scenarios PGW would have no source of cash working capital available
to pay its bills, other than the "last ditch™ alternatives, which amount to selling onc's car to pay
the rent. How can this result be prudent or reasonable?

The OCA and OTS scemed to dismiss this evidence primarily by denying that PGW has
any right to cash working capital in the first place. OTS witiness Plonski first testified that a cash
working capital allowance was not even part of a revenue requirement cstablished using the Cash
Flow Mcthod."™ When PGW's rebuttal testimony explained that, unlike the Cash Flow Mcthod

employcd for some other companies, its Cash Flow Mcthod included a specific allowance for

10 See, e, PGW St 3 at 10; PGW St 3R at 5,
! PGW St. 2 at 14-15; I, al 602; 744-45.
42 PGW Exh. JRB-9B: PGW St. 2R a1 9.

143 OTS St 1 at 6.
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cash working capital, he continued to claim that such an allowance was "discretionary™ and that,
in any event PGW would have plenty of "working capital™ under his reccommendation if it simply
took steps such as selling gas asscls or accounts receivable, or utilizing the procceds from its
capital fund.'*

But PGW showed that Mr. Plonski had interpreted an out of date version of the
Management Agreement Ordinance (the City Ordinance that, according to the Public Utility
Code Section 2212(c), mandated the elements of the Cash Flow Method) and misunderstood
that, for PGW, a spccific allowance for cash working capital 1s mandated.'** Morcover, PGW's
witnesses showed that forcing the Company to do things like selling natural gas inventories or
accounts reccivable rankly makes no sensc- such action would force PGW to scll its source of
revenue, only to require repurchasing that source'® and that its bond fund can not, except in
limited, short term circumstances be used for cash working capital needs and must be repaid
belore the end ol the fiscal ycur.”? [n any ¢vent, resorting to such devices (and especially afler
this Commission refused to recognize PGW's legitimate needs) would send a disastrous signal to
the investment community that PGW was a company "lurching (rom crisis to crisis and....
always at risk [of failurc].”"*

The OCA, on the other hand, simply pointed to the $50 million in "cash" that PGW

projected it will have at year end Fiscal Year 2007, and declared this level adequate without

1 OTS St. [-SR at 5.
M5 Ty a1 526228,

L6 Tr. at 534-40 (Bogdonavage).
M7 T at 539: (Accord) T, at 750,

LR T at 751-52.
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referring 1o any quantifiable standard.'™

In fact, as explained above 100% of this year cnd cash,
as well as its net cash balances throughout the year, except for a few days, would be borrowed.
As noted, borrowed cash working capital docs not meet the Management Agreement requircment
for an allowance in rates of revenues sulficient to produce a rcasonable amount of cash (or
cquivalent, i.c., short term investments) for working capital. It simply means that PGW has lcss
available short term borrowing, resulting in an inadequate overall level of liguidity.

Even il one were to put this fatal deficicney aside, the OCA never explained how 1s

recommendations met even the 45 day cash working capital allowance that its own witness

posited was a minimally reasonable standard.*" As Mr. Bogdonavage (cstificd, the 45 days (or
1/121h) of total opcrating expense method would mean that PGW should have $112 million of
cash from opcrations at ycar end.”' Even counting the $50 million of borrowed cash, the rate
increasc would have to be greater by $60 million to mect the standard suggested by the OCA's
own wilness! None of these discrepancics were cver explained or reconciled.

Finally, and perhaps most important, the OCA/OTS recommendation would do nothing

to address PGW's crushing debt burden. The OTS witness refused to even consider this issuc,
el

claiming that capital structure was irrclevant when sctting rales using PGW's Cash Flow

e OCA St IR at 9. OCA wilness Lelash admitted that he had not performed his own cash [ow

analysis, PGW Cross Exam Exh. 3 Tr. at 811-12. He also claimed that if PGW needed more
cash working capital it should get it from the City of Philadelphta. This argument is addressed in
the following scction of this brief.

130 OCA St. ISR at 10.

31 Tr. 545, $110 million under the updated schedules; App. A, p.1.
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Mecthod.””* Of course, this is demonstrably untruc; the PGW Cash Flow Mcthod makes specilic
reference to an allowance in rates for revenucs to fund capital projects or to pay down debt.'™

While the OCA witness frankly acknowledged that PGW's debt level is too high and
neceds to be reduced, ™ he never reconciled his opinion with the fact that a $25 million rate
increase would produce virtually the same level of capital structure debt — 81% — at the end of
the planning period (FY 2012) as it now has.'> Again, in light of this, how could the OCA's
$22.5 million recommendation be fair or reasonable? Mr. Lelash, for the OCA, did suggest thal
a 70% level of debt in its capital structure would be reasonable for the Company.'™® While that
level, by all indications is still too high, it is interesting to note that PGW would need at least a
$60 million rate increasc to achieve that level by FY 2011-12."%7 Mr. Lelash never explained this
contradiction.

More troubling, because PGW would be forced to issuc additional long term debt in 2009
and again in 2011, a $25 million ratc incrcasc would mean that the Company and its customers

. .. 1y . . . 5% -
would incur an additional $50 - $52 million in debt service and coverage requirements'™ by Y

2012 and ratepaycrs would be forced to pay that additional amount for the next 27 years.'>

152 PGW Cross-Exam Lxh. 4; Tr. at 914-106.

153 See Section 1LB., supra. Mr. Plonski was apparently unaware of this provision when he prepared
his testimony. ‘I'r. a1 914-15.

1> PGW Cross IExh. 1, Answer to Question 20-22,

193 App. C, pe. 5.

150

PGW Cross Exam. Exh. 1, Answer o Question 23,
57 PGW Exh. JRB-10.
Tr. at 743-46. ($50.4 mitlion based on the revised schedules: App. C, pg. 3).

139 1d.
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Again, it is hard to understand how the ratepayers best interests are served by forcing them to
incur rate increases ol some $1.4 billion ($50- $52 million over 27 years) in order to avoid some
$375 million in rate increascs over the next five. The OCA/OTS recommendation is, therefore,
not only dangerously deficient, it would be more costly lo ralepayers and continue to put the
Company at risk that its enormous debt burden will finally close off PGW's access Lo the long
term capital markets, a disastrous result. 1t is uselul to note that even if the Commission believed
that a less aggressive goal than PGW's 50% level were more reasonable — lor example 62%-64%

— PGW's rates would nonctheless have to be increased by $70 to $80 million in total to reach that

level by FY 2012 on a realistic basis. '
5. The Parties Sugecestion that a Rate Inercase Could be Avoided if the City
Would Makec Additional Contributions [s Impractical, Inappropriate and

Rather than deal with the fundamental madequacy of their recommendation, both OCA
and the OTS insist that if PGW nceds more funds, rather than a greater rate incrcase PGW should
get them [rom additional contributions by the City of Philadelphia, either by continuing to waive
its $18 million ycarly fee, forgoing the $45 million loan which must be repaid in FY 2008, or

161
both.™”

The implicit suggestion is that the City, as the direct owner of PGW has not done
enough to support the Gas Works and has plenty ol surplus available o provide additional
amounts to avoid a rate increase and has the legal obligation to provide such support. In fact,
none of these assumptions is true. Rather than simply respond with unsupported arguments,

however, PGW presented the testimony of two leading experts in the financial resources of the

City and its relationship with PGW: Joyce Wilkerson, the Chief of StalT to the Mayor and Vice

ot PGW Exh. IRB-1.

1ot OCA St. 1S a1 2-3: O1S St. 1SR a1 27.
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Chair of the Philadelphia Faciliies Management Corporation (PFMC), PGW's Board of
Directors,'* and Rob Dubow, Exccutive Director ol the Pennsylvania Intergovernmental
Cooperation Authority (PICA) which exercises oversight of the City's financial alTairs and
reviews and approves S-year plans prepared at lcast annually by the City."™

Ms. Wilkerson refuted the suggestion that the City has not done cnough to support PGW.

In fact, she testified, that since the year 2000:

. the City provided a $45 million revolving loan in FY 2000 and has cxtended the
repayment date on several occasions without charge. In addition to making such
funds available, it has waived any fee or interest on the loan — which would have
cost ratepayers $2-3 million a year or as much as $27 million by the time the loan
15 paid back in FY 2008.

. Since FY 2004 the City as "granted back the City Payment" which it has slatutory
right and obligation to receive.'™ This grant back as provided some $72 million
to PGW since FY 2004; by the time its grant back obligation terminates in FY
2010 (with the payment schedule to be reinstated in FY 2011), the City's total
contribution will be $126 million.'*

Thus, including the forgone interest on the $45 million loan, the City's total commitment
since 2000 and through FY 2011 will be close to $200 million.

Without these funds, PGW would have required comparable rate increases — or simply
collapsed in financial crisis.

Morcover, the suggestion that the City can or should make cven more contributions to
prop up the Company was effectively refuted by Ms. Wilkerson who testified without
contradiction that the City simply cannot afford 1o make the kind of extensive contributions to

PGW that the OCA and OTS urc demanding:

o2 PGW St. 9 at 2-3.
to3 PGW St. 10 at 1.
1ol 66 Pa. CS. § 2212(1).

1635

PGW St. 9 at 5 (emphasis supplied).
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While in much better shape than it was several years ago, it should
come as no surprise to anyone that the City's linances are very precarious. The
City projects a FY 2008 fund balance of S171 million which will cnable it to
fimish the fiscal year with a balanced budget, as mandated by law, despile a
projected operating deficit of $89 million in FY 2008, Because of projected
operating deficits in subscquent years, the fund balance dwindles to $46
million~—just $1 million abovc the PICA required minimum—>by the final ycar
of the FY 2008-2012 Five Ycar Financial Plan. While the Five Year Plan docs
not include an assumption that PGW will resume paying the City Payment by
FY 2012 — not becausce the City has agreed to forcgo the payment, only
because the receipt of the payment is speculative at this point — the budget does
not include adequate provision f(or a host ol issues and problems that every
Philadelphian understands: a severely underfunded pension fund, City Schools
facing a projected $1 billion five-year deficit, SEPTA's need for additional
funding, combating blight and perhaps most importantly, making Philadelphia
safc from crime, fire and other disasters.'®

Morcover, Ms. Wilkerson testified that, even il small amounts could be made available, 1t
would be bad policy lor the City or its citizens to continue to baitout the Company:

The second rcason is that this administration firmly believes that PGW
—like other City enterprise funds — should risc or fall on its own merit and not
rely on subsidics {rom other parts of City government. By continually
providing loans and loregoing payments, the City is essentially transferring
public resources (o the gas company. While gas customers arc also citizens of
Philadelphia, and, for the most part, taxpayers, forcing the City to subsidize
gas customers means that PGW customers are insulated {rom the true cost of
recciving gas scrvice. At the same time, the City is deprived of crucial public
services and projecets, like incrcased law enforcement and fire protection.'®’

Mr. Dubow the Exccutive Dircctor ol the City's budget oversight agency,
PICA, confirmed Ms. Wilkerson's testimony:

The risk that PGW poscs (o the City's general fund is particularly serious because
the City's five-year plan is narrowly balanced. It projects that the fund balance will drop
to $82 million next fiscal year and $46 million by FY 2012 - barely one percent of
revenues. PICA's concern about that slim fund balance 1s heightened because the five-
year plan assumes no salary increascs beyond its first year, no additional funding for the
Schoo!l District, $90 million in addiuonal state and federal funding for the Departiment of
Human Services, no increased match for SEPTA in spite of SEPTA's own scrious

M I at 647

e fel, al 7-8.

FIARCT 3008 1/1P111211-236005 -56-



difficultics, $30 million in savings from health benefits initiatives that would have to be
implemented by the next administration and more aggressive wage tax projections than
any earlicr five-ycar plan.

The risks arc coupled with ever-incrcasing fixed costs to make it necarly
impossible for the City to reduce its costs without making painful cuts. By 2012, one out
of every four dollars the City spends will go to healthcare or pensions cosls. The cost of
City debt service and funding for prisons has cach gone up by 50% since FY 2001,

Since by lar the largest portion of the City's costs is for personnel, the only
practical option the City has for meaningful reductions in its costs is to cut the number ol
employees and that is exactly what has happencd over the last several years. While some
ol the cuts have come {rom support agencies (and thosc agencies have taken some big
cuts), most employees arc in key service agencies and those agencies have also taken a
hit. From FY 2001 through December 31, 2000, the number of police officers dropped by
almost 300 and the number of employecs in the Flealth Department went down by 164,
Not surprisingly there have been complaints about both public safety and scrvices at
the health centers,

[n the FY 08 budget, the City proposes cuts to almost every department, including
Recreation, Strects, Fairmount Park, the Free Library, and Public Health. In addition, the
budget proposes (o slash funding to Community College by $1 million and (o the Art
Muscum by $250,000
Providing the resources needed by PGW and demanded by other parties in this
case would require the City to make even steeper cuts and would threaten to crode the
provision of fundamental City services such as police, fire, sanitation and other basic
municipat functions. Many of those services, in fact, arc already underfunded.'®®
Indecd, it would be inappropriate and itlegal to sct rates here with the assumption that an
otherwise necessary rate increase could be avoided by trying Lo lorce the owner of the utility Lo
make additional contributions instead. Such an action would be inconsistent with the mandate of
the Management Agreement - which plainly requires that the revenues needed 1o operate the

. - - H 109 } .
Company come from rates charged to ratepayers — not the City.™" Indeed, any such required

contribution from City revenues now dedicated for other purposcs or the (orgivencss of the City

toR PGW St. 10 at 3-5,

@ PGW Extraordinary Rate Order at 4 ("As this Commission has held in the past, we do not have
statutory authority to direct the City o grant back the City Payment or defer or waive repayment

of the $45 mullion loan™); Accord, PGIW 2001 Base Rate Order a1 34,
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Loan would run afoul of the Public Utility Code, Section 2212(1), because it would force the
City to be out of compliance with its existing S-year PICA plan.'™

Finally, even il the City had the wherewithal and the inclination to forgive the City Loan
or make a similar contribution it would hardly muake a dent in PGW's core financial problem —
lack of sufficient cash working capital and liquidity and an unrcasonable debt burden. PGW
witness Mr, Bogdonavage provided an analysis of PGW's S-ycar financial results if it received a
$25 million rate increase and the City loan was not required to be repaid.'” PGW would still
find itsell with an 80% debi-to-equity ratio in FY 2012, have no non-borrowed cash working
capital in the test year, and just $4 million of non-borrowed cash working capital in the following
year — a far cry from the $110 million that would be justified using the 45 day method of
determining a cash working capital allowance.'”* While such a an additional bailout would do
no more than apply a band aid 10 a gaping wound, it would take away any remaining "hedge”
that might be available to support PGW if a serious financial crisis developed duc to some
natural disastcr or cven higher natural gas prices. 1t would truly leave the Company with no
where o turn in a scrious crisis and make more likely the kind of financial melt down that could
result in service interruptions and layolTs.

Considering the negutive consequences that would follow from any reliance on the City
to avoid a rate increase by providing what would clearly be a one-time baifout,'” the OCA/OTS

suggestions for a City contribution should be scen for what it is — an illegal and unwarranted

170 66 Pa. C.8. § 2212(1). An "assisted city” is Philadelphia.
i PGW Rcjoinder Exh. 4.
172 l(j\

73 PGW SL 3R at 13,
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attempt to avoid dealing with the grim recality of PGW's present revenue requirement needs; it
should be rejected.
E. Contested Revenue and Expense Issues
1. Introduction
As explained above, by the closc of the record only a handful of expense issues continucd
to be contested between PGW, OCA and the OTS. Below, PGW presents its position on cach of
them.'™

2. Management Incentive Plan

PGW included in its FY 2007 pro forma test year expenses $500 thousand to reflcet the

cost of an "at risk" incentive compensation program to provide annual increascs to PGW's [ifty-

174 . - . S, o
While not clear whether it intended to actually proposc an adjustment, The School District

asserted that PGW's retiree health care benelits are an unrcasonable expense because PGW
retirees do not contribute toward the cost of these benelits (SDP St 1 at 9; St 1SR at 4). But
PGW demonstrated that the these benelits were reasonable and eminently pradent in light of the
salary levels that PGW's employees receive, compared (o other comparable companies. ‘Tr. at
779-80. Even more importantly, when the union has negotiated the collective bargaining
agreements, they have conceded wage increascs in order to retain this retirement benelit. Tr. at
® 789-90. ‘This fact, when coupled with the history of non-union increases between 1999 to 2003,
which was onc increase of 2%, highlights the concessions PGW employcees have made 1o relain
this benefit. /d. Furthermore, a recent American Gas Association survey among gas utilities has
shown that 93% ol the gas utilities that participated in the survey offered post-retirement health
care benefits. Tr. at 781, In light of the under market salaries, as established by an analysis by
® the international consulting firm Hay Group, PGW also needs this benefit to retain current staft
and attract prospective employees. Tr. at 779-80. Another sigmificant factor to consider with
regard to this retiree benefit is that it is a vested right. PGW employees who have retired clearly
have an expectation that their right to this benefit has vested. Tr. at 789-92. Additionally,
continuation of this benefit has been provided as an inducement for PGW's carly retirement
programs. fd. While PGW has also done what it could 1o mitigate this expense since 2001 (T, at
9 790) a current expense it needs to altract and retain employees, that PGW cannot rid itself of
uniilaterally, and that 1s coupled with under-market salaries is not an unreasonable expense.
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five top managers based upon performance. The program was first instituted in 2005 and it is the

. : 75
Company intends to make the program permanent.’

In response to challenges from the OTS'" and OCA,'”7 PGW's Vice President of Human

Resources, Albert D'Attilio demonstrated that the program was an ecminently rcasonable and well

supported approach to providing salary increases to PGW's senior managers, especially in

contrast to the usual practice of many other firms to simply provide an across-the-board incrcase

. . . . 178
to all management employces consistent with the wage increase awarded to union employces.

In summary, Mr. D'Attilio testified that the program:

° Was a prudent approach to rewarding performance in a way that encourages
future performance.
. By providing the compensation on a "onc time" basis the increase generally docs

not continue to be built into the base salary of the manager, thereby assuring that
. . . - . 179
the manager will not receive a benefit in the future if performance lags.

. PGW's incentive compensation plan is vitally neoessary to help the Company
: R
attract and retail competent management c:mployccs.l

Notwithstanding Mr. D'Attilio’s testimony, OTS witness Ms. Markovich alleged that the

$500,000 cxpense was "excessive without direct correlation to implementation of improvement

in the operational service level and/or financial condition.

"I8E My Bleiweis claimed that the

175

170

Y77

|78

179

180

181

While the Program costs were not initially approved for inclusion in PGW Y 2007 Budget,
PGW was given the opportunity (o resubmit the Program to the PGC lor reconsideration lor the
IY 2007 budget year, "It at 810.

PGW St. 12 at 1.

Id.

PGW St. 12 at 1-9; PGW LExh. AD-2 (Answer to OCA 111-35, OTS-RE-29).

PGW St. 12 at 1-9; PGW BExh. AD-2 (Answer to OCA [11-35, OTS-RI:-29),

PGW St 12 at 1-9; PGW Exh. AD-2 (Answer to OCA [11-35. OTS-RIE-29).

OTS 5. 2 at 6.
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program was "insufliciently documented” and should be rejected becausce it had been rejected for
inclusion in PGW's 'Y 2007 budget by the Philadelphia Gas Commission (PGC) '™

But the PUC's review of utility salary and wage claims start with the lact that the PUC is
not a "super board of dircctors”'™ and the Commission may only deny ecmployee compensation
expenses for ralemaking if it finds that the program is not necessary 1o attract or retain qualified
employces or is otherwisc imprudent.'™

On the contrary, Mr. D'Attilio explained that the PGW plan was extremcly rcasonable
when the PGW manager's overall compensation was considered. He showed that the
Management Team is presently paid at the bottom 25th percentile of similarly situated managers
for comparable compunics.'ss Morcover, prior to the 2005 "at nsk™ onc-time payment, PGW's
managers had reccived just one across-the-board, 2% base wage increase since 1999.1%
Moreover, Mr. D'Attilio explained that PGW's Incentive Compensation Plan is less than

onc-hail the level of salary incentives usually offered by comparable companics, and PGW has

182 OCA S, 2 at 15-19.

183 Narthern Pa. Power Co. v, Pa. P.U.C. 5 A2d 133 (I"a. 1939); Mevers v, Pa. P.U.C. 65 A2d 256
(Pa. Super 1949) (PUC properly dismissed complaint claiming mismanagement due to employee
wage increase and requesting anpulment ol wage increase as BUC is not the financial manager of
the utility}: Peoples Cab Co. v, Pa. P.U.C., 137 A.2d 873, 878 (Pa. Super. 1938) (PUC docs not
havc authority to regulate or control management decisions of utility absent finding that
management decision would adversely affect public.)

¥ Bell Tel. Co. of Pennsvivania v. Pa. P.U.C., 408 A.2d 917, 924-25 (Pa. Cmwlth. 1979)
(disallowance in rates of local telephone service discounts for Bell employees did not
unreasonably interfere with Bell's management prerogative concerning personnel policy because
no cvidence demonstrated that the discounts were necessary Lo acquire or retain qualified
cmployeces or prudent for providing service to the public); see also, Popowwsky v. Pa, P.U.C., 674
A2d 1149, 1153-54 (Pa.Cmwlith. 1996) (management service {ees properly disallowed in rates
because no evidenee of actual expenses or services provided by management personnel).

PGW St. 12 at 3-4: Tr. at 779-80.

86 PGW St 12 a1 3.
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none of the other compensation incentives (c.g., stock options, profit sharing) by which

. e ) e 18T [ ie fennls
companies usually attempt to attract and retain its key cmployees.™" [t 1s frankly, hard to
understand how this very modest program could be deemed unrcasonable under these

. 188

circumstances.

Finally, both the OTS and the OCA have alleged hat PGW's Incentive Compensation
Plan expenscs should be denied because the costs of the program have not presently been
approved by the Philadelphia Gas Commission for inclusion in PGW's FY 2007 Budget. But
PGW approval or disapproval of an expense for budyuct purposes is not controlling from a rate
making standpoint. Morcover, PGW explained that, while the Program costs had been denied
because the PGC believed that the Company's documentation was not in its view sulTicient,

. . . . . 189 -

PGW was given the opportunity to submit a request for reconsideration. ™ The Company
intends to include the costs of the Plan in its FY 2008 budget.

There 1s simply no basis for rejecting the costs of this Program under the standard PUC

criteria for considering a ulility's salary expense. Indeed, where, as here, the evidence

T dat2s,
188 The allegation that PGW's plan is not documented to the extent deemed suflicient by the OT'S and
the OCA (OTS St. 2 at 6-7; OTS St. 28R at 2-4) is not a valid basis for rejecting it. Mr. D'Attilio
adequately identified various documents and materials provided Lo the parties setling lorth all
aspects of the program and explained that all of the questions posced by Ms. Markovich had all
been answered by PGW in those materials, or were answered by him on the record. (PGW §1. 12
at 7-8; Tr. a1 777.) PGW submits that, as adequate information about the Program was provided
in the record, and every issuc and concern raised by the partics was addressed, there is no
reasonable basis for rejecting this expense as impruadent or unreasonable. The Commission could
dircet that the Company prepare more formal documentation alter the raic case is completed,
which it would be willing to share with the interested partics.

189 Tr. at 809-10.
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demonstrates that the Company's plan is rcasonable, prudent and improves service to the public,
the Company must be permitied to recover the costs of the plan in its rates.”™
a. Bad Debt Expense - PGW/OTS Stipulation -4.5%,

PGW's original claim o $52.3 million in Bad Debt Expense (subscquently adjusted o
$51.8 million)'" represented a projected level of Bad Debt Expense it will actually incur in FYE
2007 (at present rates). In response to OTS testimony that PGW's Bad Debt Expense should be
sel at 4% of total gas revenues, the Company and the OTS subscquently agreed to a 4.5%
level."? This represents a $11-12 million (approximately 27%) reduction from the level PGW
was authorized in its last fully lingated rate proceeding ($55.6 million)'™ — a tremendous
achicvement.

The only issuc that remains is whether the stipulated 4.5% figure should be applied 1o all
opcrating revenues or merely to total gas revenues as the OTS apparently advocates.' ™

In the Company's view, the stipulated 4.5% bad debt percentage must be applied to
PGW's tolal operating revenucs in order to fairly compensate the Company for all of the bad debt

expense it incurs. Total operating revenues differ from total gas revenues in that the former

includes revenues from appliance repair and other operating revenucs which arc almost entirely

1o Peoples Cab Co., 137 A2d a1 875-78 (PUC's discontinuance of utility's "single incentive plan”

lor cab drivers improper where evidence demonstrated that plan improved scrvice to public in
many ways).

191 PGW Exh. JRB-13A, pg. 1.

2 PGW Hearing Ixh. 4.

1 See, n. 10, supra. 2001, PGW's Collection Rate increased dramatically in the last several years —
[fom a low of 87% in I'Y 2003 to 96.57% in [Fiscal Ycar 2006.

194

While the OTS witness in her testimony stated that she was applying her originally recommended
4.0% lactor to Motal revenues” (3949,824 million; OT'S St. 2 at 12) this amount reflects OTS's
projecied total gas revenues at proposed rates (i.c., with a $25 million rate inercase included).
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finance charges.'” PGW includes the revenues it bills to customers for appliance repair service
and finance charges in its calculation of pro forma nct income, and thus, gives customers the
benelit of the net income produced from these service categories when calculating a revenue
requirement. Further, like all revenues listed on the income statement, the level of revenues
claimed are the amounts billed for these items. Of coursc PGW doces not colleet 100% of these
billings. Accordingly, for PGW o be compensated the uncollectibles associated with thesc
amounts the bad debt percentage must be applied to total operating revenues. Application ol the
bad debt expensc percentage to total operating revenues at present rates produccs a bad debt
expensc at present rates ol $43,722,000; applying the bad debt expensc percentage only to gas
revenuces produces an expense of $42,394,000, or a difference of $1 ,285,000."°

(1) Bad Debt Expense Tracker for Bad Debt Expensc Changes
Related to Incremental Additions to CRP Program.

Another Bad Debt Expensc-related issue raised by OCA was OCA witness Colton's
recommendation that the Commission direct PGW to include in its quarterly reconciliation of
CRP costs a mechanism (o identify and adjust CRP credits to reflect a reduction in bad debt
expense, that Mr. Colton alleges will occur incrementally as CRP customers move into the
prog,rum.m7 PGW showed that Mr. Colton's recommendation was tolally inappropriate and
should be rejected. While Mr. Colton attempted to characterize it differently, Mr. Bogdonavage
explained that the adjustment was simply designed to track one of many lactors that alfect the
Company's expericnced level of bad debt expense. When a PGW customer makes a change to

CRP itis likely to result in a change in the level of Bad Debt Expesne the Company will

145 PGW St. 2R at 27,
196 App. A pe. 1 1]

17 OCA St 4 at 5-10; PGW 81 2R at 28,
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experience for that particular customer, But PGW's Bad Debt expense can — and is likely to —
change for a host ol reasons, such as increased natural gas costs, reduced load, changes in

(51— . . .
8 That is because the mix of customers or the amount of billed

customer income and others.
revenues is constantly changing from the amount that is assumed when base rates were
calculated.’™ Even if there were a demonstrated reduction of bad debt expense if an additional
CRP customer was added to the program, that ¢ffeet could be short lived if that customer moves
back from CRP to the regular rate or is {erminated all together. Moreover such a reduction could
be more than made up by incremental increascs in bad debt caused by increases n other
revenues. That phenomenon is graphically illustrated by the fact that, over the last several ycars,
PGW's actual Bad Debt Expense has significantly exceeded its allowance in base rates, yet the

200

number of CRP customers has steadily risen.™ Finally, Mr. Colton's proposal is to establish a

20 L .- .
* Whether the Commission agrees that this is or is not a

mechanism to track bad debt expensc.
B . . oy e . g >
good idca, such a mechanism is prohibited by the Public Utility Code.”"

b. Lobbving Fxpense

198 PGW St. 2R at 27-31; Tr. al 562-64.
199 PGW St. 2R at 27-31: 1. at 562-64.

3 - . - 4
20 Compare, PGW Exh. JR13-14 with Exh. CC-1.
o OCA St 48 at4. ("The Company is double collecting part ol'a bad debt associated with the
incremental increase in CRP participation. As indicated, his proposal is to track change in bad
debt expense associated with custoniers moving from regular rates to CRI rates and 1o reduce the
universal service on a quarterly basis to rellect his reduction in bad debt expense.”)

- 06 Pa. C.S. § 1408 ("The Commission shall notl grant or order for any public utility a cash
reeeipts reconeiliation clause or another automatic surcharge mechanism for uncollectible
expenses.”). This section which was designed to prevent a utility from secking to include any
kind of tracker for bad debt expense as its bad debt expense percentage or total amount increascs
applies equally to Mr. Colton's adjustment and renders it "null and vord.” /d.

HAIGTIGOE /P21 L-230005 - 05 -



PGW's pro forma operating expenses included $100,000 for WolfBlock Government
Relations, a lobbying firm, and some $130,000 for a contract government relations firm with a
designated person devoted exclusively to PGW.* Both Ms. Markovich and Mr. Bleiweis
claimed that these amounts represented "lobbying expenses” which allegedly were impermissibly
included in the Company's pro forma expense claim.™' PGW continues to submit that these are
rcasonable expenscs for two reasons. First, as part of its rebuttal testimony, PGW submitted
information which showed that only 25% of the $130,000 Mardi Enterprisc contract related to
"lobbying" with the other 75% to 80% associated with activities such as interacting with the
PUC on various issucs and concerns to the Commission regarding PGW, with the Encrgy
Association of Pennsylvania, with other state and federal trade and industry groups and with
public advocates such as the Office of Consumer Advocate and the Office of Small Business
Advocate, as well as customers and community groups.™™ Therefore, only 25%, or $130,000, of

"0 Eliminating only the

the contract with Mardi Enterprises should be removed as "lobbying,
portion ol government relations expense related dircctly to lobbying is consistent with present
Commission policy.””

Despite this, Ms. Markovich refused to revise her adjustment, calling the testimony of

2 ~ . . .
Mr. Bogdonavage "vaguc and undocumented.””™ Unfortunately, Ms. Markovich did not explain

203 PGW's St 2R at 31.

2 QTS St 2at 17-19; OCA St 2 at 19-21,

3 PGW 8t. 2R at 32-33.

™oy

07 See, e.g.. Pa. P.U.C.v. PPL Gas Utilities Corp., R-00061398 (Feb. 8, 2007) at 33.

208 OTS St. 2SR at 20.
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the PUC standard on which she was judging Mr, Bogdonavage's testimony or the basis for
claiming that it was "undocumented.” OTS did not attempt to scek more information or to audit
PGW's claim afier it was made in Mr. Bogdonavage's rebuttal testimony. 1T it had it would have
been provided with sulficient documentation and support. Having made the assertion under
oath, PGW met its burden of going forward to refutc Ms. Markovich's challenge. Accordingly,
PGW's position should be accepted.

Morcover, and with respect to the entire amount identified by Ms. Markovich, PGW
submits that thesc expenses should nonctheless be included inits pro forma expense claim in
recognition of PGW's very difTerent status as a municipal utitity. Contrary to Ms. Markovich's
claim that these expensces should be "below the line"**” — there is no line. PGW has no
sharcholders and is owned by the City of Philadelphia — which has not been paid its City lcc in
years. In turn, the Company is "owned" by the citizens of that City who arc essentially the same
as PGW's ratepayers.”” Therefore, any lobbying activitics conducted by PGW must acerue to
the benefit of its ratepayers. In fact, a key portion of PGW's lobbying activitics is to encourage
Congress and the Pennsylvania General Assembly to inereasce the funding of LIHEAP and other
low income assistance programs, which obviously dircctly benelit PGW customers.”'!
Accordingly, all of PGW's government relation expense should be included in its pro forni
expenses.”? As noted by Mr. Bogdonavage, the Public Utility Code, Section 2212(c) authorizes

the PUC 1o "suspend or waive" the application [to PGW] of any provision of this title. .. ." To

209 Id
210

Tr. a1 505 (Hershey).

2 PGW St IR at 6.

(=3
[

PGW St. 2R at 33.
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the extent that including lobbying expenses in pro forma operating expenscs for PGW is decmed

gencrally prohibited by the Code,*"* PGW requests that the Commission waive its application for

the reasons slated above.

C. Advertising Expense

Ms. Markovich initially recommended an adjustiment to the Company's pro fornia

advertising expensc of $210,000 representing her view that the Company included advertising

related to "marketing” ($35,000) and improperly claimed amounts for advertising related 1o

COTPOrale awWarcness ($175,000).>" In PGW's rebuttal testimony Mr. Bogdonavage

demonstrated that both amounts were reasonable operating expenscs.  The "corporate relations

campaign” that Ms. Markovich took issuc with, was actually advertising related to making

. . 315 . )
customers aware of actions and activitics they could take to conserve cnergy.” '> PGW included

in Mr. Bogdonavage's rebuttal testimony samples of those ads. Upon review of those ads, Ms.

Markovich rescinded her adjustment.

216

Second, Ms. Markovich took issuc with the $35,000 expense amount for what she

characterized as marketing activities and claiming that the expense "is not related to providing

safc and reliable service.” She also claimed that activities incurred to encourage the promotion

of one fucl over another "encourages all wiilitics to do this and therefore results in higher rates

o

Lobbying expenses are generally prohibited from being included in rates pursuant to seetion 1316
of the Public Utility Code, 66 Pa. C. S.§ 1316, Prohibition against charging ratepayers for
“political advertising” which includes "lobbying but not moncey spent for appearances before
regulatory or other governmental bodics in connection with a public utility’s existing or proposed
operations." Waiving or suspending the application of this section, to the extent that it even
applics, would be in the public interest because, as noted, 100% ol any positive benefits honored
by PGW’s [obbying activities accrued ultimately to PGW customers,

QTS St. 2 a1 22-24.
PGW St. 2R at 34,

OTS St 28R a1 25,
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for all ratepayers."*'’

While the amount is relatively small, the principle is important. The
Company firmly believes that actions that it takes (o allempl to encourage customers to usc
natural gas — whether it is purchased from PGW or purchased from independent suppliers and
simply delivered by PGW — clearly and demonstrably benelits all PGW customers because it
produces increased revenues 1o cover fixed costs which otherwise would have to be recovered
[rom existing ralcpayers. Ms. Markovich's suggestion that this somchow would be unfair
competition with other utilitics is misplaced. In fact, the principle alternative lucl for both
residential and business customers is heating oil,*™ which is not regulated and is not a utility; of
course there is no other natural gas utility in Philadelphia with which PGW competes. The entire
amount initially claimed by PGW ($210,000) should be included in PGW's pro forma operating
cxpenses.

d. Regulatory Fines and Penalties

PGW budgeted a small amount ($50,000) for fines and penalties that may be assessed
against the Company in the test year by the PUC for such things as violation of Chapter 56
regulations. OTS Witness Markovich and OCA Witness Bleiwcis both took issue with the
inclusion of the fincs and penaltics claiming that inclusion of such amounts in pro forma
expenses was unjust and unreasonable.?'”

While PGW acknowledges that the general policy of the PUC is to exclude such costs
from pro forma operating expenses, PGW belicves that it deserves individual consideration for

its claim. As noted above in other contexts, PGW is a municipal utility with no sharcholders.

=17 Id. a1 24-25.
28 See PGW St. 5R at 6-7.

S OTS St. 2 at 25-26: OCA SL. 2 at 27-29.
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All revenues produced ultimately accrue to the benefit of PGW customers. Similarly, all
expenses incurred ultimately inure to the detriment of the PGW customers. Morcover, under the
Cash Flow Method, any denial of an expense that is nonctheless required to be paid will simply
reduce PGW's available amount of cash working capital and debt service coverage levels which
ultimately will have to be made up by @ rate increasc at some point in the luture. Or, PGW will
be forced to borrow additional amount of long-term debt in order to finance the capital
construction that otherwise could have been financed by the amount denied in rates for
"regulatory fines and penalties." [n any cvent, the costs are likely to be greater, while the risks
imposcd on the Company and its customers will be enhanced. For this reason, PGW respectlully
suggests that applying the normal policy applicable to Pennsylvania public utilitics for this item
would not be in the public interest. Accordingly, PGW's pro forma operating expenscs should
not be reduced by $50,000 to remove the amount of budgeted regulatory fines and penaltics
budgets for the Test Year.
e Injuries and Damages Reserve and Associated Expenses

PGW included an amount in injurics and damages reserve to cover payments that PGW
anticipates it will have to make as a result of class action lawsuits.”" Large class action lawsuits
ol this nature normally are experienced by companics and PGW is no exception. In rcbuttal
testimony, PGW updated its projection of the amount that is likely to be required 1o be paid out:

cqq- Lyqn . . 27 . .
at least $1.8 million as well as $2 million for injurics, damages and legal fees.™ Despite this

update, Ms. Markovich continucd (o object to this inclusion in PGW's pro forma cxpenscs,

20 PGW St 2R at 37.

)|

Id.
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claiming that PGW had net proven that it experiences recurring class action suits as well as
claiming the amount that PGW is now projecting for the suit is "speculative."**

The lact 1s that a Company such as PGW unfortunately is not immune to class action
suits and is sued periodically. The suit that is pending is just onc example. The present cstimalte
ol $3.8 million is a legitimate projected operating expense and should be included in the Test
Year. OTS had amplc opportunity to test the updated claim — and made no attempt to do so.
PGW would agree, however, that because ¢lass action suit payouts do not necessarily oceur in
cach and every year, the cost of $3.8 million would be more appropriately amortized over a
rcasonable period of time. I the current, updated projected liability and legal fees of $3.8
million is amortized over five years PGW's annual operating expense claim would be $760,000 a
year, almost exactly the same amount that PGW had originally claimed as a pro forma tesl ycar
expense ($475,000 for injuries and damages and $250,000 for legal expenses.) No adjustment to
PGW's test year expensces should be made.

/ Marketing Promotion Expenses

PGW has an ongoing program (o provide incentives Lo customers to assist them in
converting from a different fucl source to natural gas, recognizing the initial investment required
for such a conversion. PGW firmly believes that, in the long-term, ratepayers benelit from the
additional throughput on PGW's system by assuring that PGW's facilitics arc more [ully utilized
and that operating costs are distributed among a greater number of customers. Incentives are

provided in the form of discounts o the charges imposed upon the customer for the natural gas

service or the delivery service it purchases and the benefits to PGW and its rate payers in the past

(]
13
[

OTS St 28R a1 22,
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have far exceeded the amount of the incentives used (o induce the customer to install natural gas
fucled facilities.?*

Notwithstanding the obvious rcasonableness of this program, Ms. Markovich opposed it,

clatming initially that "payment for incentives only increasc the overall cost of service for all

H2-

utilitics as cach utility attempts to include these costs in rates."*** This is demonstrably falsc
since incentives are principally directed at customers who arc considering utilizing oil, propane
or other non-regulated fuels as encrgy sources. Denial of the expenditure will only make it more
difficult for PGW to increase sales. As noted previously, increased sales spread the Company's
fixed operating costs over a larger base, helping existing customers,

Notwithstanding, even alter Mr. Bogdonavage fully explained the benefits of this
program 1o customers and to PGW in his rebutlal testimony, Ms. Markovich continued to oppose
virtualty all ol the expense level on the new ground that two of the projects that had been initially
contemplated for the Test Year had not as yet come (o (ruition.”” However, PGW fully expects
that it will incur costs in the Test Year at around these levels and 1s budgeting a similar amount
for FY 2008. Under the circumstances, the full amount of the expenditure should be included in
its pro_forma income.

g. Authority

t

23

PGW SL 2R a1 37.
- OTS S 2 at 14-17.

=23 OTS St. 2SR at 17-18.
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PGW clected to accept the proposed adjustments made by OCA witness Bleiweis to
remove cxpenses related to analyzing proposals (o create an cnergy authority to operate PGW
($190,000).%

h. Merger Costs

PGW clecled Lo accept the proposed adjustment to remove $50,000 [rom pro forma

cxpenses to remove costs that it planned to spend on a potential merger with another utility.*’
i. Prescription Drug Benefit

PGW clected to accept Ms. Markovich's proposal to reduce prescription drug benefit
costs o reflect new estimates from PGW's benefits merger.™™

F. PGW Should Be Permitted To Retain Off-System Sales And Capacity

Release Credits For Use As Source Of Internally Generated Funds To
Finance Construction,

PGW proposcs Lo change the regulatory treatment of revenue derived from off-system
sales and capacity release credits. Under the current regulatory treatment, PGW passcs through
to customers $1 for cvery dollar of off-system sales or capacity release. As cxplained below,
PGW now proposcs to pass through to customers not S1, but, in actual effeet, $1.50. Instead of
flowing these procceds through as a credit to the GCR, PGW proposes that the proceeds (low
through 1o customers by making them available to fund necessary construction projects, which
will result in avoiding the issuance of additional long term debt. PGW has relicd exclusively on

. . . 239 . . .
long term debt to fund its capital program since 1993.777 By [unding construction projects from

- PGW SL. 2R at 36,
= Id. a1 34-35.
PGW St. 12 at 10, These three adjustments are all reflected in Appendices A-C hereto,

PGW St 1 at 2. While the OCA insisted that when depreciation was considered the Company
had produced funds from operations (OCA St. 1, Sch. 2): depreciation is not cash and in all those
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this source, PGW will not have to use long term debt which means that ratepayers will not only
avoid the cost of debt service interest but also the additional amount (50% of the annual interest
and principal payment) that is necessary to be charged in order to comply with PGW's bond
ordinance requirements.” I permitied, PGW agrees to deposit any such proceeds in a
construction fund and usc them only to pay for construction items included in its approved
capital budget. PGW projected that its off-system sales and capacity relcase credits will amount
to $10 million per year, on average.™"

PGW believes that this proposal is a much more reasonable and cost cffcctive way to
return the benelits of these transactions Lo customers. Lowering gas costs by applying revenuc
[rom these sales certainly helps customers in the short term, but it does nothing to change the
underlyig financial structure of the Company, which would provide more fundamental benefit
to customers over the long term. PGW showed that funding its construction program and
reducing its outstanding debt from these proceeds is cheaper to customers than the present value
of the stream of payments associated with issuing additional long term debt.** One need only
look at the multiplicr effect of the debt service coverage requirements, the increasing costs of
debt transactions, and the debt service required to carry the debt to recognize the problem.

PGW's capacity release credits and off-system sales margins retention proposal is
fundamentally misunderstood by the partics. First and foremost, the parties ignore that lor cvery

$10 million ol cost PGW incurs in order to borrow long term to fund its capital program, the

years PGW's short term borrowing exceeded its {unds from operations — so that no internally
generated cash o fund construction were actually produced. PGW St 2R at 19.

230 PGW SL 2at 12-13;: PGW St | at 5; PGW St. iR at 13-14.
2 PGW St 2 at 15-16.

fd. at 12-13; PGW St IR at 13-14; PGW Exh, SPH-3.
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related base rate impact is $15 million because of the 1.5 times debt service coverage
requirement. Regardless ol any analysis of the opportunity costs of borrowing money, whether it
be PGW's or OCA's, retention of the $10 million annually in order to fund capital projects is
cheaper for ratepayers if the $10 million is utilized for capital budget projects and not eredited to
Purchascd Gas Costs.  As a result of the foregoing, it makes sensc that PGW's proposal be
viewed within a larger context than simply the "lcast cost fuel procurcment policy consistent
with [a utility's] obligation 1o provide safe, adequate and reliable service o its customers,” as the
OTS has insisted.” However, this proposal does indeed provide Ieast cost opportunilics for
PGW ratcpayers overall and, at the same time, retention of the capacity relcase credits and ofl-
system sales margins funds capital projects that support safe, adequate and reliable service.
Additionally, it is important to note that Interstatc Gas Supply, a potentially natural gas suppher
on PGW's system, has stated that retention of these credits aid margins suppoits gas
competition.™ In turn, gas competition can result in lower gas prices, thereby promoting
additional least cost fuel opportunities.

There is a also a mispereeption that the assets that provide capacity releasc credits and
off-system sales margin are used exclusively by firm sales customers thereby creating an

23

unrcasonable advantage for transportation customers.”™” This is not so. The assets used (o

provide commodity service, such as pipeline transportation, storage contracts and PGW's LNG

33 OTS St 4 at 6-7.
23 IGS St 1 a1 6.

3 OTS St. 4 at 8.
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facilitics, arc also uscd to provide backup and balancing services 1o interruptible sales and
transportation customers as well as to provide supply services to {irm customers.*®

A [urther mispereeption is that dedicating the retention of the $10 million to capital
projects will result in cast shifting.>” Such would be the casc if the proposcd capital projects

like the sccond phase ol the LNG Ligucfaction Plant or the modernization of the Company's

customer billing system, did not benefit the sales customer, but these projects do in fact not only

23

Pl

benefit, but primarily benelit sales customers.™® Whatever incremental value these capital
projeets provide the interruptible and transportation cuslomers, it is small when compared to the
overall annual funding for capital projects which comes from transportation rates and the
exclusion of the exponential debt service coverage impact on base rates with regard to the $10
million as discussed above.

Finally, the concern that permitting PGW 1o retain $10 million annually somehow
violates the "least cost [uel procurement requirement”™" misperceives the requirements of that
statutory standard. On its face, a gas utility's obligation 1o pursue a lcast cost fuel procurement
strategy is just that — an obligation 1o take steps to insure that the cost it — the utility — incurs for
natural gas are as low as rcasonably possible, consistenl with its obligation to provide sale,
rcliable and adequate service. PGW's proposal to treat the proceeds from these transactions
differently for ratemaking purposcs will have no negative impact whatever on PGW's vigorous

pursuit of every opportunity to sccure fucl at the least cost possible. In lact just the opposite is

=36 PGW St IR a1 12,
=7 OTS St. 4 at 8-10.
238 PGW St IR at 12,

3 OTS St 4 at 6-7.
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likely to be the case, since the Company will have an important interest in sceking Lo reduce its
. - . . 24

dependence on the issuance of long term debt to finance necessary construction projects.®”

The Commission should approve PGW's proposed change in regulatory treatment.

[1I.  RATE STRUCTURE, COST OF SERVICE AND OTHER ISSUES
A. The Company's Proposal To Allocate The Proposed Rate Increase Was
Based On The Fully Allocated Cost Of Service And Was Designed To Move
Rates For Each Class Closer To Unity With Cost.

The Company's proposal to allocate the proposed rate increase is based upon a fully
allocated class cost of service study ("CCOSS") and was designed to move the rates for cach
class closer to cost, keeping in mind the need for gradualism. PGW retained Howard Gorman of
Black & Veatch Consulting to perform the CCOSS, which was performed using widely accepted

' As Mr. Gorman noted, one of the

practices and was bascd on the Fiscal Ycear 2007 Test Year.™
functions of the CCOSS s to assign the total cost incurred by the Company o provide service (o
cach rate class, and to compare the costs assigned o cach class to the revenue produced by the
rates proposcd by the utility in order (o ensure that it recovers all of its cost of service.*" Mr.
Gorman did this, assigning the [ull Tariff Revenue Requirement on a cost causation basis to the
rate classes, and the results are summarized in Exhibit HSG-1.

With the exception of the OCA and OTS, the Company's CCOSS was generally accepted.

The criticisms of these parties focused primarily on PGW's allocation of the distribution mains

plant investment and related costs.™ First, the OCA and OTS objected to the customer

240 PGW SL IR at 11.

#H PGW St. 8 at 1-41.

t
&

Id. a1 5-6.

43 OCA St. 3 a1 6-20; OTS St. 3 at 10-14,
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component of the distribution mains cost in PGW's CCOSS, claiming that mains are not sized
based on the number of customers served therefrom. However, this position ignores the
relationship between the number and location of customers served and the capital cost of the
distribution mains. The cost of the mains is a function of both their length and diameter. As the
cvidence reflects, the more customers being served on the system, the greater the length of
distribution mains that are required (and the higher the cost). Likewisce, the more dispersed
geographically the customers are, the greater the capital costs of the mains required to serve them
in thosc locations.™™ Morcover, respected authoritics in the ficld of ratemaking and cost
allocation find PGW's proposed inclusion of a customer cost component theoretically justified
and can actually be viewed as supportive of its approach.**

Second, both the OCA and OTS asscrt that the classification and allocation of the
distribution mains costs should include a commodity-related classification that is allocated on an
average or annual demand factor.”*® In contrast, PGW's CCOSS classifies the non-customer
component of its distribution mains costs as demand-related with the allocation bascd on the
Company's pcak demands.”’ The Commission should reject the parties' objection on this point
as it is contrary to the principle of cost causation. The costs of mains are causally related only to
peak demands, and not 1o annual demands. Annual demands are not a factor in the design ol
distribution mains, but rather the mains' Iength and diameter are the appropriate considerations,

and thosc factors must be determined in reference to the Company's ability to meet its peak

o PGW St, 8R at 8-10.
o doat11-12,
¥ OCASL3atl12-19; OTS St. 3at 12-14.

M1 PGW St. 8R at 14,
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demand.”™ Rather, the issucs raised by OCA and OTS go to rate design, not cost of service.”™”
As such, their contentions are not a proper basis for modifying PGW's CCOSS.*" The Summary
resulls of PGW's CCOSS arc included in the first part ol Appendix "F" attached hereto.

B. The Company's Revenue Allocation Is Fair And Appropriately Balances The
Interests Of Its Various Rate Classes.

The Company sceks an increase of $100 million above its present basc rates, and has
proposed to allocate this increase in a manner that moves cach rate class toward unity between its
. - . e - . 251
relative rate of return and the system average rate of return (or unity with its cost of service).

2352
In tcrms

The Company proposcs no changes (o the customer charges for {irm salcs customers.
of progress toward unity, the Residential Heating class would move 32% toward cost,

. . . . 283 epqLs
Commercial Heating would progress 17%, and Industrial Heating would progress 33%. his

proposal was designed to implement a multi-step, gradual process ol moving all classes o a

7% . . . - - .
syslem rate of return.” In sum, considering the totality ol the factors and need for gradualism,

28 fd.at 16-17.

249 Id. a1 13, 17.

230 OTS also suggests that the average and exeess demand method set forth in the American Gas
Association's Gas Rate Fundamentals should be utilized to allocate PGW's distribution mains
costs. OTS St. 3 at 13, Howcever, as PGW's Mr, Gorman testilied, when properly applied, this
meihod actually supports PGW's CCOSS. PGW St 8R at 20,

B PGW St 8 at 36-39; PGW S 8R at 4-5; PGW Exh. HSG-7C (revised), pg. | (included in the
second part of App. I, hercta). PGW's proposal to retain the proceeds from off-system
sales/capacity release will be handled through an adjustiment to the GCR and thus will have no
basc rale impuct.

PGW St. § al 38,

PGW Lixh, HSG-7C (Revised) attached as App. I, hereto.

254 PGW St. 5 at 9-11.
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PQW‘S allocation is [air and ¢learly balances the interest of its various ratc classes. Accordingly,
its allocation should be accepted, whether based on a full or partial ratc award.

The primary objections to the Company's proposed allocation come from the OSBA.
OSBA contends that the relative rate ol return measure is not appropriate because it implies that
progress toward unity with cost is being realized when in lact, according to OSBA, progress Is
not being made. OSBA also objects to allocating PGW's universal service costs to any classcs

25 Both of these complaints are unfounded and should be

other than the residential class.
rejected. First, as PGW's cxpert Mr. Gorman explained, the Company's relative rate ol return
approach doces in fact result in all of the rate classes moving closer to unity with the system
avcrugc.zS(’ Second, as to the Universal Service Charge cost allocation, OSBA both misapplics
as 10 PGW the Commission's recent decisions on this issue and fails to recognize the evidence of
record of the actual benefits realized by the commercial class from PGW's extensive and much-
needed CRP program.™’ Ironically, were the OSBA's theory applied Lo its logical end, only the
aclual participants in the CRP program would pay for the Company's universal service costs as,
under the OSBA logic, an exemption from such costs would be just as warranted, 1f not more so,
for the residential customers who arc not participants in CRP as it would be for commercial
customers.*®

Finally, the School District and PHA offer a variety pack of complaints about the

Company's rate increase allocation that are literally tantamount to a claim that no portion ol the

253 OSBA St 1 at 1422, 1d. a1 28-33.
2506 PGW 81, 8R at 5.
257 PGW St 1R at 15-20.

3¢ Id. a1 17-18.
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rate increase should be allocated to them.™ These arguments reflect a fundamental
misunderstanding of ratemaking, the CCOSS and standard rate allocation.

For instance, the School District asserts that the proposcd rate increase should not be
applicd to it because the increasc is duc to, and thus will penalize it for, "the residential

20 yet, as the CCOSS demonstrates, it is simply not true

customers' poor delinquent payments.
that the other classes arc paying for the residential class's uncollectible accounts cxpense, as cach
. R 261 i X " e
class was allocaled only its own uncollectible expense.™ Morcover, despite these partics
repeated cmphasis on their alleged good payment historics, the School District and PHA still
must be treated as part of their respective classes for purposes of allocating costs and designing
rates, and such functions cannot be performed on an individual customer by customer basis as is
. ol e 202

the apparcent desire of the partics.

Morcover, as the CCOSS demonstrates, while the Municipal and PHA revenuces continue
to exceed their costs at PGW's proposced rate allocation, their revenuc/cost relationship is

263 - -
 These parties presented

gencrally the same as that for the commercial and industrial classes.
no fegitimate reason why they should be completely exempt from responsibility for the rate
increase, a burden that would have to fall on the remaining classes. PGW's rate increasc

proposal generally moves these classes closer towards cost of service and is, thus, reasonable.

C. Other Tariff Rate Issucs

39 PGW St. 8R at 21,

=00 PSD St 1 (Mondre) at 9.

2! PGW St. 8R at 22.
202 I,
263

PGW Exh. HSG-7C (revised) pes 1-2. (included in the second part of App. F, hereto).
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l. The Commission Should Reject PICGUG's Demand For Dramatic Cuts In
PGW's Interruptible Transportation Rates.

PICGUG's request that the Commission impose dramatic cuts in PGW's Interruptible
Transportation ("I'T") rates by requiring the Company to move [rom individually negotiated,
margin based rates to cost-based rates,” should be rejected for at least two reasons. First, the
record is completely devoid of any evidence that such a change is needed to open PGW's system
1o interruptible transportation or that the Company is not negotiating reasonable rates based on
its current margin-based maximum rates.”*> Second, such a seismic change in PGW's [T rates,
which currently provide a positive margin in relation to the cost of scrviee, would violate the
approved theory of gradualism and will have a significant negative impuact on the rates paid by
firm customers, =

PICGUG's position on this issuc appears to have experienced a metamorphosis over Lhe
course of this procecding. Restating the exact same claims it made during the Company's
restructuring procecding, PICGUG initially claimed that the only way IT customers will ever be
able 1o obtain “recasonable” 1T rates, and thus be able 1o transport, is if the Commission forces

267

PGW to cstablish cost-bascd rates.™’ However, PICGUG failed to back its asscrtions with any

actual evidence. In contrast, PGW established in the record:
° that sinece its restructuring proceeding, there is a record of [T customers

successfully transporting on PGW's system at reasonable I'T rates negotiated with
268
the Company;™

201 PICGUG St. 1 at 1-10.
205 PGW St 5R at 2-5,

M 1 at9-10,

207 PICGUG St. 1 at 4-7.

208 PGW St SR at 2.
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° that PGW has negotiated [T rates that arc lower than its maximum 1T rates with

e 269
most of its IT customers;~”

. that PGW sccks Lo arrive at a rate that takes into account the "opportunity cost” of

e i . . v 270
utithzing natural gas as opposcd to o1l some other alternative fucl.

. that enc such customer, Jefferson Health System, a PICGUG member, negotiated

multi-ycar agreements with PGW for Jefferson's facilities that have allowed it to

- . 2
successiully implement an economic transport program;>’!
° that PGW is willing to negotiate fairly, responsibly and in good {aith with any
. . 172
potential 1T customer;*”
° that PGW, in fact, has a financial incentive o negotiate reasonable I'T rates with

ducl fuel customers as those rates currently provide a positive margin [or the
273
Company; ~"“and

o that, since 2002, the amount of throughput being delivered via interrupltible

: : 774
transportation has incrcased tenlold.

Confronted with this cvidence, PICGUG moderated its position, claiming that its truc

objcction was not the lack of cost-based rates but rather that its members had to negotiate with

the Company over IT rates. For instance, PICGUG witness Lewis Cohen observed thal the

evidence presented by both PGW and OCA of the success of the [T rates "is bascd upon the

Company's willingness to negotiate rates below the maximum rates.

w73

Dcecerying the fact that 1T

customers ol other NGDCs allegedly do not have to engage in such negotiations, Dr. Cohen

noted that "for customers on PGW's system, however, negotiating a lower IT ratc may be the

264

274

275

fd at 3.

1d.

fe at 2-4; PICGUG St 1T a4,
Tr. a1 622-624.

PGW St. 5R a1 5,

d.

PICGUG St. 1-S at 3.
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. « ]
only way in which these customers arc able (o transport natural gas on the Company's system."?"

This 1s a far cry [rom cost-based rates being the onfy hope for potential [T customers.

Simply put, enabling PICGUG members to avoid having to negotiate [T rates with PGW
is not ncarly enough to warrant the severe negative impact that would be inflicted on the
Company and its firm customers from a change to cost-based rates. PICGUG has supplicd no
evidence whatsocver that PGW will not or has refused to negotiate good faith IT rates — just the
opposite. There is no evidence that PGW's current, PUC-approved margin-based rates arc nol
working. PGW sccks to negotiate a "win-win" rate which saves the customer money in
comparison to the amounts the customer would have to pay i 1t used an alternative fuel which
benefits PGW by maximizing the contribution to lixed costs provided by the sale.’”’ There is no
evidence that would warrant the Commission Lo change the status quo and mandate cost bascd
rates at this time.

2. PGW Does Not Objecl To PHA's Request To Join The MS Rate, But Its

Claims Of Past Overpayments Or A Failure To Charge The Lowest
Applicable Rale Are Bascless.

PHA argues that it should be cligible for the Municipal Service ("MS") rate. PHA
belicves it is entitled to this rate treatment because 1t is "similar” to and has the "hallmarks" ol a
municipal entity.?”® The Company has taken the position that it docs not oppose PHA's request,
if the Convmission authorizes it, for PHA's conventional sitecs. The MS rate would not be

applicable to PHA's scattered sites, which do not in any way resemble a qualilying municipal

276 Id.
27 PGW St SR at 5.

78 See PHA St. 2 at 13: PHA St. 2-SUR at 3.
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entity, and any lost revenue from this reclassification must be recovered from the Company's
remaining customers.”’

Beyond sccking this reclassification, however, PHA suggested that its conventional sites
could actually currently receive service under tiree rate classes — the PHA, MS and General
Service-Residential classes — and that the Company has "picked the highest tan (T rate possible to
bill PHA."™ As a result, PHA appears to claim that it has overpaid PGW up 1o $2.8 million.**'
This allegation, 1f true, would constitute violation of Section 1303 ol the Code. But by the
current text of the tariff, PHA is not in fact cligible for the MS rate — the tarifT would have to be
modified, of course, to make PHA c¢ligible for this rate on a going-forward basis. Likewise, even
the portion ol the tariiT quoted by PHA in relation to the GS-Residential rate — that it includes

282 .
"% _ plainly docs not cover PHA's

"residential and public housing authority customers
conventional sites. As 1o those sites, PHA, nol 1ts customers, are the customer ol record. The
relerence in the tariff is for PHA's scaliered site customers, who reside in individually metered
residences.”™™ Thesc claims suffer from an utter lack of legal support and should be rejected by

the Commission.

3, PHA's Claim ol $4 Million Overpayment Related To Scattered Sited
Tenants Is Meritless.

The Philadelphia Housing Authority ("PHA™), in its supplemental testimony, makes

scveral false claims about what PHA describes as "PHA's Scattered Sites and Housing Choice

M PGW St SR at 27,

20 PLA St 2-SUR at 3,

B PHASU2at12; PHA St 2 at 3; PHA St 2-SUR at 3.
B2 pHA SL2-SUR at 2,

3 Tr. 624-626.
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: $284 . . W5 o .
residents™" and what PGW alternatively titles the “vendor program”®® Thesc false assertions,

which were not supported by evidence of record, are that:

) PGW has over-billed PHA as much as $4 million for the 800
scaltered site tenant properties which are enrolled in the vendor
program;

2) Some or all of the vendor program tenants whose gas scrvice 1s
dircctly billed to PHA at the General Service Rale are also enrolicd
in the Customer Responsibility Program ("CRP");

3 PHA pays the vendor program tenants' utility allowance dircetly to
PGW regardless of the invoice amount; and

4) PGW's alleged over-billing is the result of PGW somchow

recovering for vendor program billings by collecting the utility

allowance from PHA directly at [ull residential rates, but actually

billing the dircct pay vender participants at CRP rates. PHA

admitted that the 4 million figure was a gucss, or "estimate,” since

it had no actual evidence of the alleged number of vendor program

participants who were on CRP and werc direct pay by PHA.2

In order 1o respond o these false allegations. some background of the vendor program is

necessary. The vendor program was established in the 1970's after PECO and PGW approached
PHA about PHA tenants who were not paying their cleetric and gas bills.” As a result, the
vendor program was developed so that PGW billed PHA dircetly and PHA paid PGW directly
for the gas service provided to the scattered site tenants who were enrolled in the vendor

W o . ers
program.” Since the vendor program pre-dates the existence ol the Customer Responsibility

Program ("CRP"), the vendor program is not designed to apply the CRP discount to the vendor

284 PHA St 25 at 2,

285 Tr. at 627-628.

3 PHA St 2-SUR at 4.
287 Tr. at 627.

288 Tr. at 627,
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program billings.™  Additionally, the vendor program bitlings are calculated applying the
General Service Rate and PHA remits the amount of the bill at the General Service Rate.*”
Vendor program invoices arc not paid simply by the direct issuance of the utility allowance to
PGW ' As stated previously, PHA, by agrcement with PGW, pays the amount billed at the
General Service Rate — PGW has no information regarding the utility allowance amount for any

w2

scattered site property included in the vendor program.®  Additionally, none of the propertics
arc included in the CRP Program. As a resull erhc forcgoing, PGW has not over-billed PHA $4
million, none of the vendor program bills apply a CRP discount, PHA docs not directly pay
PGW the utility allowance amount lor cach vendor program enrollee and PGW doces not pockel

utility allowance payments that arc in cxcess of the rate actually billed.

4, School District - Rule 10

The School District has misrepresented the circumstances under which PGW requires up
[Tont payments lor all capital costs related to connecling School District buildings to PGW's
distribution system (1.¢. the cost ol mains and scrvices) and how these payments will eventually
be credited to the School District in wholc or in part. None of their allegations were supported
by credible evidence. Among the School District's [alse assertions are that PGW is not
complying with Scction 10 of its Gas Scrvice Taritf, the tarifT does not support PGW's
requirement for up front payments, and the School District has not received any credits to date

for its up (ront capital payments.

249 Tr. a1 627.
200 Tr. at 627-628.
)

Tr. at 672-673.

Tr. at 673.
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The history of PGW requiring the School District 1o provide up [ront payments for capital
costs began in the late 1990's.*” At that time, PGW discovered that the School District had not
met its contractual obligations with respeet to 80 schools.*” Specifically, the contracts st forth
certain volumics 1o be used during the contract lerm in order for PGW to recover the capital costs
related 1o conneeting the schools to PGW's distribution system.*”” Such a requirement is not only
set forth contractually but also contained in PGW's tariff.?®

Essentially, the "projected volumes" that the School District promised to use in its
contracts lor the 80 schools obviated the need for a customer contribution because the anticipated
revenue would cover the capital costs. When the School District failed to live up o its contract
and usc the obligated volumes during the terms of the contracts, the actual revenues did not
cover the capital costs.>” As a result, PGW's capital investment in the mains and services which
were constructed specifically to connect the 80 schools to PGW's distribution system was lost,
or, more specifically, shifted to firm customers.

PGW and the School District entered into ncgotiations in order to resolve this situation

but the partics could not rcach a consensus. Despite the failed negotiations, PGW did not belicve

293 PGW St SR at 23,

2 Id
293 ]d
296

"For permanent commercial and industrial Customers or developers making application lor
extensions or enlargements, where the Company in its sole judgment anticipates long-term,
conlinuous usage at projected volumes of Gas: ... (b) where the combined estimated cost off
delivery-main and scrvice-delivery pipe instailation is $10.000 or move. the Customer or
developer shall pay a customer contribution for the amount of the estimated cost in excess
of the investment determined by the Company (o be warranted by the anticipated revenue
to be derived from the extension.” PGH Gas Service Tarviff, Section 10.1.5.

w1 Tr. at 686.

FIAR:TIGO8. 1/PH 21 §-236005 - 88 -



that a lawsuil was the appropriate way (o work things out.” Instcad, PGW decided that, on a
going-forward basis, if the School District applicd for new service for a school which required a
capttal invesiment that the School District must pay lor the capital investment instead of PGW
and that only when the School District actually met its contractual volumes would it credit any
amounts due pursuant to scction 10.B.1. of the Gas Service Tariff.*"”

The School District complains that the up front payments arc non-compliant with and not
supported by the Tariff. This is not so. Scction 10.B.1. of the Gas Service Tan(T cited above
clcarly states that this tari{f scction is applicd to applications "where the Company in its sole
Judgment anticipates long-term, continuous usage at projected volumes of Gas." Given the
School District's history of not meeting its contractual obligations, PGW cannot rcasonably
anticipate any type of usage from the School District cven when the usage is contractually
obligated. As a resull, the tarifl permits PGW to charge the School District up front for capital
costs. Furthermore, the equities of this situation do not permit PGW ratepayers to bear the
capital costs related to School District conncetions when the School District lails to provide
promised revenues for the recovery of those capital costs.>”
D. Customer Service Issues

1. Status ol Collections Practices, Credit Scoring, Electronic Funds Transler
and Budseet Billing

28 Tr.at 703,

i Tr. at 687-688.
300 The School District further complaing that it has yel to receive any credits for it up front
payments, This is quite true but only because it has not yet successfully fulfilled the contractual
criteria set forth qualifying the School Distriet for credit. (PGW St 53R at 23). PGW will
reimburse the School District for its capital costs as outlined in cach contract after its contractual
obligations arc fulfilled. fd.
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In the Commission's Qctober 27, 2004 Order in the Consolidated Proceeding, PGW wus
required to repert on the following four issues in its next base rate case. First, PGW was directed
to provide a progress report on the adequacy, cost-cflectiveness and management ol its collection
practices.”’ Second, PGW was required to detail its current credit scoring process.™”

Third, PGW was required to provide a cost/benefit analysts of implementing a mandatory

. . - S 03
Electronic Funds Transfer (EFT) program.™”

Finaily, PGW was asked to present a report with
findings and recommendations regarding a program to educate the public about the benefits of
PGW's budget billing plan.*™*
a. Collections

Regarding collections, PGW provided the testimony ol Randall Gyory, Vice President for
Customer AfTairs, who explained that PGW's 12-month collection rate has improved from
91.42% in Fiscal Year 2004 to 96.01% in Fiscal Yeur 2005 to its best ever rate o 96.57% in
Fiscal Yecar 2006.""° Becausc of these improved collections, PGW has collected $36 million
more than it would have collected under the collection rate that was experienced in FY 2004 and

occurred even though PGW cxperienced a 7% increase in bitlings between FY 2005 and FY

2006.°" PGW continucs 1o be very focused on improving its billings and collections systems

! Investigation into Financial and Collections {ssues Regarding the Philadelphia Gas Waorks (et.

seq.), P-00042090 (hereinafter, "Consolidated Proceeding Ordery October 27, 2004, Ordering
Para.lla,

302 Id., Para. 1le.

303 Id.. Para. 11d.

304 ld., Para. 1e.

303 PGW St. 6 at 2.

o Id
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and has devoted substantial time and effort toward achieving this goal.*” Such cfforts include
automation of processes, institution ofl tracking reports, full implementation of a Billing,
Collections, and Customer Scrvice ("BCCS") system, improvements in customer service, and

H o
% 1n addition to these programs

implementation of the Collections Renewal Initiative ("CRI").
which have provided positive results for both PGW and its customers, PGW continues o work
on new initiatives in FY 2007 which will provide additonal collcction tools to further improve
. Y . 309
its billing and collections systems.
D. Credit Scoring
Regarding credit scoring, PGW witness Gyory testificd that PGW has implemented a

credit scoring process which it now utilizes 1o identify those applicants who will be asked to

. . . .. - - o 310 eyt o ot T
provide a deposit as a condition for recciving service. I'his mechanism employs Experian's
Telecommunications, Encrgy and Cable Risk Model to predict delinquent payment behavior on
wility related accounts as well as a varicty of other tools including account management and

. . kI - - . .-

monitoring of subscriber payment patierns. ' Through utilization of this tool, PGW has
implemented a highly successlul deposit payment program which resulled in the collection of
2

$5.35 million in deposits in FY 2006 {rom those who were identilied as higher credit nisk.

C. rLrr

o7 ld. a1 3.
308 Il at 3.
30y

fel at o,
310 fd at 7.
A fd a7,

32 Id at 8.
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Regarding EFT, PGW Mr. Gyory Lestificd that PGW has implemented various ¢lectronic
bill payment options for consumers. These include "Pay Your Bill,” "Express Bill,” and "Auto-
Pay."! "Auto-Pay" gives customiers the option ol utilizing EFT il so desired. In combination
with all the other payment options available lo customers, customers reccive a range ol choices
from which to choose in accordance with their personal preferences.’™ This, along with other
reasons (discusscd below), has lead PGW to conclude that a mandatory EFT program would be
cost prohibitive and not result in benefits enough to justify its implementation.

OCA wilness Colton rencwed his recommendation that PGW be required to implement
mandatory EFT for delinquent customers with incomes above 250% of the federal poverty level
and who enter into a payment agreement.’” PGW does not support a mandatory EFT program
for several reasons, First, PGW only has a very small number of customers on payment
arrangemenis who are at or above 250% ol the federal poverty level. Second, implementation of
a mandatory EFT program will likely result in more problems, such as non-existent or closed
checking accounts, fatled EFT attempts due to mnsufficient funds that would make the EFT
program too costly for PGW. Finally, the ncw state of the law regarding payment arrangements
and the continuing legal imterpretations of this law make less clear that PGW has the legal
authority to deny a customer the right to enter into a payment agreement if the customer refuses
to cnroll in a mandatory EFT progmm."’“’ Whtle PGW does not support the imposition ol an

automatic EFT program, it 1s in the process ol considering a late paycer deposit program that

33 Id a9,
i Id. at 10,
s OCA St. 4 a1 16-21.

e PGW St. 6at 10; PGW St. 6R at 15,
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would waive deposit requirements for qualifying customers who agree to go on an EFT program
where the customer would otherwise have to provide a deposit because he/she had been
consistently late in paying his/her bill.*'? PGW suggests that it be permitted to implement and
report back on this program before consideration is given to extending such an option to new
apphcants, as Mr. Colton suggcslcd,”“or imposing a more mandatory program.
d. Budget Billing

Regarding budget billing, PGW witness Gyory testified that in FY 2006, PGW undertook
a multi-faceted program to cducate customers about the availability and benefits of budget
billing which included print ads, radio spots, cable ads, Spanish television ads, transit and
hillboard advertising, public relations and communily outrcach aclivities, street teams, encrgy
assistance phone-a-thons, bill inserts, training social service agencies." Currently an average of
48,000 residential customers arc utilizing budget billing. ™ While this education program has
been successiul, PGW doces not support imposition of a mandatory budget billing program, as
recommended by OCA wilness Colton™' for several reasons. First, automatic budget billing
docs not guarantee that a payment troubled customer will pay his/her bill more consis[cmly.322
Sceond, a program that automatically places someone on a mandatory payment plan becausc

they miss one payment may result in an overly draconian and inappropriate response (o onc

W Tr a1 949950,

HE Id.

W pGW SL Gat 112,
420 fd. at 12,

A= OCA St. 4 at 21-27.

- PGW St. 6R at i35,
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missed payment and result in a potential violation of Chapter 14.°* Third, implementing the
program in November of cach year would have an impact on PGW's cash flow because
November and the winter period is the time of the year when PGW's highest gas bills become
duc 1o its supplicrs; theretore, collecting as much as possible at this time ol the year is very
important Lo PGW.’* Finally, implementing a mandatory budget billing program would require
modification to PGW's billing systems which would have a financial impact on PGW > As an
alternative to being directed to implement a mandatory budget billing program, PGW is willing
to study the implications of such a program as parl ol its customer segmentation study that it
plans to undertake this year with data avatlable probably by the sccond quarler ol 2008.2%

2, PGW's Universal Scrvice Programs

PGW scrves approximately 500,000 customers located exclusively in the City of
Philadelphia.**’ Based on census data, PGW estimates that there are approximately 152,500

32 : : .
2 PGW hus been successful in keeping thousands of

customers at or below 150% of the FPL.

low-income residents and seniors on the system, with safe and alfordable gas bills, while secking
.. . .. . . . 129 . .

to maximize individual contributions lrom those customers.”™ PGW's current universal service

programs includc the Customer Responsibility Program ("CRP"), the Conservation Works

Program ("CWP"), the Customer Assistance Referral Evaluation Program ("CARES"), LIHEAP

3 Tr. a1 944,
. Tr. at 945,
32 fel.

326 Tr. at 946: Tr. al 976-77.
A PGW St 7R at 1017,
32 Id at 4,

129 Id. a1 2-3.
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Qutrecach, Hardship Fund through the Utility Emergency Services Fund ("UESF"), and the
Senior Cilizen Discount Program.™™ Al together the costs of these benefits range rom $110 to
$210 million per year, costs that all other rate payers must subsidize.*" Each of these programs
arc more exlensively explained in the testimony of PGW witness Cristina Coltro. 332

The current enrollment level in CRP, as reflected in the record 1s 75,093, which is the
highest level of participation since the inception of the program and PGW cxpects that by the end
of the future test year (FY 2007), there will be approximately 76,500 customers enrolled. ™ This
figure also represents approximately half of the 152,500 customers PGW eslimales have incomes
at or below 150% ol the FPL* PGW has incentive 1o ensure the highest level of participation
in CRP since it provides customers with the abilily to timely pay their bills, and PGW has
undertaken significant efforts to increase CRP enrollment over the last two years.”
The cost of the CRP program is recovered through PGW's Universal Service Charge

136 . . .
336 As directed by the Commission in

("USC"), a rcconcilable charge that is adjusted quarterly.
PGW!'s restructuring proceeding,™’ PGW has made an analysis of the additional costs that it

incurs or avoids when a customer enrolls in CRP and any cost savings that might be realized as a

330 PGW St. 7 a1 2; PGW St. 7R at 2.
331 N .
PGW St 6R at 3.
PGW 817 a1 2-10; PGW St. 7R a1 2-16,
33 POGW St. 7at 4, PGW Exh. CC-1.
3 PGW St. 7R at 4.
35 Id a3,
36 PGW St 7 at 4.

7 Pennsvlvania Public Utility Connission v. Philadelphia Gas Works, M-00021612 er al., March

31,2003 at 52-53.
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result ol the projected test year level of CRP customers arc alrcady incorporated into PGW's
projection of test year financial data.*® PGW is nol proposing any cost offscts in its USC.>*
In terms of the other discounts/programs available to PGW customers, approximately

30
3 Gas allowances arc also

46,000 scntor citizens receive a monthly 20% discount on their bills.
provided to approximately 7,000 Philadelphia Housing Authorily tenant customers.®' PGW also
accepts medical ¢ertifications and offers regular payment arrangements and budget bitling as a
way o assist ils customers in paying their bills.*?

PGW's policies provide customers and applicants with a reasonable opportunity to
maintain continuous service without unrcasonable interruptions or delays.™? Through its
programs and policies, PGW offers customers numerous opportunitics to avoid termination.”
As stipulated between PGW and AASCGP, the Commission's regulations and policies imposc an
obligation on both the utility and the customer to deal in good faith, A utility is obligated to
provide safe, adequate, and reasonable service in accordance with the law, Commission
regulations and its legally approved tariil. The customer's concomitant obligation is to salisfy
any applicable payment obligations including any payment arrangements entered into with the

3

.- 45 . . . . . . X .
utility.”™ PGW's reconnection policics are consistent with Chapter 14 restoration terms and

B8 PGW SL 7at 10-11; PGW Exh, CC-2.
339 PGW St. 7at 1.

340 PGW St 7R at 5.

34 id. al 6-8,

342 PGW St 7R at 2.

343 PGW St 6R at 5.

344 PGW St. 6R at 5; Tr. at 935-936.

- PGW Hearing Exh. No. |
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regulations and arc reasonable. >

All of PGW's policies are mindful of the need to balance the
financial circumstances ol its customers with the necd of PGW (0 reccive payment for services
rendered. ™

AASCGP is critical of PGW's ermination and reconnection policies and relhics solely on
the claims of PGW customers without scrvice during the time of the 2006 Cold Weather Survey
to justify this criticism.>*® However, this reliance is misplaced. The Cold Weather Survey is
designed to identily those customers without service at a specific time and to provide
information regarding possiblc restoration for customers without gas service. PGW's provision
of utility service covers a wholc range of issucs, including the provisioning of safe, adequate and
reliable service to its entire customer base.™” AASCGP docs not accuse PGW of specific
violations of the law.™ Relying solely on the number of customers without scrvice pursuant (o
the Cold Weather Survey, AASCGP offers a panoply of suggestions [rom wholesale revision off
customer holices 1o complele revisions of PGW's customer scrvice systems to severe reductions

]

- - - . . N . i3 .
in fees for various services, despile the costs of these services to PGW.™" In making these

suggestions, AASCGP did not estimate cither the costs to PGW to implement the proposals or
52

. 1 e . .
the effectiveness of the proposals.™ PGW has a responsibility to its entire customer basc and

must balance a broad range of issues associated with service in its customer basc to cnsure that

36 PGW St 6R a1 5-6.

M pGW St TR at 12,

318 AA St [ atd,

Sk PGW St 6R al 4.

30 AASCGP St N.1-SR at 2.
B AASL | at 47-48.

352 PGW [xh. RG-3.
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all customers receive sale, adequate and reliable service. Implementing AASCGP's proposals
would shift more costs to PGW's entire customer base which includes low income and working
poor customers, even though there 1s no evidence that PGW 1s not complying with PUC
regulations with regard 1o any of the issucs raised by AASCGP and no cvidence that
implementation of the AASCGP recommendations would be effective or, for any reason,
appropriale. Morcover, 10 the extent that there would be any delay in recovering the additional
amounts needed to implement AASCGP's suggestions through rate increases, PGW would have
(o find some way to fund the projects which would thercby compounding PGW's current
finuncial difficultics.” In short, PGW is committed to appropriately balancing the needs ol its
customer base, its entire customer base, with the importance of remaining a viable company.
While AASCGP docs identify some issucs ol importance for PGW's low-income customers, 11s
inaccurate picture of PGW's operating procedures and far-reaching, costly suggestions must be
rejected. These issues would be more appropriately taken up with the State legislature.

-

3. TarifT Revisions

PGW's currently clfective tarifl contains detailed provisions which PGW utilized prior to
becoming regulated by the Commission in 2000, While these detailed provisions were
appropriate prior to the Commission's jurisdiction, they arc no longer sustainable for several
reasons. First. they may create confusion regarding the applicable standards.™ Sccond, there
have been significant changes in the law as a resull of Chapter 14 which have rendered many of

these provisions inapplicable. Finally, PGW's proposed revisions will strecamline the tari(Tin line

353 PGW St1. 6R at 3.
354 PGW SL 6at 12,

333 Il at 13,
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with the tari{T format used by most other regulated utilities.”

Aside from amending its
proposcd tariff (o be clear that PGW is now subject to 66 Pa. C.S. 1521, et seq., PGW's
proposcd revisions as presented accurately reflect the changes in law will provide less confusion
for customers and must be ucccplcd.357

AASCGP was the only party critical of PGW's suggested tarilT revisions, claiming that
they would deprive customers of notice and/or remove some of the customer protections
AASCGP views as existing in PGW's current tariff>>® AASCGP is incorrect on both assertions.
First, the "company policies” PGW proposces to reference in its revised tari (T are reviewed
extensively to ensure that they are consistent with the law and Commission regulations and

B The

PGW's intent in relerencing them is to provide notice to the customers of their existence.
reference to these policies in PGW's tarifl will provide customers with notice ol their existence.

Sccond, none of the tarilT revisions remove any rights currently held by PGW's customers
and AASCGP has not provided cvidence that rights would, in fact, be affected by thesc

30 A ASCGP's focus on various tari [T sections, such as the current Section 8.3.D, as

changcs.
prool that PGW's deletion of these sections is intended to remove customer rights is misplaced.
Removing tarifT sections which merely restate the faw and existed in PGW's tarifT prior to the

Commission's jurisdiction is a rcasonable position that will Icad to a more strecamlined, accurate

and appropriate tarifT for PGW and its customers. Similarly, removing practices which were

136 Id

w7 PGW St. 6R at 18.

158 AA St 1 at 38.

Y PGW St. 6R at 16 Tr. at 942-943.

300 PGW St. 6 at 13: PGW St GR at 18.
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never required and were provided as a matter of discretion — and which the Company has stated
it intends to continue — merely confirms PGW's tani(T to the approach uscd by cvery other
utility.” Even AASCGP admits that some of the tarifT provisions it advocates for PGW do not
exist in any other utility's tariff.*** Thercfore, aside from permitting PGW o amend its proposed

tarifl 1o be clear that PGW is now subject to 66 Pa. C.S. 1521, er. seqy., PGW's proposed revisions

. 3
as presented accurately reflect the changes in law and must be accepted. ™
E. Competitive Issues
1. Hess/IGS revisions to supplier tariff/rules

Hess Corporation ("Hess") and Interstate Gas Supply, Inc. ("IGS™) arguc that various
PGW supplicr tarifT provisions and opcrational rules are impeding the development of retail
competition on the Company's system. IHess has proposed various revisions to the Company's
supplicr tari{T and operational rules which IHess belicves will promote competition, while IGS
has expressed concern with some provisions ol the Company's supplicr tari(f that 1GS describes
as "one-sided" or "potentially costly”.

[ess's proposals concern: (1) NGS nominations of gas supply deliverics to PGW's
system; (2) balancing and reconciliation of NGS deliverics compared to the consumption by
NGS interruptible customers (imbalances); (3) cash outs and penalties associated with daily and
monthly imbalances for interruptible customers, and treatment ol annual imbalances for firm
transportation customers; and (4) imbalance netting between a supplier's pools [or interruptible

and lirm customers, as well as imbalance trading between suppliers and their pools lor

36) PGW St 6R a1 18-19.
162 , M 5
262 PGW Lxh, RG-5.

303 PGW St. 6R at 18.
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interruptible and firm customers. As PGW witness William Muntzer explamed, the problem
with Hess' proposals is that they would jeopardize the Company's ability to maintain control and
reliability of its system, result in unnccessary and costly use of LNG and storage assets, and be
very expensive to implement.*®

The Company is committed to gas choice, and belicves its tariff and operational rules are
in compliance with the Gas Choice Act and PUC requirements and do not impede the
development of retail competition on its system.”™ Indeed, the Company stipulated with IGS
that a competitive gas market in its scrvice territory could provide benefits for consumers at all
customer levels, that increased usc of transportation by PGW customers may also reduce PGW
costs. und that PGW welcomes NGSs on its system. >

However, PGW is not willing to further demonstrate its commitment to gas choicc by
implementing proposals that jeopardize the Company's ability to maintain the salcty and
reliability of its system or impose unnecessary and unrcasonable costs on the Company or firm
customers. Specifically, the Company is willing to: (1) extend the deadline lor day-ahead
nominations of gas supply deliveries to its system from 12 noon to 12:30 p.m. to accommodate

367

upstream interstate pipeline contracts finalized afier the noon deadling;™ (2) insert language into

the suppler tarilf stating the Company's usc of the FERC interest rate 1o calculate the carrying

sod PGW St 11 at 1-19; PGW St. T1-RJ at 1-7.
kI -
PGW SL. 11 at 15,

LI¢ . -

Ao PGW Hearing Exh. 2.
i PGW St 11 at 3. The Company's current practice ol permitting intra day nominations on a best
ciforts basis as well as the Company's current practice of permitting corrections of nomination
errors on a case-by-case basis, also provide ways to accommodate Hess's concerns. fd. at 4;
PGW St 11-RJ at 1-2.
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charge on gas loaned to supplicrs of firm customers;™® (3) update and provide the Marketing File
for Commercial and Industrial ("C&I") customers monthly instead of quarterly;” and (4) run
the customer enrollment processing jobs at 10:00 a.m. and 12 noon to provide additional
opportunitics for suppliers to fix their customer enroliment mistakes.>™ These steps should make
casicr and less expensive for Hess and other suppliers to operatc on PGW's system.

PGW witness Muntzer explained how Hess's other proposals would jeopardize the
Company's ability to maintain control and reliability of its system, result in unnccessary and
costly use of LNG and storage assets, and be very expensive to implement, and therclore why
Hess's proposals should not be adopted.’”" The operational limitations of the Company's system
arc ol particular significance to understanding why Hess's proposals should not be adopted. As
Mr. Muntzer explained, the Company is served by only two inlerstate pipeline in capacity
constrained Southcastern Pennsylvania, its gate stations are located on pipeline laterals instcad of
mainlines, and it contracts with interstate pipelines for storage services because the Company ts
not storage rich and owns no underground storage.””* The Company maintains the safcty and

reliability of its system and firm scrvice through coordinated operation of the Company's

o8 Id. a1 9.

Ao ld. at 13,

A0 fd.at 15, Of course, instcad of waiting until the enrollment deadline, suppliers could submit
enrollments on the day before the deadline to permit additional time to correct their mistakes.
fd. at 14,

37! PGW St 11T at 3-4; PGW St 11-RJ at 1-2 (extend day-ahead nomination deadline to 2:00 p.m.);

PGW S1. 11 at 3-4; PGW St. 11-R] at 2-4 (require PGW to accept retroactive nominations); PGW
St 11 at 5-7 (climinate daily balancing). PGW St. 11 at 7-8; PGW St. 11-RJ at 3 (change daily
balancing tolerance level/penalty); PGW St. 11 at 8 (reduce month end cash out rates): PGW St
11 at 10-11; PGW St 11-RI at 4-5 (imbalance netting/trading); PGW St. 11 at 13-14; PGW St
11-RJ at 3-7 (changes to provision of customer information and cuslomer enrollment processes).

i PGW St. 11 at 5-6.
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upstream supply system assets.>” The Company's datly balancing requirements, which are the
focus of Hess's proposals, are crucial to the Company's ability to maintain control and reliability
ol its system, and Hess's proposals 1o relax or weaken these requirements — aside [rom the costs
to lirm customers and to PGW - simply present too much risk to the Company and 1ts {irm

374

customers.

2. IGS residential customer ageregation proposal

[GS made two undeveloped proposals which 1GS believes would help to develop retail
competition on the Company's system: (1) a market share threshold ("MST") type of proccess as
uscd in PECO's clectric service territory; and (2) auctioning the Company's SOLR obligation to
supplicrs afier the MST process produced meaninglul retail competition. IGS conditioned its
MST proposal on making the Company's billing system, in 1GS's view, workable for gas choicc.
Mr. Munltzer explained why IGS was wrong in concluding that the Company's billing system is
"unaceeptable” and that the Company is unable or unwilling to invest in modifications to its
billing syslcm.375 Morcover, Mr. Munizer explained the excessive and unrcasonable cost Lo
implement an experimental MST process on the Company's system as well as a wholesale SOLR
auction.””® Accordingly, the record supports only rejection of IGS's undeveloped proposals.

F. Gas Safety

373 fd. a1 6.

[n addition, 1GS, which has not been a supplicr on PGW's system, argues that some of the
Company’s supplier tariff provisions are "open-cnded.” "one-sided” or "potentiatly costly”
provisions and arc impeding the development of competition. [GS witness Parisi identified only
two (2) provisions, (Scctions 4.1 and 7.5) and Mr. Muntzer explained why 1GS's concerns are
overstated and do not require any changes to the supplier tariff. PGW St 11 at 18-19. Also, as
stated above, the Company stipulated with IGS concerning the Company's commitment to gas
choice. Accordingly. the record supports rejection of [GS's concerns and vague proposals.

313 PGW St. 11 at 16.

e fed. at 16-18.
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In response to an issue raised by OTS witness Graeser concerning PGW's class 2 leak
repair policy,”’ the Company and OTS entered into a stipulation in which PGW agreed to
conduct an independent evaluation which shall include the costs and benefits of PGW's present
policy as well as a projection of the cost and henefits of any modifications of that policy. PGW
agreed that the cvaluation will occur in comjunction with its pending study regarding its cast iron
main replacement program. The Class 2 leak repair evaluation report shall be completed within
nine months of entry date of the Commission Order in this proceeding. PGW belicves that the

Stipulation is a rcasonable resolution of this issuc and should be approved.

7 QTS St. 5 at 5-6; PGW responded to OTS's testimony at St. 3R at 10-13; PGW Hearing Ixh. 3.
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Iv. CONCLUSION

b For the reasons stated above, Philadelphia Gas Works respectlully requests the
Commission issuc an Order consistent with this Brief and which incorporates the Proposed
Ordering Paragraphs as set forth in Appendix H hereto.

D

Respectfully submitted,

, (s AL

Danicl Clearfield, Esquire.

Gregory J. Stunder, Esquire Deanne O'Dell, Esquire
Philadelphia Gas Works Mark Stewart, Esquire
800 West Montgomery Ave. Wolf, Block, Schorr and Solis-Cohen LLP
Philadelphia, PA 19122 213 Market Street, 9th Floor
g P.0. Box 865

Flarrisburg, PA 17108-0865
(717) 237-7173

Dated: June 12, 2007
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Brief - Present Rates
Bad Debt 4.5% on TOTAL Revenues

OPERATING REVENUES

Nor-Heating

Gas Transpon Senice

Heating

Proposed Base Rate

Woeather Normalization Adjustmant

Unbilleg Agjustment

Total Gas Revenues
Appliance Repalr & Other Revenues
Cther Operating Revenues
Tatal Other Operating Reverues
Total Operating Revenues

OPERATING EXFENSES

Natural Gas

Crher Raw Material

Sub-Total Fuet

CONTRIBUTION MARGINS
Gas Processing
Field Services
Distribution
Coltection
Customer Service
Account Management
Bad Debt Expense
Marketing
Administrative & General
Health Insurance
Capitalized Fringe Benefits
Capitalized Administrative Charges
Amorization of Restructuring Costs
Penslons
Taxes
Environmental Expenses
Pro Forrma Adjustments
Cast / Labor Savings
Sub-Total Cther Opar.& Maintenance
Depreciation
Cost of Remgval
To Clearing Accounts

Sub Total Other Oper. & Maint. & Depraciation

TOTAL OPERATING EXPENSES

OPERATING INCOME
Other Income
INCOME BEFORE INTEREST
INTEREST
Long-Term Dabt

Other
AFUDC
Loss From Extinguishment of Debt
Tola! Interest
NET INCOME
City Payment

Net Earnings

- - -
Appendix A - Part | Bad Debt
Expenses Calculated on Total

PHILADELPHIA GAS WORKS

JRB-BRIEF-13A-TR

STATEMENT OF INCOME
Revenues (Dollars in Thausands)
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FOQRECASTY FORECAST
200405 2005-08 200807 Adjustments 20068-07 2007-08 2008-08 2009-10 2010-11 2011-12
5 114,880 1 114,212 -3 114,834 $ 114,834 % 116,734 s 112,487 $ 106,113 - 105,845 $ 105,471
4,679 8,147 7,256 7,256 7.889 8,461 8,983 9,485 5,908
713,159 821,190 820,732 6497 A 827229 845,817 816,568 762,697 757,378 749,168
. . - (3,398) B (3,396} - . - - -
(1,365) 12,500 - - - - -
(803) 2513 (732) (732 521 {377 (714) (59} {91)
830,550 458,562 942,080 3,101 945,181 970,981 937,139 877,079 872,629 864,454
10,895 10.669 10,532 10,532 10,743 10,8957 4,177 11,400 11,628
21912 17 8685 18,022 18,032 18,438 17,813 16,678 16,581 16,426
32,807 28,534 28,564 - 28,564 28,131 28,770 27,855 27,981 28,054
863,357 985,096 970,654 3,101 973,758 1.000,142 865808 404,934 900,810 892,508
509,700 639,180 630,836 4546 C 635,362 £58,287 623,363 562,396 558,243 550,889
4 5 5 5 5 5 5 5 5
509,704 £39,185 630,841 4,546 635,387 658,492 623,368 562,401 558,248 550,894
353,653 345,911 339,813 (1,445} 338,358 344,650 342,541 342,533 342,362 241,814
18,584 18,208 15,715 15,715 17,245 17,458 17,670 17,935 18,270
28,455 27317 34,598 34,698 35,786 35,925 35,847 36,348 36,848
15,118 15,382 16,538 16,536 16,837 17,152 17,477 17,832 8,217
10,971 9,225 7,944 7,844 rRE] 7.872 7,874 8,101 8,230
12,512 12,028 14,928 14,125 14,168 14,388 14,657 14,883 15,152
7,695 7.928 7.625 7.625 7,690 t.787 7,825 1.822 8,019
70.424 §1,518 52,258 (8,578) D 43 878 47,729 43 864 40,087 36,854 34,124
2,592 2470 2962 2,992 3,088 3,031 3,085 3,140 3,132
43399 47 8931 43,953 (240) € 43,723 43,394 44,257 45,591 48,415 47,379
33,571 34,804 37,784 (460} F 37,324 47,944 45904 49,654 53,719 58,128
{10,348} {10,088} {11.264%) (11,281) (11,547} (12,158) {12,844) (13.461) (14,180)
{6,708} {6.603) (7.950) (7.950) (7.258) {7.529) (7.378) {7.220) (7.008)
1,087 1,087 - - - - - - -
14,702 17,267 15075 15,075 14,611 14,265 13511 13,571 13,233
8,218 5678 6,485 6,485 6,636 8,700 6,760 6,615 8,877
- - - - - 283 507 639 753
217 217 603 250 250
- (1,105 (6.274} (B.274) - . - - -
248,263 241,123 229,932 {9,279} 220,653 235,697 239,559 241,072 243,473 247470
35,804 6,928 38,213 38,213 39 565 40,825 42,091 43,531 43,515
3643 3,200 3,200 3,200 3,200 3,200 3,200 3,200 3,200
(4.502) (3,062} (3.217) (3.217) (3,311) {3,177) 3,227) (3.211) (3.232)
A5,045 37,066 38,186 - 38,198 39,454 40,848 42,064 43,520 43,483
283,308 278,188 258,128 {8,279) 258,849 278,151 280407 283138 286,893 280853
783012 917.37¢ 598,969 {4,733 £94,235 836,643 903,775 845,537 845,241 B41.547
70345 67.722 71,685 7,834 79,519 63,409 62,134 59,397 55,389 50,961
4,778 8,198 11,212 11,212 11,343 9,620 7,723 7.820 7,160
75,123 75820 82,897 7,834 80,731 74,842 71,754 67,120 83,189 58,121
53,856 51,778 56,437 2,708 G 59,145 56,698 61,578 61,236 85,202 84,048
8,123 9,561 13,188 13,186 i3z 13,643 13,684 14,076 14,059
(807) {1,168) {1,202) (1,202) (1.002) (1,036) {1,008) {985) (958}
4,779 5,332 5,557 5,567 5,208 4,851 4,518 4,173 3,828
63,851 65,503 73,978 2,708 76,686 74,131 79,636 76,430 82,408 81,074
11,272 10,417 8,919 5,126 14,045 m (7.282) {11,310) 19.277) (22,853)
$ 11272 § 10447 $ 8,918 5126 & 14045 § 711§ (7,282) § (113100 §  (19.277) § {22,953}
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Brief - Present Rates

Bad Debt 4.5% on GAS Revonues Appendix A - Part II Bad Debt

FUNDS PROVIDED

Total Gas Reverues

Other Operating Revenues
Tota] Operating Revenues
Other Income Incr. / (Decr.) Restricted Funds
City Grant
AFUDC (Interest)

TOTAL FUNDS PROVIDED

FUNDS APPLIED
Fugl Costs
Other Qperating Costs
Tota! Qperating Expenses
Less: Non-Cash Expaenses
TOTAL FUNDS APPLIED

Funds Availabie to Caver Debt Service

1875 Onfinance Donds Debt Servica
Debt Service Coverage 1975 Bonds

Net Available aftar Prior Debt Service
Other Capital Leases
Net Available after Prier Capital Leases

1998 Ondinance Bonds Dabt Service

New Proposed Bond Debt Service
Total New Debt Service

Debt Service Coverage 1998 Bonds

Not Avaitable after 1938 Debt Service

1998 Ordinance Subordinate Bond Debt Sec
Debt Service Coverage Subordinate Bonds

Net Available To Service Aggregrate Debt Serv
Aggregrate Debt Service
Fixed Coverage Charge

w - - - - | —
PHILADELPHIA GAS WORKS JRB-BRIEF-13A-GR
DEBT SERVICE COVERAGE
Dollars in Thousands
Expense Calculated on Gas Reenue ¢ !
Rovised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 200508 200607 Adjustments 200607 2007-08 2068-09 2009-10 201011 2011142
s 830,550 g 956,562 % 842,080 s 3,101 3 845,191 $ 970,861 b} 937,139 ] 877,078 S 872,620 $ 884 454
32,607 28,534 28 564 28,564 29,181 28,770 27,855 27.581 28 054
883,257 285,098 970,654 3,101 973,755 1,000,142 965,909 004,934 800,610 892 508
1,513 12,097 11,250 11,250 11,343 9,620 7.723 7,820 7,160
18,000 18,000 18,000 18,000 18,000 18,000 18,000

807 1,168 1,202 1,202 1,002 1.036 1,008 965 e50

B8R T 1.016,361 1,001,106 3,101 1,004,207 1,030,487 944 565 g31,665 805,415 900,627
509,704 634,185 630,841 4,546 §35,287 654,492 623,368 562,401 558,248 550,894
283,308 278,189 268,128 (10,564} 257 584 278,151 280,407 283,136 286,893 290,653
793,012 §17,374 898,969 (8,018} 892,651 936,643 803,775 845,547 845,241 841,547
39,338 40,554 41,887 - 41,0887 43,300 44 612 45,607 47,385 47,404
753,674 876,820 857.082 {6,018} 851,064 $93 343 858 163 799,610 TSTB56 794,143
130,103 339,541 144 024 8,119 153,143 137,144 135,402 132,035 111,558 108,484
38 805 41,949 35,748 35,748 34 358 32,368 30,155 30,745 22,784
3.35 3.33 4,03 4.28 .89 4.18 4.38 1.83 Wk |
91,297 97,592 108,276 9,119 117,385 102,776 103,034 101,880 80,814 74320
1,988 - - - - . - - -
89,200 97 582 108,278 8,118 117,395 102,776 103,034 101,880 80,814 74320

45 689 32467 53,313 5,148 58,458 67.813 71,727 84,111 85579 92,018
45,999 32,467 53,313 5,145 58,458 87,813 71,727 84,111 85,579 92,018
1.94 3.01 2.03 2.01 1.52 1.44 1.21 0.94 0.81
43,300 85,125 54,983 3,974 58,937 34,963 31,307 17,768 {4,768) (17.696)
1,987 1,986 1,887 1,887 1.986 1,980 1986 1,988 1,504
21.79 32.79 27.68 29.86 17.60 15,73 8.85 (2.40) {8.92)
111,075 114,154 122,285 9,119 131,414 115,298 113,838 119,102 107,894 102,563
88,790 76,402 91,048 5,145 56,193 104,167 108,085 116,252 118,312 126,164
125 148 1.34 4.37 1.49% 1.07 0,95 0,81 0.81

1.04 121 1.12 1.15 0.84 0.92 0.82 0,78 0.71

Fixed Coverage Charge including $18.0 City Fee
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Brief - Present Rates Expenses Calculated on Total

PHILADELPHIA GAS WORKS

JRB-BRIEF-12A-TR

Bad Debt 4.5% on TOTAL Revenues CASHFLOW STATEMENT
Revenues {Doltars in Thousands }
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005.08 200607 Adiustments 200607 200708 200808 2009-10 201011 201112
SOURCES
Net Income 11,272 3 10,417 5 8,9i9 5 5,128 g 14,045 3 71 3 (7.282y § (11,310) $ (19,277) s {22.953)
Depreciation & Amorization 42,281 43,928 48,007 46,007 47,128 48,468 49,476 50,999 50.755
Earmings on Reslricted Funds (3.265) 3,809 38 38 - B - - -
Elimination of Accrued Interest on Refunded Debt - 3.186 - - - - -
Increasedf(Decreased) Other Assets/Liabilities (6.817) {1,024) 811 911 716 808 915 (8,203} {11.639)
Available From Operaticns 43,371 60,406 55,875 5,126 81,001 48,555 41,984 35,081 23519 16,163
Furds Required for Capital 58,000 60,195 72,000 72,000 60,000 63,000 1.000 60,000 58,000
Gran! Income 18,000 18,000 18,000 18,000 18,000 18,000 18,000
Capital Leasing Funds Debt Service 2,005 - - - . - . -
Capitalized Imerest Debt Service 2,283 5924 - - - - - B -
Release of Sinking Fund Asset 6,038 3,680 - - - . - -
Temporary Financing - 20,100 20 000 20.000 £5,000 5,000 - - -
TOTAL SOQURCES 139,697 168,305 185,875 5,126 171.001 181,555 127,994 118.081 63,519 74,163
UsEs
Net Construction Expenditures €6,910 68,057 75,152 75,152 62,597 64,755 83,18 §1,587 59,620
LNG & BCCS 16,000 23,000 7,800
Funded Debt Reduction:
Ravenue Bonds 35,387 28,906 36.675 5145 H 41,820 47,010 46,530 54 830 45929 48,920
PMA Lease/Subordinate Debt 1,285 1,310 1,370 1.370 1,430 1,500 1,565 1,640 1.715
Capltal Lease 1,947 - - - - B - . -
Debt Reduction Finding - - - - - . -
Temperary Financing Repayment 850 - - - - . .
Clty Loan Repayment/Status - - 2,000 2,000 43,000 - . . -
Digtribution of Eamings 18,000 18,000 18,000 18,000 18,000 18,00 18,000 18,000 18,000
Additions To {Reductions of)
Non-Cash Working Capital 3,793 55,433 (8.118) (8,118 {5,193 (16.830) {7,090 {4,960) 1,421
Cash Needs 128,142 172,706 125,079 5,145 130,224 182,844 136,955 137,823 122,186 129,986
Cash Surplus {Shortfall) 11,555 (4,401} 40,785 {18} 46,277 1,289 (8.961) (19,742 (38,677) {55,823)
TOTAL USES 139,697 168,305 165875 5,126 171,001 181,555 127,994 118,081 83,518 74,163
Cash - Beglnning of Period 3,866 15,221 10,820 10,820 51,616 50,327 41,366 21,624 (17.653)
Cash - Surplus (Shortfall) 11,555 {4.401) 40,796 19 40,777 (1,289) (8.961) {19.742) (38,577) (55,823
ENDING CASH 15,221 10,820 51,816 (19). 51,597 50,327 41,368 21,624 {(17,053] (T2,876)
Qutstanding Commarcial Paper 49,900 70,000 90,000 110,000 145,000 150,000 150,000 150,000 150,000
City Loan Outstanding 45,003 45,000 43,000 43,000 - - - - -

Internally Generated Funds
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Appendix A - Part I Bad D'ebt
Expenses Calculated on Total

PHILADELPHIA GAS WORKS

JRB-BRIEF-13A-TR

Bad Debt 4.5% on TOTAL Revenues Rev DEBT SERVICE COVERAGE
evenues { Dollars in Thousands }
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005-08 2008.07 Adjusts ts 2006-07 2007-08 2008-08 2008-18 2010411 2041-12
FUNDS PROVIDED
Total Gas Revenues $ 830,550 § 956562 5 942060 § 3,101 $ 945,191 $ 970961 $ 937,438 § B77,079 872629 5 854,454
Other Operating Revenues 32,807 28,534 28,564 28,564 29,181 28,770 27,855 27,861 28,054
Tota! Operating Revenues 863,357 985,098 670,654 3,101 73,755 1,000,142 955,808 804,834 200,610 892,508
Cther tncome Incr. f (Decr.) Restricted Funds 1,813 12,097 11,250 11,250 11,343 8,620 T.723 7820 7,160
City Grant 12,000 13,000 18,000 18,000 18,000 18,000 16,200
AFUDC ({Interest} o7 1,168 1,202 1,202 1,002 1,038 1,008 985 959
TOTAL FUNDS PROVIDED 883,777 1.016,381 1,001,108 3,101 1,004,207 1,030,287 994 565 831,665 909,415 800,627
FUNDS APPLIED
Fuel Costs 509,704 639,185 630,841 4,546 635,387 658,492 623,368 562,401 558,248 550,894
Ottier Operating Costs 283,308 278,189 268,128 (9,279) 258,849 278,151 280,407 283,136 286,903 280,653
Total Operating Expenses 7893042 917,314 298 869 (4,733} 804,238 936,643 903,775 845,537 845,241 841 547
Less: Nen-Cash Expenses 39,338 40.554 41,887 . 41,887 43,300 44,612 45,907 47,385 47,404
TOTAL FUNDS APPLIED 783,674 876,820 £57.082 {4,733} 852,349 893,343 859,163 798,630 787 856 794,143
Funds Available to Cover Debt Service 130,103 139.541 144 024 7,834 151,858 137,144 135,402 132,035 111,558 106,484
1875 Ordinance Bonds Debt Servee 38,806 41,948 35,748 35,748 32,358 32,388 30,155 30,745 32,164
Debit Service Coverage 1975 Bonds 3.35 .23 4.03 4.25 .99 4,18 4.38 .63 331
Net Availatle afte: Pror Dett Service 91,207 97.582 108,276 7.834 116,110 102,776 103,034 104,360 80,614 74320
Other Capitat Leases 1.998 - - - - - - - -
Net Available afler Prior Capital Leases 89,299 97.502 108,276 7.834 118,110 102,776 103,034 101,880 80,814 74,320
1998 Ordinance Bonds Debt Sarvice 45,899 32,487 53313 5,145 58,458 67.813 1727 84,111 85,579 92,018
New Proposed Bond Debdt Service - - - - - - - - -
Total New Debt Service 45,859 32,467 53,313 5,145 58,458 67,813 71,727 84,511 85,579 92016
Debt Service Coverage 1998 Bonds 1.84 .01 2.03 1.69 1.52 1.44 21 0.94 .81
Net Available after 1998 Debt Service 43,300 65,125 54,963 2,889 57,652 34,963 31,307 17.768 {4,765) (17,896}
1898 Ordinance Subordinate Bond Debt Ser 1,987 1.886 1,987 1,687 1.986 1,990 1,986 1,988 1,984
Debt Service Coverage Subordinate Bonds 21.79 32,79 27.68 29.01 17.60 15.73 885 (2.40) (8.52)
Net Available To Service Aggregrate Dabt Serv 111,075 114,154 122,285 7.834 130,128 115,298 113,638 110,192 107,694 102,583
Aggregrate Debt Service 88,780 76,402 91,048 5,145 96,123 104,167 106,085 118,252 118,312 126,164
Fixed Coverage Chaltge 1.25 1.49 1.3 .35 111 1.07 0.95 0.91 .81
Fixed Coverage Charge Including $18.0 Clty Fee 1.04 1.21 112 1.14 0.84 0.92 0.82 0.79 0.71



Brief - Present Rates
Bad Dobt 4.5% on TOTAL Revenues

ASSETS
Utility Plant Net

Sinking Fund Reserve
Capital Improvement Fund
Cash

Gas

Other

Accrued Gas Revenues

Reserve {or Uncollectible
Accounts Receivable:
Materials & Supplies
Other Curren! Assets
Deferred Debits
Unameortized Bond Issvance Expense
Unamortized Extraordinary Loss
Deferred Environmental
Other Assets

TOTAL ASSETS

EQUITY & LIABILITIES
Cily Equity
Revenue Bonds
TECA Accretions
Unamortized Discount
Unamortized Premium
Capital Equipment Leasing
Long Term Debt:
Notes Payable
City Loan
Accounts Payable
Customer Deposits
Other Current Liabilities
Deferred Credits
Accrued Interest
Accrued Taxes & Wages
Accrued Distribution to City
Other Liabilities
TOTAL EQUITY & LIABILITIES

- Appendix A - Part I Bad Debt
Expenses Calculated on Total

PHILARDELPHIA GAS WORKS

JRB-BRIEF-13A.TR

BALANMCE SHEET
(Doflars in Thousands)
Revised

Actual Estimate Budget Budget Foracast Forecast Forecast Forecast Forecast

831005 843106 B31/07 Adivstments  $L1007 8131408 83109 8131430 83101 8239042
981,722 1,012,851 1,048,790 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,198,940
704,530 93,800 102,050 5,622 107,672 102,050 110,200 110,300 118,550 118,550
102,701 39,732 99,843 44,378 144,221 39,843 108,993 47,993 120,143 62,143
15,221 10,820 51,816 {19) 51,597 50,327 41,368 21,624 (17.053) (72,878)
273,805 264,254 243,806 243,806 226,927 211,043 195,196 181,647 170,269

12,522 785 506 506 352 350 350 350 350

8,787 11,300 10,568 10,568 11,088 10,712 9,998 9,839 9,848
{207,480) {191.631) (183,489) {183,488} {173.618) (162,382) {145,869} (136,623) {123,247)
87,634 84,708 71,261 71.39 64,750 59,723 55,675 55,313 57,220
129,984 183,784 180,388 180,389 176,809 162,083 159,238 155,998 152,694
{164} 2,986 3,056 3,056 3,236 3441 3.508 3,781 3.908
2,796 8,448 3,228 3,228 2,487 2,362 2,262 2,337 2,387

39,094 42,089 46,912 46,912 43,1685 47,671 43,651 47.920 43,676

38,494 55,859 50,201 50,301 45,095 40,244 35726 31,552 27,624
9.512 9.513 9,513 9,513 8,000 6,500 5,00G 3,500 2,000
8,297 3411 2,881 2,881 2,925 3,030 3,138 3,250 3,365

1,519,822 1,548,001 1,670,970 49,981 1,720,951 1.627.510 1,721,465 1,652,680 1,707,797 1,599,629
222,646 233,063 241,982 5126 247,108 242,693 235,411 224,101 186,824 145,871
1,045,371 1,042,430 1,154,385 44 855 1,199,240 1,105,945 1,207,915 1,151,820 1,254,251 1,203.618

14,313 12,608 13,913 13.913 15,314 16,818 18,434 10,933

(9.484) {5,i113) (5.683) (5.683) {5.201) (5.732) (5.217) {5.733) (5,220)

22,801 20,797 18,826 18,826 16,956 15,183 13,516 11,996 10,550

1,073,101 1,070,722 1,181,441 44 855 1,226,296 1,133,014 1,234,184 1,178,553 1,271,447 1,208,946

49,800 70,000 90,000 50,000 145,000 150,000 150,000 150,000 150,000

45,000 45,000 43,000 43,000 - -

63.918 72,285 59,468 59,468 57,930 52,987 53,688 53,234 52,826
6,280 8,250 9,000 ,000 8,750 8.500 8,000 7.500 7.000
3,734 3.431 2,129 2,129 2,137 2,195 2,234 2,313 2,372

14,608 5814 4,724 4,724 1,323 1,326 1,33 1,336 1,341
9,591 12,224 14,374 14.374 13,945 15,963 15,427 17,387 16,837
3.861 4,231 2,796 2,798 2,817 3.088 3,609 4,130 2,900
3.000 3.000 3.000 3.000 3.000 3.000 3,000 3,000 3,000

24,183 19,981 19,056 19.058 16,501 14,811 12,717 10,626 8.536

1,519,822 1,548,001 1,670,970 49,981 1,720,951 1,627.510 1,721,465 1,652,680 1,707,797 1,599,629




Brief - Present Rates
Bad Debt 4.5% on TOTAL Revenues

Capitalization

Totzl Capitalization
Total Long Term Debt
Debt to Equity Ratio
Capitalization Ralio

Plant in Service

Regulatory Asset Securitization
Capitai - 1068107

Total Plant

Accumulated Depreciation

Net Utility Plant

- - - - - -
Appendix A - Part I Bad Debt
Expenses Calculated on Total JRE-BRIEF-13A-TR
Revenues ‘
FY2005 FY2006 FY2007  Adjustments  FY2007 FY2008 FY200¢ FY2010 FY2011 FY2012
1295747 1,303,785 1,423,423 42,527 1473404 1375707 1469595 1402854 1458271 1,354,817
1073101 1,070722 14,181,441 44,855 1226296  1.733,014 1,234,184 1,178,563 1,271,447 1,208,946
0.83 0.82 0.83 0.83 0.82 0.84 0.84 0.87 0.89
4.82 4.59 4.88 495 487 5.24 5.26 6.81 8.29
1,517,046 1,573,346 1,641,403 1641403 1.716,555 1,795,152 1,882,907 1,953,725  2,015312
56,300 68,057 75,152 75,152 78,597 87,755 70,818 61,587 59.920
1573346 1641403 1,716,555 1716555 1,795,152 1,882,907 1,953,726 2,015,312 2,075,232
(591.624) (828,552} (666.765) (666.765) (706,330}  (747,155)  (789.246) (832777}  (875.292)
881722  1,012.851 1,048,790 1.045,750 1,088,822  1.135,752 1,164,478 1,182,535 1,198,940



Appendix A - Part I Bad Debt
Brief - §100.0M + $10.0M Rate IncreaseExpenses Calculated on Total

PHILADELPHIA GAS WORKS

JRB-BRIEF-12B-TR

Bad Debt 4.5% on TQTAL Revenues N . STATEMENT OF INCOME
Revenues (Coliars in Thousands}
Test Year Revised
ACTUAL ESTIMATE BUOGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
OPERATING REYENUES 2004-05 2005-06 200607 Adlustments 2006-07 2007.08 2008-09 2008-10 2010-11 201142
Man-Heating 114,880 k3 14,212 13 115.126 3 115,128 L} 117,022 § 112,971 H 106,389 108,117 105,739
Gas Transport Service 4,679 6,147 7256 7286 7 889 B A1 2243 Q485 Q.0908
Heating 713159 821,980 824 440 7100 A 831,540 849,529 &§20,284 766,421 761,108 752,808
Proposed Base Rale - - 100,000 {3,396} B 96,604 100,000 100,000 100,000 100,000 100,000
Weather Normalization Adjustment {1,365) 12,500 - - - - - -
Unbilled Adjustrmant (803 2,513 505 £05 522 (376) (713) {58) {89)
Total Gas Revenues 230 550 956,582 1,047,327 3,704 1,051,031 1.074, 962 1,047,140 841,080 978,830 968,458
Appliance Repalr & Qther Revenues 10,895 10,669 10,532 10,532 10,743 10,957 11,177 11,400 11,628
Other Operating Revenuas 21,912 17,865 20,008 20,008 20,414 19,789 18,654 18,557 18,402
Towzl Other Operating Reverues 32,807 28,534 30,540 - 30,540 31,157 30,746 29,831 28,957 30,030
Total Operating Revenues 863,357 985,096 1,077,887 3,704 1,081,571 1,106,119 1.071,886 1,01083¢ 1,006,587 638,486
OPERATING EXPENSES
Natural Gas 509,700 539,180 820.835 4,524 C 635,360 £58 487 623,363 562,396 556,243 550,689
Other Raw Matestal 4 5 3 5 5 5 5 5 5
Sub-Total Fuel 509,704 639,185 630,841 4,524 635,385 858,482 623,368 562,401 558,248 550,894
CONTRIBUTION MARGINS 353,653 345911 447,028 {820} 446,206 4§47 627 448,518 448,510 448,338 447,592
Gas Processing 18,584 18,206 15,715 15,715 17,245 17,458 17.670 17,835 18,270
Fleld Servicea 28455 27,377 34,698 34,688 35,788 35,925 35,847 36,348 36,846
Diswibution 15,115 15382 16,538 14,536 16,837 17.152 17,477 17,832 168,217
Catlection 10,971 9,225 7,944 7.544 7.771 7.472 7,974 8,101 8,230
Customer Sarvica 12,512 12,026 14,125 14,125 14,188 14,308 14,657 14,863 15,182
Account Managemen 7,695 7,928 7625 7.825 7.890 7,747 7,825 7.822 8,019
Baa Deb: Expense 70,424 61,519 59 546 (11,042} D 48,504 58,962 56,235 52,563 48,845 48,943
Marketing 2592 2,470 2852 2,892 3,088 3,031 3,085 3,140 3,132
Administrative & General 43391 47,931 43863 (240} E /3,723 43,394 44 257 45,591 46,415 47,379
Health Insurance 33,571 34,804 37.784 {460) F 37,324 41,944 45,904 49,654 53,719 58,126
Capitatized Fiinge Benefils (10,348) (10,099) (11,261) (11,281} (11,547 (32.158) (12,844) (13,461} {14,180}
Capitalized Adminlstrative Chargas (6,708} {6.603) (7.950) (7.950} {7,258) (7,529} (7.379) (7,220} {7.008)
Amortization of Restructuring Costs 1.087 1,087 - - B - . - -
Peasions 14,702 17.287 15,075 15,075 14,611 14,265 13,611 13,571 13,233
Taxes B.218 5,678 6.485 6,485 6,626 8,700 6,760 6,815 8,877
Environmental Expenges - . - . - asa 547 639 753
Pra Forma Adjusiments 217 217 803 250 250
Cost/Labor Savings - (1.105) (6.274) (6,274) - - - - -
Sub-Total Other Oper. & Malntenance 248,263 241,123 237,220 (11,742) 225,478 249,930 251,830 253,548 255,264 258,989
Depreciation 35,004 36,9268 38,213 38.213 39,585 40,825 42,091 43531 43515
Cost of Removal 3,643 3,200 3,200 3,200 3.200 3,200 3,200 3,200 3,200
To Clearing Accounts (4,502} {3.062) {3,217) {3.217}) {3,311) {3,177} {3.227) {3.211) (3,232)
35,045 37,066 35,186 - ag. 188 39,454 40,848 42084 43 520 43,483
Sub Total Qther Opor. & Maint, & Depreciation 283,308 278,189 275,416 {11,742) 263,674 289,384 292,778 295,612 298,784 303,472
TOTAL OPERATING EXPENSES 793,012 917,374 906,257 {7.218) 800,039 947,876 916,146 858,013 857,032 B54,368
OPERATING INCOME 70,345 87,722 171810 10,922 182,532 158,243 155,740 152 898 149,555 144,120
QOther Income 4,778 8,198 17,131 - 17,131 19,082 18,437 20,343 21.88% 22,907
INCOME BEFORE INTEREST 75,123 75,920 188,741 10,922 199,683 177,325 74177 173,221 171,436 167,027
INTEREST
Long-Term Debt 53,858 51,778 56,437 2,708 G 58,145 56,608 54,265 51,809 48,884 46,024
Cther 8,123 9,581 43,186 13,188 13,229 13134 13.028 12,941 12,805
AFIIDC (907} {1,168) (1,202) (1,202) {1.002) (1,038) (1,008) (885) {859)
Loss From Extinguishrnent of Cebt 4,779 5,332 5,557 5,557 5,208 4,851 <518 4,173 3,928
Total Interast 63851 65,503 73,578 2,708 76,686 74,11 1,4 68,347 65,213 81,798
MNET INCOME 11,272 10,417 114,783 8214 122,977 103,194 102,983 104,894 106,423 105,229
City Payment -
Net Earnings 11272 10,417 114,783 $ 8,214 $ 122,977 3 103,164 H 102,663 3 104,894 $ 108,423 105,229




Brief - $100.0M + $10.0M Rate Increase Expenses Calculated on Total

Bad Debt 4.5% on TOTAL Revenues

SOURCES

Net Income

Depreciation & Amartization

Eamings on Resiricied Funds

Elimination of Accrued Intarast on Refupded Dett

increasedi{Decreased) Other Assets/Liabilittes
Available From Operations

Funds Required for Caplal

Grant Income

Capital Leasing Funds Debl Service
Capitalized Imterest Debt Service
Release of Sinking Fund Asset
Temporary Financing

TOTAL SOURCES
USES
et Construction Expenditures
LNG & BCCS

Funded Debt Raduction:
Revenue Bonds
PMA Lease/Suborginate Dabt
Capilal Lease
Dett Reduction Funding
Paost Retlrement Benefit Funding
Temporary Flnancing Repayment
Clty Loan RepaymenyStatus
Distribution of Earnings
Additions To {Reductions ofy
Non-Cash Warking Capital

Cash Needs
Cash Surplus (Shortfall)
TOTAL USES

Cash - Beginning of Perlod
Cash - Surmptus {Shortfall)
ENDING CASH

Cutstanding Cemmerclal Paper
City Loan Qutstanding
intermally Generated Furkls

- - - - el - -
Appendix A - Part I Bad Debt
PHILADELPHIA GAS WORKS JRB-BRIEF-13B-TR
CASHFLOW STATEMENT
Re\'enues (Dallars In Thousands )
Test Year Revised

ACTUAL ESTIMATE BUDGET  Adjustments BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005.06 2006-07 200807 200708 2008.98 2008-10 201011 2011-12
H 11,272 10,417 114,763 s 8,214 122,977 $ 103,184 $ 102,963 - 104,894 3 106,423 105,22
42,281 43,928 46,007 - 46,007 47,128 47,959 45,821 49 864 48,501
(3,265) 3,809 (381) (381) (2,239) (3,970} {8,225) (7.763) 20,616

- 3,188 . . . - -
(6917} (1,024} 914 - 911 716 808 915 {8.203) (11.639}
43,371 60,405 161,300 8,214 169,514 148,769 147,760 148,405 140,321 163,707
68.000 60,198 72000 . 72,000 60,000 39,843 - - -

18,000 18,000 18,000 - 18,000 18,000 18,000 18,000

2,005 - - - - - - . .
2,283 5.924 - B . . . . - .
8,038 3,680 - - - - - - - -

- 20,100 - - - - -
136,697 168,205 251,300 8,214 250,514 226,799 205,603 166,405 140,321 163,707
66,910 68,057 75,152 . 75182 62,597 64,755 €3,018 61,587 59,820

16,000 23,000 7.800

35,387 29,906 38,675 5,145 41820 47.010 48,538 47,820 36,475 36,020
1,255 1.310 1,370 - 1,370 1,430 1,500 1,585 1.840 1715
1,847 . - . - . - . R .
40,000 - 40,000 15,000 55,000 35,000 20,003 40,000

850 - 40,000 - 40,000 20,000 10,000 - - -

- - 2,000 - 2000 43,000 - - - -

18,000 18,000 18,000 - 18,000 18,000 18,000 18000 18,000 18,000
3,793 55,433 1,159 - 1,159 (873) {11.585} (5,138} 89 2,840
128,142 172,706 214,356 5,145 219,501 222,164 207,199 188,185 140,805 158,485
11,555 {4.401) 36,944 3,089 40,013 4,835 {1.587} {1.760) {484) 5,212
139,697 168,305 251,300 8,214 259,514 226,799 205,603 168,405 140,321 183,707
3,666 15,221 10,820 10,820 47,764 52,399 50,812 49,052 48,568
11,555 {4,401) 36,944 3,069 40,013 4,635 {1.587) {1,780) {484) 5212
15,221 10,820 47,784 3,088 50,833 52398 50,812 49 052 48,568 53,780
48,800 70,000 30,000 20,000 30,000 10,000 - - - -
45,000 45,000 43,000 43,000 43,000 - - - . -

- - - - - . 47.912 70,818 61,587 59,920



- - - - - - — e
Appendix A - Part I Bad Debt
Briof - $100.0M + $10.0M Rate Increase EXpenses Calculated on Total  priLabeLriia GAS WORKS JRB-BRIEF-138-TR
Bad Bebt 4.5% on TOTAL Revenues Rev DEBT SERVICE COVERAGE
evenues { Dollars in Thousands )
Test Year Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005-08 2006-07 Adjusiments 2006-07 200708 2008.09 2009-10 2010-11 2011-12
FUNDS PROVIDED
Total Gas Revenues 830,550 s 956,562 1,047,327 H 3,704 $ 1,051,031 $ 1,074,962 $ 1,041,140 -1 981,080 3 978,630 L) 988,456
Other Operating Revenues 32,807 28,534 30,530 30,540 31,157 30,746 28,831 29,857 30,030
Total Operating Revenues 863,357 985,086 1,077 E67 3,704 1,081,571 1,108,119 1,071,888 1.010.911 1,006,587 898,486
Other Income incr. / (Decr.) Resticted Funds 1,513 12,097 18,750 - 16,750 16,843 14,467 14,118 14,118 43,523
City Grant 18,000 18,000 18,000 - 18,000 18,000 18,000 18,000
AFUDC (interest) 807 1,165 1,202 - 1.202 1,002 1,036 1,008 585 959
TOTAL FUNDS PROVIDED 883,777 1,018,361 1113819 3,704 1,197,523 1,141,064 1,105,389 1,044,037 1,021,690 1,042 968
FUNDS APPLIED
Fuel Costs 509,704 639,185 630,843 4,524 635,365 658,492 623,368 952,401 558,248 550,894
Othar Operating Costs 283,308 278,189 275416 {1,200} 283,674 289.384 282,778 295612 208.784 303,472
Total Operating Expenses 783,012 917.374 806.257 {7,218} 859,038 547,876 918,146 856,013 857,032 854,388
Less: Non-Cash Expenses 358,338 40,554 41,887 - 41,887 43,300 44,612 45,907 47,385 47,404
TOTAL FUNDS APPLIED 753674 876820 B84 370 {1,218} 857,152 404 576 871,534 812,108 809,647 836,882
Funds Available lo Cover Debl Service 130,103 139,541 249,449 10,922 260,371 237,388 233,855 231,931 212,043 236,006
1975 Ordinance Bonds Debt Service 38,806 41,949 35,748 35,748 24,368 32,368 30,185 30,745 32,164
Dcebt Service Coverage 1875 Bonds 3.35 333 6.98 7.28 8.91 722 7.68 6.90 7.34
Net Available after Prior Debt Servica 91,297 97,592 213,701 10,922 224,623 203 020 201 487 201776 181,298 203,842
Other Capital Leases 1,998 - - - - - - - -
Net Avaitable after Prior Capital Leases 89,299 97,592 213,701 10,922 224,623 203,020 201,487 201,776 181,268 203,842
1958 Ordinanca Bonds Dett Service 45,999 32,467 53.313 5,145 58,458 87,813 68,852 67,968 65,143 60,885
New Proposed Bond Dabl Service - - . - . - . . -
Tota!l New Debt Service 45,959 32,467 53,313 5,445 58,456 87,812 86,852 87,986 65,143 80,885
Debt Service Coverage 1968 Bands 1.94 o 4.01 g4 2,99 3.0 2.97 278 3.35
Net Available after 1998 Debt Senvice 43,300 65,125 160,388 5,717 186,165 135,207 134,633 133,810 116,155 142,057
1898 Ordinance Subordinate Band Debt Ser 1,587 1.986 1,987 1,987 1,986 1,590 1,986 1.988 1.984
Debt Service Coverage Subordinate Bonds 21.79 32.79 80.72 83.83 88,08 g7.68 67.38 58.43 7205
Net Avallable To Service Aggregrate Debt Serv 111,075 114,154 228,138 10,922 239,081 217,781 216,061 216,393 215,841 211,469
Aggregrate Debt Secvice 88,790 76,462 91,048 5,145 #6,183 104,167 101,210 100,107 87,876 95,033
Fixed Coverage Charge 125 1.49 2.51 2.49 2.00 213 216 2.1 2.23
Fixed Caoverage Charge Including $18.0 City Fee 1.04 1.21 209 209 178 1.81 1.82 1.86 1.87



- -

Brief- $100.0M + $10.0M Rate Increasce
Bad Debt 4.5% on TOTAL Revenueos

ASSETS

Utility Plant Net

Sinking Fund Reserve
Capial Improvement Fund
Debt Reduction Funding

Cash
Gas
Other
Accrued Gas Revenues
Rasarve for Uncollectible

Accounts Receivable:
Materials & Supplies

{her Current Assets
Deferred Debits
Unamortizag Bond Issuance Expense
Unamortized Extracrdinary Loss
Deferred Environmental
Other Assets

TOTAL ASSETS

EQUITY & LIABILITIES
City Equity
Revenue Bonds
TECA Accretions
Unarnontized Discount
Unamortized Premium
Capital Equipment Leasing
Long Term Debt:
Notes Payable
City Loan
Accounts Payable
Customer Deposits
Other Current Liabilities
Deferred Credits
Accrued [nterest
Accrued Taxes & Wages
Accrued Distribution o City
Other Liabilities
TOTAL EQUITY & LIABILITIES

- - - - - -
Appendix A - Part I Bad Debt
Expenses Calculated on Total JRB-BRIEF-138-TR
Revenues
PHILADELPHIA GAS WORKS
BALANCE SHEET
(Dollars in Thousands)
Revised
Actual Estimate Budget Budget Forecast Forecast Forecast Forecast Forecast
8131105 8{31/06 23107 Adiustments 23107 8131108 8131/09 83110 8311 3112
981,722 1,012,854 1,048,780 1,046,790 1,088,622 1,135,752 1,164,479 1,182,535 1,198,840
104,530 93,800 102,050 5,622 112,050 102,050 102,050 102,050 102,050 102,050
102,701 39,732 998,843 44,378 136,843 35,843 - - - -
- - 40,419 40,418 57,658 116,628 157,853 185,616 -
15,221 10,820 47,754 3,069 50,833 52,399 50,812 49,052 48,568 53,780
273,805 264,254 254,134 254,134 240,307 224,591 203,778 186,746 167,304
12,522 785 506 506 352 350 350 350 350
8,787 11,300 11,805 11,805 12,327 11.851 11,238 11,180 11,091
{207,480} {101,631} (185.777) {185.777} {174,632) {160,774) {143,2370) (121.782) (98,725)
87,634 84,708 80,668 80,668 78,347 76,118 74,128 76,494 20,020
129,584 183,784 180,389 150.389 176,809 162,083 159,235 155,992 152,694
(184) 2,986 3.056 3,058 3,236 3441 3,596 3,751 3,906
2,798 8,448 3,228 3,228 2,487 2,362 2,262 2,337 2,387
39,094 42,089 46,912 46,912 43,166 39,574 36,138 32,888 29,740
38,494 55,859 50,301 50,301 45,085 40,244 35,726 31,852 27,624
9,513 8,513 8,513 9,513 8,000 6,500 5,000 3,500 2,000
8,297 3,411 2881 2,881 2,925 3,030 3,138 3,250 3,365
1,519,822 1,548,001 1,716,814 53,069 1,769,883 1,700,837 1,738,564 1,792,659 1,828,520 1,656,506
Normal
222 848 233,083 347,825 8,214 356,040 451,020 553,983 658,877 747,300 834,529 834,529
1,045,371 1,042,430 1,154,385 44,855 1,199,240 1,105,945 1,057,915 1,008,430 967,311 724,576 929,576
14,313 12,608 13,913 13,913 15,314 16,818 18,434 10,933
{9,484} {5.113) {5.683} {5.683) (5,201} 4,738} (4.205) (3,885) (3,509) {3.509}
22,901 20,797 18,826 18,826 16,956 15,183 13,516 11,986 10,550 10,550
1,073,101 1,070,722 1,181,441 44,855 1,226,296 1,133,014 1,085,178 1,036,085 986,335 731,617 936,617
49,800 70,000 30,000 30,000 10,000 - - - - -
45,000 45,000 43,000 43,000 - -
63,918 72,285 - 59,468 59,468 57,930 52,987 53,688 53,234 52,826
6,280 8,250 9,000 9,000 8,750 8.500 8,000 7.500 7,000
3,734 3,431 2,129 2,128 2,137 2,195 2,254 2,313 2,372
14,608 5814 4,724 4,724 1,323 1,326 1,331 1,336 1,341
9,591 12,224 14,374 14,374 13,945 13,526 13,097 12,725 12,385
3,861 4,231 2,795 2.756 2,817 3,088 3,608 4,130 2,800
3.000 3,000 3.000 3,000 3,000 3,000 3,000 3,000 3,000
24,183 19,981 19,055 10,058 18,901 14,811 12,718 10,627 8,536
1,519,822 1,548,001 1,716,814 53,069 1,769,883 1,700,837 1,738,554 1,792,659 1,828,520 1,656,506

10
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Appendix A - Part I Bad Debt

Brief - $100.0M + $10.0M Rate Increase Expenses Calculated on Total JRB-BRIEF-13B-TR
Bad Debt 4.5% on TOTAL Ravenues

Revenues

Norma

Capltatization Amortiz.
FY2005 FY2006 FY2007 Adjustments FY2007 FY2008 FY2009 FY2010 FY2011 FY2012 FY2012

Total Capitalization 1,295,747 1,303,785 1,529,267 42,527 1,582,336 1,584,034 1,839,161 1,694,962 1,733,655 1,566,148 1,771,146
Total Long Term Debt 1,073,101 1,070,722 1,181,441 44,855 1,226,295 1,133,014 1,085,178 1,036,085 985,355 731,617 936,817
Debt to Equity Ratic 0.83 0.82 077 [ .72 0.66 0.61 0.57 0.47 0.53
Caplizlization Ratig 482 4.59 3.0 .44 2.51 1.96 1.57 1.32 0.83 112
Plant in Service 1517 Q4R 1573348 1 844,403 1541 403 1318555 4,735,182 1,882,907 195375 205,352 207932
Cagital - 1065107 56,300 68,057 75,152 75,152 78,597 87,755 70.818 61,587 59,520 59,920
Total Blant 1,573,348 1,641,403 1,716,555 1.716,555 1,793,152 1,882,907 1,953,725 2,015,312 2,075,232 2,075,232
Accumulated Depreciation {591.624} {628,552} {666,765) (AB6.7E5) {706,330) {747.155) (789,245} {832,777} (876.292) (876,292)
MNet Utility Plant 981,722 1,012,851 1,049,790 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,198,940 1,198,940
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Brief - Present Rates

Bad Debt 4.5% on GAS Revenues  Appendix A - Part [I Bad Debt

OPERATING REVENUES

Non-Heating

Gas Transport Service

Heatling

Proposed Base Rate

Weather Normalization Adjustment

Unbilled Adjustment

Total Gas Revenuves
Appliance Repair & Other Revenues
Other Operating Revenues
Total Other Qperating Revenues
Total Operating Revenues

OPERATING EXPENSES

Naturat Gas

e Rawe Matedal

Sub-Tetal Fuel

CONTRIBUTION MARGINS
Gas Processing
Field Sarvices
Distribution
Caollection
Customer Senvice
Account Management
8ad Debt Expense
Marketing
Administrative & General
Health Insurance
Capilalized Fringe Benefits
Capitalized Administrative Charges
Amortization of Restructuring Costs
Pensicns
Taxes
Environmental Expenses
Pro Forma Adjustments
Cast f Labor Savings
Sub-Total Cther Oper.& Mzintenance
Depreciation
Cost of Removal
To Clearing Accounts

Sub Total Other Oper. & Maint, & Depraciation

TOTAL OPERATING EXPENSES

QPERATING INCOME
Other Income
INCOME BEFORE INTEREST
INTEREST
Long-Term Dabt

Cther
AFUDC
Loss From Extinguishment af Debt
Total Interest
NET INCOME
City Payment

- - - - - - -
PHILADELPHIA GAS WORKS JRB-BRIEF-13A-GR
STATEMENT OF INCOME
Expense Calculated on Gas Recnue  (Pottars in Thousands]
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2605.06 200807 Adjustments 200807 2007-08 2008-09 2009:1¢ 201011 201112
s 114,880 $ 114,212 $ 114,834 S 114,834 § 116,734 s 112,487 $ 106,113 S 105,845 S 105,471
4,679 6,147 7.256 7,256 7.889 8,46% 8,983 9,465 9,508
713,159 821,190 820,732 6,497 A 827,229 845,617 £16.568 762,697 757,378 749,166
- - . (3.396) B (3,396 - - - - -
(1,365} 12,500 - . - - .
(803) 2,513 (732) (732) 521 (377} (714) (59 (o
830,550 956,562 ©42,090 3,104 945,181 970 961 937,138 877.079 872,629 864,454
10,885 10,669 10,532 10,532 10,743 10,857 11,177 11,400 14,628
21912 17.865 18,032 18032 18,438 17.813 16,678 18,581 16,426
32,807 28,534 28.564 - 28 554 29.181 28 770 27.855 27981 26.054
863,357 585 006 970,654 3,101 973,755 1,000,142 965,909 904,934 800,610 892,508
509,700 639,180 630,836 4546 C 635,382 658,487 623,363 562,396 558,243 550,689
4 5 & 5 & 5 5 5 S
500,704 839,185 630.841 4,546 635,387 658,492 623,368 562,401 558,248 550,604
353,653 245,911 339,813 {4,445) 338,368 341,850 342,541 342,533 342,362 341,814
18,584 16,208 15715 18715 17,245 17.458 17,670 17,835 18,270
28,455 21371 34,698 34,698 35,786 35,525 35,847 38,348 36 846
15,115 15,382 16,536 16,536 16,837 17,152 17.477 17.832 18,217
10871 9,225 7.944 7.944 7.7 7872 7.974 8,101 8,230
12,512 12,028 14,125 14,125 14,168 14,398 14,657 14,863 15,152
7,695 7928 7625 7.625 7,680 7,787 7.825 7,922 8019
70,424 61,519 52,258 (9.864) D 42,394 47,728 23,864 50,087 38,854 34,124
2,502 2,470 2952 2982 3,088 3,031 3,085 3,140 3,132
43301 47.931 43,963 (240) E 43723 43,394 44,257 45,591 46,415 47,379
33,571 34804 37784 (460) F 37,324 41,944 45,504 49654 53,718 58,126
(10,348) {10,089) (11261} (11.261) (11.547) {12,158) {12,844) {13.461) {12,180}
(8.706) (6.603) {7 950} (7.850) (7.258) {7.529) (7,379) {7,220) (7,008}
1,067 1,087 - . . - - . .
14,702 17,207 16,075 15,075 14,611 14,265 13,911 13,571 13,233
B.218 5,678 6,485 6.485 6,636 6.700 6,760 6,815 8,877
- . - - - 383 507 63g 753
217 217 602 250 250

. (3.105} (6.274) (6.274) - - - - -
246,263 241,123 229932 (10,584 219,368 238,697 239,559 241,072 243473 247170
35,004 26,928 2213 38,213 30,585 40,825 42,091 43,531 43,515
3,643 3,200 3,200 3,200 3,200 3,200 3,200 3,200 3,200
(4,502} {2,062) (3.217) {3.217) &.311) (3.177) (3,227) (3.211) (3,232}
35,045 37,066 38.196 B 38,196 39.454 40,848 42,084 43,520 43,483
283,308 278,189 268,126 (10,584) 257,564 278,151 280,407 283,136 286,593 250,653
793,012 947,374 808,969 {6.018) 892,951 36,643 903,775 845,537 845241 841,547
70,345 87,722 71,635 9,119 60,804 63,499 62,134 59,397 56,369 50,961
4,778 8,188 11,212 11,212 11,343 9,620 7.723 7.820 7,160
75,123 75,920 82,897 9,119 82,016 74,842 71,754 67.120 63,189 58,121
53,856 51,778 56,437 2,708 G 59,145 56,608 61.57¢ 61,236 85,202 84,048
6,123 9,581 18,186 13,188 13,220 13,843 13,684 14,676 14,059
@07 {1.168} (1.202) (1,202) (1.002) {1.036} {1.008) [985) (959)
4779 5,332 5,557 5,557 5,206 4,851 4,518 4173 3.928
63,851 65 503 73,978 2,708 76,668 74,131 79,636 78,430 82,466 81,074
11272 10,417 2919 8,411 18,330 711 {7.282) (11.310) {19,277 (22,953
S 11272 § 10,417 S 8918 s 6,411 3§ 15330 § 711§ (72820 §  (1L,30) § 19277y §  (22,883)

Net Earnings

12



Brief - Present Rates

Bad Debt 4.5% on GAS Revenues  Appendix A - Part II. Bad Debt

SQURCES

Nel Income

Depreciation & Amartization
Eamings on Restricted Funds

Elimination of Accrued Inlerest on Refunged Deht
Increasad/{Decreased) Other AssetsiLiabilities

Availatie From Operations

Funds Required for Capital
Grant Income
Capital Leasing Funds Dett Service
Capitalized Irterest Debl Service
Release of Sinking Fund Asset
Temporary Flnancing

TOTAL SQURCES

USES
Net Construcilon Experditures
LNG & BCCS
Funded Debt Reduction:
Revenue Bonds
PMA { ease/Subordinate Debt
Capltal Lease
Debt Reduction Funding
Temporary Financing Repaymect
City Loan Repayment/Status
Distribution of £Eamings
Additlons To {Reductions af)
Nan-Cash Working Capital

Cash Needs
Cash Surplus {Shertfally
TOTAL USES

Cash - Beginnng of Period
Cash - Surplus (Shortfall}
ENDING CASH

Outstanding Commercial Paper
City Loan Outstanding
Internally Generated Funds

13

- - - - - -
PHILADELPHIA GAS WORKS JRB-BRIEF-13A.GR
CASHFLOW STATEMENT
Expense Calculatcd on Gas Recnug  (Pottars in Thousands )
Ravised
ACTUAL ESTIMATE SUDGET BUDGET EFORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005-08 2006-07 Adjustments 200607 200708 2008-09 2008-10 201011 2011-12

11,272 10,417 8,918 5 6411 3 15,330 S ™ 1 {7.282) 3 (11,310} 3 (19,277} k3 {22,953)
42 281 43,928 46,007 468,007 47,128 48,468 45 476 50,999 50,755
(3.265) 3899 38 a8 . - - - .

. 3,186 . . - . .
{(6.917) {1,024) 911 911 716 508 815 (8,203) {11,639)
43371 60,4086 35,875 6,411 62,286 48,555 41,954 39,083 23,519 16,163
58,000 60,185 72,000 72000 650,000 83,000 81,000 80,000 58,000

18,000 18,000 18,000 18,000 18,000 18,000 18,000

2,005 . - - - - - -

2283 5,924 - - - - - B -
6,038 3,680 - - - - - -

- 20,100 20,000 20,000 55,000 5,000 - - -
139,687 168,305 185,875 £411 172,286 181,555 127,984 118,081 83,519 74,163

66,910 68,657 75,152 75,152 62,597 84,755 63,018 61,587 59,820

16,000 23,000 7.800

35,387 28,908 38 875 5145 H 41,820 47,010 48,530 54,530 45,929 48,920
1,255 1,310 1,370 1,370 1,430 1,500 1,565 1,640 1,715
1,947 . - - - - . . -
850 - - - . - .

. - 2,000 2,000 43,000 - . - -

8,000 18,000 18.000 18,000 18,000 18,000 18,000 18,000 18,000

3,793 55,433 (8.118) {6,118) {5.193) {16,830) (7,090} (4,660) 1.431

128,142 172,706 125,079 5,145 130,224 182,844 136,953 §37.823 122,196 125,986
11.555 {4,401) 40,796 1,288 42,082 {1,289) (8.961) (16.742) {38,677} (55,623)

139,697 168,305 165,875 6,411 172.286 181,555 127,994 118,081 83,519 74 163
3,666 15,221 10,820 10.820 51,616 50,327 41,366 21,624 {17.053)
11,555 {4,401) 40,796 1,268 42,062 (1.289) (8,961) {19.742) {38,877% (55.823)
15,221 10,820 51,816 1,266 52,882 50,327 41,366 21,624 {17,053) {72,876)

49 900 73,000 80,000 116,000 145,000 150,000 150,000 150,000 150,000

45,000 45,000 43,000 43,000 B - - - -



Brief - Present Rates

Bad Debt 4.5% on GAS Revenues  Appcendix A - Part IT Bad Debt

Expense Calculated on Gas Reenue

ASSETS

Utility Plant Net
Sinking Fund Reserve
Capital Improvemnent Fund
Cash

Gas

Cther

Accrued Gas Revenues

Reserve for Uncollectible
Accounts Recelvable:
Materials & Supplies
Other Current Assets
Deferred Debits
Unamoriized Bond Issuance Expense
Unamortized Exiraordinary Loss
Deferred Environmental
Other Assets

TOTAL ASSETS

EQUITY & LIABILTIES
City Equity
Revenue Bonds
TECA Accretions
Unamortized Discount
Unamortized Premium
Capital Equipment Leasing
Long Term Debt:
Notes Payable
City Loan
 Accounts Payable
Customer Deposits
Other Current Liabilities
Deferred Credits
Accrued interest
Accrued Taxes & Wages
Accrued Distribution to City
Other Liabilities
TOTAL EQUITY & LIABILITIES

PHILADELPHIA GAS WORKS
BALANCE SHEET

(Dollars in Thousands)

JRB-BRIEF-13A-GR

Revised
Actual Estirmate Budget Budget Forecast Forecast Forecast Forecast Forecast
831105 8131108 B310Z  Adiustments  £31/07 §/31/08 831109 83110 8141 83112
981,722 1,012,851 1,049,790 1,049,720 1,088,822 1,135,752 1,164,479 1,182,535 1.198.84¢
104,530 93,800 102,050 5,622 107,672 102,050 110,300 110,300 118,550 118,550
102,701 39,732 99,843 44,378 144,221 39,843 108,993 47,993 120,143 62,143
15,221 10,820 51,618 1,266 52,882 50,327 41,356 21,624 {17,053} (72,876)
273,805 264,254 243,806 243,806 226,927 211,043 195,196 181,647 170,269
12,522 785 506 506 352 350 350 350 3s0
8,787 11,300 10,568 10,568 11,083 10,712 9,998 9,939 9,848

(207 ,480) {191,631} (183,489) (183,489 {173,618) (162,382) {149,869) {136,623) {123,247)
B7.634 84,708 71,391 71,3 64,750 59,723 55,675 55,313 57,220
129,984 183,784 180,389 180,389 176,808 162,083 159,236 155,999 152,694
(164} 2,986 3.056 3,066 3,236 3.441 3,686 3,751 3,906
2,796 8,448 3,228 3.228 2,487 2,362 2,262 2.337 2,387
39,094 42,089 46,912 46,912 43,166 47,671 43.651 47,820 43,676
38,494 55,859 50,301 50,301 45,095 40,244 35.726 31,652 27,624
9.513 9,513 9,513 9,513 8,000 6,500 5,000 3,500 2,000
8,297 3411 2,881 2,881 2,925 3,030 3.138 3,250 3,365
1,519,822 1,548.001 1,670,970 51,266 1.722,236 1,627,510 1,721,465 1,652,680 1,707,797 1,598,629
222,646 233,063 241,982 6,411 248,393 242,693 235411 224,101 186,824 145,871
1,045,311 1,042,430 1,154,385 44,855 1,186,240 1,105,945 1,207,215 1,151,820 1,254,251 1,203,616

14,313 12,608 13,813 13,913 15,314 16,818 18,434 10,933

{9.484) {5,113} (5.683) (5.683) (5,201} {5.732) (5.217) {5.733) (5,220}
22,901 20,797 18,826 18,826 18,956 15,183 13,516 11,996 10,550
1,073,101 1,070,722 1,181,441 44,855 1,226,296 1,133,014 1,234,184 1,178,553 1,271,447 1,208,946

49,900 70,000 90,000 90,000 145,000 150,000 150,000 150,000 150,000

45,000 45,000 43,000 43,000 - -

63.918 72,285 59,468 59,468 57,930 52,987 53,688 53,234 52,826
6,280 8,250 9.000 9,000 8,750 8,500 8,000 7.500 7,000
3.734 3,431 2,128 2129 2,137 2,195 2254 2313 2,372

14,608 5844 4,724 4.724 1,323 1.326 1,331 1,336 1,341
9,591 12,224 14,374 14,374 13,845 15,963 15427 17,387 16,837
3,864 4,231 2,796 2,798 2,817 3.088 3.609 4,130 2,800
3.000 3,000 3.000 3,000 3.000 3,000 3,000 3,000 3,000

24,183 19,881 19,056 19,056 16,901 14,811 12,717 10.626 8,536

1,519,822 1,548,001 1,670,970 51,266 1,722,236 1,627,510 1,721,465 1,652,680 1,707,787 1,598,629
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Brief - Present Rates

. JRB-BRIEF-13A-GR
Bad Debt 4.5% on GAS Revenues Appendix A - Part I Bad Debt

Capitalization Expense Calculated on Gas Reenuc

FY2005 FY2006 FY2007  Adjustments  FY2007 FY2008 FY2009 FY2010 FY2011 FY2012
Total Capitaiization 1295747 1303785  1.423.423 42,527 1474689 1375707 1469595 1402654 1458271 1,354,817
Total Long Term Dett 1,073,001 1070722 1,181,441 44855 1226296 1,133,014 1234184 1,178,553  1,271.447  1.208.946
Debt to Equity Ratia 0.83 0.82 0.83 0.83 0.82 0.84 0.84 0.87 0.85
Capitalization Ratio 4.82 4.59 4.68 4.94 487 5.24 5.28 6.81 8.28
Plant in Service 1.517,046 1,573,346 1,641,403 1,641,403 1,716,555 1,795,152 1,882,907 1,953,725 2015312
Regulatory Asset Securitization
Capital - 1068107 56,300 68,057 75,152 75,152 78,597 87.755 70,818 61,587 59,920
Total Plant 1,573,346 1,641403 1,716,565 1,716,555 1795152 1882907  1.853,725  2,015312  2.075.232
Accumulated Depreciation (591,624)  (628.552) _ (666.765) (656,765)  (706,330)  (747,155) (789,246}  (832,777)  (876.292)
Net Utility Plant 981,722 1,012,851 1,045,790 1049790 1,088,822  1,135752 1,164,479 1,182,535 1,196,940
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- - - - - - - -
Brief - $100.0M + $10.0M Rate Increase R PHILADELPHIA GAS WORKS JRB-BRIEF-138-8R
Bad Debt 4.5% an GAS Reveaues  APpendix A - Part [I Bad Debt STATEMENT OF INCOME
Expense Calculated on Gas Reenyg, , _[Pottars fn Thousandz) )
est Year Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
OPERATING REVENUES 200405 200506 2006-07 Adjustments 200607 2007-08 2008-09 2006-10 201011 2011-12
Non-Heating g 114,880 S 114,212 s 115,126 8 115,126 & 147,022 H 12N S 106,289 S 106,117 106,739
Gas Transpon Service 4678 6,147 7,256 7,256 7.885 8.461 8,983 9,465 9,808
Heating 742,159 821,150 824440 7,400 A 831,540 848,528 820,284 766,421 761,108 752,808
Proposed Base Rate - - 100,000 (3,386} B 96,604 100,000 100,400 100,000 100,000 100,000
Weather Normalization Adjustment {1.385) 12,500 - . . - . -
Unbilied Adjustment (803) 2,513 508 505 522 (376) {713} (58} (89)
Total Gas Revenues 830,550 956,562 1,047,327 3,704 1,051,031 1,074,962 1,041,140 981,080 976,630 968,456
Appliance Repair & Other Revenues 10,895 10,669 10,532 10,532 10,743 10,857 11,177 11,400 11,628
Other Operating Revenues 21912 17,865 20008 20,008 20,414 19,789 18.654 18,557 18,402
Toial Other Operating Revenues 32,807 28,534 30,540 - 30,540 31,157 30,746 28 831 29,957 30,030
Total Operating Rovenues 563,357 985,098 1,077,867 3,704 1,081,571 1,108,119 1,071,888 1,010,911 1,006,587 998,436
CPERATING EXPENSES
Natural Gas 509,700 639,180 630,835 4,524 C 635,360 658,487 523,363 562,396 558,243 550,889
Qther Raw Material 4 5 5 5 S 5 5 5 5
Sub-Total Fuel 509,704 639,185 630,841 4524 835,365 658,482 623,368 562,401 558,248 550,894
CONTRIBUTION MARGINS 53,653 345911 447,026 {820} 446208 247,627 448 518 448,510 443,339 447,592
Gas Processing 18,584 16,206 15,715 15,715 17.245 17,458 17,670 17,935 18,270
Field Services 28,455 27377 34,698 34,698 35,786 35,925 35,0847 36,348 38,848
Disteibitlon 15,135 15,362 16,536 16,536 16,837 17,182 17477 17,832 18,217
Collaction 10,871 9,225 7.944 7,944 7.7 7.872 7,974 8,101 8,230
Customar Service 12532 12,026 14,125 14,125 14,164 14,398 14,657 14,863 15,152
Account Management 7695 7.928 7.625 7,625 7.690 1,787 1,825 7,922 ame
Bad Debt Expense 70424 61,518 55,546 {12,416) D 47 130 56,962 56,235 52,563 48,645 46,943
Marketlng 2592 2470 24992 2,892 3,088 3,031 3,085 3,140 3132
Administrative & General 43391 47,931 43953 (240) E 43723 43,294 44,257 45,591 46,415 47,379
Health Insurance 33571 34 804 37,784 {460} F 37,324 41,944 45,804 49,654 53,710 58,128
Capitalized Fringe Benefits {10,348) £10,099) {11,261} {11,261) (11,547 {12,158) {12,844} (13,461) {14,180)
Capitalized Administrativa Chargas {6,706} (6.803) (7,950} {7.,950) (7,258} (7.529) {7.379) (7.220) {7,008}
Amortization of Restrucluring Costs 1.087 1.0E7 - - . - - . B
Pensions 14,702 17.297 15075 15,075 14,611 14,265 13,0114 13,571 13,233
Taxes 6218 5,578 5485 8485 6,836 6,700 6,760 §,815 6,877
Environmental Expenses - - - - - 383 507 639 753
Pro Forma Adjustments 217 217 603 250 250
Cost / Labor Savings - {1.105) (6.274) {8,274) - - - - -
Sub-Total Other Opar.& Malmenance 248 263 241,123 237.220 (13,116} 224104 246 930 251,930 253,548 255,284 269 989
Depreciation 35,904 36,828 358,213 38,213 39,565 40,825 42,081 43,531 43,515
Cost of Removal 3,643 3,200 3,200 3,200 3,200 3,200 3,200 3,200 3200
To Clearing Accousts {4.502) (3.082) {3.217) {3.217) (3.311) (3,177) (3,227) (3.211) (3.232)
35,045 37,068 38,198 - 28,156 39,454 40,848 42,084 43,520 43 483
Sub Total Other Oper. & Malat. & Depreciation 283,308 278,189 275418 (13,1186} 282,300 289.384 262,778 205,812 298,784 a03.472
TOTAL OPERATING EXPENSES 783,012 917,374 936,257 (8,592} 897 665 G947 876 G16,146 858,013 857,032 E54 366
OPERATING INCOME 70,345 67,722 171,610 12,286 183,906 158,243 155,740 152,898 149, 855 144,120
Gther Income 4,778 8,198 17,131 - 17,131 19,082 18,437 20,343 21,881 22907
INCOME BEFORE INTEREST 75,123 75,920 188,741 12,286 201,037 §77,325 174,177 173,241 171,436 187,027
INTEREST
Long-Term Debt 53,856 51,778 56,437 2,708 G 99,145 56,698 54,285 51,809 48,584 458,024
Other B.123 9,569 13,186 13,188 13,228 13,134 13,028 12,941 42,805
AFUDC (997} {1.168) (1,202} (1,202} (1.002) {1,038) (1,008) (985) (958}
Loss From Extinguishment of Debt 4779 5,332 5,557 5557 5,206 4,851 4,518 4,173 1928
Total interest 63,851 65,503 73,978 2108 76,686 74,131 71,214 68,347 65,013 61,798
NET INCOME 11,272 10,417 114,763 19,5688 124 351 103,194 102,963 104,894 108,423 105,229
City Payment -
Net Earnings | 11,272 $ 10,417 $ 114,763 $ 9,588 $ 124,351 % 103,194 $ 102,883 $ 104 654 $ 106,423 105,229
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Brief - $100.0M + 510.0M Raie Increage R PHILADELPHIA GAS WORKS JRB-BRIEF-13B-GR
Bad Debt 4.5% on GAS Revenves A ppendix A - Part [ Bad Debt CASHFLOW STATEMENT
Expense Calculated on Gas Recnue ~ (@oliars In Thousands |
Test Year Revised
ACTUAL ESTIMATE BUDGETY Adjustments BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
200405 200508 200607 200807 200708 200809 2008-10 2010-11 2011-12
SOURCES — - _ )
Net Income H 11,272 s 10,417 3 114,763 S 9,588 g 124,351 5 103,194 E) 102,983 $ 104,894 $ 106,423 $ 105,229
Depreciation & Amortization 42 281 43,928 46,007 - 46,007 47,128 47,858 48821 49,864 49 501
Earnings on Restricted Funds (3,265) 3,899 {381} {381) (2,239} (3,970} (6,225} {7.763) 20,616
Etimination of Actruad Interest on Refunded Debt - 3,188 . - - - -
Increasedi{Decreased) Other Assels/Liabilities (68.917) (1.024) 911 . 911 716 508 915 (8.203) (11,638)
Avaitabla From Qperations 43,371 60,406 161,300 9,588 170,888 148,798 147,760 148,405 140,321 163,707
funds Required for Capital 68,000 £0,19% 72,000 - 72,000 60,000 39,843 - - -
Grant Income 18,000 18,000 18,000 - 18,000 18,000 18,000 16,000
Capital Leasing Funds Debt Service 2,008 - . - - - - - -
Capitalized Interest Debt Sewvice 2,283 5,524 - - B - - - - -
Release of Sinking Fund Asset 6,038 3,680 - - - - - - -
Temporary Financing - 20,100 - - - - -
TOTAL SOURCES 132,697 168,305 251,300 9,588 260,888 226,799 205,603 166,405 140,321 183,707
USES
Net Construction Expenditures 66,910 68,057 75,152 - 75,152 62,597 64,755 63,018 61,587 59,920
LNG & BCCS 16,000 23,000 7.800
Funded Debt Reduction;
Revenue Bonds 35,387 29,806 36675 5145 H 41,820 47,010 46 53¢ 47,920 39479 38,020
PMA Lease/Suberdinate Dabt 1,255 1,310 1,370 - 1,370 1,430 1,500 1,565 1,640 1,715
Capltal Lease 1,847 - - - - - - - - -
Debt Reduction Funding 40,000 - 40,000 15,000 55,000 35,000 20,000 40,000
Post Ratiremant Benefit Funding - - - - - - - -
Temporary Financing Repayment 850 - 40,000 - 40,000 20,000 16,000 - - -
City Loan RepaymenvStatus - - 2,000 . 2,600 43,000 - - - .
Distibution of Earmings 18,000 18,000 18,000 - 18,000 18,000 18,000 16,000 18,000 18,000
Additions To {Reductions of)
Non-Cash Working Capital 3,793 55,433 1,159 . 1,159 (873) (11,585} (5,138} 20 2,840
Cash Needs 128,142 172,706 2143586 5,145 219,501 222,164 207,180 168,165 140,805 158,495
Cash Surplus (Shortfall} 11,555 (4,401) 36,944 4,443 41,387 4,635 {1,567} {1,760} (484) 5,212
TOTAL LISES 139,897 168,305 251,300 9,588 260,888 226,799 205,603 166,405 140,321 163,707
Cash - Beginning of Period 3,666 15,221 10,820 10,820 47,764 52,399 50,812 49,052 48,568
Cash - Surplus {Shortfall) 11.555 {4,401) 36,844 4,443 41,387 4,835 {1,587} (1,760} (484} 5,212
ENDING CASH . 15,221 10@30_' 47,764 4,441 52,207 52,399 50,812 49,052 48568 53,789
Qutstanding Cormmaerelal Papar 48,900 70,000 30,000 19,000 30,000 10,000 - - . -
Clty Loan Qutstanding 45,000 45,000 43,000 43,000 43,000 - - - - -
47,912 70,818 61,587 59,920

internally Generated Funds - . - - . .
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Brief - $100.0M + $10.0M Rate Increage
Bad Debt 4.5% on GAS Revenues:

FUNDS PROVIDED

Total Gas Revenues

Other Operating Revenues
Tatal Operating Ravenues
Other Income Incr, / {Cecr.) Restricted Funds
City Grant
AFUDC {Intarest)

TOTAL FUNDS PROVIDED

FUNDS APPLIED
Fuel Casts
Other Operating Costs
Total Qperating Expenses
Less: Non-Cash Expenses
TOTAL FUNDS APPLIED

Funds Available 1o Cover Debt Seevice

1975 Ordinance Borkds Debt Service
Debt Secvice Coverage 1975 Bonds

Net Availaola after Pror Debt Service
Other Capital Leasas
Net Available after Prior Capital Leases

1998 Ordinance Bonds Delt Sarvica

New Propesed Bond Debt Service
Total New Debt Sanvice

Debt Service Cavarage 1998 Bonds

Nel Avaitabla after 1998 Debt Service

1§98 Ordinance Subordinate Bond Dabt Ser
Debt Service Coverage Subordinzte Bonds

Net Avallable To Service Aggregrate Debt Serv
Aggregrate Debt Secvice
Fixed Covetage Charge

- - - - - -
. PHILADELPHIA GAS WORKS JRB-BRIEF-138-GR
ppendix A - Part [T Bad Debt DEBT SERVICE COVERAGE
Expense Calculated on Gas Reenug ~ (Dollars in Thousands }
Test Year Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
260405 200506 2006-07  Adjusiments 2006-07 2007-08 2008-09 2008-10 2010-11 2011-12
830,550 956,562 1047327 § 3,704 1,051,031 1074962 § 1041440 § 981,080 § 976830 S 068,458
32,807 28,534 30,548 30,540 31,357 30,746 29,831 29,957 30,030
863,357 985,096 1,077,867 3,704 1,061,573 1,106,119 1,071,686 7,010,911 1,006,587 998,486
1513 12,087 16.750 . 16,750 16,843 14,467 14,118 14,118 43,523
18,000 18,000 18,000 . 18,000 18,000 18,000 18,000
807 1,188 1,202 - 3,202 1,002 1,036 1,008 985 959
883,777 1516,361 1,113,839 3,704 1,117,523 1,144,964 1,105,389 1,044,037 1,021,690 1,042,568
509,704 39,185 830.841 4,524 635,365 658,492 £23,368 862,401 558,248 550,804
283,308 278,159 275418 (1,200) 262.300 280,384 292778 285,812 208,784 103,472
793,012 917,374 906,257 (2,592) 897,665 847,876 916,146 858,013 857,002 854,366
39,338 40,554 41,887 - 41,887 43,360 26,612 45,9807 47,385 27,204
753,674 876.820 864,370 (8.592) 855,778 904,576 §71.534 212,106 809,647 306,962
130,103 138,541 249,449 12,296 261,745 257,388 233 855 231,931 212,043 236,006
38,606 41,949 35,748 35748 2a,368 32,368 30,155 30,745 32,184
3.35 333 6.98 732 8.91 7.22 7.80 a.80 7.34
91,297 97,592 213,701 12,296 225,997 203,020 201,487 201,778 181,208 203,842
1,598 . . - - . - - - -
59,299 97,502 213,704 12,298 225,997 203.020 201,487 201,776 181,298 203.842
45949 12,467 53,313 5,145 58,458 67,813 66,852 67.966 85,143 60.885
PET) 32,467 53,313 5,145 58,458 67,812 66.852 57,966 65,143 50,885
184 3.01 4.01 187 2.99 3.01 287 2.78 335
43,300 £5,125 160,388 7,151 167,539 135,207 134 635 133.810 116,155 142.957
1,987 1,086 1087 1,987 1,986 1,990 1,088 1,088 1,984
2179 32.79 80.72 84.32 68.08 67.66 67.38 58.43 72.06
111,075 114,154 228,138 12,298 240,435 217,781 216,061 216,313 215,941 211,468
88,780 76,402 91,048 5,145 96,193 104,167 104,210 100,107 97,876 85,033
1.25 1.49 2.51 2.50 2.09 2143 2.6 221 223
.04 1.21 2.09 211 178 1.81 1.83 1.86 1.87

Fixed Coverage Charge Including $168.0 Clty Fea

18



Briof - $100.0M + $10.0M Rate Increase
Bad Debt 4,5% on GAS Revenues

ASSETS
Uitity Plant Net

Sinking Fund Reserve
Capital Improvement Fund
Debdt Reduction Funding

Cash
Gas
Olher
Accrued Gas Revenues
Reserve for Uncallectible

Accounts Receivable:
Matenals & Supplies
Other Current Assets
Deferred Debits
Unamorized Bend Issuance Expanse
Unamortized Extracrdinary Loss
Deferred Environmentzl
Other Assets
TOTAL ASSETS

EQUITY & LIABILITIES
City Equity
Revenue Bonds
TECA Accretions
Unamortized Discount
Unamortized Premium
Cagital Equipment Leasing
Long Term Debt:
Notes Payable
City Loan
Accounts Payable
Customer Deposits
Other Current Liabilities
Deferred Credils
Accrued Interest
Accrued Taxes & Wages
Accrued Distribution to City
Other Liabllities

v b4 - - - - -
Appendix A - Part I Bad Debt IRE-BRER138GR
Expense Calculated on Gas REEIADELPHIA GAS WORKS

BALANCE SHEET
{Dollars in Thousands)
Revised
Actual Estimate Budget Budget Forecast Forecast Forecast Forecast Forecast
831403 8131196 2107 Adiustments §21/07 §131/08 £131/09 31110 801N g2
981,722 1,012,851 1,049,790 1,046,790 1088822 1,135,752 1,164,478 1,182,535 1,198,940
104,530 93,800 102,050 5,622 112,050 102,050 102,050 102,050 102,050 102,050
102,701 39,732 99,843 44,378 139,843 39,843 - - - -
. - 40,419 40,419 57,658 116,628 157,853 185,618 -
15,221 10,820 47,764 4,443 52.207 52,399 50,812 49,052 48,568 53,780
273,805 264,254 254,134 254,134 240,307 224,581 205,778 186,746 167,304
12,522 785 508 506 352 350 350 350 350
8,787 11,300 11,808 11,805 12,327 11,951 11,238 11,180 11,001
{207,480)  (191.53%)  (1BS,777) (185.777)  (174.630)  (160,774)  (143237)  (i21.782) {88.725)
87,634 84,708 80,668 80,668 78.347 76,118 74,129 76,494 86,020
129,084 183,784 180,389 180,389 175,809 162,083 150,236 156,999 152,694
{164} 2,986 3.056 3,056 3,236 3.441 3,598 3,751 3,006
2,796 8,448 3,228 3,228 2,487 2,362 2,262 2,337 2,387
39,094 42,089 46,912 45,512 43,166 39,574 35,138 32,68 29,740
38,494 55,859 50,301 50,301 45,095 40,244 35,726 31,562 27,624
9,513 9,513 9,513 9,513 8,000 6,500 5,000 3,500 2,000
8,297 3,411 2,881 2,881 2825 3.030 3,138 3,250 3,365
1,519,822 1,548,001  1.715.814 54,443 1,771,257  1,700.837 1,738,584 1,792,669 1,828,520 1,656,506
ormal
222,646 233,063 347,826 9,588 357,414 451,020 553,083 658,877 747,300 834,529 834,529
1,045,371 1,042,430 1,154,385 44855 1,199,240 1,105845 1,057,915 1,008,430 567,311 724,576 929,576
14,313 12,608 13,813 13513 15,314 16,518 18,434 10,933
(9,484) {5.143) (5.583) (5.683) (5.201) (4,728) (4,295) (3,885) (3.509) {3.509)
22,901 20,797 18,826 18,826 16,956 15,183 13,516 11,096 10,550 10,550
1,073,101 1,070,722 1,184,441 44,855 1,226,296 1,133,014 1085178 1,036,085 986,355 731617 938,817
49,800 70,000 30,000 30,000 10,000 . - - - -
45,000 45,000 43,900 43,000 - -
53,918 72,285 59,468 59,468 57,930 52,987 53,568 53,234 52,826
6,280 8,250 9,000 9,000 8,750 8.500 8,000 7,500 7,000
3,734 3,431 2,129 2,129 2,137 2.195 2,254 2,313 2372
14,608 5,814 4,724 4,724 1,323 1,326 1,331 1,336 1,341
9,501 12,224 14,374 14,374 13,945 13,526 13,097 12,725 12,385
3,861 4,231 2,786 2,796 2,817 3.088 3,608 4,130 2,900
3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000
24,183 19,981 19,056 19,056 16,901 14,611 12,718 10,627 8,536
1,519,822 1,548,001 1,716,814 54,443 1,771,257 1,700,837 1,738,504  1,792650 1,828,520  1.655,506

TOTAL EQUITY & LIABILITIES
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Brief . $100.0M + §10.0M Rate Increase . JRB-BRIEF-13B8-GR
Bad Debt 4.5% on G4S Reveaues  Appendix A - Part IT Bad Debt

Expense Calculated on Gas Reenue

Normal

Capitalization Amoruz.
FY2305 FY2006 FY2007 Ad]ustments FY2007 FY2008 FY2009 FY2010 FY2011 FY2(12 Fy2012

Total Capilalization 1,285,747 1,303,785 1,529,267 42,527 1,583,710 1,584,034 1,632,161 1,654,962 1,733,655 1,566,146 1,771,146
Total Long Term Debt 1.073,101 1,070,722 1,181,441 44,855 1,226,296 1,133,014 1,085,178 1,036,085 086,355 731,817 936,617
Debt to Equily Ratio 0.83 0.582 017 0,77 0.72 0.66 0.61 0.57 Q.47 0,53
Capitalization Ratio 4,82 4.59 3.40 3.43 2.51 1.96 1.57 1.32 0.88 1.12
Plant in Service 1,517,046 1,573,348 1,641,403 1.641,403 1,716,555 1,785,152 1,882,907 1,953,725 2,015,312 2,015,312
Capital - 1068107 56,300 68.057 75,152 75,152 78,597 87,755 70,818 61,587 58,920 59,920
o Piant 1.573,336 1,641,403 1,716,555 1,716,555 1,785,152 1,882,907 1,953,725 2,015,312 2,075,232 2,075,232

Accumulated Depreciation (591.624) (628.552) {656.765) {656,765} (706,330 (747,155} (789,245} {B32.777) (876,292) {875.292}
Net Utility Piamt 981,722 1,012,851 1,049,780 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,198,940 1,198,940
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Appendix B - Page 1 JRB-BRIEF-11

PHILADELPHIA GAS WORKS
STATEMENT OF INCOME - BRINGDOWN

BAD DEBT 4.5% of TOTAL REVENUES

{Dollars in Thousands)

As Filed Revised
2001 Current Rates Current Rates Earnings
+ $36M 2007 Adjust. 2007 Differential
Operating Revenues
1 Total Gas Revenues $ 766,280 $ 942,000 S 3,704 S 945794
2 Total Other Operating Revenues 28,026 28,564 - 28,564
3 Total Cperating Revenues 794,306 970,654 3,704 974,358
4
5 Operating Expenses
6 Fuel 415,065 630.841 4,524 635,365
7
8 Contribution Margin (lines 3 minus 6) 379,241 339,813 (820) 338,993
9
10 Qther Operating & Maintenance 206,766 229,932 (11,344) 218,588
11 Depreciation/Cost of Removal 32,537 38,196 - 38,196
12 Sub Total Other Oper.& Maint. & Depreciation 239,303 268,128 {11,344) 256,784
13
14 Total Operating Expenses (lines 6 + 12} 654,368 898,969 (6,820) 892,149
15
16 Operating Income (lines 3 minus 14} 139,938 71,685 10,524 82,209
17
18 Other Income 6,108 11,212 50 11,262
19
20 Income Before interest 146,044 82,897 10,574 93,471
21
22 Total interest 57,789 73,978 2,708 76,686
23
24 Net Income $ 88,255 $ 8,919 $ 7,866 $ 16,785 $ 71,470

* Differential from PGW $100.0 Million Base Rate increase - $83.215 Million.
* Bad Debt Expense 4.5% of Total Revenues ($970,654 @ 4.5% = $43,679) PGW $52,258 - $43,679 = ($8,579).
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JRB-BRIEF-11
PHILADELPHIA GAS WORKS
STATEMENT OF INCOME - BRINGDOWN
BAD DEBT 4.5% of GAS REVENUES
(Dollars in Thousands}
As Filed Revised
2001 Current Rates Current Rates Earnings
+ $36M 2007 Adjust. 2007 Differential

Operating Revenues
Total Gas Revenues S 766,280 S 942090 S 3,704 S 945794
Total Other Operating Revenues 28,026 28,564 - 28,564

Total Operating Revenues 794,306 970,654 3,704 974,358
Operating Expenses
Fuel 415,065 630,841 4,524 635,365
Contribution Margin {lines 3 minus 6) 379,241 338,813 (820) 338,993
Other Cperating & Maintenance 206,766 229,932 {12,629) 217,303
Depreciation/Cost of Remaval 32,537 38,196 - 38,196

Sub Total Other Oper.& Maint. & Depreciation 239,303 268,128 {12,629) 255,499
Total Operating Expenses (lines 6 + 12) 654,368 898,969 (8,105) 890,864
Operating Income (lines 3 minus 14) 139,938 71,685 11,809 83,494
Other Income 6,106 11,212 a0 11,262
Income Before Interest 146,044 82,897 11,859 94,756
Total Interest 57,7889 73,978 2,708 76.686

Net Income $ 88,255 $ 8,919 $ 9,151 $ 18,070 $ 70,185

* Differential from PGW $100.0 Million Base Rate Increase - $81.930 Million.

* Bad Debt Expense 4.5% of Gas Revenues ($942,090 @ 4.5% = $42,394) PGW $52,258 - $42,394 = ($9,864).
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Brief - Present Rates - $25.0M Rate Increase
Bad Debt 4.5% on TOTAL Revenues

OPERATING REVE
Non-Heating

NUES

Gas Transport Service

Heating
Proposed Base Ra

Weather Normalization Adjusiment

te

Unbllfed Adjustment

Total Gas Revenues
Appliance Repair & Other Revenues

et Operating Raverues

Total Other Operating Reverwes
Totai Operating Revenues

QPERATING EXPE
Natural Gas

NSES

Ciher Raw Material

Sub-Tota! Fue!

CONTRIBUTION MARGINS

Gas Protessing
Field Services
Distribution
Callection
Cusiomer Service

Account Management

Bad Debt Expense
Marketing

Administrative & General

Health Insyrance
Capitalized Fringe

Caphalized Administrative Charges
Amortization of Restruciuring Costs

Pensions
Taxes

Benefits

Emvironmental Expenses
Pro Forma Adjustments
Cost/ Labor Savings

Sub-Total Other Oper.& Maintenance

Dapreciation
Cost of Remgval

To Clearding Accounts

Sub Tota! Other Oper. & Malnt. & Depreclation

TOTAL OPERATING EXPENSES

OPERATING INCOME

Qther Income

INCOME SEFORE INTEREST

INTEREST
Long-Term Debt
Other
AFUDC

Loss From Extingwishment of Debt

NET INCOME
City Payman
Net Earnings

Total Interest

- - - - e - —
Appendix C - Page | PHILADELPHIA GAS WORKS JRE-BRIEF-8-TR
STATEMENT OF INCOME
{Doflars in Thousands}
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
200405 2005-06 2006-G7 Adjusiments 2006-07 2007.08 200809 2008-10 2010-11 201112
3 114,880 - 14,212 s 114,834 8 114,834 s 116,734 s 112,487 $ 106,113 $ 105,845 H 165471
4,675 8,947 7,256 7.266 7.889 8,481 8,883 8,465 9,908
743,159 821,190 820,732 6,297 A 827,229 845,817 816,568 762,697 757,378 749,168
- - - (3.396) B {3.396) - - - . -
{1.,365) 12,500 . 25,000 . 25,000 25,000 25,000 25,000 25,000
{803) 2,513 {(732) {732) 521 (3717) (714) {59) @n
830,550 956,562 842,090 28,10% 970,191 985,861 962,139 602,079 807,629 889,454
10,893 10,888 10,532 10,532 10,743 10,957 11,177 11,400 11,628
PAR Y k] e o N2 13,433 A7 15,578 15,531 15,426
32,807 28,534 28,564 - 28,564 29,181 28,770 27,855 27,881 28,054
863,357 985,096 970,654 28104 9488 755 1,025,142 990,808 529,934 925,610 917,508
508,700 639,180 530,836 4546 C 635,382 858,487 623 363 562,396 558,243 550,889
4 5 5 5 S5 5 5 5 5
508,704 639,185 630841 4538 635,387 658,492 623,368 552,401 558,248 550894
353,653 345,911 334,813 23,555 363,368 386,850 167,541 367,533 67,362 366,614
18,584 18,206 15,715 15,715 17,245 17,458 17,670 17,935 18,270
28,455 27377 34,698 34,698 35,786 35,925 35.847 36,348 38,848
15,915 15,382 18,536 16,536 16,837 17,152 17,477 17,832 18,247
10,874 9,225 7.944 7.944 7.1 7.872 7.974 8,50 8,230
12,512 12,026 14,125 14,125 14,168 14,398 14 657 14,863 5,152
7,605 7,928 7.825 7.625 7,690 7,787 7.825 7.922 8018
70,424 81,51¢ 52,258 {(7.3143 0 44,944 47,728 43 B64 40,087 26,854 34,124
2,592 2470 2492 2992 3,088 3,03 3,085 3,140 3,132
43,301 47,931 43,983 (240} E 43,723 43,394 44,257 45,591 46,415 47.379
33,571 34,804 37.784 (460) F 37.324 41,944 45,504 49 654 53.719 58,128
(10,348) {10,009) (11.261) (11.261) (11.547) {12,158} (12.844) (13.484) (14,1809
{8,708) (6,603) (7.950) (7.950) (7.258) (7.528) (7,379) (7.220) (7.008)
1,087 1,087 - - - - - - -
14,702 17,297 15,075 15,075 14,611 14,265 13,911 13,571 13,233
8,218 5,678 8,485 &§.485 6,636 8760 6,760 6,815 6,877
- - - - - 383 507 839 753
217 237 603 250 250
- {1,105 (8,274} (6.274) - - - - -
248,263 241,123 229,932 (8.014) 221,918 238,697 239,559 241,072 243,473 247170
35,804 38,828 38,213 38,213 39,565 40,825 42,081 43,531 43,515
3,643 3,200 3,200 3,200 3,200 3,200 3,200 3,200 3,200
{4,502) (3.062) _(3.217) (3.217) (3311 (3.177) (3.227) (3.211) {3.232}
35045 37,066 38,196 - 38,196 39,454 40,848 42,064 43,520 43,483
283,308 27e,189 268,128 (8,014) 260,114 278,151 280,507 283.136 2B6,993 290,653
793,012 917,374 898,069 {3.468) 895,501 936,643 903,775 845,537 845,241 841,547
70,345 67,722 71,685 31,569 103,254 88,4499 87,134 84,397 80,289 75,861
4 778 8,168 11,212 11.212 11,343 9,620 7,723 7,820 7,160
75,123 75,820 82,897 31,569 114,466 99,842 96,754 92,120 88,189 83,121
53,856 51,778 56,437 2708 G 59,145 56,698 81,578 61,236 65,202 64,048
6,123 9,561 13,186 13,186 13,22¢ 13,643 13,884 14,076 14,059
(807} {1,168} (1.202) (1,202) {1,002) {1,036} {1,008) {985) {959)
4,778 5,332 5,557 5,557 5.206 4,851 4,518 4,173 3,428
83,851 65,503 73978 2708 76,686 74,131 79,036 78,430 62,4866 81,074
11,272 10,417 8,919 28,861 37,780 25,711 17,718 13,650 5723 2,047
$ 11,272 $ 10,417 $ 8,918 28,9861 S 37,780 $ 25,711 $ 17,718 $ 13,690 3 5723 H 2,047
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Bad Debt 4.5% on TOTAL Revenues Appendix C - Page 2 CASHFLOW STATEMENT
{Qallaes in Thausands )
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 200506 200807 Adiustments 200807 20p7-08 200809 2009-10 2010-11 2011.12
SOURCES
Net Income |3 11,272 $ 10,417 3 8813 $ 28 861 % 37.780 % 25,711 3 17,718 % 13,650 3 5,723 $ 2,047
Depreciation & Amontization 42,281 43,928 48,007 46,007 47,128 48,468 49,476 50,099 50,755
Earnings on Raslricted Funds (3,2585) 3,808 38 a8 - - - - -
Elimlnation of Accrued Intarest on Refunced Debt - 3,186 - - - - -
Increasedf{Decreased) Cthar Assets/Liatilities 8817) {1.024) a1 911 716 808 915 {8,203} (11,639)
. Avaiabte From Opergtions 43371 60,406 55875 28,661 84,738 73,555 66,994 64,081 48,519 41,163
Funds Required far Capital 68,000 80,195 72,000 72,000 60,000 63,000 61,000 €0,000 58,000
Grant Income 18,000 18,000 18,000 18,000 18,000 18,000 18,000
Capital Leasing Funds Deb! Service 2,005 - - - - - - -
Capitalized Intarast Dabt Service 2283 5,024 - - - - - - -
Release of Sinking Fund Assel 6,038 3680 - - - - - -
Temporary Financing - 20,100 20,000 20,000 31,000 - - 14,000 30,000
TOTAL SQURCES 135 697 168,305 165,875 28,861 194,738 182,585 147,994 143,081 122,518 129,163
USES
Nat Construction Expenditures €6,910 68,057 75,152 76,152 82,597 84,755 63,018 81,587 58,820
NG & BCCS 16,000 23,000 7,800
Funded Debt Reduction:
Revenue Bonds 35,387 29,906 36,675 5,145 H 41,820 47,010 46,530 54,530 45,929 48,820
PMA Lease/Subordinate Debt 1,255 1,310 1,370 1.370 1,430 1,500 1,565 1,640 1,718
Capital Lease 1,947 - - - - - - - -
Debt Reduction Funding - . - - - - -
Temporary Financing Repayment 850 - 25,000 25,000 - 11,000 5.000 - -
Clty Loan Repayment/Status . - 2,000 2,000 43,000 - - - -
Distribution of Eamings 18,000 18,000 18,000 $8,000 18,000 16,000 18,000 18,000 18,600
Additions Ta (Reductions af)
Non-Cash Working Capital 3,793 55433 (8.118) ) (8,118) {5,183} {16,830) {7.080} {4,960) 1,431
Cash Needs 128,142 72,7086 126,079 30,145 155,224 182,844 147,855 142,823 122,196 129,986
Cash Surpius (Shortfall) 11,555 {4,401} 40,796 {1,284) 39,512 {289) 29 258 323 {823}
TOTAL USES 139,697 168,305 165,875 28,861 194,736 182,555 147,994 i43,0814 122519 129,163
Cash - Beginning of Periad 3,668 15,221 10,820 10,820 50,332 50,043 50,082 20,340 50,663
Cash - Surplus {Shonfatl) 11,556 (4,401} 40,796 (1,284) 39,512 {28%) 39 256 323 (823)
ENDING CASH 15,221 10,820 51,616 {1.284) 50,332 50,043 50,082 50,340 50,663 49,840
Qutstanding Commarcial Paper 49,900 70,000 90,000 85,000 96.000 85,000 80,000 94,000 124,000
City Loan Qutstanding 45,000 45,000 43,000 43,000 - - - - -
Intarnally Generated Funds - . - - . - - - -




Brlef - Present Rates - $25.0M Rate increase

Bad Debt 4.5% on TOTAL Revenues

FUNDS PROVIDED

Total Gas Revenues

Qther Operating Revenues
Totak Operating Revanues
Crher Income Incr, / (Decr.) Restricied Funds
City Grant
AFUDC (Interest)

TOTAL FUNDS PROVIDED

FUNDS APPLIED
Fuet Costs
Other Operating Costs
Total Operating Expenses
Less: Non-Cash Expenses
TOTAL FUNDS APPLIED

Funds Avallable to Cover Debt Service

1975 Crdinance Bonds Debt Sarvice
Debt Service Coverage 1975 Bonds

Net Avaitable after Prior Debt Service
Other Capital Leases
Net Available after Prior Caphal Leases

1998 Ordinance Bongs Debr Service

New Proposed Sond Debt Service
Tolal New Debt Service

Debt Service Coverage 1968 Bonds

Net Avaltable after 198 Debt Service

1998 Ordinance Subordinate Bond Dabt Ser
Debt Service Coverage Subordinate Bonds

Net Available To Service Aggregrate Debt Serv
Aggregrate Debt Service

Fixed Coverage Charge

Fixed Coverage Charge Including $18.0 Clty Fee

- - - - - - —
R - PHILADELPHIA GAS WORKS JRB-BRIEF-8-TR
Appendix C - Page 3 DEBT SERVICE COVERAGE
( Dotlars in Thousands }
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FQRECAST
2004-05 2005-06 200607 Adjustments 2008-07 200708 2008-08 2008-10 2010-11 201192

8 830,550 s 956,562 S, 942,090 $ 28,101 $ 970,191 s 995,961 % 962,139 £ 802,079 § 897,629 1 889,454
32,807 28,534 28,564 28,584 29,183 28,770 27 855 27,981 28,054
863,357 985,086 970,654 28,101 988,755 1,025,142 990,509 929,934 §25,610 517,508
1.513 12,087 11,250 11,250 11.342 9,62¢ 7.723 7820 7160

18.000 18,000 18,000 18,000 18,000 18,000 18,000
807 1,168 1,202 1,202 1.002 1,036 1,008 985 939
aB3,777 1,016,351 1,001,106 28.101 1,029,207 1,065,487 1,019,865 956,665 934,415 925,627
509,704 638,185 630,841 4546 635,387 658,492 623,268 562,401 558,248 550,884
263,308 278,189 268,128 (8.014) 260,114 278.151 280,407 283,136 286,993 290,653
78302 917,374 898,969 {3.458) 845,501 936,643 903,775 845,537 845,241 841,547
39,338 40,554 41,987 - 41,887 43.300 44,612 45,907 47,385 47,404
753,674 876,820 857,082 (3.488) 853,614 883,343 859,163 796,630 797 856 794,143
130,102 139,541 144,024 31.589 175.593 182,144 180,402 157,035 136,559 131,484
38,806 41,0949 35,748 35,748 34,3688 32,368 30,155 30,745 32,184
3.35 3.33 4.03 4.91 4.72 4,96 521 4.44 4.08
91,297 97,592 108,276 31,5689 138,845 127,776 128,034 126,880 105,814 99,320
1,893 - - - . . . . .
88 298¢ $7,502 108,276 31,569 139,845 127,776 128,034 126,860 105,814 99,320
45,908 32,467 53,313 5,145 58,458 67,813 71,727 84,111 85,579 92,018
45998 32,467 53,313 5,145 58,458 67,813 71,727 84,111 85,579 92,016
1.84 3.01 2.03 2.39 1.88 1.79 1.81 1.24 1.08
43,300 65,125 54,963 26,424 41,387 59,963 56,307 42,769 20,235 7,304
1,987 1,986 1,987 1,987 1,586 1,890 1,986 1,888 1,984
21.79 3279 27.66 40.96 30.18 26.29 21.54 10.18 .68
141,075 114,754 122,285 31,589 153,864 144,298 138,638 135,162 132,694 127 563
88,780 78,402 91,048 5,145 96,193 104,167 106,085 116,252 118,312 126,164
1.25 1.49 1.34 1.60 135 1.3 1.18 1.12 101
1.94 1 1,12 1.38 1.15 £.12 1.01 0.97 0.23
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Bad Debt 4.5% on TOTAL Revenues Appcndlx C Pace 4 PHILADELPHIA GAS WORKS

BALANCE SHEET
(Dollars in Thousands)

Revised
Actual Estimate Budget Budget Forecast Forecast Forecast Forecast Forecast
813105 BL3AI06 831107  Adigstments  831/07 813108 BL3109 BI31/19 83113 831412
ASSETS
Utitity Plant Net 881,722 1,012,851 1,049,780 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,198,940
Sinking Fund Reserve 104,530 93,800 102,050 5,622 107,672 107,672 115.922 115,922 124,172 124,172
Capital Improvement Fund 102,701 39,732 99,843 44,378 144,221 84221 153.371 92,371 154,521 106,521
Cash 15,221 10,820 51,616 (1,284) 50,332 50,043 50.082 50,340 50,663 49,840
Gas 273,805 264,254 243,806 243,806 226,927 211,043 195,196 181,647 170,289
Qther 12,522 785 506 506 352 350 350 350 350
Accrued Gas Revenues 8,787 11,300 10,568 10,568 11,088 10,712 9,898 9,939 9,848
Reserve for Uncollectlble {207.480) {191.631) {182.489) (183,489) {173,618 {i62.382) (149.869) {136.623) (123.247)
Accounts Receivable: 87,634 84,708 71,391 71,391 84,750 59,723 55,675 55,313 57.220
Materials & Supplies 120,984 183,784 180,383 180,382 176,809 162,083 159,236 155,989 152,694
Other Current Agsets (164) 2,986 3,056 3,058 3,236 3.441 3,596 3,751 3,806
Deferred Debits 2,756 8,448 3,228 3,228 2,487 2,362 2,262 2,337 2,387
Unamortized Bond Issuance Expense 39,084 42,089 46,912 46,912 43,166 47,671 43,651 47,920 43676
Unamorlized Extradrdinary Loss 38,494 55,859 50,301 50,301 45,095 40,244 35,726 31,552 27,624
Deferred Environmentat 9,513 9,513 9,513 9,513 8,000 6.500 5,000 3,500 2,000
QOther Assels 8,297 3.411 2.881 2,881 2,925 3,030 3,138 3,250 3.365
TOTAL ASSETS 1,519,822 1,548,001 1,670,870 48,716 1,719,686 1,677,226 1,780,181 1,731,396 1,825,513 1,772,345
EQUITY & LIABILITIES
City Equity 222,646 233,063 241,982 28,861 270,843 296,554 314,272 327,962 315,685 289,732
Revenue Bonds 1,045,371 1,042,430 1,154,385 44,855 1,199,240 1,150,800 1,252,770 1,196,675 1,299,106 1,248,471
TECA Accretions 14313 12,608 13,993 13,913 15,314 16,818 18,434 10,933
Unamortized Discount (5,484) (5,113) {5.683) (5,683) (5,201 {5.732) {5.217) (5.733) (5,220)
Unamortized Premium 22,901 20,797 18,826 18,826 16,956 15,183 13,516 11,986 10,550
Capital Equipment Leasing - - - - - -
Long Term Debt: 1,073,101 1,070,722 1,181,441 44,855 1,228,296 1,177,869 1,279,039 1,223,408 1,316,302 1,253,801
Notes Payable 49,900 70,000 90,000 65,000 96,000 85,000 80,000 94,000 124,000
City Loan 45,000 45,000 43,000 43,000 - -
Accounts Payable 63,918 72,285 50,468 59,468 57,939 52.987 53,688 53,234 52,826
Customer Deposits 6,280 8,250 9,000 9,000 8,750 8,500 8,000 7,500 7,000
Other Current Liabllites 3,734 3,431 2129 2,129 2,137 2,195 2,254 2,313 2,372
Deferred Credits 14,608 5814 4,724 4,724 1,323 1,326 1,331 1,336 1,341
Accrued Interest 9,59 12,224 14,374 14,374 13,945 15,9683 15427 17,387 16,837
Accrued Taxes & Wages 3,861 4,231 2,796 2,796 2,817 3,088 3,609 4,130 2,900
Accrued Distribution to City 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000
Qther Liabilities 24,183 19,981 19,056 19,056 16,901 14,811 12717 10,626 8,536

TOTAL EQUITY & LIABILITIES 1,518,822 1,548,001 1.6870,870 73,716 1,719,686 1,677,226 1,780,184 1,731,386 1,825,513 1,772,345
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Capltalization

FY2005 FY2006 FY2007  Adjustments  FY2007 FY2008 FY2009 FY2010 FY2011 FY2012

Total Capitalization 1,295,747 1,303,785 1,423.423 42,527 1,497 139 1,474,423 1,583,311 1,851,370 1,631,987 1,553,533
Total Long Term Debt 1,073,101 1,070,722 1,181,441 44,855 1.226.296 1,177,869 1,279,039 1,223,408 1,316,302 1,253,801
Debt to Equity Ratio 0.83 0.82 0.83 0.82 0.80 0.80 0.79 0.81 0.81
Capitalization Ralio 4.82 4.59 4.88 4.53 3.97 4.07 3.73 4,17 4.18
Plant in Service 1.517.046 1.573.346 1,641,403 1,641,403 1,716,555 1,795,152 1,882,907 1,953.725 2,015,312
Regulatory Asset Securitization

Capital - 106&107 56.300 68,057 75,152 75,152 78,587 87.755 70,818 51.587 58.920
Total Plant 1,573,346 1,641,403 1,716,555 1,716,555 1.785,152 1,882,907 1,853,725 2,015,312 2,075,232
Accumulaied Depraciation (591.624) (628.552} (BB6.755) (366.765) {706,230} {747.155) (789.24¢€) (832,777) (876.252)

Net Utility Plant 981,722 1,012,851 1,049,780 1,049,780 1.088.822 1,135,752 1,164,478 1,182,535 1,198,940
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APPENDIX D

CITY-PFMC MANAGEMENT AGREEMENT
AS AMENDED THROUGH BILL NO. 980456 (approved June 25, 1998)
[UNOFFICIAL COMPILATION AND RESTATEMENT]

Note: Council authorized the City to enter into the Management Agreement through Bill #455
(approved December 29, 1972). As of June 30, 2000, the Agreement had been further amended
by authority of Bill #1021 (approved December 14, 1973), Bill #1870 (approved May 30, 1975),
Bill #396 (approved November 1, 1976), Bill #1410 (approved June 22, 1978), Bill #1874
(approved April 10, 1979), Bill #1948 (approved June 11, 1979), Bill #319 (approved September
5, 1980), Bill #320 (approved September 5, 1980}, Bill #321 (approved September 5, 1980), Bill
#750 (approved June 23, 1981), Bill #1315 (approved Scptember 22, 1982), Bill #1314
(approved December 3, 1982), Bill #787 (approved April 11, 1990), Bill #1258 (approved
December 28, 1995), Bill #970647 (approved October 30, 1997), Bill #980456 (approved Junc
25, 1998), and Bill #000583 (approved November 15, 2000). The Agreement was next amended
by authority of Bill #020246 (approved May 15, 2002).

There are two (2) parts to Appendix D:
Part I: The agreement with all amendments through June 25, 1998,

Part 11: Bill #970047 (approved October 30, 1997), Bill #980456 (approved June 25, 1998).

Please note that Bill #000583 (approved November 15, 2000} and Bill #020246 (approved May
15, 2002) are not included in the enclosed agreement as they were created afier the Gas Choice
Act came into effect.
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CITY-PFMC MANAGEMENT AGREEMENT
AS AMENDED THROUGH BILL NO, 980456 (approved June 25, 1998)
[UNOFFICIAL COMPILATION AND RESTATEMENT]

AGREEMENT made this 29th day of December, 1972, by and between the CITY OF
PHILADELPHIA  (hereinafier  called *City™), and PHILADELPHIA FACILITIES
MANAGEMENT CORPORATION, a corporation organized and existing under the laws of the
State of Pennsylvania (hereinafter called “Company™).

WITNESSETH:

WHEREAS, the City 1s the owner of a group of real and personal assets known as the
Philadelphia Gas Works (“Gas Works™); and

WHEREAS, the City desires to provide quality gas and clectric services to its citizens at
rcasonable rates through the Gas Works; and

WHEREAS, the Gas Works' Strategic Plan contains among its five strategics product and
market cxpansion; and

WHEREAS, an increase in the Gas Works' revenues will lessen the financial burden from
competition in the gas busincss and therefore lessen the financial burden on current gas
cuslomers; and

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

NOW, THEREFORE, the parties to this Agreement, intending 1o be legally bound, agree
as follows:

SECTION |
General

1. The City hereby authorizes Company on the terms and conditions herein set forth
to manage and operate all the property, rcal and personal, collectively known as the Gas Works,
for the sole and exclusive benefit of City; provided, however, City may retricve from the Gas
Works any property or cquipment which City determines to be unnecessary to the efficient and
cconomic operation of the Gas Works.

2. City, to the extent that it has or shall have the authority or power so to do,
authorizes and empowers Company to maintain, change, alter, replace, repair and operate the Gas
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Works and appurtenances along and beneath the surfaces of the highways, streets, avenues, lanes,
alleys, ways and public places in City, for the supply and distribution of gas, subject to provisions
hereinafler sct forth. For these purposes Company may enter upon, occupy and open all said
highways, strects, avenues, lancs, alleys, ways and public places, and supply and distribute gas
throughpipes laid thercin.

3. (a) Subject to the limitations of subparagraphs 3(b) and 3(c), City, to the
extent il has or shall have the authority or power so to do, authorizes and empowers Company to
operate the Gas Works for the acquisition, marketing, brokering, aggregation and supply of
electric power Lo persons, businesses and other cntities situate within the City of Philadelphia,
This authorization shall be cxcrcised through a Venture Agreement with QST Energy, Inc. (the
“Venture Agreement”) relating to the PECO Encrgy Company Electric Pilot Program which
Company is further authorized to negotiate. The Venture Agreement shall provide for such steps
as may be neccssary 1o acquire, market, broker, aggregate and supply safe, efficient and reliable
electric power within the City and such other terms and conditions as the City Solicitor deems
necessary or appropriate in the interests of the City.

(b) Company shall take no action of any kind to carry out the authorization set
forth in subparagraph 3(a) after December 31, 1998 without further City Council authorization by
ordinancc. Any request 1o cxtend the authorization beyond December 31, 1998 shall be made no
later than May 1, 1998 and the request for extension shall be submiticd along with a report
showing how well and whether the pilot program has performed in meeting the following
performance goals:

The Gas Works' articulated performance goals include: (i) obtaining onc thousand
customers in all customer classes; (i1) testing the effectiveness and the adaptability of the Gas
Works’™ cuirent application and technology processes and procedurcs as they apply to a
competitive business environment; (iii) no out-of~pocket costs to the Gas Works; (iv) retaining
90% of customers who have selected PGW/QST; (v) obtaining one hundred customers who had
originally sclected other competitors as their supplicr; and (vi) achieving a customer satisfaction
rating of 7 (on a scale of | to 10) as determined by customcer surveys.

Within ten (10) calendar days of the effective date of the Venture Agreement, the Gas
Works shall provide a written report to the Mayor, City Council and the Gas Commission
regarding the plan to mect its obligations in subparagraph 3(c)(iii). In addition, the Gas Works
shall provide a written monthly status report to the Mayor, City Council and the Gas Commission
regarding the progress made in attaining ecach of the foregoing performance goals in the
preceding month. The report shall be submitted to the Mayor and filed with the Gas Commission
and the Chiefl Clerk and the Council President on the 15th day of each month.

(c) Any other provisions of this Agrecrent to the contrary notwithstanding,
the authorization set forth in subparagraph 3(a) is granicd subject to the satisfaction of the
following condilions:
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(i) The Venture Agreement with QST Encrgy, Inc. must beapproved
or confirmed by City Council Resolution prior to the adoption, by ordinance of City Council, of
Bill No. 970647.

(i) QST Energy, Inc. shall indemnify, defend and hold harmless the
City, the Gas Warks and Company, and thetr respective officers, directors, employees and agents,
from any and all losses, costs (including, but not {imited to, litigation costs and counsel fees),
claims, suits in law or equily, actions, damages, liability and cxpenses arising out of or relating to
the acquisition, marketing, brokering, aggregation, operation, supply, and/or distribution of
cnergy in connection with the Venture Agreement, whether caused in whole or in part by any acts
or omission of QST Energy, Inc., City, the Gas Works or Company (including their respective
officers, dircctors, agents, employces and contractors). This obligation to indemnify, defend and
hold harmless City, the Gas Works and Company, and their respective officers, directors,
cmployees and agents, shall survive the termination or expiration of the Venture Agrcement.

(1) The Venture Agreement shall provide that there ts no obligation on
the part of City, Gas Works or Company 1o provide any funds on or after October 23, 1997 in
the performance of Company's obligations and dutics under the Venture Agreement and the
Venture Agreement shall prohibit the expenditure of any City, Gas Works or Company funds
other than for the support of in kind contributions provided by existing staff on the Gas Works'
payroll. Company shall make no commitment, financial or otherwise to QST Energy, Inc beyond
the use of Gas Works' staff, materials, supplies and equipment existing as of October 23, 1997
and in absolutely no event shall any General Fund revenues of the City be madce available in
support of or in conncction with the Venture Agreement.

(iv)  The Venture Agreement shall provide that QST Encrgy, Inc. shall
have and maintain insurance in such (ypes and limits as deemed appropriatc by the City,
including, but not limited to, gencral liability insurance, workers’ compensation/employer
liability insurance, automobile liability insurance, and professional liability insurance, all as
necessary.

(v)  The Venture Agreement shall provide that QST Energy, Inc.shall
not compete, directly or indircctly, with the Company in the acquisition, marketing, brokering,
aggregation, operation, supply, and/or distribution of clectric power or of gas to persons,
businesses and other entitics situate within the City of Philadelphia, in each instance, for a period
of no less than one (1) ycar after the carlier of the termination or expiration of the Venture
Agreement or December 31, 1998, without further City Council authorization.

(d) Additionally, subject to the limitations of subparagraphs 3(d)(1) and
3(d)(2), Cily, to the extent it has or shall have the authority or power so lo do, authorizes and
cmpowers Company to operatc the Gas Works for the acquisition, marketing, brokering,
aggregation and supply of electric power to persons, businesses and other entities situate within
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the City of Philadelphia through a venture with a Pennsylvania licensed elcclricity generation
supplicr. This authorization shall be exercised subject to the following conditions.

(H For an interim period beginhing no earlier than Yune 15, 1998 and
ending no later than December 31, 1998, the Gas Works is authorized to negotiate and enter into
an interim venture agrecment (the “Interim Venture Agreement™) with a Pennsylvama licensed
electricity generation supplier in which that license shall be uscd as a basis for sccuring electric
supply customers in the interim period. The Interim Venture Agreement shall provide for such
steps as may be necessary to acquire customers and market inside the City, together with such
other terms and conditions as the City Solicitor deems necessary or appropriate in the interestes
of the City as follows.

(A)  The pariner shall be sclected on the basis of cerlain criteria,
which shall include but not be limited to:

(i) relevant skills and cxperience, which may include
gas and clectricity experience in the wholesale markets, significant national presence, ownership
of low-cos! clectric gencration and natural gas asscts; and extensive risk management expertisc;
and

(i) financial strength, which may include willingness
and ability 1o make a financial commitment to the venture and good record of profitabitity; and

(ii)  other relevant strengths, which may include a good
track record for partnering, a corporate culturc compatible with that of the Gas Works; exclusive
supply and asset management services; and willingness to covenant not to compete in the Gas
Works’ targel markets.

(B)  The Interim Venture Agreement shall provide that the Gas
Works shall not incur any out-of-pocket expenses and that all such expenses shall be borne by
the partner. The disbursement of the Venture gains shall reflect the Gas Works® share of these
expenses and shall be delineated in the Final Venture Agreement.

(C)  The Interim Venture Agreement shall provide that failure of
City Council to approve the Final Venture Agreement by December 31, 1998 shall result in the

termination of the Interim Venture Agreement without fault or penalty to te City or the Gas
Works.

(2) No later than Sepicmber 15, 1998, PGW shall submit the Final Venture
Agreement to Council for its approval. Approval of the Final Venture Agreement by City
Council shall act as authorization for the Company to operate the Gas Works for the acquisition,
marketing, brokering, aggregation and supply of electric power to persons, businesses and other
entitics situate within the City of Philadelphia afler December 31, 1998 under such terms and
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conditions as are set forth in the Final Venture Agreement.

4, During the term of this Agreement, Company will maintain the Gas Works for the
sole and exclusive benefit of the City, including all additions, extensions, bettenments, and
improvements made thereto, in good order and efficicnt operating condition. Upon termination
of this Agreement by cxpiration of the term or by any other mcans, City, its agents, servants, or
cmployces shall beentitled without further payment to Company to use all processes cstablished
at the Gas Works for the manufacture or distribution of gas of any type or kind or for the
acquisition, marketing, brokering, aggregation or supply of clectric power pursuant to Section I,
Paragraph 3. To the extent that usec of any such process is authorized by a contract with a third
party, City may at its option cither continue the use of such process in accordance with the terms
of such contract or may discontinue usc of such process.

5. Company shall not assign or subcontract this Agreement or any rights hereunder
to any person or corporation, nor delegale any duties hercunder.

6. Company’s primary obligation shall be to apply the highest standards of
management practice and diligence to the operation of the Gas Works.

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

(a) a chief exccutive officer;

(b) a chicl operating officer;

(¢) a chicf financial officer; and

(d) such other personnel as deemed appropriatc by Company.

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

8. Company shall file semi-annual reports with the Gas Commission setling forth all
salaries, fringc benefits, expenses and costs incurred by Company in carrying out its duties and
responsibilities under the terms and conditions of this Agrcement.

SECTION II
Production, Purchase and Delivery of Gas

1. The Company shall take all reasonable steps to insure that the capacity of the Gas
Works to manufacture, provide and distribute gas is at all times sufficient for the estimated
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maximum requirements of gas users in the City of Philadelphia.

2. Company may purchase natural gas or other gas {rom oiher parties pursuant (o
contracts and agrcements for such purchases which are first subnutted to the Gas Commission for
its recommendations and approved by City Council; except that in temporary or emergency
situations, Company may purchase natural or other gas from other parties and then scek the
approval for such purchasc orpurchases from the Gas Commission and City Council within 30
days after the initiation of such purchase. In the event such temporary purchase shall be
disapproved such supply if continuing shafl immediately terminate. Company shall have the
right to contract with others for the distribution and/or transmission of such gas to thec Gas Works
or its facilities which are ancillary, altendant or related in any manner to purchase of gas after
such contracts are first submitted to the Gas Commission for its recommendations and approved
by City Council.

3. Company, to the extent permitted by the lawfully constituted authorities, may
enlarge or extend the facilities for the distribution of gas to an agreed-upon customer meler
location as may be neccessary to meet the demand for gas. In any situation where such
enlargement or extension of the Gas Works’ {facilities will place an unrcasonable financial burden
upon the then cxisting customers, in view of the anticipated revenues {o be expected from such
enlargement or extension Company shall make reasonable charges for the same as defined from
time to time in Company regulations which are approved by the Gas Commission.

4. The intention of this Agreement is that all changes, additions, exlensions,
betterments, improvements, alterations and replacements in the Gas Works and in the mains,
pipes and appurtenances thercof, and in the property nceded to meet the demands for gas as
hercin provided, shall be made in such a way and manner as shall maintain the Gas Works in
good order and condition with the best and most economical processes in use that arc customary
in the best regulated gas works, to the extent permitted by funds available for said purposes.

5. All openings, cxcavations and repaving shall be made subject to such gencral
rules, regulations, specifications, ordinances and such Acts of Assembly as may apply, as from
time to time shall be in force concerning the opening, excavation and repaving of strects and the
protection of travel along the same, and the trenches shali be refilled and repaved with the same
material and character of paving as before they were opened, unless otherwise ordered by the
Streets Commissioner. Refilling and making opening safe for traffic shall be completed by
Company within {ive (5) days afier the pipe, services, or mains have been laid, and said repaving
shall be completed, weather permitting, within sixty (60) days thercafter.

6. All ordinances, rules and regulations of City regulating the safety of the piping
and fixtures of houscs or buildings shall be binding upon Company.

SECTION 111
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Standards of Gas and Electricity
L. General

Company may supply straight natural gas in accordance with the standards
provided for in the General Terms and Conditions of the supplier Company’s Tariffs on file with
the Federal Encrgy Regutatory Commission and incorporated by reference in the Agreements for
the purchase of natural gas, to which the Company, City and Supplier companies are partics.
Also for supplemental purposes, the Company may, as nccessary, supply olher gases
interchangeable and compatible with natural gas.

Company may supply electric power in accordance with all applicable laws,
regulations and standards established or administered by the Federal Energy Regulatory
Commission and the Pennsylvania Public Utilitics Commission pursuant to Section 1, Paragraph
3 of this Agreement,

2. Testing--Facilities and Inspection

Adcquatc facilities for testing the heating valuc and purity of the gas shall be
provided at the Gas Works’ cxpense and equipped with calorimeters for continuously
determining the hcating value of the gas, apparatus for determining presence of sulphurcted
hydrogen in the gas, apparatus for determining total sulphur content, apparatus for determining
total ammonia content, apparatus for delermining specific gravity of the gas and such other
apparatus customary and nccessary for such purposes, or which will be found to improve the
rapidity and accuracy of such testing.

The location of testing facilities shall be sclected by Company, and approved by
Gas Commission.

The design and accuracy of all testing apparatus when desired by City, Gas
Commission or Company shall be certified by the National Institute of Standards and
Technology. [FFormerly the United States Burcau of Standards. ]

Standards and tests specified herein may be changed and altered from time to time
as recommended by Company and approved by Gas Commission.

City and Gas Commission shall have the rnight at all times by its proper officers,
during the term of this Agreement, to test the quality and pressure of gas. Full facilities for these
purposes shall be afforded by Company. All such tests shall be made in the presence of a
representative of Company. Accurate written records of such test shall be maintained by
Company.
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3. Heuating Value--Requivements And Determination

The monthly average total heating value of the gas, when determined as provided
below, shall not be less than 950 British Thermal Units per cubic foot, measured at a lemperature
of 60+ Fahrenheit and a pressure of 30 inches of mercury. The daily average lotal heating value
shall not differ from the monthly averagetotal heating value to such extent as to interfere with the
satisfactory functioning of consumer appliances.

The total heating value of the gas shall be continuously recorded daily unless
prevented by circumstances beyond the Company’s control.

The monthly average total heating value of the gas shall be the average of the
daily averages of the total heating value for that month.

The daily average total heating value shall be the average of 24-hourly readings.
4. Purity--Requirements and Determination

Sulphureted Hydrogen--The gas shall contain not more than a trace of sulphurcted
hydrogen. The gas shall be considered to contain not more than a trace of sulphureted hydrogen
if a strip of white filter paper moistened with a solution containing five per cent by weight of lead
acetate 1s not distinctly darker than a sccond paper freshly moistened in the same solution after
the first paper has been exposed to the gas for onc and one-half minutes in an apparatus of
approved form through which the gas is flowing at the ratc of approximately 5 cubic feet per
hour, the gas not impinging directly from a jet upon the test paper.

Total sulphur--The gas shall contain in each 100 cubic feet not more than 30
grains of total sulphur.

Ammonia--The gas shall contain in each 100 cubic fect not more than 5 grains of
anunonia.

5. Pressure Regulations

Company shall maintain pressurces throughout the City within limits compatible
with the satisfactory utilization of gas and as more fully defined in the Rules and Regulations of
the Company’s Tariff and as approved from time to time by the Gas Commission.

Company shall take pressure readings continuously in representative locations
throughout the City, which readings shall be available to representatives of City and the Gas
Commission upon request for a period of one year prior to the date of such request, or in
compliance with the rules issued from time to time by the Gas Commission.
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Gas Commission may order Company by writien notice to adjust pressures to
acceptable limits for satisfactory utilization of gas, and due diligence shall be employed by
Company to adjust pressures at such points to within such acecptable limits. If compliance with
the order of the Gas Commission shall requircthe instailation of new apparatus or mains,
Company shall be allowed six (6) months, after the necessary financing has been secured to
obtain permits for opcning of strects and for the laying of the mains and the installation of the
necessary apparatus.

SECTION IV

Accounting Methods,; Operating Budget and Forecast; Capital Budget and Forecust; Temporary
Financing and Financial Statements

1. Accounting Methods
(a) In General

The accounts and reporting shall be on the accrual methods in which the
accounting for depreciation shall be as described in subsection 1(b) herein. The Gas Works
revenucs and expenscs shall be operated and accounted for an extended period basis from July 1,
1981 to August 31, 1981, and on a fiscal year basis commencing September 1, 1982 and
terminating August 31, 1983 and from September | to August 31 from year to year thereafter.
Accounting shall be employed to show scparately the operating accounts and the capital
accounts. Operating and capital accounts shall follow gencrally the classifications specified by
the Public Utility Commission of Pennsylvania, expanded or altered, as required by the Director
of Finance to portray the special charges and special accounting prescribed in this agreement.

(h) Depreciation
Therc shall be established and maintained a reserve for depreciation
rcasonably estimated to be adequatce to care for the retirement (due to exhaustion, wear and tear
and obsolescence) of property at original cost. The amount nccessary to be credited to the
reserve each year for such purposes shall be charged to operations

(c) Employee Retirement Costs

There shall be provided for and charged to operations annually retirement
cost for retired employeces and employcecs still in scrvice on the following basis:

For retired employecs, the amount necessary to meet current payments {o
them under their retirement schedules.
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An additional amount, as determined by the Dircctor of Finance, shall be
placed in a retirement fund to be held and invested by the SinkingFund Commission. Such
additional amount shall be determined by the Director of Finance afier taking into consideration
the current payrolls, the retirement schedules then in effect applicable to various classes of
employees and the extent to which it appears desirable and reasonable to build up such fund in
current and future years. To this end, the Dircctor of Finance at appropriatc times shall obtain
competent actuarial advice and shall have available at all times a report made within the
immediately preceding five (5) years by a competent actuary based upon an actuarial
investigation of the pertinent factors with the costs to be paid by the Gas Works. Payment out of
such funds shall be subject to the approval of the Director of Finance as to amounts and when
and how payable.

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

No cmployee of Company shall be entitled to be paid a retirement or
. separation allowance unless and until he can cstablish his direct and immediate and cxclusive
connection as such employee with the Gas Works whether undcr the present operator or former
operalor,

All such retirement and separation allowances which are paid during the
continuance of this agreement and the terms of which, as so approved, require their continued
payment after its termination, shall be thereafter paid by City, or City shall cause the same to be
paid by any person succceding to the operation of the Gas Works.

2. Budgets
(a) Operating Budget and Forecast

There shall be prepared annually an operating budget for the ensuing year
and an operating forecast for four (4) years comprising the ensuing year and the three (3) years
next following. Such budget and forecast shall be prepared by Company with the aid of the
Dircctor of Finance; shall be consistent with the accounting methods prescribed in Scction 1V
(1); and in general shall be in form and extent satisfactory to the Director of Finance and Gas
Commission. The opcrating budget and forecast shall be subject to the approval of the Gas
Commission,

(b) Capital Budget and Forecast

There shall be prepared annually a proposed capital budget for the ensuing

Page 10 of 21



Appendix D -- Part |

ycar and a forccast for six (0) ycars comprising the cnsuing ycar and the five (5) years next
following. Such budget and forecast shall be prepared by Company; shall be consistent with the
accounting methods prescribed in Section IV(1}; and in general be in form and cxtent satisfactory
to the Dircctor of Finance and the Gas Commission.

The proposed budget and forecast first shall be transmitted to the Director
of Financc and the Gas Commission for their recommendations thereon. The Director of Finance
and Gas Commission shall transmit such budget and forecast together with their
recommendations thereon to City Council for its approval. The submission of the proposed
budget and forccast to the Director of Finance and Gas Commission by Company shall be madc
in sufficient time for their review and for the Director of Finance and Gas Commission in turn to
submit the said budget and forccast together with their reccommendations thereon to City Council
no later than the middle of the fourth month preceding the beginning of the Gas Works” fiscal
year, so that City Council may act on it at least thirty (30) days prior to the next ensuing fiscal
year.

The capital budget and forecast shall include a showing of the nature of the
proposcd capital additions and replacements, the amounts needed thercfor and how the funds
required are to be supplicd as between

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

(11) funds to be obtained through capital loans.

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

In the cvent that capital loans are required in any year under (ii) above,
plans therefor shall be submitted to the Director of Finance for approval of the amount of loan
and the method of cffecting it, and then transmitted to City Council for its approval.

(c) Expenditures Pursuant to Budgets

All expenditure and commitments therefor shall be made pursuant to such
approved budgets and subject to rules and regulations, if any, promulgated by thc Gas
Commission in connection therewith.

3 Temporary Financing
Short-term loans not exceceding twenty million dollars in amount or twelve
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months n duration may be ncgotiated in anticipation of revenues, except that short-lerm loans
cxceeding twenty million dollars but not exceeding forty-five million dollars in amount may be
negotiated in anticipation of revenues for Fiscal Year 1982 of the Gas Works and may be
outstanding during the pertod July 1, 1981 through June 30, 1982. If such loans arc required,
plans therefor shall be submitted to the Gas Commission and the Director of Finance for
approval of amount of loan. The amount of any such loan shall also be subject to the approval by
resolution or by ordinance of City Council.

The Gas Works may also rcceive temporary advances from the City in
anticipation of revenues which arc anticipated to be received by the Gas Works provided that
such advances do not exceed twenty million dollars in amount or twenty-four months in duration;
provided f{urther, howcver, that during the period June 30, 1981 through June 30, 1983, such
advances may exceed twenty million dollars but shall not exceed forty-five million dollars in
amount. The amount of cach such advance shall be subject to the prior approval of the Director
of Finance and thc Gas Commission and to the approval by resolution or by ordinance of City
Council.

In addition to the foregoing authorized borrowings, loans not cxceeding one
hundred million dollars in aggregate principal amount at any time outstanding may be incurred
for financing accounts reccivable and the purchase of inventory for the Gas Works, as authorized
by applicable law. If such loans are required, plans therefor shall be submitted to the Gas
Commission and the Dircctor of Finance for approval of the aggregate principal amount of such
loans which may be outstanding at any single time. Such aggregate principal amount shall also
be subjcct 1o approval by resolution or by ordinance of City Council.

4, Financial Statemenis

Company shall within a rcasonable time after the close of the Gas Works' fiscal
ycar fumnish to the Mayor, thec Gas Commission, the City Controller, the City Solicitor, the
Director of Finance and City Council a financial statement of such year in form and extent
satisfactory to the Director of Finance and Gas Commission. Such financial statement shall be
audited by a certified public accountant in accordance with generally accepted accounting
principles.

All books, records and accounts of the Gas Works shall be kept separate and apart
from all other books, records and accounts of Company. The City Controller and the Dircclor of
Finance and Gas Commission may cxamine or causc to be examined the books, records and
accounts of Gas Works for the purpose of auditing and reporting upon such financial statement to
the Mayor, the Gas Commussion, the City Council, the City Solicitor and the Director of Finance;
and the Dircctor of Finance, Gas Commission and the City Controller shall at all times hereafier,
for such purpose or for the purpose of ascertaining any facts in relation to the operation of the
Gas Works and the performance of the obligations of Company, have full and frec access at all
rcasonable hours 1o the related books, records and accounts of Gas Works.

Page 12 of 21




Appendix D -- Part |

Company shail fumish the Mayor, the Gas Commission, the City Controller, the
City Solicitor, the Director of Finance and City Council with copics of regular interim financial
or operating reports, prepared for periods within the fiscal year, which any such parties may
reasonably request.

SECTION V
fnsurance,; Eminent Domain
1. Insurance

Company shall insurc against loss the buildings, machinery, and cquipment and
other property of the Gas Works and other risks to the Gas Works, all of which shall be insured
to the extent that such property and risks of gas companies are usually insured except that the
Gas Commission may provide otherwise in its discretion.

2. Eminent Domain

In the cvent that Company shall be lawfully required to remove or reconstruct any
portion of the Gas Works, or to acquire additional land or property thercfor, in consequence of
the taking of any of the land or property of the said Gas Works by the United States, the State of
Pcnnsylvania or the City of Philadelphia, in the exercise of the right of eminent domain, or for
any other reason whatsoever, the cost and cxpense thereof shall be accorded appropriate
accounting treatment.

SECTION VI
Gas Commission
1. The Gas Commission as it is presently constituied shall be retained.

2. The Gas Commission shall consist of the City Controller, iwo members appointed
by City Council and two members appointed by the Mayor.

3. The members of the Gas Commission appointed by the Mayor shall be designated
for four year terms to hold office until their successors arc appoinied and qualified. The City
Controller shall hold office during his incumbency and unti] his successor has been elected and
qualified. The members of the Gas Commission appointed by City Council shall be designated
for four year terms, to hold office until their successors are appointed and qualified. The terms of
all members of the Gas Commission shall terminate 1if this agreement is terminated by either
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party prior to the expiration of their respective terms.

4. Members of the Gas Commission shall receive compensation as fixedby City
Council from time to time.

5. The Gas Commission shall have the power and authority to obtain such
professional services and to employ cxperts, consultants and such other personnel as in its
judgment shall be deemed neccssary, their compensation and expenscs to be considered an
operating expensc of the Gas Works.

6. A statement of the expenses of the Gas Commission shall be filed annually by the
Gas Commiission with the City Controller and copics thercof transmitied to the Mayor, the City
Solicitor, the Dircctor of Finance and City Council.

7. Company shall kecep the Gas Commission fully informed of its plans for
operation, improvement, extension and betterment of the Gas Works.

8. The Gas Commission shall hold rcguiar mectings and shall conduct all
Commission business thercat. The City Solicitor and the Director of Finance or their designates
or deputies shall and the Chief Executive Officer of the Gas Works or his designates may attend
all such meetings of the Gas Commission.

9. The Gas Commission shall have the responsibility for the oversecing of the
operation of the Gas Works by the Company. All power not specifically granted to the Company
shall reside in the Gas Commission.

SECTION VI
Gas Rates

1. The Gas Commission shall fix and regulate rates and charges for supplying gas to
customers, other than the City and the Board of Education, without further authorization of City
Council, which (togethcr with revenucs for gas supplied to the City and to the Board of
Education and other revenues of the Gas Waorks qualifying as “project revenues” as such term is
defined in Scction 2 of The First Class City Revenue Bond Act) will, in cach fiscal year produce
revenues, at a minimum:

(a) Sufficient to pay all of the operation and maintenance costs and cxpenses
of conducting the Gas Works enterprise and to pay the interest and amortization becoming due in
such fiscal year on debt incurred for the Gas Works, including, but not limited to:

(i) Charges for depreciation as prescribed in Section 1V 1, (b);
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(1) Charges for employces’ retirement costs as prescribed in Scction
IV 1.(c);

(i) A management fece to Company cqual to the actual cost to
Company of managing the Gas Works but not to cxceed the sum of:

(A)  The amount needed to pay or provide for the payment of
base salaries for the Chicef Exccutive Officer, Chief Operating Officer and Chicef Financial
Officer and to pay the other expenses of the Company, not to exceed the following amounts for
the specificd fiscal years:

FY 1996 $700,000
FY 1997 $725,000
FY 1998 $750,000
FY1999 $775,000
Y2000 $800,000
FY2001 and thercafter The prior {iscal year’s maximum amount adjusted to

reflect the percentage change in the Consumer Price
Index for All Urban Consumer (CPI-U). All Items
Index, Philadelphia, Pennsylvania, United States
Department of Labor, Bureau of Labor Statistics, as
most recently published and available to the
Director of Finance on March 1 of cach such fiscal
year; and

(B)  Incentive compensation, if any, awarded to Company
management at the discretion of Company’s Board of Directors, in total amount not to cxcced
$150,000 per anpum and in an amount per cmployce not to cxceed $75,000 per annum.
Incentive compensation shall be payable only pursuant to performance standards cstablished, and
performance measured against such standards, by the Board of Directors of the Company. The
performance standards shall include standards which the Board of Directors delermines, from
time to time, to be important for the improved operations of the Gas Works such as the
achicvement of the Gas Works’ financial plan, customer service, billing and collection
efficiencies and development of new revenues (other than from general rate increascs).

The Gas Works shall reimburse Company against vouchers on the first day of cach calendar
month for monics expended for the operation of the Gas Works in the previous calendar month,

(iv)  Expcnses of thc Gas Commission; and

(v) All sinking fund charges payable in respect of principal and
interest on all obligations of the City issued for or with respect to the Gas Works and, with
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respect to Gas Works Revenue Bonds issued pursuant to The First Class City Revenue Bond Act,
such additional amount as may be required to comply withany rate covenant and sinking fund
reserve requirement approved by ordinance of City Council in connection with the authorization
or issuance of Gas Works Revenue Bonds.

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

(1) To make basc payments to the City in the aggregate annual
principal amount of $18,000,000 payable in the amount of $4,500,000 on cach February 1,
March 1, April | and May |, provided that the Gas Works may defer this payment to any time
between said due date and June 30 of each year in which event it shall be assessed intcrest on the
principal amount of prevailing rates, to be determined by the Dircctor of Finance and the Gas
Works, from the said due date of the date of payment or such different amounts at such different
times, not greater in annual aggregate principal amount, as City Council shall prescribe;

(ii)  To provide appropriations, to the extent not otherwise provided, for
prepayment of debt and for capital additions which have been determined by the Gas
Commission to be reasonable and which have been approved by City Council; and

(i)  To provide cash, or equivalent, for working capital in such
rcasonable amounts as may be determined by Company to be necessary and as shall be approved
by the Gas Commission.

(c) Anything to the contrary herein contained notwithstanding, Company may
continue to budget and report revenues and expenses in the form and by the methods herctofore
used and the Gas Works shall continue to pay out of its revenues all of the expenses sct forth in
this subsection 1, and all other expenses necessary and proper Lo the operation of the Gas Works,
excepting only the Company’s own personncl and admimsirative costs which arc payable out of
the management fec. For the purposes of clauscs (a) and (b) of this subsection 1., to the cxtent
that operating cxpenses do not represent an actual outflow of funds (e.g., depreciation) such
amount may bc included in ascertaining whether revenues are sufficient to meet other costs,
cxpenscs and requircments of said clauses (a) and (b). Company shali at all times to the extent of
its authority observe and comply with all terms. covenants and provisions of all ordinances
enacted by City Council relating to the Gas Works including without lmitation, ordinanccs
enacted pursuant to The First Class City Revenue Bond Act authorizing Gas Works Revenuc
Bonds.

Page 16 of 21




Appendix D -- Part 1

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

3. Company shalt furnish to the City and the Board of Education, delivered in their
various public buildings along the lines of ils mains, such amounts of gas as may be required by
the City or the said Board. Rates for gas for such public purposes shall be cstablished from time
to time by the Gas Commission upon the recommendations of Company and subject to approval
by City Council.

4. In conncction with any gas rate study or matter related thereto, Company shall
furnish the Gas Commission such data as may reasonably be required therefor.

5. In the determination of rate schedules for gas, the Gas Commission shall establish
and apply non-discriminatory ratcs based on suitable and reasonable classification of the services
provided, taking into consideration the preparation of such schedules, the nature and purpose of
the use, the quantity used, the time of year when used, the available supply of gas and other
competing fuels, the maximum demand, and such other factors, including state, and federal laws,
rcgulations or guidc lines, as may be appropriate to the economics of the purchase, manufacture,
distribution and sale of gas and consistent with the intent and purpose of this ordinance and/or
Agreement. Such rates may provide for sufficient revenue to stabilize them over a rcasonable
number of ycars.

0. If conditions warrant, the Company shall pay to the City, but only from any cxcess
described in clause (b) of subsection 1. of this Section VI, such amounts, in addition to those set
forth in clausc (b) (i) of subsection 1. of this Section VII, as may be determined and agreed upon
by the Gas Commission and City Council.

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

8. Notwithstanding any provisions to the contrary contained herein, no payments
will bc made to the City under subparagraph (b) of Paragraph 1 or under Paragraph 6 of this
Section VII until the $20,000,000 Gas Works Temporary Loan Note, Scries of 1980, of the City
has been paid in full with inierest.
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SECTION VIII
Purchases and Sales of Non-Gas ltems

1. Except in the purchasc of unique articles or articles which for any other reason
cannot be obtained in the open market, or, except in the purchase or sale of electricity pursuant to
Section 1, Paragraph 3, compelitive bids shall be secured, pursuant to procurement standards
adopted and promulgated by the Gas Commission, before any purchase, by contract or otherwise,
is made or beforc any contract is awarded for material and supplics, construction, alterations,
repairs or maintenance or for rendering any services (o Company other than professional services
or for the purchasec of any other item, thing or service, and the purchase shall be made from or the
contract shall be awarded to the lowest responsible bidder."

2. All residuals and by-products from operations, unscrviccable property or
equipment shall be sold to the highest responsible bidder pursuant to standards adopted and
promulgated by the Gas Commission in a manner similar to that required {or awards of contracts
for the purchasc of goods and services.

3. All acquisitions, sales and leases of rcal estate proposed by or for the Gas Works
by Company shall be submitled to the Gas Commission for its action and approval, and shall be
submitted to City Council for its approval by ordinance.,

SECTION IX
Legal Services

The Law Department of the City of Philadclphia shall be the legal advisor for the Gas
Commission and the Gas Works. It shall supervise, direct, and control all of the taw work of the
Gas Commission and the Gas Works including, but not limited to, litigation or other legal
rcpresentation, investigation, and drafting of documents including contracts, bonds and all other
legal instruments for the Gas Commission and the Gas Works.

The City Solicitor shall determine whether legal services for the Gas Works shall be
performed by other counsel, and in such cevent he shall designate such counsel and the
compensation therefor in his sole discretion.

All legal services rendered, by the Law Department and by other special legal counsel, to

the Gas Commission and to the Gas Works shall be billed to the Gas Works and shall be payable
oul of gas revenucs.
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SECTION X

Company's Obligations During Disputes

No disputes between City and Company concerning any of the terms or provisions of this
Agreement shall relcase Company from its obligations to manufacture, provide and supply gas in

accordance wil

h the terms and provisions hercof during the existence of this Agreement,

SECTION Xi

Definitions

The following terms are defined for purposes of this Agreement as set forth below:

1.

2.

6.
City of Philade

7.
pipes, which to

Director of Finance - The Director of Finance of the City of Philadelphia.
City Solicitor - The City Solicitor of the City of Philadelphia.

City Controller - The City Controller of the City of Philadelphia.

Mayor - The Mayor of the City of Philadelphia.

City Council - The City Council of the City of Philadelphia.

Streets Commissioner - The Commissioner of the Department of Strects of the
Iphia.

Gas Works - All of the property, both personal and real, including mains and
gether constitute the plant and equipment of the Philadelphia Gas Works.

8. Non-Gas {tems - Non-gas items include but arc not limited to every tangible or

intangible artic

The ten

le, item or thing except natural gas and substitute natural gas.

SECTION XII
Term

n of this Agreement shall be for a period of two (2) years commencing January 1,

1973. Said term shall be subject to cancellation by City at any time, or upon the expiration of
said two (2) years, upon nincty (90) days notice. No such cancellation shall be effective unless
and until such cancellation shall have been approved by resolution or ordinance of City Council.
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In the absence of such notice, the term shall be extended for further two (2) year periods upon the
terms and conditions hercin.

SECTION XIII
Other Agreements

l. Unless approved by the Gas Commission, no contract or agrcement with a third
party, including without limitation any union contract covering Gas Works personncl, entered
into by Company or at its direction on behall of the Gas Works during the term of this
Agreement shall provide by its terms that it shall terminate or expire in the c¢vent that this
Agrecment between City and Company shall terminate or expire.

2. The City agrees and hereby doces, indemnify and hold harmless the Dircctors, the
officers and the employecs of Company, individually and collectively, while acting within the
scope of their employment, against and from any and all personal liability, actions, causes of
action, and any and all claims made against them whatever in their capacitics as Direclors,
Officers or employces of Company with regard (o this Agreement.

SECTION X1V

Counterparts

This Agrecment may be cxccuted in counterparts, all of which taken together shall
constitute onc document.

SECTION XV
Effectivencss

This Agrcement shall not be effective or binding upon the partics unless it has been
approved by an effective ordinance of City Council and has been ratified by the Board of
Dircctors of Company.

IN WITNESS WHEREOF, the parties hereto have duly executed this Agreement, the
corporate scal of the City of Philadelphia has been duly affixed by the Mayor of said City, and
the corporate scal of the Philadelphia Facilities Management Corporation has been duly affixed
by an authorized officer thercof, the day and year first above written.
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[signatures of partics omiticd]

Note: Council authorized the City 1o enter into the Management Agreement through Bill #455
(approved December 29, 1972). As of June 30, 2000, the Agreement had been further amended
by authority of Bill #1021 (approved December 14, 1973), Bill #1870 (approved May 30, 1975),
Bill #396 (approved November 1, 1976), Bill #1410 (approved June 22, 1978), Bill #1874
(approved April 10, 1979), Bill #1948 (upproved June 11, 1979), Bill #319 (approved September
5, 1980), Bill #320 (approved September 5, 1980), Bill #321 (approved September 5, 1980), Bill
H750 (upproved June 23, 1981), Bill #1315 (approved September 22, 1982), Bill #1314
(approved December 3, 1982), Bill #787 (approved April 11, 1990), Bill #1258 (approved
December 28, 1995), Bill #970647 (upproved October 30, 1997), and Bill #980456 (upproved

June 23, 1998). The Agreement was next amended by authority of Bill #000583 (approved

November 15, 2000). The above text is an unofficial restatement reflecting all amendments
through June 25, 1998.
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City of Philadelphia

Bill No. 980456 ] Certified Copy

Explanstion:

[Brackets] indicate master deleted.
ftalics indicate new matter addexd,

CERTIFICATION: This is a true and cofrect copy of the ariginal
Bill, Pessed by the City Councll on June 18,1988 Tha Bill
wag Signed by the Mayor on June-25, 1998

S 5 e

Marie B. Hauser
Chief Clerk of the City Councll

LEQISTAR Fom e2.

4. . Puitediay 10, 1988 . *LEGISTAR Form cc.r o -1-

{ Bill No. 980466 )

AN ORDINANCE

Authorizing the Mayor to enter into an amendment to the
Agreement authorized by ordinance approved December 29,
1972 (Bill No. 455), as amended, between the City of
Philadelphia and the Philadelphia Facilities Management

_Oorpomionrdnﬂngtod:eopem:onmdmgmnofdn

Philadeiphie Gas Worl ("the Gas Works"); undee certain terme

aidd éooditions, by sithoriring  the Philadelpiife ‘Pacllitis

Management Corparation, on behalf of the City and the Gus
Works, to enter into the electric supply business, under certain

terms and conditions,

THE COUNCIL OF THE CITY OF PHILADELPHIA HEREBY
ORDAINS:

SECTION 1. The Mayor is hereby authorized to enter
into an amendment 10 Section I of the Agreement authorized by
ordinance approved December 29, 1972 (Bill No. 455), as
amended, between the City of Philadelphia and Philadelphia
Facilities Management Corporation ("Agreement®), which
smendment shall be substantislly in the foilowing form, with
such changes a5 the City Solicitor deems necessacy or
appropriate to protect the interests of the City:

SECTION 1

L -

. PrintedJuly 10, 1958
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City of Philadelphia
Bill No. 980458 Certified Copy
General

(d) Additonally, subject to the limitations of subparagraphs
3(d)(d) and 3(d)(2), City, to the extent it has or shall have the
authority or power s¢ 1o do, authorizes and empowers
Company to0 operate the Gas Works for the acguisition,
marketing, brokering, aggregation and supply of electric power
to persons, businesses and other’ entities situate within the City
of Philadeiphia through a venture with a Pennsylvania licensed
_dacrr&'try gawmdan .ﬂpplkr This aﬂdwmm'on shall be

K0 Fdran-imm?upeﬂadbeghmg no eariier than
June 15, 1998 and ending no later than December 31, 1998,
the Gas Works is awthorized to negotiate and enter into an
interim venture agreement (the "Interim Venture Agreement”)
with a Pennsylvania licensed electricity generation supplier in
which that license shall be used as a basis for securing electric
supply customers in the interim period, -The Interim Venture
Agreement shall provide for such steps as may be necessary to
acquire customers and market inside the Clity, together with
sich other terms and conditions as the City Solicitor deems
necessary or appropriate in the interests of the City as follows.

(A) The partner shall be selected on the basis of
certain criteria, which shall include but rot be limited to:

(i) relevant skilils and experience, which may
include gas ard electricity experience in the wholesale markets,
significant national presence, ownership of low-cost clectric

LEGISTAR Form cc.r -2 . Printad July 10, 1998

. t_.E’_éISTAR Formee.r - -3F-

Appendix D.- Part IT City Ofphjladelphia

Bill No. 980466 Certified Copy
generation and natural gas assets; and extensive risk
management expertise; and

(if) financial strength, which may include
willingness and ability to make a financial commitment to the
venture and good record of prafitability; and

(Zity other relevant strengths, which may include
a good track record for partnering, a corporate culture
compatible with that of the Gas Works; exclusive supply and
asset management services; and willingness to covenant not to
compete in the Gas Works' target markets.

(B) The Interim Venture Agreement shall provide
that the Gas Works shall not incur any out-of- pocket expenses
arid that all such expenses shall be borne by.the partier.. The
disbursemens of the Venture gains shall reflect the Gas Works'
share of these expenses and shall be delinected in the Final
Venture Agreement,

(C) The Interim Venture Agreement shall provide
that failure of City Council to approve the Final Venture
Agreement by December 31,1998 shall result in the termination
of the Interim Venture Agreement without fault or penalty to the
City or the Gas Works,

(2) No later than September 15, 1998, PGW shall submit
the Final Venture Agreement to Council for its approval.
Approval of the Final Venture Agreement by City Council shall
act as authorization for the Compary to operate the Gas Works
Jor the acquisition, marketing, brokering, aggregation and
supply of electric power o persons, businesses and other
entities situate within the City of Philadelphia after December
31, 1998 under such terms and conditions as are set forth in the
Final Venture Agreement. )

Printed July 10, 1998.
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Clty of Plnladelphxa

Bill No. 970847 Cartified Copy
1, Paragraph 3, competitive bids shall be secured, pursuant to
procurement standards adopted and promulgated by the Gas
Commisslon, before any purchase, by coniract or otherwise, is
made or before any contract is awarded for material and
supplies, construction, alterations, repairs or maintenance or
for rendering any services to Company other than professional
services or for the purchase of any other item, thing or service,
ard the purchase ghail be made from or the contract shall be
awarded to the lowest responsible bidder,

CERTIFICATION: This is a trua and correct copy of the originst

8%, Paased by the City Councii on October 30, 1997 The Bill

: 'mmwmhhywmomao 1987

Mo 5 dinene

Marie B. Hauser
Chiaf Clerk of the City Council

. - Printed Ocraber 31, 1357

oo L,E.tv‘(STAR&m ce.r ) -1-
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{ Bill No. 970647 )

AN ORDINANCE

Authorizing the Mayor to enter inmto an amendment to the
Agreement authorized by ordinance approved December 29,
1972 (Bill No. 455), as amended, between the City of
Philadelphia and the Philadelphia Facilities Management
Corpomion relating to the operation and mansgement of the

,Capmmmwuuofuuatymmmmdpmouf“

Works, to enter into-the electric supply business, under certain
terms and conditions.

THE COUNCH. OF THE CITY OF PHILADELPHIA HEREBY
ORDAINS:

SECTION 1. The Mayor is hereby authorized to enter into
an ameodment to the "Whereas™ clauses of the Agreement
authorized by ordinance approved December 29, 1972 (Bill No.
455), as amended, between the City of Philadelphia and
Philadelphia Facilities Management Corporation
("Agreement”), which amendment shall be substantially. in the
following form, with such changes as the City Soficitor deems
necessary or desirable to protect the interests of the City:

WITNESSETH:

Printad October 31, 1997 .
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City of Phiiadelphia

Bill No. 970847 Certified Copy

{3. 4. During the term of this Agreement, Company will
maintain the Gas Works for the sole and exclusive benefit of the
City, including =il additions, extensions, betterments, and

improvements made thereto, in good order and efficient -

operating condition. Upon termination of this Agreement by
expiration of the term or by any other means, City, its agents,
servants, or employees shall be entitled without further payment
to Company to use all processes established at the Gas Works
for the manufacture or distribution of gas of any type or kind or
for the acquistion, marketing, brokering, aggregation or supply
of elearic power pursant to Section I, Paragraph 3. To the
extent that use of any such process is authorized by a contract
with a third party, City ray at its option either continue the use
of such process in accordence with the terms ofsuchconmctor
may discontinue use of suf.'n process.

.[4]5tlt

(516. « = =
[6]7. ¢ * *

[7.]8 * * =

SECTION 3. The Mayor is hereby authorized to enter into
an amendment to SECTION HI of the Agreement authorized by
ordinance approved December 29, 1972 (Bill No, 455), as
amended, between the City of Philadelphia end Philadelphia
Facilities Management Corporation (“Agreement”), which
amendment shall be substantially in the following form, with
such changes as the City Solicitor deems necessary or desirable
to protect the interests of the City:

 LEGISTARKormcar . - -

Appendix D - Part Il ity of Philadelphia
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' LEGISTAR Form ce.r -3

Bilt No. 370647 Certifled Copy
the Gas Works for the acquisition, marketing, brokering,
aggregation and supply of electric power to persons, businesses
and other entities situate within the City of Philadelphia. This
authorization shall be exercised through a Venture Agreement
with QST Energy, Inc. (the *Venture Agreement”) relating to
the PECO Energy Company Electric Pilot Program which
Company is further authorized to negotiate. The Venture
Agreement shall provide for such steps as may be necessary to
acquire, market, broker, aggregate and supply safe, efficient
and reliable electric power within the City and such other terms
and conditions as the City Solicitor deems necessary or
appropriate in the interests of the City.

() Company shall take no action of any kind to carry out
the authorization set forth in subparagraph 3(a) after December
.31, 198 withowt Jurther. City Councll authorization by
ordinance. Any requett to extend the authorization beyond
December 31, 1998 shall be made no later than May 1,1998

and the request for extension shall be submitted along with a -

report showing how well and whether the pilot program has
performed in meeting the following performance goals:

The Gas Works' articulated performance goals include: (i)

" obtaining one thousand customers in all customer classes; (ii)

testing the cffectiveness and the adaptability of the Gas Works'
current application and technology processes and procedures as
they apply to a competitive business environment, (iii) no out-
of-pocket costs to the Gas Works; (iv) retaining 90% of
customers who have selected PGWIQST; (v) obtaining one
hundred customers who had originally selected other
competitors as their supplier; and (Vi) achieving a customer
satisfaction rating of 7 (on a scale of 1 to 10) as determined by
customer surveys. '

 Within ten (10) calendar days of the effective date of the

Printed October 31, 1997 .
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City of Philadelphia

Bift No. 9706847
Venture Agreement, the Gas Works shall provide a written
report to the Mayor, City Council and the Gas Commission
regarding the plan to meet its obligations in subparagraph
3(c)Xii). In addition, the Gas Works shall provide a written
monthly status report 1o the Mayor, City Council and the Gas
Commission regarding the progress made in atiaining each of
the foregoing performance goals in the preceding month. The
report shall be submitted to the Mayor and filed with the Gas
Commission and the Chief Clerk and the Council President on
the 15th day of each month.

(¢} Any other provisions of this Agreement o the contrary
notwithstanding, the awthorization set forth in subparagraph
3a) is gramted subject to the satisfaction of the following
conditions:

() The Verture Agreememt with QST Energy, Inc., must
be agproved or confirmed by City Council Resolution prior to
the adoption, by ordinance af City Council, of Bill No, 970647.

(i) QST Energy, Inc. shall indemnify, defend and hold
harmless the City, the Gas Works and Company, and their
respective officers, directors, emplayees and agenis, from any
and all losses, costs {inciuding, but not limited to, litigation
costs and counsel fees), claims, suits in law or equity, actions,
damages, liability and expenses arising out of or relating to the
acquisition, marketing, brokering, aggregation, operation,
supply, andior distribution of energy in connection with the
Venture Agreemens, whether caused in whole or in part by any
acts or omission of QST Energy, Inc., City, the Gas Works or
Company (including their respective officers, directors, agents,
employees and contractors). This * obligation to indemnify,
defend and hold harmless City, the Gas Works and.Company,
and their respective officers, directors, employees and agents,

shall survive the termination or expiration of the Venture

LEGISTAR Form cc.r

Cartifiad Copy .

- -
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-4.  Printed Octoder 31, 1997 =~

T LEGISTARFomcg.r

Bill No. 970847
Agreement.

Cartified Copy

(iiiy The Venture Agreemnent shall provide that there is no
obligation on the part of City, Gas Works or Company fo
provide any funds on or gfter October 23, 1997 in the
performance of Company’s obligations and duties under the
Venture Agreement and the Venture Agreement shall prohibit
the expenditure of any City, Gas Works or Company funds other
than for the support of in kind contributions provided by
existing staff on the Gas Works' payroll. Company shall make
no commmitment, financial or otherwise to QST Energy, Inc.
beyond the use of Gas Works® staff, materials, supplies and
equipment existing as of October 23, 1997 and in absolutely no
everyt shall any . General Fimd revenues of the City. be made
available in support- of or in connection with the Vemture

(v) The Vemture Agreement shall provide that QST

- Energy, Inc. shall have and maintain Insurance in such types

and limits as deemed appropriate by the City, including, but not
limited to, general liability insurance,  workers'
compensationfemplayer liability Insurance, automobile liability
insurance, and professional liability inswrance, all as
necessary.

() The Venmture Agreement shall provide that QST
Energy, Inc. shall not compete, directly or indirectly, with the
Compary in the acquisition, marketing, brokering,
aggregation, operation, supply, andior distribution of electric
power or of gas to persons, businesses and other entifies situate
within the City of Philadelphia, in each instance, for a period
of no less than one (1) year gfter the earlier of the termination
or expiration of the Venture Agreement or December 31, 1998,
without further City Council authorizasion. .

-8+ ‘Printed October 31, 1997
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City of Philadelphia

Bitl No. 970647 Certifled Copy

WHEREAS, The City desires to provide quality gas and
electric services to its citizens at reasonable rates through the
Gas Works; and

WHEREAS The Gars Works' Strategic Plan contains among
Its five strategies product and market exparsion; and

WHEREAS, an increase in the Gas Works' revenues will
lessen the financial burden from competition in the gas business
and therefore lessen the financial burden on current gas
customers;

SECTION 2. The Mayor is hereby authorized to enter into
an amendment to Section I of the Agreement authorized by
ordinance approved December 29, 1972 (Bill No. 455), as
amended, between the City of Philadelphia and Philadelphia
Facilities Management Corporation ("Agreement”), which
amendment shall be substantially in the following form, with
such changes as the City Solicitor deems necessary or desirahle
to protect the interests of the City:

SECTION ]
General

- - *

3. (a) Subject to the limitations of subparagraphs 3(b) and
3(c), City, to the extent it has or shall have the authority or
power so to do, authorizes and empowers Company to operate

.. LEGISTAR Formec.e ~ . -2-

Appendix D - Partil ity of Philadelphia
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Privted Octobir 31, 1887 .

- {LEGISTAR Form cé.r -7- .

Biff No. 970647 Certified Copy
"SECTION Il
Standards of Gas and Electricity

1. General

Company may supply straight natural gas in accordance
with the standards provided for in the General Terms and
Conditions of the supplier Company’s Tariffs on file with the
Federal Energy Regulatory Commission and incorporated by
reference in the Agresments for the purchase of natural gas, to
which the Company, City and Supplier companies are parties.
Also for supplemental purposes, the Company may, as
necessary, supply other gases interchangeable and compatible
with natural gas.

Company may supply elccn'tc power in accordance with

. all applicable laws, regelations end standards established. or

administered: by the Federal Energy Regulatory Commission
and the Pennsylvania Public Utilities Commission pursuant to
Section 1, Paragraph 3 of this Agreement. "

SECTION 4. The Mayor is hereby authorized to enter into
an amendment to SECTION VIII of the Agreement authorized
by ordinance approved December 29, 1972 (Bill No. 453), as
amended, between the City of Philadelphia and Philadeiphia
Facilities Management Corporation ("Agreement”), which
amendment shall be substantially in the following form, with
such changes as the City Solicitor deems necessary or desirable
to protect the interests of the City: '

*SECTION VI
Purchases and Sales of Non-Gas Items
1. Except in the purchase of unique articles or articles which

for any other reason cannot be obtained in the open market, or,
‘except in the purchase or sale of electricity pursuant to Section

Printed October 31, 1887
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BEFORE THE
PHILADELPHIA GAS COMMISSION

In the Matter of:

A Proposed Rate Increase : Filing.Date: May 4, 1982
for the Philadelphia Gas :
Works :

ADJUDICATION AND ORDER

I. HISTORY OF THE PROCEEDINGS

On May 4, 1982 the Philadelphia Gas Works ("PGW")
filed a request with the Philadelphia Gas Commission ("Com-
mission") for a gas base rate increase to become effective
September 1, 1982. This increase was designed by PGW to
produce $58 million qf additional revenue in base rates for
fiscal year 1982-83 ("FY-83").

In accordance with the Agreement between the City
of Philadelphia and the Philadelphia Facilities Management
Corporation, dated December 29, 1972, as amended pursuant to
Ordinances of City Council and in accordance with Commission
Requlation No. 1, the Commission instituted an investigation
and schecduled hegrings. To ensure that the interests of
PGW's customers wefé properly represented, the Commission
engaged public counsel ("Public Counsel" or "PC") and expe-

rienced consultants to advocate the public interest at the



hearings. In addition, three citizens' organizations;
Consumer Education and Protective Association, Association
of Community Organizations for Reform Now and Action Alli-
ance of Senior Citizens appeared and were represented by
counsel.

The Commission, pursuant to due public notice,
scheduled a pre-hearing conference on May 19, 1982 which was
attended by all parties. Provision was made for pre-hearing
discovery. Thereafter, a total of 15 days of hearings were
held in Philadelphia, including a public session on July 15,
1982, at which PGW's ratepayers and other interested members
of the public presented their views and comments on the
proposed increase.

During the course of the proceeding, PGW intro-
duced the written and oral testimony of eight witnesses and
submitted 68 exhibits. Opposing parties presented four wit-
nesses, 69 exhibits and various schedules. In addition,
City of Philadelphia Finance Director Rodney L. Johnson,
appeared on July 23, 1982 as a Commission witness. The
record was officially closed on July 28, 1982, and Briefs
and Reply Briefs were filed by ;he parties.

Oral Argument before the Commission en banc was
held on August 23, 1982, and, in addition, a PGW witness
presented further testimony as to PGW's Gas Cost Rate sub-

mission. The complete record, now befcre the Commission,

consists of 2654 pages of transcript.



After hearing oral argumenf for almost a full day.
and analyzing and considering this voluminous transcript of
testimony, the exhibits and briefs, the Commission is now
confronted with a most difficult and onerous task. We must
fairly resolve the very serious and complex issues raised by
the parties, in order to determine just and reasonable
rates. ’

Over a number of days, this Commission has spent
many hours considering, and, indeed, agonizing over the
logic of stubborn facts and the emotional but sincere pre-
sentations made at the Bearings by ratepayers, associations
and other interested parties who appeared and presented
their views. Although their prime concern was the proposed
rate increase, a number of witnesses also stressed the need
for energy conservation.® We were truly impressed with the
plight of these witnesses. However, in exercising our duty,
both the Commission and public are confronted with the
inescapable fact that gas bills are reflecting the huge
increase in the cost of natural gas in recent years under
the process of deregulation initiated in 1978. Indeed, the

cost of natural gas represents more than 60 percent of

1. The Commission has made clear its view that energy
conservation is a matter of the highest priority for
everyone. Anticipating that this Rate Case would be
completed early in September 1982, the Commission has
already scheduled public hearings on the subject of
conservation for September 13 and 14, 1982.



PGW's expenses. We reiterate that neither the Commission,
nor the Mayor, nor.the City Council has any direct control
over the price of natural gés. Gas consumers and their
representatives should be expressing their concern to the
President and Congress in Washington, D.C. who do have the
power and authority to contrel the price of natural gas.

We do, however, have the power and the duty to
require PGW to -tighten its belt, adopt cost-cutting mea-
sures, freeze manpower expense levels, improve collection of
delinquent accounts receivables, operate on a more efficient
basis, set achievable operating goals, manage its funds more
prudently; while at the same time providing adequate, safe,
reliable service to the public at the lowest possible cost;
and, in addition, to allow the Company to achieve sufficient
earnings to meet its obligations, attract capital and pro-
vide sufficient and adequate debt service coverage to main-
tain its bond rating.

In adopting this approach, the Commission specifi-
cally recognizes that there are many customers who honestly
desire to pay their gas bills, but, who, by reason of legit-
imate economic reasons, are unagle to do so. The majority
of ratepayers who conscientiously pay their bills, should
not be saddled with excessive rates to cover the delinquen-

cles of those who can not or will not.



Appropriate remedial social assistance must be

afforded for those who truly are unable to pay. At the same
time, appropriate remedial action by way of strengthened
customer service regulations must be adopted to deal with
those who are able, but unwilling to pay for their gas
usage.

This Commission further recognizes that while
there is a need to keep gas rates from unjust and unreason-
able escalation, the financial integrity of PGW must be
maintained. This is essential in order to preserve the “A"
ratings of PGW bonds by providing for sufficiegt earnings,
by taking effective steps to increase collections, by set-
ting management goals and objectives, and by prudent and
efficient money management; all designed to satisfy the
rating agencies that the interests of bondholders are being
adequately protected.

ITI. STANDARD TO BE APPLIED IN SETTING RATES

PGW maintains that the method by which rates are
to be set is established in Section VII of the PFMC/City
Agreement, and is the so-called '"cash flow" method. PGW
cites the prior Cémmission Ordé} dated November 27, 1981,

pp. 7-8; and Actiqn Alliance of Senior Citizens v. Philadel-

phia Gas Commission, 45 Pa. Cmlth. 234, 390 A.2d 1155 (1979),

to support its position.



Section VII, paragraph-l-of:'the Agreeméfntirer’

qulres, inter, alia, “that.the -Commission fik“and iFegulate’

}'\_1‘ -----

rates and charges for supplying gas to éustomérs,whichuswidl
Anzeachfiscal:year producde revéniies, at a minimum:

(1) Sufficient to pay all of the opera-
tion and maintenance costs and
expenses of conducting the Gas
Works Enterprise and to pay the
interest and amortization becoming
due in each fiscal year on debt
incurred for the Gas Works.

(2) sufficient also to make base pay-
ments to the City.

(3) To provide appropriations for
prepayment of debt and for capital
additions which have been deter-
mined by the Gas Commission to be
reasonable and which have been ap-
proved by City Council; and

(4) To provide cash, or equivalent for
working capital in such reasonable
amounts as may be determined by
Company to be necessary and as
shall be approved by the Gas Com-
mission.

PUBTIE*ESUNSseT~concédés that ~the MahigementAgregsy
ment.requines;that,PGWyrevenuessbevsufficientyhoreoVer BRI E

S i

afogpesatduitensnzandyacknowledges thityd./seriousiCashiflow
ProbYEN e XIS Cs A PERBL Lo mp 8. However, Public Counsel
suggests that an.alternative approach to the cash flow
method of acéounting be utilized (PC Brief, Sections II, III

and IV).



Thus, there is no dispute betweeﬁ PGW and Public
Counsel as to the existence of a cash flow problem (PC
Brief, p. 8). However, there is a substantial dispute about
how to resolve it.

PGW insists on a literal cash-flow methodology to
establish a revenue requirement, while Public Counsel main-
tains that it is more appropriate to e;tablish rates bg the
accrual method. Public Counsel suggests that an appropriate
level of earnings be established for PGW which should,

under normal conditions provide sufficient cash flow to meet

PGW's needs, and the requirements of the Management Agree-
ment (PC Brief, p. 25).

Pﬁblic Counsel argues that PGW's method provides
excessive coverages and earnings to solve the problem and is
the least equitable solution, and that a more balanced
approach is possible which will moderate the rate increase
but which will be just as effective in resclving the cash
flow problem (PC Brief, p. 14).

PGW argues that Public Counsel Witness' methodol-
ogy 1is complicated, confusing (PGW Initial Brief, p. 3) and
indeed contravenes the Managemeﬁt Agreement (PGW Initial
Brief, p. 2; and 'PGW Reply Brief, pp. 12-14).

In the final analyslis, PGW sets its rates by
determining its revenue reguirement on the cash-flow method.

It then tests the projected revenues to determine whether



they provide adequate debt service coverage (Katz, Schedule
XXII). Public Counsel witnesses, on the other hand, set
rates by determining PGW's revenue requirement based on a
debt service coverage recommendation (Belmont, Schedule 1)
‘and, then, tests whether those earmings provide adequate
cash-flow to PGW, to cover all requirementé of the Manége—
ment Agreement (Hagstrom, Schedule 2) (PC Brief, 'pp. 26,
27), utilizing an accrual method of accounting (PC Brief,
pp. 27-30).

This Commiésion, in determining what rates to
approve, both in the past and in the present case, has ap-
plied and continues to apply the standard that the rates to
be charged the customers of PGW must be just and reasonable.
This Commission will not be deterred in its duty by the
application.of labels. In this context, we find it unneces-
sary to be strictly bound by technical accounting terminol-
ogy. We have examined each and every projected item of
expenditure to determine its prudence, and whether such
projection falls within the so-called. zone of reasonable-
ness, which hereinafter we discuss more fully. Just and
reasonable rates require the eéfablishment by this Commis-
sion of a proper balance between the interests of the con-
sumers in receiving essential public utility gas service at
the lowest possible rates, and the interest of the utility

in receiving sufficient rates to meet its reasonable ex-



penses and capital needs. F.P.C. v. Hope Natural Gas Co.,

320 U.s. 591 (1944); F.P.C. v. Natural Gas Pipeline Co., 315

U.S. 575 (1942).

We recognize that we are governed by the require-
ments of the Management Agreement that the rates we estab-
lish must be sufficient to produce revenues to cover all of
éhe items containgd in Section VII thereof reasonably pro- .
jected and, indeed, the revenue level herein established is
reasonably designed to do so.

Further, we reiterate our acceptance of the prin-
ciple of "normalization" and find that this does not violate
the Management Agreement. Thus, the level of costs must be
estimated for the fiscal year 1982-83, since no one can know
now exactly what the actual costs of PGW's operation will be
at the end of the year.

We, therefore, accept as just and reasonable, the
fundamental and widely recognized principle of utility rate
making, that rates should be based upon reasonable projec-
tions of normal costs of operation and that unusual events
(whether increasing or decreasing costs of operation) should

be factored out. Washincton Utilities and Transpvortation

Comm. v. Washington Natural Gas Co., 32 PUR 4th 530, 534

(1979); Re: Central Maine Power Co., 26 PUR 4th 547, 549

{1978); Pittsburgh v. Pa. PUC, 208 Pa. Super 260 (1966);

unless, of course, there are compelling and extraordinary

reasons for consideration thereof.



This Commission recognizes, as do all parties to
this proceeding, that reascnable minds may and will differ
in projecting expense levels and other items for rate making
purposes. There 1s no precise mathematical formula for the
Commission to employ in judging the evidence and arriving at
a reasonable conclusion.

Thus, by reason of numerous variable factors,
which may be affected by future economic and pblitical
considerations (state of economy, inflation, deregulation,
cost of fuel, interest rates, fuel assistance programs,
improved collections, etc.) together with such other factors
as potential savings to be achieved by improved management
systems,‘operations and practices, "belt tightening," public
perception of the proposed strengthening of Customer Service
Regulations to reduce delinquencies and accounts receivable,
coupled with the unpredictability of the weather, there may
be ranges of values within which responsible projections may
be made and deemed just and reasonable. This range is the
so-called "zone of reasonableness".

The Commission, therefore, in making its findings,
conclusions and Order within tﬂis zone of reasonableness,
has attempted, with reasoned consistency, to balance the
consumer interest in receiving vital public utility service
at the lowesﬁ possible rates, with the interest of the

utility, (a) in receiving reasonable and sufficient rates to



meet all of its reasonable costs, including capital costs,
(b) in maintaining its financial integrity, (c) in raising
additional capital at reasonable cost, and (d) in maintain-

ing its bond rating. Federal Power Comm. v. Hopbe Natural

Gas, 320 U.S. 591, 602 (1944).

In this context, it must be noted that the ulti-
mate test of utility rates is their future impact. The
United States Supreme Court ﬁas clearly stated that:

Under the statutory standard “"just and
reasonable" it is the result reached,

not the method employed, which is con-
trolling. (citiations omitted). It is
not theory, but the impact of the rate
order which counts. Federal Power Com-
mission v. Hope Natural Gas Co., supra.

Following the above reasoning, the Commission has
mandated and made appropriate adjustments to reflect more
prudent money management, a labor expense freeze, normalized
costs of operations, revenues and cost trends and projected
improved collections of delinquent accounts receivables.
These adjustments involve essentially discrete items which
we will consider seriatim.

ITI. OPERATING EXPENSES

A. Labor and Fringe Costs

PGW haé.projected Labor and Fringe Costs for
fiscal 1983 at $94.4 million dollars which includes pension
expenses, payroll taxes, insurance expenses and the esti-

mated effects of an assumed 8% wage increase as a result of
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REVISED {Mar30)

Exhibit HSG-1

| Philadelphin Gas Works Page 1 of 2

2 Class COS Study - 2006- REVISED (Mear30)

3 Future Test Year Ended Aogust 31, 2007 ($000s)

4 Tatal Residential  Resideptisl] Commercial Commercial Industrial Industrial Municipal Municipal Housing,

5 MNog-Heat Heat Nop-Heat Heat Non-Heat Hest Non-Heat Heat as

6 RC-i RC-2 RC-3 RC-4 RC-5 RC-6 RC-7 RC-8 RC-9

7 Revenues at Current Rates .

8 Gas Full Tariff Revenue 609,786 16,040 405,998 18,706 93,235 3,788 8,063 2,382 11,043 9,102

9 Nen-Gas Full Tarff Revenug 434,342 17,341 311,866 12,989 62.906 2537 5438 1583 4.208 $.254
10 Full tariff gas revenue at current rates 1,044,127 33,382 717,864 31,695 156,141 6,324 13,501 4,465 16,952 15,356
t1 Other revenue / Adjustmeats 31,585 2.600 26,535 273 L100 26 76 9 Kk 526
12 Net revenues 1,075,712 35,982 744,399 31,968 157,241 6,351 13,577 4,474 16,985 15,882
13
14 Qperating Expensey
15 Supply, Storage and Transmission 651,439 16,495 439,531 18,650 99,228 3,875 8,616 3,043 12,161 9,804
16 Other Operating expenses 234,080 18,374 180,140 4,947 20,176 736 1,926 359 1,241 2,188
[7 Usniversal Service and Energy Conservation 108,546 3,061 77470 3,569 17,791 prk) 1,538 550 2107 1737
18 Total Operating Expenses 994,066 37,930 697,141 27,206 137,195 5,334 12,080 3,952 15,509 13,728
19 :
20 [ncome before Interest end Surplus 81,646 {1,948) 47,258 4,762 20,046 1,017 1,494 522 1,476 2,153
21 Interest and Surplus 81,646 4,627 39,649 1868 2.497 286 18 241 983 911

Current Revenue OVER (UNDER) Totul
22 Requiretuents- Refore Rate Increase ()] (6,575) (§2,391) 2,894 10,549 731 779 281 493 1,242
Requirement

i
24 Rate [ncrease Requirement 350 879 296 1,204

2y

3,

".;_-‘_r‘ - .
4 A8 ORIGINATLY FILED

. pearient Reverluc OVER (INDER) Total
Reqbirémeats: Taclading Rite Gicrease - .

it

s

Increase (Decrease) in Tariff Rates for Full

27 Cost of Service with Rate Increase 2.6% 36.7% 11.9% (1.8%) 0.7% (6.0%) 0.7% 0.3% 42%  {0.8%)
- Requlrement
29 Rate Base 1,409,193 79,861 1,029,515 32239 163,917 4,93% 12,387 4,166 16,970 15,728
30

Return on Rate Base a¢ Present Rates o o o ° " o
3l (Before All Interest and Surplus) 5.8% (2.4%) 4.6% 14.8% 12.2% 20.6% 12.1% 12.5% 87% 13.7%
2

(0.0000) #FERHEHEAR HRRERSHFRE 12,760.8554 119.856.3073 1,426.8282 HiAAMEGHEE 3,497.5405 UNFHEENARAN HHGHIHEY



REVISED (Mar30)

Exhiblt HSG-1

1 Philadetphia Gas Works Page2of 2

2 Class CQS Study - 2006- REVISED (Mar30)

3 Future Test Year Ended August 31, 2007 (3000s)

4 Tatal NGV Brs Brg BPS LBS LBs LBS LBS LBX CoGen GTS/[T

5 Diccet  Small Lepe  AC Small  JREEONET SNEE 0. IDind Trensonly

6 RC-10 RC-11 RC-12 RC-13 RC-14 RC-15 RC-16 RC-17 RC-18  RC-19 RC-20

7 Revenues at Current Rates .

§ (ias Ful] Tariff Revenue 609,786 4 2,549 26,172 1,108 6,029 4,076 218 24 587 162 q

9 Non-Gas Full Tariff Revenue 434,342 1 47 146 3 22 13 2 [ 12 10 7,256
10 Full tariff gas revenue at curreat rates 1,044,127 ] 2,597 26,317 WU 6,051 4,089 220 30 599 172 7256
11 Other revenue / Adjustments 31585 ¢ 62 145 6 At 21 [ 0 4 1 130
12 Net revenues 1,075,712 5 2,659 26,462 1,117 6,082 4110 226 30 602 173 7,386
13
14 Operating Expenses
t$ Supply, Storage and Transmission 651,439 4 1,963 23,250 1,314 6,362 4,516 247 27 652 191 1,471
16 Other Operating gxpenses 234,080 1 192 1,021 a7 186 122 9 ¢ 27 9 23719
17 Universa] Service and Enecrgy Conservation 108,546 1 a 0 Q a Q Q g a 4] [¢]
18 Total Qperating Expenses 994,066 5 2,155 24,271 1,351 6,548 4,638 256 37 679 200 3,850
18
20 Income befare Interest end Surplus 81,646 (@ 504 2,194 {234) (466} (528) {30) €] (76) an 3,537
21 Intercst end Surplus £1,646 0 128 L183 49 258 ¥k g 4 2 8 1.030

Current Revenues OVER (UNDER) Total
22 Requitements- Before Rate [ncrease ) (1)) 378 1,008 (282) {721) (701) (7 (11} (10S) {35) 2,507
Requirement ’

FRY
24 Rate [ncrease Requirement 2 4 36 _L__g_ 1261

41‘

Increase {Decrease) in TarifT Rates for Full

27 Cost af Service with Rate Increase 9.6% 14.9% (8.4%) 1.7% 30.7% 17.1% 223% 212% S01% 238% 264% {17.2%)
Requirement

I

29 Rate Base 1,409,193 & 2,212 20,423 839 4,394 2,985 133 61 504 t44 17,762

30

31 Return on Rate Base at Present Rates

-] 0, L) L 0, Do A . 3 L) . L.} &
(Befuve All Interest and Sorphes) 58% (0.1%) 22.8% 10.7% (27.8%)  (10.6%) (17.7%) (22.2%) (11.6%) (15.1%) (18.7%)  19.9%

32

(0.0000) 0.0000 2,360.7039 HAHSNUHANR HHENEHE 4,657.2227 3.158.1215 RARSHRA 6.5273 REUHRNE BHudHry BARREREY



REVISED

Exhibit HSG-7

Company’s Proposed Revenue Allocation and Proposed Rates

Exhibit HSG-7A Company’s Tentative Revenue Aljocation
Exhibit HSG-7B Development of Company’s Proposed Delivery Charges
Exhibit HSG-7C Results of Company’s Proposed Rates
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Tan{f Revenue at Present Rates
Customer Charge

Delivery Charge / RCEC

USEC

Gas Revenue / Transpart

Full tani{Y gas revenue at current rates

Tentative Revenue Allocstion
Custamer Charge

Delivery Charge / RCEC

USEC

Gas Revenue

Full tariff gas revenue 2t proposzd rates

Rate Base

istributin Revenue
Tentative Revenue Alfocation
Revenue ai Present Rates
Tenlative [nerease

te Bef
Present Rates
Tentative Revenue Aflocation

me

Retum on Bate Basg
Present Rates
Tentative Revenue Allocation

Relative Ratees of Retum gn Rate Base
Present Rates
Teatative Revenue Allacatian

Progress Toward Unity

Constraint

Philadelphia Gus Works
Class COS Study - 2006- REVISED (Mar30)

REVISED (Mar30)
Exhitit HEG-TA

- nt Rates

Futuce Test Year Ended August 31, 2007 ($000s) Paga 1ot1
Compzany's Tentative Revenue Allocation

Total Residenrinl Residentinl Commercis) Commercial [ndustral  ndusedal  Municipal Munj puslE NGy

ban-Heat Heat Nan-feat Hext Mon-fleat Heat Noneieag Heat a8 Dires1

RC-1 RC-2 RC-3 RCH4 RC-5 RC-6 RC-7 RC-8 RC-9 RC-10

73,99q 7,379 59,678 1.210 4,197 152 364 72 120 554 0
221,459 6,250 158,239 7,450 37,134 1,508 3209 844 3,233 3,593 0
131,636 3,712 93,949 4,329 21,575 a77 1,866 657 2,555 2,106 1
617,042 16,040 405,958 18,706 93,235 3,788 8,063 2,882 11,043 9,102 4
1,044,127 33,382 717,864 31,695 156,141 6,324 13,501 4,465 16,952 15,356 5
74,051 7.379 59,678 1,210 4,197 152 364 72 120 554 4]
321,397 {2,191 221,538 14,999 58,337 1,764 4,795 1,394 4,884 5,495 4]
131,636 3,712 93,949 4,32% 21,575 877 1,366 667 2,555 2,106 i
617,042 16,040 405,398 18,706 93,235 3,788 8,063 2,882 11,043 9,102 4
1,144,126 39,323 781,163 35,245 177,345 6.581 15,086 5,015 18,605 17,257 6
1,409,193 79.861 1029515 32239 15391 4939 12,387 4166 16970 15728 &

Ar,
395,448 19,570 281216 12,210 62,534 1,917 5,158 1,466 5,004 6,049 1
233,449 12,629 2122127 1661 41331 L.66¢ s L6 335 4,147 g
99,999 5,941 63,29% 3,549 21,203 257 1.586 550 1,651 1,901 Q0
£1,646 (1,948) 47258 4,762 20,046 La17 1496 522 1,476 2,153 ®
181,645 3,993 110,557 8311 41,250 1,273 3,082 1,873 3,127 4,055 0
5,79% (2.44%} 4.59% 14.77% 12.23% 20.58% 12.08% 12.54% 8.70% 1389% (0.11%)
12.89% 500% 10.74% 2578% 25.16%  25.78%  24.88%  25.75% 18.43% 25.78% 5.00%
100.0% (42.1%) T78.2% 254 9% 211.1% 355.3% 208.5% 216.4% 150.1% 236.3% (1.9%)
100.0% 28.8% 83.3% 200.0% 195.2% 200.0% 193.0% 192.8% 142.9% 200.0% I8.E%
56.9% 19.7% 355% 14.3% 60.8% 143% 143% 14.3% 16.6% 19.9%
20% Max. Max, Max, Max,
Min. 5% Progress SM:ax. zfv Progress Sh’:::;!l::(v Progress Progress Progress St\:;xmﬁ( Min 5%
Return Toward %" ;ml & Toward ¥ Ret & Toward Toward Toward Ret Y8 Rewm
Unity et Unity - Unity Unity Unity :



%]

[+J8 -

6
7 Residential;
8 Residential Non-Heating
9 Residential Non-Heating-Senior
10 Resldential Heating
11 Residential Heating-Seniar
12 PHASGS (a)
13 PHA/GS- Senior (a)
14
15
16 Commercial:
17 Commercial Non-Heat
18 Commercial Heat
19
20
21 Industrial;
22 industrial Non-Heat
23 Industrial Heat
24
25
26 Municpal:
27 Municpal Non-Heat
28 Municpal Heal
28
0
31 NGV
32
33 PHA Ratae 8 (a)
34

Philadelphia Gas Works

Class Cost of Service Study - 2006 REVISED (Mar30)
Future Test Year Ended August 31, 2007 ($000s)
Development of Company's Proposed Delivery Charges

Based on Tentative Revenue Allocation

Tentative Annual Sal Proposed
Ravenue " cf)a es Delivery Charge
Allocation (m Rate ($ / mcf)
12,19% 1,387,356
74,732
221,538 32,855,506
4,151,233
1,868 270,534
10,840
235,597 38,750,201 $6.0799
10,998 1,705,062
68,337 8,498,417
69,337 10,203,479 $6.7954
1,764 345,261
4,795 734,898
6,558 1,080,158 $6.0723
1,384 262,687
4,884 1,006,698
6,278 1,269,286 $4.9459
0.340 367 $0.9254
3,828 548,297 $8.6140

35 (=) Tentative Revanue Allocation of $5,495 split based on sales volumes.

REVISED (Mar30}
Exhibit HSG-7B
Page 1 of 1
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29

30
31

Phltadelphia Gas Works REVISED {Mar30)
Class COS Study - 2006- REVISED (Mar30) E"“‘g‘: ':31@:‘;
Future Test Year Ended August 31, 2007 (5000s) geto
Results of Campany's Proposed Rates
Total Residential  Residential Commetcial Commergial Industrial  Industrial
Non-Heat Heat Non-Heat eat Non-Heat Heat
RC-1 RC-2 RC-3 RC-4 RC.5 RC-6
lucome (hefare {nterest and Surplus}- Company's Proposed
Rates
Full Tariff Revenuas at Proposed Rates 1,144,126 316,021 784,622 35,832 176,758 6,913 14,734
Fult Tariff Revenues at Present Rates 1,044.127 33,382 717,864 31.695 156,141 6,324 13,501
Increase in Full Tariff Revenue 99,999 2,639 66,758 4,136 20,616 589 1,253
:’;‘:’e before Interest and Surplus- Present 81,646 (1,948) 47,258 4,762 20,046 1,017 1,496
:{‘:;’“‘ before lnterest and Surplus- Proposed 181,645 651 114016 8,808 40,663 1,606 2,750
Rate Base 1,409,193 79,861 1,028,515 32,239 163,917 4,939 12,387
Return on Rate Base at Compeay's Proposed Rates (Befgre
nterest and Surplus

Return on Rate Base- Proposed Rates 12.89% 0.87% 11.07% 27.60% 24.81% 32.51% 22.20%
Return on Rate Basz- Present Rates 5.7%% (2.44%) 4.59% 14.77% 12.23% 20.58% [2.08%
Relative Rate of Return- Proposed Rates 100% 7% 86% 214% 192% 252% 172%
Relative Rate of Return- Present Rates 100% (42%) 79% 255% 211% 355% 209%
Progress Toward Unity 4% 32% 26% 17% 40% 3%
Subsidy- Proposed Rates (1) (9,603 (18,689) 4,743 19,533 965 1,153
Subsidy- Present Rates ) (6,575) (12,391) 2,894 10,549 731 779
;/;:::rease in Full Tariff Revenue at Proposed 9.6% 7.9% 03% 13.1% 13.2% 9.3% 9.3%
¥ Increase in Non-Gas Tariff Revenue at 23.0% 15.2% 21.4% 31.8% 328%  232%  23.0%
Proposed Rates
o R
% Increase in Distribution Revenue at Proposed 31.8% 19.4% 10.6% 47.8% 49.9% 35.5% 35.1%

Rates




29

30
31

Income (before [nterest and Surplus)- Company's Proposed

Rates
Full Tariff Revenues at Propased Rates
Full Tariff Revenues at Present Rates
Increase in Full Tariff Revenue
Income hefore Interest and Surplus- Present
Rates
Income before Interest and Surplus- Proposed
Rates

Rate Base

Philadelphizs Gas Works
Class COS Scudy - 2006- REVISED (Mar30)

REVISED (Mar30)

Exhlhit HSG-TC

Return oo Rate Base at Company's Proposed Rates (Before

Interest and Surplus)
Return on Rate Base- Proposed Rates
Return on Rate Base- Present Rates

Relative Rate of Return- Proposed Rates
Relative Rate of Return- Present Rates
Progress Toward Unity

Subsidy- Proposed Rates
Subsidy- Present Rates

% Increase in Full Tariff Revenue at Proposed
Rates

% Increase in Non-Gas Tariff Revenue at
Proposed Rates

% Increase in Distribution Revenue at Proposed
Rates

Future Test Year Ended August 31, 2007 ($000s) Fage 2 of 3
Results of Company's Proposed Rates
Total Municipal Municipal Ii}‘f;—f;]“& NGV BPS BES B8PS
MNon-Heay Heat GS jrect Smail Large AIC
RC-7 RC-8 RC-9 RC-10 RC-11 RC-12 RC-13
1,144,126 4,920 18,698 17,100 6 2,607 26,351 1,112
1.044.127 4,465 16952 15,356 5 2,597 26317 111}
99,999 456 1,746 1,744 0 11 34 1
81,646 522 1,476 2,153 Q)] 504 2,151 (234)
181,645 978 3,222 3,897 Q0 sis 2,225 {233)
1,409,193 4,166 16,970 15,728 5 2,212 20,423 839
12.89% 23.47% 18.98% 24.78% 5.00%
5.79% 12.54% 8.70% 13.69% (0.11%)
100% 182% 147% 192% 39%
100% 216% 150% 236% (2%}
29% 6% 32% 40%
M 441 1,034 1,870 {0} 230 (408) (341)
(©) 281 493 1,242 0) 376 1,008 (282)
9.6% 10.2% 10.3% 11.4% 5.8% 0.4% 0.1% 0.1%
23.0% 28.8% 29.6% 27.9% 23.0% 23.1% 23.1% 23.1%
33.8% 49.7% 52.1% 42.0% 71.1% 23.1% 23.1% 23.1%
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10
11

12

13

14
15
16

17

18
19
29
2]
22
23
24
25
26
27

28

29

30
31

Income (before Interest and Surplus)- Companv's Propased

Rates
Full Tariff Revenucs at Proposed Rates
Full Tariff Revenues at Present Rates
Increase in Full Tariff Revenue
Income before Interest and Surplus- Present
Raies
Incame before [nierest and Surplus- Proposed
Rates

Rare Base

Philadelphia Gas Warks
Class COS Study - 2006- REVISED (Mar3g)

REVISED (Mar30}

Exhlbit HSG-7C

Returyt on Rate Base st Company's Proposed Rates (Before

Interest and Surplus)

Return on Rate Base- Proposed Rates
Return on Rate Base- Present Rates

Relative Rate of Return- Proposed Rates
Relative Rate of Re¢turn- Present Rafes
Progress Toward Unity

Subsidy- Proposed Rates
Subsidy- Present Rates

% Increase in Full Tariff Revenue at Proposed
Rates

% locrease in Non-Gas Tariff Revenue at
Proposed Rates

% Increase in Distribution Revenue at Proposed
Rates

Future Test Year Ended August 31, 2007 (5000s) Page 3 of 3
Resuits of Campany's Proposed Rates
Total LBS LBS LBS LBS LBX Co-Gen  GTS/IT
Small e mew ‘Wi Xlndicec InDircct  Trmns only
RC-14 RC-15 RC-16 RC-17 RC-18 RC-19 RC-20
1,144,126 6,056 4,092 221 31 602 175 7,256
1.044.127 6.051 4,089 220 30 599 12 7256
99,999 5 3 0 t 3 2 0
81,646 (466) (528) (30) N (76) @n 3,537
181,645 (461) (525) 29) (6) (13) (25) 3,537
1,409,193 4,394 2,985 133 61 504 144 17,769
12.85%
5.79%
100%
100%
)] (1,028} (910} (46) (14) (138) (43) 1,246
() 721 (701) 37 on (105) (35) 2,507
9.6% 0.1% 0.1% 0.2% 4.6% 0.5% 1.3% 0.0%
23.0% 23.1% 23.1% 23.0% 23.0% 23.1% 231.1% 0.0%
33.8% 23.1% 23.1% 23.0% 23.1% 23.1% 23.1% 0.0%
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APPENDIX H

PROPOSED ORDERING PARAGRAPHS
THEREFORE;
IT IS RECOMMENDED:

1. That the Philadelphia Gas Works' Supplement No. 16 to Tariff Gas — Pa. P.U.C.
No.2 filed December 22, 2006 and dockceted at R-00061931 is approved as just, rcasonable and in
the public interest.

2. That Philadelphia Gas Works is hercby authorized to file a Tartff supplement
designed to change the rules and regulations as proposed in Supplement No. 10, as well as to
change the rates so as to produce $100,000,000 in additional annual revenuc as proposed by the
Company, on less than statutory nolice, to be effective for service rendered on and afier September
29, 2007.

3. That Philadelphia Gas Works shall allocate the authorized increasc in operating
rcvenue to cach customer class and rate schedule i the manner proposed by the Company.

4. That Philadelphia Gas Works 1s hereby authorized to file a Gas Cost Rate (GCR)
Tan [l supplement to retain gas off-system sales proceeds and capacity release credits as proposed
by the Company.

S. That, in accordance with Scction 2212(¢) of the Gas Choice Act, the rates for
Philadclphia Gas Works arc hereby being established in accordance with the Cash Flow Mcthod
and specific revenue requirements identified in Section VII of the Management Agreement
Ordinance, as well as its three bond covenants.

0. That Philadelphia Gas Works is hereby authorized to file a Supplier Tariff
supplement implementing the changes proposed by the Company.

7. That the Stipulation concerning Class 2 Leak Repair Policy between PGW and OTS
(PGW Hearing Exhibit 3) is hereby approved.

8. That the Formal Complaints filed at Docket Nos. R-00061931C0001 through R-
00061931C0067 arc denied and dismissed.

9. That afler acceptance and approval by the Commission of the tanf{ revisions filed by
Philadelphia Gas Works, the Investigation at Docket No. R-00061931 and the Complaints at Dockel
Nos. R-00061931C0001 through R-00061931C0067 shall be terminated and the record marked
closed.
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Richard Galligan

Exeter Associaled, Inc.

5565 Sterrett Place, Suite 310
Columbia, MD 21044

reallisan@exclerassociales.com

Todd Stewart, Esq.

Hawkc McKeon Sniscak & Kennard LLP

PO Box 1778
Harrisburg, PA 17105

John F. Povilaitis, Esq.

Ryan Russell Ogden & Sclizer, PC

800 North Third. St., Suiic 101
Harrisburg, PA 17102-2025

Miles Shore, Esq.

School District ol Philadelphia
Office of General Counsel

440 N. Broad Street, 3d Floor
Philadelphia, PA 19130-4015
mhshore@phila.kl 2.pa.us

Katherine Guerry, Esq.
Hess Corporation

One Hess Plaza
Woodbridge, NJ 07095

Dated: Jung 12, 2007
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Shari C. Gribbin, Esq.

Kent Murphy, Esq.

Exclon

2301 Market Street, S23-1
P.O. Box 8699

Philadclphia, PA 19101-8699
shari.gribbin@lexeloncorp.com
kenLmurphy@Eexeloncorp.com

Philip L. Hincrman, Esq.

Jill Guldin, Esq.

Fox Rothschild LLP

2000 Market Strect, 10th FLL
Philadclphia, PA 19103-3291
phinermanidloxrothschild.com
ieulding@@oxvothschild.com

Andrew S. Levine, Esq.

Stradley Ronon Stevens & Young LLP
2000 Onc Commerce Square
Philadclphia, PA 19103-7098
alevine@stradley.com

Wer? (ol

Daniel Clearfield, Esrﬁiuirc‘




William R, Lloyd, Jr.

Small Business Advocate

COMMONWEALTH OF PENNSYLVANIA

2
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OFFICE OF SMALL BUSINESS ADVOCATE
Suite 1102, Commerce Building
300 North Second Streen
Farrisburg, Pennsylvania 17101

June 13, 2007

HAND DELIVERED

OB/,
James J. McNulty, Secrctary / 8 / NAZ

Pennsylvania Public Utility Commission
Commonwecalth Keystone Building

400 North Street

Harrisburg, PA 17120

Re: Pennsylvania Public Utility Commission v, Philadelphia Gas Works

DOCUMENT
Dear Secretary McNulty: FOLD E R

Encloscd for filing are the original and nine (9) copies of the Table of Contents which were
inadvertently omitted from the physical copies of the Main Bricf, submitted on June 12, 2007, on
behalf of the Office of Small Business Advocate in the above-docketed proceeding. As evidenced
by the enclosed certificate of service, two copies have been served on all active parties in this case.

Please attach this Table of Contents to the first page of the Bricf.

If you have any questions, please do not hesitate to contact me.,

Sincerely,
OCKETE (
@w I
: "y
JUN 1 4 2007 Sharon E. Webb 'fj;‘ \‘%’
Assistant Small Business Advocate R é
Attorney ID No. 73995 Ry C.;:”

Enclosures

(717} 783-2525
(717) 783-2831 (FAX)
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Administrative Law Judge

Pa. Public Utility Commission
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1400 West Spring Garden Street
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Administrative Law Judge
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Danicl Clearfield, Esquire

Alan C. Kohler, Esquire

Wolf, Block, Schorr & Solis-Cohen
213 Market St., 9" Floor
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akohlerfdwolfblock.com
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Philip A. Bertocci, Esquire

Thu B. Tran, Esquirce
Community Legal Services, Inc.
1424 Chestnut Street
Philadclphia, PA 19102-2505
(215)981-3702

(215) 981-0435 (fax)
pbertocci@dclsphila.org
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PENNSYWWPANIA PUBLIC UTILITY COMMISgRON

P.O. BOX 3265, HARRISBURG, PA 17105-3265

IN REPLY PLEASE
REFER TQ OUR FILE

June 14, 2007

James J. McNulty, Secretary
Pennsylvania Public Utility Commission =
im

P.O. Box 3265 .
Harrisburg, PA 17105-3265 o

Re:  Pennsylvania Public Utility Commission v. <
Philadelphia Gas Works &
m

e HY A1 nr ez

Docket No. R-00061931

Dear Secrctary McNulty:

On June 12, 2007 Office of Trial Staff filed the Main Brief on the above-captioned
procecding. The original cover letter listed docket number R-00061391 and should have

read R-00061931.

jézglkaZ:ZZﬂ

Richard A. Kanaskie

Prosccutor
Office of Trial Staff
PA Attorney [.D. #80409

Enclosure

R DOCUMENT
FOLDER
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213 Market Street, 9th Floor, PO, Box 865. Harrisburg, PA 17108-0865

Tel: (717) 237-7160 B Fax: (717) 237-7161 O www.WolfBlock. co

Direct Dial: {(717) 237-7173
Dircar Fax: {717) 237-7161

Eemail: delanficld@woliblock.com
ks =
June 15, 2007 ik = -
7 -
VIA HAND DELIVERY - i ‘.'.
LG
James MeNuley i -
Secretary p ' -
PA Public Urility Commission DO j ﬂt’ \!T 4 (::‘ -
Commonwealth Keystone Bldg. = -

2nd Fl., 400 North Strect: - FO EmD EF% =

P.O. Box 3265
Harrisburg, PA 17105-3265

Re: Pennsylvania Public Utiliey Commission v, Philadelphia

Gas Works, Docker No. R-0006193 1

Dear Secretary McNulty:

On June 12, 2007, Philadelphia Gas Works filed its Main Briel with regard to the above-
referenced matter. Appendix A to the Brief had a typographical error and also had one

schedule our of correcr order. Accordingly, we are submitting an original and nine copics of a

Corrected Appendix A.
Very truly yours,
Danicl Clearfield
For WOLF, BLOCK, SCHORR and SOLIS-COHEN LLP
DCHww
Enclosure
ce Hon. Cynthia Fordham wfenc.

Fon. Angela Jones w/enc.
Cert of Service/w enc.

HARTISZL/HIZIL-236005

Boston, MA @ Cherry Hill. N) B Harrvisburg, PA m New York, NY m Norristown, PA @ Philadelphia. PA @ Rascland. M| ® Wilmington, DE
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WolfBlock Government Relavions - Harrisburg, PA m WollBlock Public Stratogies - Bosten, MA and Washingion, DC ,)D

Woall, Block, Schorr and Sobs-Coben LLP a Pennsylvania Lunited Lability Faenership i)
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Brief - Present Rates
Appendix A - Part |

Bad Debt Expenses Calculated on Total Revenues

OPERATING REVENLUES

Non-Healing

Gas Transpor Service

Heating

Proposed Base Rate

Weather Normalization Adjustmen

Unbilled Agjustment

Total Gas Revenues
Appliance Repair & Other Revenues
Other Operating Revenues
Total Other Operating Revenues
Total Operating Revenues

OPERATING EXPENSES

Natural Gas

Other Raw Material

Sub-Total Fuel

CONTRIBUTION MARGINS
Gas Processing
Field Services
Distribution
Collection
Customer Service
Account hManagement
Bad Debt Expense
Marketing
Administrative & General
Health fnsurance
Capitalized Fringe Benefits
Capitalized Admiristrative Charges
Amottization of Restructuring Costs
Pensions
Taxes
Environmental Expenses
Pro Forma Adjustments
Cost f Labor Savings
Sub-Total Other Oper.& Maintenance
Depreciation
Cost of Removal
To Clearing Actounts

Sub Total Other Oper. & Maint. & Depreciation

TOTAL OPERATING EXPENSES

OPERATING INCOME
Cther Income
INCOME BEFORE INTEREST

INTEREST

Long-Term Debt

GCther

AFUDC

Loss From Extinguishment af Debt

Total Interest

NET INCOME
Cily Payment
Net Earnings

PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
(Dollars in Yhouwsands)

JRB-BRIEF-12A-TR -

Revised .
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
200405 200506 2006-07 Adjustments 2008607 200708 200809 2004-10 2010-11 201112
s 114,880 S 114,212 S 114,834 S 114,834 $ 116,734 S 112,487 s 106,113 s 105,845 S 105,471
4,679 6,147 7,256 7.256 7.889 8,461 2,983 9,465 9,908
713,158 821,180 820,732 6,497 A 827,229 845,817 816,568 752,697 757 378 749,166
. . - {3,396) B (3.396) - - - - -
(1,365) 12,500 - - - - -
(803) 2,513 (732) (732) 521 {377) {714) {59} (91)
830,550 956,562 942,090 3101 945,191 970,961 937,139 877,079 872,629 864,454
10,895 10,669 10,532 10,532 10,743 10,857 11177 11,400 11,628
21,912 17.865 18,032 18,032 18,438 17,813 18,678 16,581 16,426
32,807 28,534 28,564 - 26,564 29,181 28,770 27,855 27,981 28,054
863,357 985,096 470,654 3,101 973,735 1,000,142 965,909 404,934 900,610 892,508
509.700 639,180 530,836 4548 C 635,282 658,487 623,363 562,396 558,243 550,889
4 F] & 5 5 5 5 S 5
509,704 639,185 630,841 4 546 635,387 65§ 492 623,368 562,401 558,248 550,894
353,653 345,911 339,813 {1,445) 338,368 341,650 342,541 342,533 342,362 341,614
18,584 16,206 15,715 15,715 17,245 17.458 17,670 17.935 18.270
28,455 27,377 34,698 34,608 35,786 35,925 35847 36,348 36.846
15,115 15,382 16,536 16,536 16,837 17,152 17,877 17.632 18,217
10,971 8225 7.944 7.844 737 7,872 7.974 8,101 8,230
12,512 12,026 14,125 14,125 14,168 14,398 14,657 14,863 15,152
7,695 7928 7.625 7,625 7,690 7.787 7,825 7922 8,019
70,424 61,519 52,258 (8.579) D 43,679 47,729 43,564 40,087 36.854 34,124
2,592 2470 2,992 2,992 3,088 3.031 3,085 3,140 3,132
43,39 47 931 43,8963 (2400 E 43,723 43,394 44 257 45591 46,415 47,379
33,571 34 804 37,784 (460) F 37.324 41,944 45,904 49,654 53,719 58,126
(10,358) {10.099) (11,261) {11.261) (13,547) (12.158) (12,844) (13,461} {14,180)
(6,706) (6.603) {7.950) {7.950) (7.258) (7.529) (7.379) (7,220} (7,008)
1,087 1.087 - - - - - - -
14,702 17,297 15,075 15.075 14,611 14,265 1381 13,571 13,233
6,218 5678 6,485 6,485 6,636 6.700 6,760 6,815 5877
- - - - - 383 507 639 753
217 217 603 250 250
- {1.105) {6,274) (6,274) - - - - -
248,263 245,123 229,932 (9,279) 220,653 238.697 239,559 241072 243,473 247,170
35,904 35928 38,213 38,213 39,565 40,825 42,091 43,531 43.515
3,643 3,200 3,200 3.200 3,200 3,200 3.200 3,200 3.20[.
{4.502) (3.062) (3.217) (3.2t7) {3.311) (3.177) {3,227) (3.211) (3,232)
35,045 37,066 35,196 - 38,186 39,454 40,848 42,064 43,520 43,483
283,308 278,189 268,128 (9,279) 258,849 278,151 280,407 283,136 266,993 290,653
793,012 917,374 698,969 {4,733} 894 238 936,643 903,775 845,537 645,241 841,547
70,345 67,722 71,685 7,834 79,519 63,499 62,134 59,397 55,369 50,961
4778 5,108 11,212 11,212 11,343 9,620 7,723 7.820 7.160
75,123 75,920 82 B97 7,834 90,731 74,842 71,754 57,120 63,188 58,1241
53.856 51,778 56,437 2,708 G 59,145 565,698 61,578 51,236 65,202 64,046
6,123 9,561 13,186 13,186 13,229 13,643 13,684 14,076 14,059
{907) {1,168) {1,202} (1,202) (1,002) {1,036} (1,008) {985} (959)
4,779 5,332 5,557 5,557 5,208 4,851 4518 4,173 3,928
83,851 65,503 73978 2,708 76,6856 74,131 79,036 78,430 82 466 81,074
11.272 10,447 8918 5,126 14,045 711 (7.282) {11,310} {19.277) (22,953)
s 11,272 $ 10,417 $ 8,919 $ 5,126 $ 14,045 ] 711 S {7.282) 5 {11.310) $ {19,277} $ (22,953)




PHILADELPHIA GAS WORKS
CASHFLOW STATEMENT
(Dollars in Thousands }

Brief - Present Rates
Appendix A - Part|
Bad Debt Expenses Calculated on Total Revenues

JRB-BRIEF-13A-TR R

Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005-06 2006-07 Adjustments 200697 200708 2008-09 2009-10 2010-11 201112
SOURCES
Net Income 11,272 S 10,417 S 8819 $ 5,126 14,045 $ 711 $ {7.282) 3 {11,310) S (19,277) 3 {22,953}
Depreciation & Amortization 42,281 43928 46,007 45,007 47,128 48,468 49,476 50,989 50,755
Earnings on Restricted Funds (3,265) 3,899 38 38 - - - - -
Elimination of Accrued Interest on Refunded Debt - 3.185 - - - - -
Increasedi{Decreased) Other Assets/Liabilities {68,817) {1,024) 911 911 716 808 915 (8,203) {11,639}
Available From Operations 43,371 60,406 55,875 5,126 61,001 48,555 41,594 39,081 23,519 16,163
Funds Required for Capital 88,000 60,195 72,000 72,000 60,000 63,000 61,000 60,000 58,000
Graot Income 18,000 18,000 18,000 18,000 18,000 18,000 18,000
Capital Leasing Furds Debt Service 2,005 - - - - - - -
Capitalized Interest Debt Service 2,283 5924 - - - - - - -
Release of Sinking Fund Asset 6,038 3,880 - - - - - -
Temparary Finzncing - 20,100 20,600 20,0600 55,000 5,000 - - -
TOTAL SOURCES 139,697 168,305 165.875 5,126 171,001 181,555 127,994 118,081 83,5189 74,163.
USES
Net Construction Expenditures 66,910 68,057 75,152 75.152 62,597 64,755 63,018 61,587 59,920
LNG & BCCS 16,000 23,000 1.800
Funded Debt Reduction:
Revenue Bonds 35,387 29,906 36,675 5145 H 41,820 47,010 46,530 54,530 45,929 48,820
PMA LeaserSubordinate Debt 1,255 1,310 1,370 1,370 1,430 1,500 1,565 1,640 1.715
Capiial Lease 1,947 - - . - - - - -
Debt Reduction Funding - . - - - - .
Temporary Financing Repayment 850 . - - - - .
City Loan RepaymenvStialus - . 2,000 2,000 43,000 - - - .
Distribution of Eamings 18,000 18.000 18,000 18.000 18,000 18,000 16,000 18,000 18.000
Additions To (Reductions of)
Non-Cash Warking Cagital 3,793 55,433 (8,118) {8,118) (5,193} {16,830} (7.080) {4,960} 1,431
Cash Needs 128,142 172,706 125,079 5.145 130,224 182,844 135,955 137,823 122,796 129.986
Cash Surglus (Shortfall) 41,055 {4,401) 40,796 {19} 40,777 {1.289) {8,961} (19,742) {38.677) {55,823}
TOTAL USES 139,697 168,305 165,875 5,126 171,001 181,555 127,994 118,081 83,518 74,163
Cash - Beginning of Period 3,666 15,221 10,820 10,820 51,616 50,327 41,366 21,624 {17.053)
Cash - Surplus (Shortfall) 11,555 {4,401} 40,796 19 40,777 {1.289) (8,961} {19,742) {38.677) (55.823
ENDING CASH 15,221 10,620 51,616 (19) 51,597 50,327 41,366 21,624 {17,053) (72,87.
Qutstanding Commercial Paper 49,900 70,000 50,000 110,000 145,000 150,000 150,000 150,000 150,000
City Loan Quistanding 45,000 45,000 43,000 43,000 - - - - -

Internalty Generated Funds
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Brief - Present Rates PHILADELPHIA GAS WORKS JRB-BRIEF-13A-TR -
Appendix A - Part | DEBT SERVICE COVERAGE
Bad Debt Expenses Calculated on Total Revenues ( Dollars in Thousands }
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
200405 2005-06 2006-07 Adjustments 200807 2007-08 200809 2009-10 2010-11 2011-12
FUNDS PROVIDED
Total Gas Revenues S 830,550 H 956,562 3 942 090 - 3,101 s 945,181 $ 970,961 s 937,139 s 877.07% 3 872,629 S 864,454
Cther Operating Revenues 32,807 28,534 28,564 28,564 29,181 28,770 27,855 27981 28,054
Total Operating Revenues 863,357 985,086 970,654 3,101 973.755 1,000,142 965,909 904,934 900,610 892,508
Cther fncome Incr. f (Decr.) Restricted Funds 1,513 12,087 11,250 11,250 11,343 9,620 7.723 7,820 7,160
City Grant 18,000 18,000 18,000 18.000 18,000 18,000 18,000
AFUDC {Imerest) 07 1,168 1,202 1.202 1,002 1,036 1,008 985 959
TOTAL FUNDS PROVIDED 883,777 1,016.261 1,001,106 3,101 1,004 207 1,030,487 994,565 931,665 G909 415 900,627

FUNDS APPLIED

Fugl Costs 509,704 639,165 630,844 4,546 635,387 658,492 623,368 562,401 558,248 550,894
Other Operating Costs 283,308 278,189 268,128 {9.279) 258 849 278,151 280,407 283,136 286,993 290,653
Total Operating Expenses 793,032 917,374 898,969 {4,733} 894,236 035,643 963,775 845,037 845,241 841,547
Less; Non-Cash Expenses 39,338 40,554 41,887 - 41,887 43,300 44,612 45,807 47,385 47,404 .
TOTAL FUNDS APPLIED 753674 876,820 857,082 {4,733} 852,349 893,343 859,163 799,630 797,856 794,143
Funds Available to Cover Debt Service 130,103 139.541 144,024 7,834 151,858 137,144 135,402 132,035 111,559 106,484
1975 Ordinance Bonds Debt Service 38,806 41949 35,748 35,748 34368 32.368 30,155 30,745 32,164
Debt Service Coverage 1975 Bonds 3.35 3,33 4.03 4.25 3.99 418 4.38 3.63 3.3
Net Available after Prior Debt Service 1,297 87,592 108,276 7,834 136,110 102,776 103,034 101,880 80,3814 74,320
Other Capital Leases 1,998 . - - - - - - -
Net Availabte after Prior Capital Leases 89,299 97.592 108,276 7,834 15,110 102,776 103,034 101,880 80,814 74,320
1998 Ordinance Bonds Debt Service 45999 32,467 53,313 5,145 58,458 67.813 71,727 84,111 85,579 92016
New Proposed Bond Debt Service - B - - - - - - -
Total New Debt Service 45999 32,467 53,313 5,145 58,458 67,813 71,727 34,111 85,579 92,016
Debt Service Coverzge 1998 Bonds 1.94 301 2.03 1499 $.52 1.44 1.21 0.94 0.81
Net Available after 1998 Debt Service 43,300 65,125 54963 2,689 57,652 34,963 31,307 17,769 (4,765) {17,696)
1998 Crdinance Subordinate Bond Debt Ser 1.887 1,986 1.887 1,987 1,986 1,880 1,986 1,988 1,984
Debt Service Coverage Subordinate Bonds 21.79 32.79 27.66 28.01 17.60 15.73 8.95 (2.40) (8.92}
Net Available To Service Aggregrate Debt Serv 111,075 114,154 122,295 7.834 130,129 115,298 113,638 110,192 107,694 102,56'
Agagrearate Debt Service 88,780 76,402 91,048 5,145 96,193 104,167 106,085 116,252 118,312 126,164
Fixed Coverage Charge 1.25 1.49 1.34 1.35 1,11 1.07 095 0.9 0.81
Fixed Coverage Charge Including $18.0 City Fee 1.04 1.21 112 1.14 0.94 0.82 0.32 0.79 0.71




Brief . Present Rates
Appendix A - Part!

Bad Debt Expenses Calculated on Total Revenues

ASSETS
Liitity Plant Net
Sinking Fund Reserve
Capital Improvement Fund
Cash

Gas

Other

Accrued Gas Revenues

Reserve for Uncollectible
Accounts Receivable:
Materials & Supplies
Other Current Assets
Deferred Debits
Unamortized Bond Issuance Expense
Unamortized Extraordinary Loss
Deferred Environmental
Ctlher Assets

TOTAL ASSETS

EQUITY. & LIABILITIES
Cily Equity
Revenue Bonds
TECA Accretions
Unamortized Discount
Unameorntized Premium
Capital Equipment Leasing
Long Term Debt:
Notes Payable
City Loan
Accounis Payable
Customer Deposits
Other Current Liabilities
Deferred Credits
Accrued Interest
Accrued Taxes & Wages
Accrued Distribution to City
Qther Liabilities
TOTAL EQUITY & LIABILITIES

PHILADELPHIA GAS WORKS

BALANCE SHEET

{Dollars in Thousands)

JRB-BRIEF-13A-TR -

Revised
Actual Estimate Budget Budget Forecast Forecast Forecast Forecast Forecast
8131/05 8131/06 8{31/07 Adjustments 8{31/07 831108 8/31/09 8133{10 83111 8131412
981,722 1,012,851 1,048,780 1,049,790 1,088,822 1.135,752 1,164.479 1.182,535 1,198,940
104,530 93,800 102,050 5,622 107,672 102,050 110,300 110,300 118,550 118,550
102,701% 39,732 09,843 44,378 144,221 35,843 108,993 47,293 120,143 62,143
15,221 10,820 51616 (19) 51,597 50.327 41,366 21,624 " {17.053) (72.876)
273,805 264,254 243,808 243,806 226,927 211,043 195,166 181,847 170,26%
12,5622 785 506 506 352 350 350 350 350
8,787 11,300 10,568 10,568 11,089 10,742 89,098 9,939 9,848
(207,480) {191.631) {183,489) (183,488) {173.6818) {162,382} {149.869) {136,623} (123,247) .
87,634 84,708 71.391 71,391 64,750 59,723 55,675 55,313 57,220
129,984 183.784 180,389 180,389 176,809 162,083 159,236 155,999 152,694
{164) 2,986 3.056 3.056 3.236 3.441 3.596 3.751 3.906
2,796 8,448 3.228 3228 2,487 2,362 2,262 2,337 2,387

39,094 42,088 46,912 46912 43,166 47,671 43,651 47,920 43,676

38,494 55,859 50,301 50,301 45,085 40,244 35,726 31,552 27,624
9,513 9,513 9,513 9513 8.000 6.500 5,000 3.500 2,000
8,297 34N 2,881 2,881 2,825 3,030 3,138 3,250 3,365

1,519,822 1,548,001 1.670,970 49,981 1.720,951 1,627,510 1,721,465 1,652,680 1,707,797 1,599,629
222,646 233,063 241,982 5,126 247,108 242,693 235411 224101 186,824 145,871
1,045,371 1,042,430 1,154,385 44 855 1,199,240 1,105,945 1,207,915 1.151.820 1,254,251 1.203.616

14,313 12,608 13.913 13,913 15,314 16,818 18,434 10,933

{9.484) {5,113) (5.583) (5.683) (5,201} (5.732) {5,217) {5.733) (5.220)

22 901 20,797 18,826 18.826 16,956 15,183 13,516 11,996 10.550 .

1,073,101 1,070,722 1,181,441 44,855 1,226,296 1,133.014 1,234,184 1,178,553 1,271,447 1,208,946

45,900 70.000 90,000 90,000 145,000 150,000 150,000 150,000 150,000

45,000 45,000 43.000 43.000 - -

63,918 72,285 59,468 59,468 57.930 52,987 53,688 53.234 52,826
6.280 8,250 9,000 9,000 8,750 8,500 8.000 7.500 7.000
3,734 343 2,129 2,129 2,137 2,195 2,254 2313 2,372

14,608 5814 4,724 4,724 1,323 1,326 1.331 1.336 1.341
8,591 12,224 14,374 14,374 13,945 15,863 15,427 17,387 16,837
3,861 4,231 2,796 2.796 2,817 3.088 3,609 4,130 2.900
3,000 3,000 3,000 3,000 3,000 3,000 3.000 3,000 3,000

24,183 19,981 19,056 19,056 16,901 14,811 12,717 10,626 8,536

1,519,822 1,548,001 1,670,870 49,981 1,720,951 1.627.510 1,721,465 1,652,680 1,707,797 1,599,629




Brief - Present Rates
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Bad Debt Expenses Calculated on Total Revenues

Capitalization

JRE-BRIEF-13A-TR

FY2005 FY2006 FY2007  Adjustments FY2007 FY2008 FY2009 FY2010 FY2011 FY2012

Total Capitalization 1,295,747 1,303,785 1.423.423 42,527 1,473,404 1,375,707 1,469,595 1,402,654 1.458.271 1,354,817
Total Long Term Debt 1,073,101 1,070,722 1,181.441 44,855 1,226,296 1,133,014 1,234,184 1,178,553 1,271,447 1,208,946
Debt to Equity Ratio 0.83 0.82 0.83 .83 0.82 3.84 a.84 G.67 ¢.88
Capitalization Ratio 4.82 4.59 4.88 4.96 4.67 5.24 5.26 6.81 8.29
Plant in Service 1,517,046 1,573,346 1.641,403 1.641,403 1,716,555 1,795,152 1.882,907 1.953.725 2.015.312
Regulatory Asset Securitization

Capital - 106&107 56,300 68,057 75,152 75,152 78,597 87,755 70.818 61,587 59,920
Total Plant 1,573,346 1,641,403 1,716,555 1,716,555 1,795,152 1,882,907 1,953,725 2,015,312 2,075,232
Accumulated Depreciation {591,624} (628,552} {666,765) {668,765) (706.330) {747,155) {789.248) {832,777) (876.292)
Net Utility Plant 981,722 1,012,851 1,049,790 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,198,940



Brief - $100.0M + $10.0M Rate Increase
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Bad Dabt Expenses Calculated on Total Revenues

OPERATING REVENUES

Non-Heating
Gas Transpor Service
Heating
Proposed Base Rate
Weather Normalization Adjustment
Unbilled Adjustment

Total Gas Revenues
Appliance Repair & Other Revenues
Other Operating Revenues

Total Gther Operating Revenues
Total Operating Revenues

OPERATING EXPENSES
Natural Gas
QOther Raw Material
Sub-Tetal Fuel

CONTRIBUTION MARGINS
Gas Processing
Field Services
Distribution
Coliection
Customer Service
Account Management
Bad Debt Expense
Marketing
Administrative & Genera!
Health Insurance
Capitalized Fringe Benefits
Capitalized Administrative Charges
Amoartization of Restructuring Cosls
Pensions
Taxes
Environmental Expenses
Prg Forma Adjustmems
Cost/ Labor Savings

Sub-Total Other Oper.& Maintenance

BDepreciation
Cost of Removal
To Clearing Accounts

Sub Total Other Oper. & Maint. & Depreciation

TOTAL OPERATING EXPENSES

OPERATING INCOME
Qther Income

INCOME BEFORE INTEREST

INTEREST
Long-Term Debt
Other
AFUDC
Loss From Extinguishment of Debt
Total Interest
NET INCOME
City Payment
Net Earnings

PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
(Dollars in Thousands)

JRB.BRIEF-13B-TR .

Test Year Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST ~
2004-05 200506 200607 Adjustments 2006407 200708 2008-09 2009-10 2010-11 2011-12
114,880 {14,212 115,126 S 115,126 5 117,022 112,771 S 106,389 s 106,117 105,739
4679 8,147 7.256 7.256 7.889 8,461 8983 9,465 9.908
713,159 821,190 824,440 7,100 A 831,510 849,529 820,284 766,421 761,106 752,888
- - 100,000 {3,396} B 96,604 100,000 100,000 100,000 100,000 100,000
{1,365} 32,500 - - - - - -
(803} 2,513 505 505 522 (376) {743) (58) (89)
830,550 956,562 1,047,327 3,704 1,051,034 1,074,962 1,044,140 981,080 976,630 968,456
10,895 10,669 10,532 10,532 10,743 10,957 11,477 11,400 11,628
21,812 17,865 20,008 20,008 20,414 19,789 18.654 18,557 18,402
32,807 28,534 30,540 - 30,540 31,157 30,746 29.831 29,957 30,030
863,357 985,096 1,077 867 3,704 1,081,571 1,106,119 1,074,886 1,010,811 1,006,587 998,486
508,700 639,180 630,836 4,524 C 635,360 558,487 §23,363 562 396 558,243 550.889
4 5 5 S 5 H 5 5 5
509,704 639,185 630,841 4,524 635,365 658,492 £23,368 562 401 558,248 550.894.
353,653 345,911 447 026 {820) 446 206 447,627 448,518 448,510 448,339 447 592
18,584 16,286 15,715 15,715 17 245 17,458 17.670 17,935 18,270
28,4535 27377 34,698 34,698 35,786 35,925 35,847 36,348 36,846
15.115 15,382 16,536 16,536 16,837 17,152 17,477 17,832 18,217
10,971 9,225 7,944 7,924 EREA 7,872 7.974 8101 8,230
12,312 12,026 14,125 14,125 14,168 14,398 14,657 14,863 15,152
7655 7.928 7,625 7,625 7.690 7.787 7.825 7,922 g01g
70,424 651,519 59,546 {11.942) O 48,504 58,962 56,235 52.563 48,645 46,943
2,592 2470 2,992 2,992 3.088 3.031 3,085 3,140 3.132
43,3291 47,931 43,963 {2400 E 43,723 43,394 44,257 £5.591 46,415 47379
33,571 34 804 37.784 (460} F 37,324 41,944 45,5064 29,654 53,718 58,126
{10,348) {10,099) {11,261} (11,261) {11,547} {12,158) $12,844) (13,461} {14,180}
(6,706) {6.603) (7.850) (7.950) (7.258) (7.529) {7.379) (7.220) (7.008)
1,087 1,087 - - . - - - -
14,702 17,297 15,075 15,075 14,811 14,265 13911 13,571 13,233
6,218 58678 6,485 6,285 8,836 6,700 6,760 6,815 6,877
- - - - . 383 507 638 753
247 217 603 250 250
- (1.105}) {6,274} {6,274) - - - - -
248,263 241123 237,220 {11,742) 225478 249930 251,930 253,548 255,264 259,989
35,904 36.928 38,213 38,213 39,565 40,825 42091 43,531 43,515
3643 3,200 3,200 3,200 3,200 3,200 3,200 3,200 3,20
{4,502) (3.062) (3.217) (3.217) {3.311) (3.177) (3.227) {3,211} (3,23
35,045 37,066 38,196 - 38,186 39,454 40,848 42,064 43,520 43,483
283,308 278,189 275,416 {11,742) 263,674 289.384 292,778 295,612 298,784 303472
783,012 917,374 906,257 (7,218) 895,038 847,876 916,146 858,013 857,032 B54,366
70,345 67,722 171,610 10,922 182,532 158,243 155,740 152,898 149,556 144,320
4,778 8,198 17,131 - 17,131 19,082 18,437 20,343 21,881 22,807
75,123 75,920 188,741 10,922 189,663 177,325 174 177 173,241 171,436 167.027
53.856 51,778 56,437 2,708 G 58,145 56,698 54,265 51,809 48,384 46,024
6,123 9,561 13,186 13,186 13,229 13,134 13,028 12,941 12,805
(967) (1,168) (1.202) 1,202} (1,002) {1.036} (1,008) (085) (959)
4,779 5,332 5,557 5,557 5,206 4,851 4,518 4173 3.928
63,851 65,503 73.878 2,708 76,686 74,131 71214 68,347 65.013 61.798
11.272 10.417 114,763 8,214 122977 103,194 102,963 104,894 106,423 105,229
11,272 10,417 114,763 S 8,214 3 122,977 5 103,194 102,963 s 104,894 3 106,423 105,229
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Bad Debt Expenses Calculated on Total Revenues

SOURCES

Net Income

Depreciation & Amortization

Earnings on Restricted Funds

Elimination of Accrued Interest on Refunded Debt

Increasedf{Decreased) Other Assetsiliabilities
Available From Operations

Funds Required for Capital
Grant Income
Capital Leasing Furds Debt Service
Capitalized Interest Dabt Service
Release of Sinking Fund Asset
Temporary Financing

TOTAL SCURCES

USES
Net Construction Expenditures
LNG & BCCS
Funded Debt Reduction.
Revenue Bonds
PMA LeasefSubordinate Debt
Capital Lease
Debt Reduction Funding
Post Retirement Benefit Funding
Temporary Financing Repayment
City Loan Repayment/Status
Distsibution of Earnings
Additiens To (Reducticns of)
Non-Cash Warking Capital

Cash Needs
Cash Surplus (Shortfall)
TOTAL USES

Cash - Beginning of Period
Cash - Surplus {Shorfall)
ENDING CASH

Qutstanding Commercial Paper
City Loan Qutstanding
Internally Generated Funds

PHILADELPHIA GAS WORKS
CASHFLOW STATEMENT
{Dollars in Thousands )

JRB-BRIEF-13B-TR -

Test Year Revised
ACTUAL ESTIMATE BUDGET Adjustments BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005-06 2006-07 200607 2007-08 200809 2009-10 2019011 2011-12
11,272 10,4147 114,763 S 8,214 122,977 S 103,194 102,963 S 104,894 5 106,423 105,229
42,281 43,928 46,007 - 46,007 47,128 47959 48,821 49,864 49 501
(3.265) 3,899 (381) {381} (2,238) (3.970) {6.229) (7.763) 20,616
- 3,186 - - - - -
(6.917) {1,024) 911 . 941 716 808 915 (8,203) {11,639)
43.371 60,406 161,300 8,214 169,514 148,799 147,760 148,405 140,321 163,707
68,000 60,195 72,000 . 72,000 60,000 39,843 - - -
18,000 18,000 18,000 - 18,000 18,000 18,000 18,000
2,005 - - - - - - - -
2,283 5024 - - - - - - - -
6,038 3.680 - - - - . - - -
- 20,100 - - - - -
139,697 168,305 251,300 8,214 258514 226,799 205,603 166,405 140,327 163,707
66,910 68,057 75,152 - 75152 62,597 64,755 63.018 61,587 59,920
16,000 23.000 7.600
35,387 28,906 36.675 5,145 41,820 47,010 46,530 47.920 39,479 36,020
1,255 1,310 1.370 - 1.370 1,430 1,500 1.565 1.640 1,715
1.847 - - - - - - - - -
40,000 - 40,000 15,000 55,000 35.000 20,000 40,000
850 - 40,000 - 40,000 20,000 10,000 - - -
- - 2,000 - 2.000 43,000 - - . .
18,000 18,000 18.000 - 18,000 18,000 18,000 1£.000 18,000 18,000
3,793 55,433 1,158 - 1,158 (873) (11.595) {5.138) 99 2,840
128,142 172,706 214,356 5,145 219,501 222,164 207,190 168,165 140,805 158,495
11,555 (4,401} 36,944 3,069 40,013 4,635 (1,587} {3,760) {484) 5,212
139,697 168,305 251,300 8.214 258,514 226,789 205,603 166,405 140,321 163,707
3.666 15,224 10,820 30,820 47,764 52,389 50812 49.052 48,568
11,555 {4.401) 36,944 3.069 40,013 4,635 (1,587) (1,760) {484) 5.21'
15,221 10,820 47,764 3,069 50,833 52,399 50,812 49,052 48,568 53,780
49,800 70,000 30,000 30,000 30,000 10,000 - - - -
45,000 45,000 43,000 43,000 43,000 - - - - -
- - - - - - 47912 70,818 61,687 59,920
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Bad Debt Expenses Calculated on Total Revenues

FUNDS PROVIDED

Total Gas Revenues

Other Operating Revenues
Total Operating Revenues
Other Income Incr, / (Decr.} Restricted Funds
City Grant
AFUDC (Interest)

TOTAL FUNDS PROVIDED

FUNDS APPLIED
Fuel Costs
Other Operating Costs
Total Qperating Expenses
Less: Non-Cash Expenses
TOTAL FUNDS APPLIED

Funds Available to Cover Debnt Service

1975 Ordinance Bonds Debt Service
Debt Service Coverage 1975 Bonds

HNet Available after Prior Debt Service
Other Capital Leases
Net Available ater Prior Capital Leases

1998 Ordinance Bonds Debt Service

New Proposed Bordd Debt Service
Total New Debt Service

Debt Service Coverage 1998 Bonds

Net Available after 1998 Debt Service

1998 Ordinance Subordinate Bond Debt Ser
Debt Service Coverage Subordinate Bonds

Net Available To Service Aggregrate Debt Serv
Aggregrate Debt Service

Fixed Coverage Charge

Fixed Coverage Charge Including 518.0 City Fee

PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
( Dollars in Thousands )

JRB-BRIEF-138-TR -

Test Year Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 200506 2006-07 Adjustments 200607 2007-08 2008-09 2009-10 2010-11 2011-12
830,550 S 955,562 1,047,327 $ 3,704 $ 1,051,031 S 1074962 $ 1,041,740 981,080 976,620 968,456
32,807 28,634 30,540 30,540 31,157 30,748 29,833 29,957 30.030
863,357 985,068 1,077,867 3,704 1,081,571 1,106,119 1,071,885 1,010,941 1,006,587 998,486
1513 12,097 16,750 - 16,750 16843 14,467 14,118 14,118 43,523
18,000 18,000 18,000 - 18,000 18.000 18,000 18,000
807 1,168 1,202 - 1,202 1,002 1036 1,008 985 959
BB3 777 1,016,363 1,113,819 3,704 1,117,523 1,141,964 1,105,389 1,044,037 1,021,690 1,042,988
509,704 639,185 630,841 4,524 635.365 658,492 623,368 562,401 558,248 550.894
283,308 278,188 275,416 {1,200} 263.674 288,384 292,778 205612 298,784 303.472
783,012 917,374 906,257 (7.218) §99.039 947 876 916,146 858,013 857,032 854,366
39,338 40,554 41,887 - 41,887 43,300 44612 45,907 47 385 47 404 .
753,674 876,520 864,370 {7.218) 857,152 904 576 871,534 812,106 809,547 806,962
130,103 139,541 249,449 10,922 260,371 237,388 233,855 231,931 212,043 236.006
38,806 41,949 35,748 35,748 34,368 32,368 30,155 30,745 32,164
3.35 3.33 6.98 T.28 6.91 7.22 7.69 6.90 7.34
91,297 97,592 233,701 10,922 225 623 203,020 201,487 201,776 181,298 203,842
1,998 - - - - - - - -
89,299 97,592 213,701 10,922 224623 203,020 204,487 201.776 181,298 203,842
45,999 32,467 53,313 5,145 58,458 87,813 66,852 67.966 65,143 60,885
45,999 32,467 53,313 5,145 58,458 87,813 66,852 &7 966 65,143 60,885
1.94 3.0 4.01 3.84 299 3.01 2.97 278 335
43,300 65,125 160,388 5777 164,165 135,207 134,635 133,810 116,155 142 857
1,987 1,966 1.887 1,987 1,886 1,980 1,986 1,988 1,984
21.79 32.79 30.72 83.63 68.08 67.66 67.28 58.43 72.05
111,075 114,154 228,139 10,922 239,061 217,781 216,061 216,313 215,841 211,469.
83,790 76,402 21,048 5,145 96,193 104,187 101,219 100,107 a7.876 95,033
1.25 149 2.51 2.49 209 13 216 2.21 2.23
1.04 1.21 2,09 2.09 1.78 1.81 183 1.86 1.87
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Bad Debt Expenses Cailculated on Total Revenues PHILADELPHIA GAS WORKS
BALANCE SHEET

{Dollars in Thousands)

Revised
Actual Estimate Budget Budget Forecast Forecast Forecast Forecast Forecast
8/31/05 8/31/06 8131107 Adjustments 8/31/07 831/08 8/31/09 831110 8/31/11 831112
ASSETS
Wtility Plant Net 981,722 1.012,854 1,049,790 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,198,940
Sinking Fund Reserve 104,530 93,800 102,050 5,622 112,050 102,050 102,050 102,050 102,050 102,050
Capital Improverment Fund 102,701 39,732 99.843 44,378 139,843 39,843 - - - .
Debt Reduction Funding - - 40,418 40,419 57.658 116,628 157,853 185,616 -
Cash 15,221 10,820 47,764 3,069 50,833 52,399 50,812 49,052 48,568 53,7680
Gas 273,805 264,254 254,134 254,134 240,307 224,591 205,778 186,746 167,304
Other 12,522 785 506 506 352 350 350 350 350
Accrued Gas Revenues 8,787 11,300 11,805 11,805 12,327 11,951 11,238 11,180 11,091
Reserve for Uncollectible {207,480) {191.531) (185.777) {185,777} {174,639) {160,774) {143,237) {12i,782) {98,725)
Accounts Receivable: 87.634 84,708 80,658 80.668 78,347 76,118 74,129 76,494 80,020
Materials & Supplies 129,984 183,784 180,389 180,389 176,809 162.083 159,236 155,999 152,694
Other Current Assets (163} 2,986 3,056 3.056 3.236 3.441 3,506 3.751 3,906
Deferred Debits 2,796 8,448 3,228 3.228 2.487 2,362 2,262 2,337 2,387
Unamortized Bond Issuance Expense 39,0894 42,089 48912 46,012 43,166 39,574 36,138 32,868 29,740
Unamontized Extraordinary Loss 38,494 55,859 50.301 50,301 45,085 40,244 35,726 31,552 27,624
Deferred Environmental 5,513 9,513 9,513 9,513 8.000 6,500 5.000 3,500 2,000
Other Assets 8,297 3.411 2,881 2,881 2,925 3,030 3,138 3,250 3,365
TOTAL ASSETS 1,519,822 1,548,001 1,716,814 53,069 1,769.883 1,700,837 1,738,594 1,792,659 1,828,520 1,656,506
EQUITY & LIABILITIES Narmal
City Equity 222,646 233,083 347,828 8,214 356,040 451,020 553,983 658,877 747,300 834,529 B34.529
Revenue Bonds 1,045,371 1,042,430 1,154,385 44,855 1,199,240 1,106,945 1,057,915 1,008,430 967,311 724,576 929,576
TECA Accretions 14,313 12,608 13,913 $3,913 15,314 16,818 18.434 10.933
Unamortized Discount {5.484) (5,173 (5.683) {5.683) {5,201) {,73B) {<,285) (3.885) {3.509) (3,509)
Unamortized Premium 22,901 20,797 18,825 18,826 16,956 15,183 13.516 11,986 10,550 10,550
Capital Equipment Leasing - - - - =
Long Term Debt: 1,073,101 1,070,722 1,181,441 44 855 1,226,296 1,133,014 1,085,178 1,036,085 986,355 731.817 936,617
Notes Payable 48,900 70,000 30,000 30,000 10,000 - - - -
City Loan 45,000 45,000 43.000 43,000 - -
Accounts Payable 63,918 72,285 59,468 50,468 57.930 52,987 53,688 53,234 52,828
Customer Deposits 6,280 8,250 9,000 9.000 8,750 8,500 8.000 7.500 7.000
Other Current Liabilities 3,734 3,433 2,129 2,129 2,137 2.195 2,254 2,313 2,372
Deferred Credits 14,608 5,814 4,724 4,724 1,323 1,326 1,331 1,335 1,341
Accrued Interast 9,591 12,224 14,374 14,374 13,945 13.526 13.097 12,725 12,385
Accrued Taxes & Wages 3,861 4,231 2,796 2,796 2,817 3,088 3,609 4,130 2,800
Accrued Distribution to City 3.000 3.000 3,000 3,000 3.000 3,000 3.000 3,000 3,000
Other Lizhitities 24,183 19,981 19,056 19.056 16.801 14,811 12,718 10.627 8,536
TOTAL EQUITY & LIABILITIES 1,519,822 1,548,001 1,716,814 53,069 1,769.883 1,700,837 1,738,594 1,792,659 1,828,520 1,656,506
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Bad Debt Expenses Calculated on Total Revenues

Capitalization

Total Capitalization
Tolal Long Term Debt
Debi to Equity Ratio
Capitalization Ratio

Plant in Service

Capital - 1068307

Total Plant

Accurmulated Depreciation
Net Uliiity Piant

JRB-BRIEF-13B-TR

Normal

Amartiz.

FY2005 FY2006 FY2007 Adjustments F¥2007 FY2008 FY2009 FY2010 FY2011 FY2012 FY2012
1,295,747 1,303,785 1,528,267 42,527 1,582,336 1,584,034 1,639,161 1,664,962 1,733,655 1,566,146 1,771,146
1,073,101 1.070.722 1,181,441 44,855 1,226,296 1,133,014 1,085,178 1,036,085 986,355 731,617 836,617
0.83 0.82 0.77 0.77 0.72 0.66 0.61 0.57 0.47 0.53

4.82 4.58 3.40 3.44 2.51 1.86 1.57 1.32 0.88 1.12
1,517,046 1.573,348 1,641,403 1,641,403 1,716,555 1,795,152 1,882,907 1,853,725 2,015,312 2.015,312
56,300 68,057 75,152 75,152 78,597 87.755 70,818 61,587 59.920 58,920
1.573.348 1,641,403 1,716,555 1,716,555 1,795,152 1,882,907 1,953,725 2,015.312 2.075,232 2075232
{591.624} ($28.552) (568.765) 15658.76%) (7(6.330) (747,155) {7BS,246) {832.7771 (875.262) (876.292)
981,722 1,012,851 1,049,750 1,048,790 1,085,822 1,135,752 1,164,478 1,182,535 1,198,940 1,198,940

10
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Bad Debt Expense Calculated on Gas Revenues

OPERATING REVENUES

Non-Heating
Gas Transpornt Service
Heating
Proposed Base Rate
Weather Normalization Adjustment
Unbilled Adjustment

Tatat Gas Revenues
Agpliaace Regair & Other Revenues
Other Operating Reveruves

Total Other Operating Revenues
Total Operating Revenues

OPERATING EXPENSES
Natural Gas
Other Raw Material
Sub-Total Fuel

CONTRIBUTION MARGINS
Gas Processing
Field Services
Distribution
Collection
Customer Service
Account Management
Bad Debt Expense
Marketing
Administrative & General
Health Insurance
Capitalized Fringe Benefits
Capitalized Administrative Charges
Amartization of Restructuring Costs
Pensions
Taxes
Environmental Expenses
Pro Forma Adjustments
Cost / Labor Savings

Sub-Total Other Oper.& Mainienance

Depreciation
Cost of Removal
To Clearing Accounts

Sub Total Other Oper. & Maint. & Depreciation

TOTAL OPERATING EXPENSES

OPERATING INCOME
Qther Income

{NCOME BEFORE INTEREST

INTEREST
Long-Term Debt
Other
AFUDC
Less From Extinguishment of Debt
Total Interest
NET INCOME
City Payment
Net Earnings

PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
{Dollars in Thousands)

JRB-BRIEF-13A-GR

Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
200405 2005-06 2006-07 Adjustments 2006-07 200708 2008-09 2009-10 2010-11 2011-12
S 114,880 s 114,212 S 114,834 $ 114,834 g 116,734 s 112,487 s 106,113 S 105,845 5 105,471
4,679 6,147 7.256 7.256 7,889 8,461 8,983 9,465 9,908
713,159 824,190 820,732 6,497 A 827,229 845,817 816,568 762,697 757,378 749,166
- - - {3,396) B (3.396) - - - - -
(1,365) 12,500 - R . . .
(803) 2,513 (732) {732) 521 (377) (714) {59} {91}
830,550 956,562 842,080 3,104 945,191 070,961 937,139 877,079 872,629 864,454
10,885 10,569 HAEA2 10,532 10,742 0957 N7z 11,400 11,628
21,912 17.865 18,032 18,032 18,438 17,813 16,678 16,581 16,426
32,807 28,534 28,564 - 28,564 29,i81 28,770 27,855 27,981 28,054
863,357 985,096 970,654 310 973,755 1,000,142 965,909 904,934 900,610 892,508
508,700 639,180 630,836 4546 C 635,382 658,487 623,363 562,396 558,243 550,889
4 5 5 5 5 5 5 5 5
509,704 639,185 630,841 4,546 635,387 658,482 623,368 562,401 558,248 550,894
353,653 345911 339,813 {1,445) 338,368 341,650 342,541 342,533 342,362 341,614
18,584 16,206 15,715 15,745 17.245 17,458 17,670 17,935 18,270
28,455 27,377 34,698 34,698 35.786 35,925 35,847 36,348 36,846
15,115 15,382 16,536 16,336 16,837 17,152 17,477 17,832 18,217
10,971 9,225 7942 7,944 7771 7.872 7.974 8,101 8,230
12,512 12,026 14,125 14,125 14,168 14,398 14,657 14,863 15,152
7,895 7.928 7.825 7,625 7,690 7,787 7.825 7922 8,019
70,424 61,519 52,258 (9.864) D 42,304 47,729 43,864 40,087 36,854 34,124
2,592 2,470 29882 2,992 3.088 3,031 3,085 3.140 3.132
43,391 47,931 43,983 (240) E 43,723 43,394 44,257 45,591 46,415 27,379
33,571 34,804 37.784 (460) F 37,324 41,944 45,904 49,654 53,719 58,126
(10,348) (10,098) (11.261) (11,261) (11.547) (12,158} (12,844} (+3,461) (14,180}
(6,708) (6,603) {7.950) {7.950) (7.258) (7.529} (7.379) {7.220) (7.008}
1,087 1,087 - - . - - - -
14,702 17,297 15,075 15,075 14.611 14,265 13,911 13,571 13,233
6,218 5,678 6.485 6,485 6,636 6,700 6,760 6,615 6,877
- - - - - 383 507 639 753
217 217 603 230 250
. {1,105} (6,274) (6,274) - - - - -
248 263 241,123 229932 (10,564} 219,368 238,697 239,559 243,072 243,473 247,170
35,904 36,928 38,213 38,213 39,565 40,825 42,001 43,531 43,515
3,643 3,200 3,200 3,200 3,200 3,200 3,200 3,200 3.20[.
{4,502) {3.062) {3,217) {3.217} {3,311) {3177} (3.227) {3.211) {3,232}
35,045 37.066 35,196 - 38,196 39,454 40,848 42.064 43,520 43,483
283.308 278,189 268,128 {10,564) 257,564 278,151 280.407 283,136 286,993 290,653
793,012 917374 895 969 (6,018) 892,951 936,643 903,775 845,537 845,241 841,547
70,345 67.722 71,685 9,119 80,804 63,499 62,134 59,397 55,369 50,961
4778 8,188 11,212 11,212 11,343 9,620 7.723 7,820 7,160
75123 75,020 82,897 9,919 92,016 74,842 71,754 87,120 63,189 58,124
53,856 51,778 56,437 2,708 G 5%,145 56,698 61,578 §1,236 65,202 684,046
5,123 9,561 13,186 13,186 13,229 13,643 13,684 14,076 14,059
(907} {1,168) {1,202) {1,202) (1,002) (1.036) {1.008) (885) (95%)
4,779 5,332 5,667 5,557 5,206 4.851 4,518 4,173 3,928
63.851 65,503 73,978 2,708 76,686 74,131 79,036 78,430 82,466 81,074
11,272 10,417 8919 6,411 15,330 71 (7.282) {31.310) (18.277) (22,953)
$ 11,272 $ 10,447 $ 8,919 H 6,411 S 15,330 s 711 $ (7.282) S (11,310} S (19.277) $ {22,953}

11
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Brief - Present Rates PHILADELPHIA GAS WORKS JRB-BRIEF-13A-GR M
Appendix A - Part 1l CASHFLOW STATEMENT
Bad Debt Expense Calculated on Gas Revenues (Dollars in Thousands )
Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004405 2005-06 200607 Adjustments 2006-07 200708 2008-09 2009-10 201011 2011-12
SOURCES
Met Income 5 11,272 s 10417 5 8919 $ 6,411 3 15,330 5 FAR S (7.282y § (11,310) s (19.277) 5 {22.953)
Depreciation & Amortization 42281 43,928 46.007 46,007 47,128 48,468 49,476 50,999 50,755
Eamings on Restricted Funds {3.265) 3,898 38 33 - - - - -
Efimination of Accrued Intergst on Refunded Debt - 3,186 - - - - -
Increased/(Decreased) Other Assets/Liabilities (6.917) {1.024) 911 911 716 808 915 (8.203) (11,639}
Available From Operations 43,371 60,406 55,875 6,411 62,286 48,555 41994 38,081 23,518 16,163
Furkis Required for Capital 68,000 60,195 72,000 72,000 50,000 63.000 61,000 60.000 58,000
Grant Income 18,000 18,000 18,000 18,000 18,600 18,000 18,000
Capital Leasing Funds Debt Service 2,005 - - - - - - -
Capitalized Interest Debt Service 2,283 5,924 - - - - - - -
Release of Sinking Fund Asset 6,038 3,680 - - - - - -
Temperary Financing - 20,100 20,000 20,000 55,000 5,000 - - .
TOTAL SOURCES 139,697 168,305 165,875 6,411 172,286 181,555 127,994 118.081 83519 74,163
USES
Net Construction Expenditures 86,910 68,057 75,152 75,152 62,597 54,755 63.018 61,587 59,920
LNG & BCCS 16.000 23,000 7.800
Funded Debt Reduction:
Revenue Bonds 35,387 29,906 36,673 5,145 H 43,820 47,010 48,530 54,530 45,929 48,920
PMA Lease/Subordinate Debt 1,255 1,310 1,370 1,370 1,430 1,500 1,585 1,640 1,715
Capital Lease §.947 - - - - - - - -
Bebt Reduction Funding - - - - - - -
Temporary Financing Repayment 850 - - - - - -
City Loan Repayment/Status - - 2,000 2,000 43,000 - - - -
Distribution of Earnings 18,000 18,000 58,000 18,000 18,000 18,000 18,000 18,000 18,000
Additions To (Reductions of)
Non-Cash Working Capital 3,783 55,433 (E.118) (8.118) {5,193) (16.830) (7.090) (4,960) 1431
Cash Needs 128,142 172,706 125,079 5,145 130,224 182,844 136,955 137,823 122,196 129,986
Cash Sueplus (Shortfall) 11,555 (4.401) 40,796 1,268 42062 {1,289) {8.961) {19,742) (38,677 {55.823)
TOTAL USES 139.697 168,305 165,875 5,411 172,266 181,555 127,994 118081 83.519 74,163
Cash - Beginning of Period 3.666 15,221 10,820 10,820 51,616 50,327 41,366 21,624 {17.053)
Cash - Surplus (Shortfall} 11,555 {4,401) 40,796 1,266 42,062 (1.289) {8,961) (19.742) {38,677} {55,823
ENDING CASH 15,241 10,820 51,616 1,266 52,882 50,327 41,366 21624 [17,053) (72,87,
Qutstanding Cormmercial Paper 49,900 70,000 90,000 110,000 145,000 150,000 150,000 150,000 150,600
City Loan Outstanding 45,000 45.000 43,000 43,000 - - - - -

Internally Generated Funds - - . - - - - - -
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Brief - Present Rates
Appendix A - Partl

Bad Debt Expense Calculated on Gas Revenues

FUNDS PROVIDED

Total Gas Revenues

Other Operating Revenues
Total Operating Revenues
Other Income Incr. f (Decr.) Restricted Funds
City Grant
AFUDC (Imerest)

TOTAL FUNDS PROVIDED

FUNDS APPLIED
Fuel Casts
Other Operating Costs
Total Operating Expenses
Less: Non-Cash Expenses
TOTAL FUNDS APPLIED

Funds Available to Cover Debl Service

1975 Ordinance Bonds Debt Service
Debt Service Coverage 1975 Bonds

Net Available after Prior Debt Service
Ohher Capital Leases
Net Available atter Prior Capital Leases

1998 Ordinance Bonds Debt Service

New Proposed Bong Debt Senvice
Total New Debt Service

Debt Service Coverage 1998 Bonds

Net Available after 1998 Dett Service

1998 Ordinance Subordinate Bond Debt Ser
Debt Service Coverage Subordinate Bonds

Net Available To Service Aggregrate Debt Serv
Aggregrate Debt Service

Fixed Coverage Charge

Fixed Coverage Charge Including §18.¢ City Fee

PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
{ Doltars in Thousands }

JRB-BRIEF-13A-GR

Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 2005-08 200607 Adiustments 200807 200708 2008-09 2009-10 2010-11 2011.12
s 830.550 S 956,562 S 942080 $ 3101 3 945,191 L) 970,961 S 937,139 3 877078 S 872,629 s 864,454
32807 28,534 Z8.564 28,564 28,181 28,778 27855 27,95} 28,052
863,357 985,096 970,654 3,101 973,755 1,000,142 965,909 904,934 900,610 892,508
1,513 12,097 11,250 11,250 11,343 9,620 7.723 7.820 7,180
18,000 18,000 18,000 18,000 18,000 18,000 18,000

907 1,168 1,202 1,202 1.002 1,036 1,008 985 959
883,777 1,016,361 1,001,106 3,101 1,004,207 1,030,487 994 565 931,665 909,415 900,627
509,704 639,185 630,841 4,546 635,387 658,492 623,368 562,401 558,248 550,894
263,308 278,189 268,128 (10,564) 257,564 278,151 280,407 283,136 286,993 290,653
793.012 917,374 898,969 (6,018) 892,851 936,643 903,775 845,537 845241 841,547
39,338 40,534 41,887 - 41,887 43,300 44,612 45,907 47,385 47,404
753,674 876,820 457,082 {5,018 851,064 893,343 858,163 788,630 787,856 794,143
130,103 138,541 344,024 9,119 153,143 137,144 135,402 132,035 111,559 106,484
38,806 43,949 35,748 35,748 34,368 32,368 30,155 30,745 32,184
3.35 3.33 4.03 428 3.99 4.18 4.28 3.63 N
91,287 97,592 108,276 9,119 117,395 102,776 103,034 101,880 80,644 74,320
1,988 - - - - - - - -
89,269 97,592 108,276 9,119 117,395 02,776 103,034 101,880 80,814 74,320
45,999 32467 53.313 5,145 58,458 67,813 71.727 84,111 85,579 92,056
45,998 32,467 53,313 5,145 58,458 67,813 7i.727 84,111 85,579 92,016
1.94 3.01 2.03 2.01 1.52 1.44 1.21% 0.94 ¢.81
43,300 65,125 54,963 3,974 58,937 34,963 31,307 17,765 {4,765) {47.696)
3,987 1,986 1,987 1.987 1,986 1,990 1,986 1,988 §,984
21.79 32.79 27.66 29.66 17.60 15.72 8.95 {2.40) (8.92}
111,075 114,154 122,295 92,119 131,414 115,298 113,638 110,192 107,694 102,563,
88,790 76,402 91,048 5,145 96,193 104,167 106,085 116,252 118,312 126,164
1.25 1.48 1.34 1.37 1.11 1.07 0.95 0.91 0.8t
1.04 1.21 1.12 1.15 0.94 0.92 0.82 0.79 0.71
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Brief - Present Rates
Appendix A - Part

Bad Debt Expense Calculated on Gas Revenues

ASSETS
LHility Plant Net
Sinking Fund Reserve
Capital Improvement Fund
Cash

Gas

Other

Accrued Gas Revenues

Reserve for Uncollectible
Accounts Receivable:
Materials & Supplies
Other Current Assels
Deferred Debits
Unamortized Bond issuance Expense
Unamortized Extraordinary Loss
Deferred Environmental
Other Assets

TOTAL ASSETS

EQUITY & LIABILITIES
City Equity
Revenue Bonds
TECA Accretions
Unamortized Discount
Unamortized Premium
Capital Equipment Leasing
Long Term Debt:
Notes Payable
City Loan
Accounts Payable
Customer Deposits
Other Current Lizhilities
Deferred Credits
Accrued Interest
Accrued Taxes & Wages
Accrued Distribution o City
Other Liabililies
TOTAL EQUNTY & LIABILITIES

PHILADELPHIA GAS WORKS

BALANCE SHEET
{Dollars in Thousands}

JRB-BRIEF-13A-GR

Revised
Actual Estimate Budget Budget Forecast Faorecast Forecast Farecast Forecast
B31/05 8/31/06 8/31/07  Adjustments  B{31/07 8/31/08 8/31/09 8131010 83111 831112
981.722 1,012,851 1,049,790 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,198,940
104,530 93.800 102,050 5,622 107 672 102.050 110,300 110,300 118,550 118,550
102,701 39,732 99,843 44,378 144,221 39.843 108,993 47,993 120,143 62,143
15,2214 10,820 51,616 1,266 52,882 50,327 47,366 21,624 {17.053) (72,876)
273,805 264,254 243,806 243,806 226,927 211,043 195,196 181,647 170,269
12,522 785 506 506 352 330 350 350 350
8,787 11,300 10.568 10,568 11,089 10,712 9,998 9,939 9,848
{207,480) {191.631) {183,489) (183,488} (173,618) (162,382) {149,86%) (136,623} (123.247) .
87.634 84,708 71,391 71,391 64,750 59,723 55,675 55,313 57.220
129.984 183.784 180,389 180,389 176,809 162,083 159,236 155,999 152,694
(164) 2.986 3.056 3.056 3.236 3.441 3.596 3.751% 3,906
2,796 8,448 3.228 3,228 2,487 2,362 2,262 2,337 2.387
39,094 42,089 46.912 48,912 43,166 47,671 43,651 47,920 43,676
38,494 55,859 50.301 50,301 45,095 40,244 35,726 31,552 27,624
9,513 9,513 9.513 9.513 8,000 6,500 5,000 3,500 2,000
8,287 3411 2,881 2,881 2,925 3,030 3,138 3,250 3.365
1,519,822 1.548.001 1,670,970 51,266 1,722,236 1,627,510 1,721,465 1.652 680 1,707,797 1,599,629
222646 233,063 241,982 6,411 248,393 242,693 235,411 224,101 186,824 145,871
1,045,371 1.042,430 1,154,385 44,855 1,199,240 1,105,845 1.207.915 1,151,820 1,254.25% 1,203,616
14,313 12,608 13.913 13.913 15,314 16,818 18,434 10,933
{9.-184) {5,113} (5.883) {5.683) (5.201} (5,732} (5,217} (5.733) {5,220)
22.901 20.797 18.826 18,826 16,956 15,183 13,516 11,996 10,550 .
1,073,101 1.070.722 1.181.441 44,855 1.226.256 1.133.014 1,234,184 1,178,553 1,271,447 1,208,946
49,900 70,000 90.000 90,000 145,000 150,000 150,000 150,000 150,000
45,000 45,000 43.000 43,000 - -
63,918 72,285 59,468 59,468 57,930 52,987 53.688 53.234 52,826
6,280 8.250 9,000 9.000 8,750 8,500 8,000 7,500 7.000
3,734 3431 2,129 2,129 2.137 2,195 2,254 2,313 2,372
14,608 5814 4,724 4,724 1.323 1,326 1,331 1,336 1,341
9,591 12,224 14,374 14,374 13,945 15,953 15,427 17,387 16,837
3.861 4,231 2,786 2,796 2.817 3,088 3,609 4.130 2.800
3.000 3,000 3.000 3.000 3.000 3,000 3.000 3.000 3,000
24,183 19,981 19,056 19,056 16,901 14.811 12717 10,626 8.536
1,516,822 1.548.001 1,670,870 51,266 1,722,236 1.627.510 1,721,465 1,652,680 1,707,797 1,599.629
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Brief - Present Rates
Appendix A - Part Il
Bad Debt Expense Calculated on Gas Revenues

Capitalization

Total Capitalization
Total Long Term Debt
Debt to Equity Ratic
Capitalization Ratio

Plant in Service

Regulatory Assel Securitization
Capital - 106&107

Total Plant

Accumulaied Depreciation

Net Utility Plant

JRB-BRIEF-13A-GR

FY2005 FY2006 FY2007  Adjustments  FY2007 FY2008 F¥2009 FY2010 Fy2011 FY2012

1,295,747 1,303,785 1,423,423 42,527 1,474,689 1.375.707 1,468,595 1,402,654 1,458,271 1.354.817
1,073.101 1,070,722 1,181,441 44,855 1,226,296 1,133.014 1,234,184 1,178.553 1.271.447 1,208,946
0.83 0.82 0.83 0.83 0.82 0.84 0.84 0.87 0.89

4.82 4.59 4.88 4.94 4.67 5.24 5.26 6.87 8.29
1,517.046 1,573,346 1,641,403 1,641,403 1,716,555 1,795,152 1,882,907 1,953,725 2,015,312
56,300 68,057 75,152 75,152 78,597 87,755 70.818 61,587 59.920
1,573,346 1,641,403 1,716,555 1,716,555 1,795,152 1,882,807 1.8953.725 2015312 2,075,232
(591,624) (528.552) (568,785} (666.765) {706.330) {747.155) {789,2456) (B32,777) (876.292)
981,722 1,012,851 1,045,790 1,049,790 1,088,822 1,135,752 1,164,478 1,182,535 1,198,940
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Brief - $100.0M + $10.0M Raie Increase

Appendix A - Part Il

Bad Debt Expense Calculated on Gas Revenues

OPERATING REVENUES
Non-Heating
Gas Transpont Service
Heating
Proposed Base Rate

Weather Normalization Adjustment

Unbilled Adjustment

Total Gas Revenues
Appliance Repair & Other Revenues

Other Operating Revenues

Total Other Opearating Revenues
Total Operating Revenues

OPERATING EXPENSES
Natural Gas
Other Raw Material

Sub-Total Fuel

CONTRIBUTION MARGINS
Gas Processing
Fielg Services
Distribution
Collection
Customer Service
Account Management
B8ad Debt Expense
Markeling
Administrative & General
Heatlth Insurance
Capitatized Fringe Benefits

Capitalized Administrative Charges
Arnortization of Restructuring Costs

Pensions

Taxes

Environmental Expenses
Pro Forma Adjustments
Cost/ Labor Savings

Sub-Tota! Other Oper.& Maintenance

Depreciation
Cost of Removal
To Clearing Atcounts

Sub Total Other Oper. & Maint, & Depreciation

TOTAL OPERAYING EXPENSES

OPERATING INCOME
QCther Income

INCOME BEFORE INTEREST

INTEREST
Long-Term Debt
Other
AFUDC

Loss From Extinguishment of Debt
Total Interest

NET INCOME
City Payment
Net Earnings

PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
{Dollars in Thousands)

JRB-BRIEF-13B-GR .

Test Year Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST ~
200405 200506 200607 Adjustments 200607 200708 200809 2009-10 201011 201112
114,880 S 114,212 - 115,126 S 115,126 117,022 112,771 106,389 106,117 105,739
4 679 6,147 7.256 7.256 7,889 8,461 8,983 9,455 9,908
713,159 821,190 824,440 7,100 A 831,540 849,529 820,284 766,421 761,106 752,898
- - 100,000 {3,396) B 96,604 100,000 100,000 100,000 100,000 100,000
(1,365) 12,500 - - - - - -
(803} 2,513 505 505 522 {376) {713) (58} (89}
830,550 956,582 1,047,327 3,704 1,051,031 1,074 962 1,041,340 981,080 976,630 968,456
10,895 10,669 10,632 10,532 10,743 10,857 1,177 11,400 11,628
21,912 17,865 20,008 20,008 20,414 19,789 18,654 18,557 18,402
32,807 28,534 30,540 - 30,540 31,157 30,746 29,831 28,957 30,030
863,357 985,096 1,077 867 3.704 1,081,571 1,106,119 1,071,886 1.01091 1,006,587 G98,436
509,700 639,180 630,838 4,524 C 635,360 658,487 623,363 562,396 558,243 550,889
4 5 5 5 5 5 5 5 5
509,704 639,185 630.841 4,524 635,365 658,492 623,368 562,401 558,248 550.694.
353,653 345,911 447,026 (820} 446 206 447 827 448,518 448,510 448339 447,592
18,584 16,206 15,715 15,715 17,245 17,458 17.670 17,835 18,270
28,455 27,377 34,698 34,558 35,786 35,925 35847 36,348 36.848
15,115 15,382 16,5386 16,536 16,837 17,152 17477 37,832 18,217
10,971 9,225 7.944 7,944 7.7 7872 7.974 8,101 8,230
12612 12,026 14,325 14,125 14,168 14,398 14,657 14,863 15,152
7695 7,928 7,625 7,625 7,690 7.787 7.825 7,922 5,019
70,424 61,519 59,546 {12,418) D 47,130 58,962 56,235 52,563 48,645 46,943
2592 2,470 2,892 2,852 3,088 3031 3,085 3,140 3,132
43,39 47,931 43,963 {240} E 43723 43,394 44257 45,591 46,415 47,379
33,51 34,804 37,784 (460) F 37,324 41,944 45,904 49,654 53.719 58,126
{10,348) {10,099) {11,261) (11.26%) (11,547) {12,158) (12,844} (13.461) {14.180)
{6,706} (6,603) {7.950) (7.850) {7,258) (7.529) {7.379}) (7,220} {7.008)
i.087 1,087 - - - - - - -
14,702 37,297 15,075 15075 4611 14,265 13911 13,571 13,233
6,218 5,678 6,485 6,485 6.6838 6,700 6,760 6,815 8,877
- - - - . 383 507 639 753
217 217 603 250 250
- (1,1G5) (6.274) {6.274) - - - - -
218263 241,123 237,220 {13.116) 224,104 249,930 251,930 253.548 255,264 256,989
35,804 36,928 38,213 38,213 39.565 40,825 42,081 43,531 23,515
3,643 3,200 3.200 3,200 3.200 3,200 3,200 3,200 3,
(4,502) (3.062) {3.217) (3,217} {3.311) {3.177) {3.227) (3.211) {3,23
35,025 37.066 38,196 - 38,196 39.454 40,848 42,064 43,520 43,483
283,308 278,189 275,416 {13,116} 262,300 289,384 292,778 295612 208,784 303,472
793,012 917,374 906,257 (8.592) 897 665 947 876 916,146 858,033 E57.032 854,366
70,345 67,722 171,610 12,296 183,906 158,243 155,740 152 898 149 555 144,120
4778 8,198 17,131 - 17131 19,082 18,437 20,343 21,881 22,8907
75,123 75,820 1BB,741 12,296 201,037 177,325 174477 173,241 171,436 167,027
53.856 51,778 56,437 2,708 G 54,145 56,698 54,265 51,809 48,884 46.024
6,123 9,561 13,188 13,186 13,229 13,134 13,028 12,941 12,805
{807 (1.168) {1.202) {1,202) (1,002) {1,036) (1,008) (985) (958)
4,779 5,332 5,557 5,557 5,206 4,851 4,518 4,173 3.928
63,851 65,503 73,978 2,708 76,686 74131 71.214 63,347 £5,013 61,798
11,272 10,417 114,763 9,588 124,351 103,194 102,963 104,894 106,423 105,229
11,272 H 10,417 $ 114,763 $ 9,588 1 124,351 S 103,194 $ 102,963 S 104,894 S 106,423 105,229
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Bad Debt Expense Calculated on Gas Revenues

PHILADELPHIA GAS WORKS
CASHFLOW STATEMENT
{Dollars in Thousands |

JRB-BRIEF-13B-GR

Test Year Revised
ACTUAL ESTIMATE BUDGET Adjustments BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
200405 200506 2006-07 2006-07 2007-08 200808 2049-10 2010-11 201112
SOQOURCES
Net Income S 11,272 10,417 114,763 S 9,588 124,351 ) 103,194 102,963 5 104,894 s 106,423 105,229
Depreciation & Amartization 42,281 43,928 46,007 - 46,007 47,128 47,959 48,824 49,854 49,5017
Earnings on Restricted Funds (3.265} 3,889 {384) (381) {2,239) (3.870) (6,225) (7.763) 20,616
Elimination of Accrued Interest an Refunded Debt - 3,188 - - - - -
Increased/(Decreased) Cther Assets/Liabilities (6,917) (1,024} G411 - 911 716 508 M5 {8,203) {11,639)
Available From Operations 43371 60,406 161,300 9,588 170,888 148,799 147,760 148,405 140,323 163,707
Funds Reguited for Capital 685,000 60,185 72,000 - 72,000 60,000 39.843 - - -
Geant Income 18,000 18,000 18,000 - 18,000 18,000 18,000 18,000
Capital Leasing Funds Debt Service 2,005 - - - - - - - -
Capitalized Interest Debt Service 2,283 5924 - - - - - - - -
Release of Sinking Furd Asset 6,038 3.680 - - - - - - - -
Temporary Financing - 20,500 - - - - -.
TOTAL SOURCES 138,697 168.305 251,300 9,588 260,888 226,799 205,803 166.405 140,321 163,707
USES
Net Canstruction Expenditures 66,910 88,057 75,152 - 75,152 62,397 64,755 63,018 &§1,587 59,920
LNG & BCCS 18,000 23,000 7,800
Funded Debt Reduction:
Reverwe Bonds 35,387 29,906 36,675 5,145 41,820 47.010 46,530 47,520 a9.478 36,020
BhiA Lease/Subodinate Debt 1,255 1.310 1,370 - 1,370 1,430 1.500 1.565 1.640 1.715
Capital Lease 1,947 - - - - - - - - -
Debt Reduction Funding 40,000 - 40,000 15,000 55,000 35,0600 20,000 40,000
Post Retirement Benefit Funding - - - - - - - -
Temporary Financing Repayment 850 - 40,000 - 40,000 20,000 10,000 - - -
City Loan Repayment/Status - - 2,000 - 2,000 43.000 - - - -
Distribution of Earnings 18,000 18,000 18,000 - 18,000 58,000 18,000 18.000 18,000 18,000
Additions Te (Reductions of)
Non-Cash Working Capital 3,793 55,433 1,158 - 1,159 (873) {11.585) {5.138) a5 2,840
Cash Needs 128,142 172,706 214,356 5,145 219,504 222,164 207_150 188,185 140,805 158,495
Cash Surplus {Shorfall} 11,5585 {a.401} 36,844 4,443 41,387 4,635 {1.587) {1,760) {484} 5212
TOTAL USES 139,697 168,305 251.300 9,588 260,888 226,799 205,603 166,405 140,321 163,707
Cash - Beginning of Period 3.666 15.221 10,820 10,820 47,764 52,399 50812 49,052 48,568
Cash - Surptus (Shartfall} 11,5655 (4,401} 36.944 4,443 41,387 4,635 (1.587) (1,760) {484} 5.21
ENDING CASH 15,221 10,820 47,764 4,443 52,207 52,389 50,812 49,052 48,568 53,780
Qutstanding Commercial Paper 49,800 70,000 30,000 30,000 30.000 10,000 - - - -
City Lean Quistanding 45,000 45,000 43.000 43,000 43,000 - - - - -
- - - . - - 47,912 70818 61,587 59,920

Internally Generated Funds
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Appendix A - Part |

Bad Debt Expense Calculated on Gas Revenues

FUNDS PROVIDED

Tatal Gas Revenues

Other Operating Revenues
Total Operating Revenues
Other Income Incr. / (Decr.) Restricted Funds
City Grant
AFUDC (lnierest)

TOTAL FUNDS PROVIDED

FUNDS APPLIED
Fuel Costs
Cther Operating Costs
Tatal Operating Expenses
Less: Non-Cash Expenses
TOTAL FUNDS APPLIED

Funds Available to Cover Debt Service

1975 Ordinance Bonds Debt Service
Debt Service Coverage 1975 Bonds

Net Available afier Prior Debt Service
Other Capital Leases
Met Available after Prios Capital Leases

1998 Ordinance Bands Debt Service

Mew Proposed Bend Debt Service
Total New Debt Service

Debt Service Coverage 1998 Bonds

Net Available after 1998 Debt Seqvice

1998 Ordinance Subordinate Bond Debt Ser
Debt Service Coverage Subordinate Bonds

Net Available To Service Aggregrate Debt Serv
Aggregrate Debt Service
Fixed Coverage Charge

Fixed Coverage Charge Inctuding $18.0 City Fee

PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
{ Dollars in Thousands }

JRB-BRIEF-13B-GR -

Test Year Revised
ACTUAL ESTIMATE BUDGET BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST
2004-05 200506 2006-07 Adjustments 200607 2007-08 200809 2009-10 2010-11 2011-12
830,550 3 956,562 7,047,327 H 3,704 S 1,051,031 $ 1073962 $ 1,041,140 5 981,080 S 976,630 S 968,456
32,807 28,534 30,540 30.540 31,157 30,746 29,831 29,957 30,030
863,357 985,096 1.077.867 3,704 1,081,571 1,106,119 1,071,886 1,010,811 1,008,587 998,486
1,513 12,087 16,750 - 16,750 16,843 14,467 14118 14118 43,523
18,000 18,000 18,000 - 18,000 18,000 18,000 18,000
a07 1,168 1,202 - 1,202 1,002 1,036 1,008 985 959
883,777 1.016,361 1,113,819 3,704 1,117,523 §,141,564 1.105.389 1,044,047 1,021,690 1,042 968
509,704 636,185 630,841 4,524 635,365 658,492 623,368 562,401 558,248 550,894
283,308 278,189 275,416 {1,200) 262,300 284,384 292,778 295612 298,784 3n3472
793,012 917,374 908,257 (8,592) 897,665 947,876 916,146 858,013 857,032 854,366
39,338 40,554 41,887 - 41,887 43,300 454,612 45,907 47,385 47,404.
753,674 876,820 864,370 (8,5492) 855,778 904,576 471,534 812,106 809,647 806.962
130,103 139,541 249,449 12,296 261.745 237,388 233,855 231,939 232,043 236,006
38,806 41,849 35,748 35,738 34,368 32,368 30,155 30,745 32,164
3.35 3.33 6.98 1,32 6.91 1.22 7.69 6.90 7.34
91,297 97 592 213701 12,296 225997 203,020 201,487 201,776 181,298 203,842
1,998 - - - - - - - -
89,299 87,502 213701 12,296 225,997 203,020 201,487 201,776 181,298 203,842
458989 32,467 53.313 5,145 58,458 67,813 66,852 67,966 65,143 60,885
45,999 32,467 53.313 5,145 58,458 67,813 66,852 67,966 55,143 60,885
194 3.01 4.01 3.87 2.99 3.0t 2.97 2.78 335
43,300 65,125 160,388 7131 167,539 135,207 134,535 133,810 116,155 142,857
1,987 1,986 1,987 1,987 1.986 1.980 1.986 1,988 1.984
21.79 32,79 80.72 84.32 68.08 67.66 67.38 58.43 72.05
111,075 114,154 228,139 12,296 240,435 217,781 216,061 218,313 215,941 211.48'
88,790 76,402 91,048 5,145 96,193 104,167 101,210 100,107 97,876 95,033
1.25 1.49 2.51 2.50 2,09 213 2.16 221 2.23
1.04 1.21 2.09 211 1.78 1.81 1.83 1.B6 1.87
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Bad Debt Expense Calculated on Gas Revenues

ASSETS

Litidity Plant Net

Sinking Fund Reserve
Capital Improvernent Fund
Debt Reduction Funding

Cash
Gas
Other
Accrued Gas Revenues
Reserve for Uncollectible

Accounts Receivable:
Materials & Supplies
Other Current Assets
Deferred Debits
Unamortized Bond Issuance Expense
Unamortized Extraordinary Loss
Deferred Environmental
Other Assels
TOTAL ASSETS

EQUITY & LIABILITIES
City Equity
Revenue Bonds
TECA Accretions
Unamortized Discount
Unamortized Premium
Capital Equipment Leasing
Long Term Debt:
Notes Payable
City Loan
Accounts Payable
Customer Deposits
Gther Current Liahilities
Deferred Credits
Accrued Interest
Accrued Taxes & Wages
Accrued Distnbution to City
Other Liabitities
TOTAL EQUITY & LIABILITIES

PHILADELPHIA GAS WORKS
BALANCE SHEET
{Dollars in Thousands)

JRB-BRIEF-13B-GR

Revised
Actual Estimate Budget Budget Forecast Farecast Forecast Forecast Forecast
8131105 8/31/06 8131/07 Adiustmeots §/31/07 B8/31/08 8131109 8131110 83111 813112
981,722 1,012,851 1,049,790 4,049,790 1,088,822 1,135,752 1.164.479 1,182,535 1,198,840
404,530 93,800 102,050 5,622 112,050 102,050 102,050 102,050 102,050 102,050
102,701 39,732 99.843 44,378 139,843 39.843 - - - .
- - 40,419 40,419 57,658 116.628 157.853 185,616 -
15,221 10,820 47,764 4,443 52,207 52,399 50,812 48,052 48,568 53,760
273.805 264,254 254,134 254,134 240,307 224,591 205,773 186.746 167.304
12,522 785 506 508 352 350 350 350 350
8,787 11,300 11,805 $1,805 12,327 11,951 11,238 11,180 11,091
(207.480) (191.331) (1B5.777) (185.777) {174,639) (180.774) {143.237) (121,782) (98,725}
87,634 84,708 80,668 80,668 78,347 76.118 74,129 76,494 80,020
120,984 183,784 180,389 180,389 176,809 162,083 158,236 155.999 152,684
(164) 2,986 3.056 3.056 3.236 3441 3.586 3,751 3,906
2,796 8,448 3,228 3,228 2,487 2.362 2,262 2,337 2,387
39,094 42,089 46,912 45.812 43,166 39,574 36,138 32,668 29,740
38,494 55,859 50,301 50,301 45,095 40,244 35.728 31,552 27,624
8.5i3 9,513 9,513 9,513 8,000 6,500 5,000 3,500 2,000
8,297 341 2,881 2.884 2,925 3,030 3,138 3,250 3,365
1,516,822 1,548,001 1,716,814 54,443 1,771,257 1,700,837 1,738,594 1,792,859 1,828,520 1,656,506
Normal
222,646 233.083 347,828 9,588 357.414 451,020 553,983 658,877 747,300 834,529 834,529
1,045,371 1,042,430 1,154,385 44,855 1,199,240 1,105,945 1,057,915 1,008,430 967,311 724,576 929,576
14,313 12,608 13,843 13,913 15,314 16,818 18,434 10,933
{6.484) (5.173) {5.683) (5,683} (5.201) (2,738) {4.285) (3,885} (3,509) (3.509)
22,801 20,797 18,826 18,826 16,956 15,183 13,516 11,998 10,550 10,550
1,073,101 1,070,722 1,181,441 44 B35 1,226,296 1,133,014 1.085,178 1,036,085 986,355 731,617 936,617
49,900 70,000 30,000 30,000 10,000 - - - - -
45.000 45,000 43,000 43,000 - -
63,918 72,285 59,468 59,468 57,930 52.987 53.688 53,234 52,826
6,280 8,250 9,000 5,000 8,750 8,500 8,000 7,500 7,000
3,734 3431 2129 2,129 2,137 2,195 2,254 2313 2,372
14,608 5,814 4,724 4,724 1,323 1,326 1,331 1,336 1,341
6.591 12,224 14,374 14,374 13.845 13,526 13,087 12,725 12,385
3.861 423 2,796 2,798 2,817 3,088 3,809 4,130 2,900
3,000 3,000 3.000 3,000 3,000 3,000 3,000 3,000 3,000
24,183 19,981 19.056 18,056 16,901 14,811 12,718 10,627 8.536
1,519,822 1,548,001 1.716.814 54,443 1,771,257 1,700,837 1,738,594 1,792,659 1,828,520 1,656,506
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Normal

Capitalization Amortiz.
FY2005 FY2006 FY2007 Adjustments FY2007 FY2008 FY2009 FY2010 FY2011 FY20i2 Fy2012

Total Capitalization 1,295,747 1,303,785 1,529,267 42,527 1,683,740 1.584,034 1,639,161 1,664,962 1,733,655 1,566,146 1,771,146
Total Long Term Debt 1,073,104 1.070,722 1,181,441 44 855 1,226,296 i.133.014 1,085,178 1,036,085 $86,355 734,617 936.617
Debt to Equity Ratie 0.83 0.82 0.77 0.77 0.72 0.66 0.81 0.57 0.47 0.53
Capitalization Ratio 4.82 4.59 3.40 343 2.51 1.96 1.57 1.32 0.88 1.12
Plznt in Service 1,517,046 1,573,346 1,641,403 1,641,403 1.716,555 1,785,152 1,882,907 1,863,725 2,015,312 2015312
Capital - 106&107 56,300 68,057 75,152 75,152 78,597 87.755 70,818 61,587 59,920 59,920
Total Plant 1,673,346 1,641,403 1,716,555 1,716,555 1,795,152 1,882,907 1,953,725 2,015,312 2,075,232 2,075,232
Accumulated Depreciation (591.624} [6528.552) [558.765) (564, 7651 {705.330) (747.155) [7BE.246) (832,777} {876.282) (876,282)
Net Uiility Plant 981,722 1,012,851 1,049,790 1,049,790 1,088,822 1,135,752 1,164,479 1,182,535 1,108,940 1,188,940
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L-II. INTRODUCTION AND SUMMARY OF ARGUMENT

By this Reply Brief, The School District of Philadelphia (“the School District™)
urges the Commission: (1) to grant the School District the relief it has requested with
respect to funding and refunding of the costs of service line extensions to School District
facilities (2) to deny PGW’s request to eliminate the credit to the Gas Cost Rate (“GCR™)
from margins on off-system sales and capacity release credits; (3) to find the
reccommendations and proposals by the Hess Company (“Hess”) and Interstate Gas
Supply, Inc. (“IGS”) to be reasonable and appropriate for fostering competitive natural
gas supply on PGW’s system; and (4} to adopt the recommendation of OTS for allocating
any increase in revenue requirement granted to PGW in this case. The discussion on
these topics is organized in accordance with the standardized brief format per Pre-
Hearing Order #4.
[IIl. RATE BASE]
[IV. REVENUES]
[V. EXPENSES]
[VI. TAXES]
[VII. RATE OF RETURN]
VII. MISCELLANEOUS ISSUES

A. Section 10 - PGW’s Tariff

In its Main Brief, the School District makes the case that PGW should be ordered
to undertake a reasonable remedy — accounting and payment — for PGW’s discriminatory
practices against the School District in connection with the funding and refunding of

service line extension costs pursuant to Section 10 of PGW’s Gas Service Tariff. PGW



in its Main Brief does little more than state its version of disputed facts and relies on its
interpretation of the Tariff in defense of its policy, imposed for nearly a decade, to
require the School District pay the full costs up-front for service line extensions and to
deny owing the School District any refunds for any extensions during that same time
period. PGW Main Br. at 87-89. For the reasons stated in the School District’s Main
Brief, the Commission should grant the School District’s requested relief, as set forth in
its proposed ordering paragraph. School District Main Br. at 11,

B. GCR Credits

PGW proposes to retain 100% of the margins from off-system sales and capacity
releases in lieu of crediting such revenues to the GCR to reduce supply customer bills.
PGW Main Br. at 73-77. PGW claims that retaining such funds to fund construction
projects will provide a greater benefit to customers in the long-run by avoiding debt
financing for such projects. /d. OCA and OTS oppose PGW’s proposal. OTS Main Br.
at 44-48; OCA Main Br. at 33-35. OCA appropniately observes that, “{TThe current
credit saves real dollars — right now. Money they can use to buy food, medicine, bus
tokens, etc. PGW’s proposal does not and cannot deliver such immediate results.” OCA
Main Br. at 35. The School District supports OTS’s and OCA’s opposition.

In the School District’s case, it has established a current and urgent need for cash
in light of its current budget shorttfall of $73 million and anticipated budget reductions in
FY2008. School District St. 1 at 5. Eliminating the GCR credit would have a further
negative impact on the School District’s fiscal matters.

Moreover, from the School District's perspective, PGW's proposal amounts to no

more than an exercise in transferring public funds among governmental entities. The



School District's budget is funded primanly by the Commonwealth and the City of
Philadelphia. /d. at 4,5. Both governmental bodies should expect the School District to
apply the funds to meet its core mission of educating the City's student population. It is
doubtful either body intended to provide funds to the School District only to have the
School District pass through a portion to PGW to fund its notion of what is akin to
"ratepayer equity" and in the process deprive the School District of much needed
resources meant for its core mission.

C. Competition [ssues

Hess recommends a number of revisions to PGW's tariffs and modifications of
PGW?’s operating practices to facilitate customer choice of a natural gas supplier. Hess
Main Br. at 9-27. Interstate Gas Supply, Inc. (“IGS™) proposes a “market supply
threshold” (or “MST™) pilot program to migrate residential and small commercial
customers to competitive suppliers, and also recommends that PGW take steps to
improve its billing system. 1GS Main Br. at 11,12. The School District supports these
recommendations of Hess and IGS to enhance customer choice for supply of natural gas
on PGW’s system, in furtherance of the objectives and mandate of Chapter 22 of the
Public Utility Code (the “Gas Choice Act”).

The School District asserts that increased customer choice will serve to reduce the
pressure that PGW’s substantial gas supply costs place on PGW’s financial condition.
School District St. 4 at 17. The School District has also presented the fact that PGW’s
past and current operating practices have caused the School District to incur substantial
costs in procuring competitive supply, through delays in data coordination. /d. at 18.

These facts reinforce the urgency and need for the Commission to find that Hess’s and



IGS’s above-stated recommendations to facilitate retail supply competition on the PGW
system are appropriate and should be implemented.
IX. RATE STRUCTURE

A, Cost Of Service/

B. Revenue Allocation

The School District supports OTS’s “first dollar” (or “targeted scale-back™)
recommendation for allocating to customer classes any increase in revenue requirement
granted to PGW in this proceeding. OTS Main Br. at 60-63. OSBA also supports OTS’s
rccommendation as an alternative to OSBA’s recommendation for any revenue
requirement increase granted that is less than $73 million. OSBA Main Br. at 6. The
School District posits that OTS’s recommendation represents a fair compromise among
the revenue requirement increase allocations proposed in this proceeding.’

As stated by all parties, a fully allocated cost of service study (“COSS”) is a
guiding basis for designing a utility’s rates. OTS witness Joseph Kubas recommends two
substantive adjustments to PGW’s filed cost of service study (COSS). Mr. Kubas
proposes reallocation of costs under Account 385 — Industrial Measuring and Regulating
Station Equipment Costs — from the residential customers to industrial and interruptible
customers. OTS Main Br. at 57-58.

Mr. Kubas also recommends the use of an “average and excess” method for
allocating the investment in distribution mains among the customer classes, and

recommends that 50 percent of the investment cost be assigned to average (or annual)

: OTS indicates its allocation method is premised on the Commission granting PGW less than its

requested revenue requirement increase in this case, OTS Main Br. at 60.



commaodity demand and 50 percent assigned to excess demand. In contrast, PGW

witness Howard Gorman recommends that 25 percent of the cost be assigned based on

number of customers and the remaining 75 percent be assigned to design-day peak

demand. PGW Main Br. at 77-79; OCA Main Br. at 55; OCA Main Br. at 45-52. OCA

witness Richard Galligan recommends a “peak and average” method and assigns 20

percent of the investment cost to average demand and 80 percent to peak demand. OCA

Main Br. at 54.

Mr. Kubas also takes into account in developing his recommendation the fact that

PGW has understated net revenues at present rates from residential heating customers.

OTS Main Br. at 14,15, He proposes applying the amount of understated net revenues to

reduce non-residential class rates, said amount adjusted per PGW’s rebuttal testimony.

OTS St. 3 at 21; OTS Main Br. at 63.

The School District has prepared the following table comparing the relative

returns to PGW at present rates by customer class supported by PGW, OCA and OTS,

respectively (based on their respective COSS):

Relative Rates Of Return At Present Rates
(Stated On Percentage Basis —
Total Return = 100%)

Relative Rates Of
Return @ OTS
Proposed Rates

Customer PGW oTS OCA | Applying OTS Targeted
Class Posiztion Position Position Scale-Back Method®
Residential Non-Heating (42) (41) (34) 11
Residential Heating 79 85 93 107
Commercial Non-Heating 255 233 216 126

e e R

PGW Main Br., App F. Ex. HSG-7C, line 22.
QTS St. 3, Schedule 4, line 12 (nos. multiplied by 100 to produce a percentage)
OCA St 3, Ex. RAG-1, pps. 5and 6 of 7, line 22
OTS St. 3, Schedule 8, line 16 (does not reflect adjustment per PGW rebuttal testimony re

understated nct revenues from residential heating customers)




Commercial Heating 211
Industrial Non-Heating 355
Industrial Heating 209
Municipal Non-Heating 216
Municipal Heating 150
Housing Authority 236

The table also presents the relative rates of return resulting from the application of
OTS’s targeted scale-back allocation method at proposed rates. The School District
submits that the table shows that the record in this case positions OTS’s recommended
adjustments to PGW’s COSS as a reasonable compromise among the competing COSS in
this case. The table also shows that OTS’s targeted scale-back method for allocating any
revenue requirement increase granted to PGW reasonably balances the rate design
objectives of moving customer classes to the average rate of return with due
consideration given to the principle of gradualism (i.e., avoiding an increase imposed on
a customer class that would result in “rate shock™).

For the foregoing reasons, the Commission should adopt OTS’s targeted scale-
back recommendation for allocating any increase in revenue requirement granted to PGW
in this case among customer classes.

{C.  Tarriff Structure|

[D. Summary and Alternatives|

X. CONCLUSION
The Commission should deny PGW’s requested rate relief in this proceeding.
PGW has failed to meet is burden of proof for its requested rate relief. In denying

PGW’s request, the Commission should also grant the School District the relief it seeks



with respect to funding and refunding of service line extension costs, adopt the targeted

scale-back method recommended by OTS for allocating any revenue requirement

increase granted to PGW, deny PGW’s request to eliminate the credit to the GCR from
margins on off-system sales and capacity releases and adopt the recommendations of

Hess and IGS to foster competitive natural gas supply on PGW’s system.

Respectfully submitted,
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Miles H. Shore 4
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L. INTRODUCTION

On December 22, 2006, Philadelphia Gas Works ("PGW" or "Company") filed with the
Pennsylvania Public Utility Commission ("PUC" or "Commission") Supplement No. 16 to Tariff
Gas — Pa. P.U.C. No. 2, requesting approval of proposed changes in rates designed to produce
over approximately $100 million in additional annual revenues.

On Junc 12, 2007, the Philadelphia Industrial and Commercial Gas Users Group
("PICGUG™) filed a Main Brief ("M.B.") in this procceding. PICGUG received Main Briefs
from the following parties: PGW; Office of Consumer Advocate ("OCA"), Office of Trial Staff
{"OTS™); Office of Small Business Advocate ("OSBA"); Action Alliance of Scnior Citizens of
Greater Philadelphia and Tenant Union Representative Network (collectively, "AA"); School
District of Philadelphia ("SDP"); Interstate Gas Supply, Inc. ("IGS");' Hess Corporation
("Hess"); and Philadelphia Housing Authority ("PHA™).

As discussed more fully herein, PICGUG files this Reply Brief in order to respond to

. . . - . . . 2
certain issucs raiscd in the Main Briefs of other parties.

' In its Main Bricf, 1GS addresses the lack of compelition on PGW's system [or residential and small commercial
customers. 1GS M.B., pp. 1-3. To that end, IGS recommends implementation of a pilot that would migrate a certain
number of customers to competitive Natural Gas Suppliers ("NGSs") pursuant to a Market Sharc Threshold
("MST"y program. [G8's proposal implics that such a program would only apply to residential and small
commercial customers, which is appropriate in light of the fact that some large commercial and industrial cusiomers
arc already transporting on PGW's system. Thus, implementation of an MST program for these larger customers
would be problematic, especially if these customers alrcady maintain competitive supply contracts with NGSs.
Accordingly, PICGUG submits that, if IGS's proposal is adopted by the Commission, this proposal, including the
costs for implementation, must only apply to residential and small commercial customers.

? PICGUG's Reply Brief will not respond to every argument contained in all of the parties' Main Briefs but only
those issucs necessitating additional response. PICGUG's decision not to respond to all arguments should not be
construed as agreement with the positions of any party on any of the outstanding issues in this proceeding,.



I1. SUMMARY OF ARGUMENT

Although numerous issues have been raised in this proceeding, PICGUG's Reply Bricf
addresses concerns specific to large commercial and industrial customers. First, the PUC's
resolution of PGW's Restructuring Proceeding indicated that any implementation of cost-based
Interruptible Transportation ("IT") rates should be addressed in PGW's first base rate proceeding
afier Restructuring.  Unfortunately, in this base rate proceeding, PGW continucs Lo argue against
implementation of cost-based rates in order o preserve the benefits received by the Company
through the current IT rate margins. In light of PUC regulations and recent Commonwealth
Court of Pennsylvania ("Commonwealth Court") precedent, PGW's arguments for maintaining
margin-based ralcs must be rejected, and the Commission must implement viable, competitive
cost-based IT rates on the Company's system.

Second, PGW's current rate structure results in non-residential firm sales customers
subsidizing residential firm sales customers.  Although the Commonwealth Court has
specifically indicated that cost to serve must be the polestar in establishing rates, PGW's
proposed allocation of any rate increase would exaccerbate these cross-subsidies by moving the
customer classes [arther from their cost to serve. In order to address thesc problems, the PUC
must reject PGW's rate allocation proposal and implement an alternative that moves all classes
closer to their cost to serve.

Finally, the PUC has implemented a policy indicating that Customer Assistance Program
("CAP™) costs should only be allocated to the customer class that benefits from these programs,
which is the residential class. Because neither PGW nor the OCA has presented any reasons that
would cxcept PGW from this policy, the proposal by the OSBA to phase-out CAP allocation to

non-residential firm sales customers over the next threc ycars must be adopted by the PUC.



. RATE STRUCTURE

A. COST OF SERVICE: PGW's Opposition to the Implementation of Cost-Based
Interruptible Transportation Rates Inappropriately Ignores Commonwealth Court
Precedent and Commission Regulations.

Throughout this proceeding, PICGUG has addressed the need to eliminate PGW's margin-
based IT rates, as these rates result in the subsidization of other classes by IT customers, deprive IT
customers of mcaningful, competitive (ransportation rates, and move the IT class further from the
Company's cost to serve. PICGUG M.B., pp. 6-19. Unfortunately, PGW ignorcs thesc concerns,
instead focusing on inappropriate and irrelevant arguments that fail to address the requircments of
both the Commonwealth Court and this Commission. Because PGW fails to presenl any reason
that would obviate the Company from adhering to the aforementioned requirements, PGW's claims
must be dismissed.

As discussed more fully in PICGUG's Main Brief, the Commonwealth Court has already
held that, for unbundled rates in a competitive supply market, the cost to serve is the polestar that
must be achicved. PICGUG M.B., pp. 8-10. Morcover, this Commission, in examining the nced
for just and reasonable transportation rates, has determined that transportation regulations were
promulgated to create a viable alternative to natural gas sales scrvice provided by the Natural Gas
Distribution Company ("NGDC"), and, to that end, transportation rates must bc cost, not margin,
based. Id. at 11-14. Not surprisingly, PGW's Main Brief fails 1o address any of these
requirements, instead offering a limited number of "justifications” as to why cost-based IT rates
arc unnccessary on PGW's system. PGW M.B., pp. 82-84. Further review, however, indicates that
PGW's arguments are bascless and must be rejected by the Commission.

First, PGW claims that cost-based interruptible transportation rates arc unnccessary

because PGW's system is already "open™ for competition. PGW M.B,, p. 82. Unfortunately, PGW




ignores the fact that the Commonwealth Court, when indicating that rate structures must be set
primarily on a Cost of Service Study ("COSS") basis, did not caveat this requirement based upon
the level of competition on a utility's system. PICGUG M.B,, pp. 9-10. Similarly, in sctting forth
regulations for establishing transportation rates, the PUC found that the focus should be on
rccovery of the fixed costs, rather than the margin available to the NGDC; the PUC did not allow
for any modifications based on whether the NGDC's system is "competitive." Id. at 10-14, In
other words, the level of competition on PGW's system is irrclevant to the requirement that PGW
maintain cost-based IT rates.

PGW sceks to bolster this argument through irrelevant claims that the Company has a
number of customers currently on Rate IT, and the amount of throughput being delivered on
PGW's system has "increased tenfold” since 2002. PGW M.B., pp. 82-83. Interestingly, however,
PGW ncglects to mention that, while most NGDCs have been allowing large industrial customers
to transport natural gas since the mid-1980's, PGW [ailed to provide even a remotely viable
transportation rate schedule to this category of customers until the Company's Restructuring
Proceeding in 2002. In fact, prior to the Restructuring Proceeding, PGW required a customer to
transport at least 75,000 Dth of natural gas per year in order to be eligible to transport on the
Company's system. See Evidentiary Hearings Transcript at 640-41. Comparatively, PGW's
current IT rate allows a customer to transport as litlle as 2,500 Dth of natural gas per ycar for
purposcs of eligibility. See PGW Gas Tariff — Pa. PUC No. 2, Original Page No. 113.

As a result of PGW's Restructuring Proceeding, the Company has made several changes to
its Rate IT that has enabled more customers to transport on PGW's system; however, this increasc
in customers must be tempered by the fact that, prior to 2002, the Company's transportation

program was virtually non-cxistent. To suggest that PGW's IT "margin-based" rates are the sole



reason for this increase in transportation levels inappropriately ignores the overarching problems
with PGW's transportation program prior to implementation of the Competition Act. In addition,
while PGW has made progress with respect to these issues, thc Company's interruptible
transportation rates arc not ncarly as competitive in comparison to other NGDCs' systems in which
customers have been able to obtain cost-based transportation rates for almost two decades.’
PICGUG M.B,, pp. 13-14.

Accordingly, PGW's assertion that cost-bascd rates are unnecessary duc to the "openncss”
of PGW's system is irrelevant when examining these rates pursuant (o Commonwealth Court
precedent and Commission regulations. [n addition, PGW's claims of compctition on its systcm
cannot be examined in the vacuum proposed by the Company, but rather, must be viewed in light
of PGW's history and the current status of competition among other NGDCs in the
Commonwealth. Under such review, it is evident that PGW's margin-based rates fail to adherc to
the aforementioned requirements of the Commonwealth Court and the PUC.

In a sccond attempt lo negate the nced for cost-based transportation rates, PGW argucs that
the Company is negotiating "reasonable" rates based on ils current margin-based, maximum rates.”

PGW M.B., pp. 82-83. Contrary to PGW's claims, however, such "willingness to negotiate

* For example, one PICGUG member, whose facility is within PGW's service territory but is located directly across
the street from PECO Energy Company ("PECO"), has been offered a rate by PGW that is 350% higher than the
equivalent, cost-based rate on PECO's system. PICGUG M.B., p. 14.

* In that same vein, PGW claims that PICGUG changed in its position in this proceeding, from that of sceking cost-
based ralcs to opposing the nced for customers to negotiate lowers rates with PGW. PGW MB., p. 83.
Unfortunately, PGW misinterprets PICGUG's arguments in this proceeding.  Specifically, PICGUG has
continuously argued for the need for cost-based 1T rates. As part of PGW's Rebuttal Testimony in this procceding,
however, the Company argued that PGW's ability to negotiate rates below the maximum margin-based ratcs
obviated the need for cost-based rates. Rebuttal Testimony of Craig White, PGW Statement No. 5-R, pp. 3-5. In
response, PICGUG's Surrebuttal Testimony indicated that such "negotiation” did not resolve such issues, as
customers' abilitics to transport on PGW's system are bascd upon the Company's sole discretion in terms of
negotiating a contract,  Surrcbuttal Testimony of Lewis Cohen, PICGUG Statement No. 1-S, pp. 2-4. To suggest
that PICGUG changed its position fails to lully comprehend the issues involved in this argument.



rcasonable” rates does not ensure that customers arc obtaining cost-based transportation rates. For
cxample, while the Company submits that it has negotiated multi-ycar agreements with some
customers, PGW fails to mention that the Company maintains full and complete discrction with
respect to any such negotiation. PICGUG M.B., pp. 14-15. Thus, any multi-year agreement in
place may cnable a customer to currently transport on PGW's system; however, the ability to
continue to transporl at the end of the agrecment is dependent upon PGW's willingness to negotiate
a viable rate under the terms of a new contract. Id.

Similarly, PGW does not have any type of documented protocol in place with respect to
such ncgotiations, as cvidenced by the Company's rapidly changing position with respect to the
negotiations that occurred between PGW and the Philadelphia College of Ostcopathic Medicine
("PCOM"). In addition to being unaware that negotiations even occurred between PCOM and
PGW, the Company's witness also seemed (o be unacquainted with the fact that these ncgotiations
resulted in PCOM being offered the maximum, margin-based transportation ratc, which is 350%
higher than the cquivalent cost-based rate on PECO's system. PICGUG M.B., pp. 14-16. Thus,
while PGW claims to have negotiated contracts with "most” customers that currently cnable these
customers to transport on PGW's system, these "negotiations”" are not a panacca for long-term
resolution, as not all customers on PGW's system have been able 1o achicve "adequate” negotiated
rates.

Finally, PGW submits that cost-based rates cannot be implemented for Rate IT customers
because imposing "dramatic cuts" in the [T rates would violate the approved theory of gradualism.
PGW M.B, p. 82. Intcrestingly, while PGW has proposed a rate allocation with respect to firm

sales customers that purportedly accounts for gradualism in moving thesc customers closer to their



cost to serve, PGW has continually maintained that the maximum margin-based rates for
interruptible transportation customers cannot be modified. Id. at 79-80.

As part of this argument, PGW argues against the implementation of cost-based IT rates
because such movement would climinate the current subsidy that IT customers are providing to
PGW's other customer classes. PGW M.B., p. 82. Again, PGW's proposed rate allocation for the
firm sales customers at lcast considers the need to progress towards eliminating the subsidization
ol residential firm sales customers by non-residential firm sales customers, cven if the Company's
proposal does not actually result in such movement. See Section [I1.B., infra. The Company,
however, seems to fecl justificd in requiring interruptible transportation customers to continuc such
subsidization without any potential for future relief. Id.

Morecover, PGW's concerns regarding the need for this continued subsidization by [T
customers in light of the Company's requested $100 million rate increasc is unfounded due to the
well-reasoned and substantiated arguments presented by the OCA and OTS indicating that PGW
docs not require a rate increase of any more than $22.5 million to $25 million. OCA M.B,, pp. 1-
4; OTS M.B,, pp. 1-2. Becausc PGW has failed 1o meet its burden of proving that a ratc increasc is
warranted in this procecding, the Company's concerns regarding maintaining the margin provided
by Rate IT customers should also be rejectled, thereby providing an appropriate opportunity for the
Commission to implement cost-based I7T rates.

Cost-based rates arc required for PGW's IT customers pursuant to the requircments of
Commonwecalth Court precedent and PUC regulations. None of the arguments presented by PGW
in this proceeding warrant anything less than movement by the Commission with respect to
implementing these cost-based rates. To continue to maintain margin-based rates would be unjust,

unreasonable, and inappropriatcly discriminatory. 66 Pa. C.S. §§ 1301, 1304 (requiring that ratcs




be "just and reasonablc" and not provide "any unrcasonable prefercnce” to any classes of
customers). In order to cnsure that PGW's customers, similar to those customers on other NGDCs'
systems in the Commonwealth, are provided the opportunity to obtain viable and competitive
transportation rates, the Commission must require PGW to implement cost-based IT rates.

B. REVENUE ALLOCATION: PGW's Proposed Rate Allocation Would

Unreasonably Result in Non-Residential Firm Sales Customers Continuing to
Subsidize Residential Firm Sales Customers.

Currenily, PGW's non-residential firm sales customers arc subsidizing residential firm
sales customers. Unfortunately, PGW's proposal to allocale any ratc increasc received in this
procceding would continue this subsidization by assigning non-residential firm sales customers
an incrcase above the system average, while allocating residential firm sales customers an
increasc below the system average. Because PGW has not presented any substantive basis for
implementing such an unjust and unrcasonable rate increase, the Commission must reject the
Company's proposed rate allocation and implement an alternative proposal, such as the ones
submitted by the OSBA or OTS, which would move PGW closer to climinating ihe
aforementioned subsidizations.?

The only justification PGW can offer with respect to its proposed ratc allocation is a
claim that the Company's rclative rate of return approach would result in all of the rale classes

moving closer to umty with the system average. PGW M.B, p. 80. Although the

Commonwealth Court has previously indicated that the COSS is the polestar in terms of sctting

* The OCA proposes modifications to the Company's COSS, which, according to the OCA, indicate that the
residential class is moving closer to its cost to serve, OCA M.B., p. 70. Scveral other partics have also made
arguments regarding the Company's COSS, which indicate the opposite. Sce OSBA M.B,, pp. 39-41. Rcgardless of
any such minor modifications to the Company's COSS, the OSBA, OTS, and PICGUG agree that that Company's
proposcd rate increase would still result in an unjust and inequitable allocation of any rate increase to the non-
residential firm sales customers. OSBA M.B., pp. 39-41; OTS M.3,, pp. 55-57; PICGUG M., pp. 19-22.




rates, further review of PGW's proposal indicates that it does not result in the customer classcs
moving closer to their cost to serve.” PICGUG M.B., pp. 19-22.

As noted by the OSBA, PGW's proposal moves classes farther away from their cost to
serve, resulling in an increase in the current cross-subsidics among the rate classes. OSBA M.B,,
pp. 36-38. Generally, the goal of moving customer classes towards their cost to serve is
accomplished by proposing a greater rate increasc in the classes in which the rate of return is
below the system average rate of return and a lesser increase {or no incrcase) for classcs where
the rate of return is well above the system average rate of retum. OTS M.B., p. 58.
Unfortunatcly, PGW burdens thosc classes with a rate of return above the system average with
the largest percentages of the overall rate increase, while the residential customer class, which is
the class with a rate of return below the system average, receives an increase that is below the
average increase. 1d. at 58-59. Based upon mere common sense, PGW's proposal is flawed.

In order to address the flaws containcd in PGW's proposal, the Commission must
implement a rate allocation that will move all customer classes closer to their cost to serve. To
that end, both the OSBA and OTS present alternatives that address the requirements of utilizing

the polestar of cost to serve while accounting for gradualism among the rate classes.” OSBA

“ Although the Commonwealth Court determinced that cost to serve must be the preeminent factor in sctting rates, the
OCA suggests that the "polestar” is merely a guide and other considerations, such rate shock and gradualism, must
be recognized. OCA M., pp. 64-66. The OCA scems to misinterpret the Commonwealth Cowrt's finding, which
provides that "gradualism is but one of many factors to be considered and weighed by the Commission in
determining rate designs, and principles of gradualism cannot be allowed to trump all other valid ratemaking
concerns and do not justify allowing one class of customers to subsidize the cost of service for another class of
customers over an extended period of time.” Lloyd v. P’a. Pub. Util. Comm'n, 904 A.2d 1010, 1020 (Pa. Commw.
Ct. 2006). In other words, gradualism may be a factor considered by the Commission, but it cannot overshadow the
polestar of moving customers close to their cost to serve, especially when subsidization is occurring among the
classes.

7 Contrary to the implications of the OCA, the proposals of the OSBA and OTS account for gradualism and rate
shock. OCA M.B,, p. 69. Unlike PGW's proposal, however, the OSBA and OTS also ensure that the customer
classes move closer to their cost to serve, as required by Commonwealth Court precedent. OSBA M.B., pp. 45-48;
OTS M.B,, p. 63.




M.B., pp. 45-48; OTS M.B., pp. 58-63. Either of these alternatives, assuming arguendo that the
Commission grants PGW a rate increasc, provides a more reasonable basis upon which to
allocate any rate increase to the Company's customers.

C. TARIFF_STRUCTURE: Pursuant to Commission Precedent, Because Only

Residential Customers Benefit from Customer Assistance Programs, Only
Residential Customers Should Be Allocated the Costs of these Programs.

Although this procceding provides a suitable opportunity to address PGW's inappropriate
allocation of CAP costs (o nen-residential firm sales customers, the Company chose not to offer
any modifications to this allocation. Regardless, the OSBA reasonably proposcd to phase-out
the allocation of CAP costs to non-residential firms sales customers over the next three years.8
Although thc OCA and PGW present several arguments in opposition to thc OSBA's proposal,
none of these arguments provide a substantive basis upon which to ignore PUC precedent
requiring the allocation of CAP costs to only residential customers. OCA M.B., pp. 88-95; PGW
M.B., p. 80. Accordingly, the PUC should dismiss thc OCA and PGW arguments and, instead,
adopt the phase-out proposal prescnted by the OSBA.

First, the OCA correctly notes that Section 2203(6) of the Natural Gas Choice and
Compctition Act ("Competition Act") provides, in part, that the PUC may creatc "an appropriatc
nonbypassable, competitively necutral cost-recovery mechanism which is designed o recover
fully the [NGDC's] universal scrvice and cnergy conservations costs over the life of these

programs.” 66 Pa.C.S. § 2203(6). Unfortunately, the OCA misinterprets this provision by

* On December 18, 2006, the Commission ¢ntered an Order resolving ils investigation into various issucs related to
CAP, including whether the costs of these programs should be allocated to all customers. Customier Assistance
Programs: Funding Levels and Cost Recovery Mechanisms, Docket No. M-00051923, Order (Dec. 18,
2006} hereinafier, "CAP Order"). As part of this Order, the PUC resoundingly concluded that CAP costs should be
allocated to only the customer class whose members are eligible for the program (i.c., the residential customer
class). Id. at 31; PICGUG M.B., pp. 23-25. Appropriately, PGW does not allocatc CAP costs to interruptible
customers, which is in line with PUC policy.




suggesting that the term "nonbypassable” requires all customers to remit the costs for CAP.
OCA M.B,, p. 88. A brief examination of the Commission's dehiberation on this very issue,
however, quickly dispenses with this erroncous conclusion.

Specifically, the Commission reviewed this issue as part of its investigation into CAP
issues and specifically declared that "[w]e disagree with the argument of OCA that the creation
of a 'non-bypassable’ surcharge for recovery of universal service costs shows a legislative intent
to recover universal service costs from all customer classes.” CAP Order, p. 31, n.24; see also
OSBA M.B, p. 21. To that end, the PUC dcfinitively declared that "the creation of a 'non-
bypassable’ recovery mechanism does not reflect a legislative intent to extend recovery of
universal service costs to business customers." [d. In addition, the Commission has specifically
ruled against the OCA's interpretation of the term "nonbypassable” in subsequent proceedings

where this argument has been raised. OSBA M.B., pp. 21-22 (citing PPL_Gas Ultilitics

Corporation, Docket Nos. R-00061398, ct al., Order (Feb. 8, 2007), p. 116; and Mectropolitan

Edison Company and Pennsylvania Electric Company, Docket Nos. R-00061366, et al., Order

(Jan. 11, 2007), p. 182).

The PUC has specifically determined that the "nonbypassable” terminology used in the
Competition Act does not provide a basis for unjustly allocating CAP costs to non-residential
customers.  Morcover, the Commission has consistently affirmed this detcrmination in
subsequent proceedings. Because the OCA inappropriately inlerprets Section 2203(6) of the
Competition Act, contrary to numerous holdings by the PUC, the Commission must reject this

argument,



The OCA and PGW also argue that CAP provides a "public good," which should requirc
all firm sales customers to remit the costs of these programs.” OCA M.B., pp. 88-92; PGW
M.B., p. 80. Once again, however, Commission precedent with respect to this issuc clearly
rejects this ambiguous and intangible argument.

Contrary to the OCA and PGW positions, the PUC's review of CAP has consistently been
guided by basic principles of cost-causation rather than notions of intangible "public goods." As
a primary example, the CAP Order clearly solidified the principle that "[u]niversal service
programs, by their nature, are narrowly tailorcd to the residential customers and therefore, should
be funded only by the residential class." CAP Order, p. 32.  As such, the Commission has
specifically elected to continue its policy of "allocating CAP costs to the only customer class
whosc members are cligible for the program — residential customers.”'’ 1d. at 31.

Morcover, neither PGW nor the OCA have provided any quantitative analysis
demonstrating the specific magnitude of the social benefits the OCA and the Company belicve
non-residential customers reccive from CAP. OSBA M.B., pp. 26-28. Even assuming,

argucndo, that some type of valuc was provided, balancing social benefits with the cost

? In that same vein, the OCA sites a provision of the Electricity Generation Customer Choice and Competition Act
as "declaring universal service programs o be a ‘public good' and that the public purpose is promoted through these
programs.” OCA M.B., p, 88; 66 Pa. C.S. § 2802(17). As correctly noted by the OSBA, howcver, rather than
promoting the claim that universal service programs constitute a "public good,” Section 2802(17) mercly provides
that "[t]he public purpose is to be promoted by continuing universal service and energy conscrvation policies ... and
full recovery of such costs ... through a nonbypassable rate mechanism.” OSBA M.B., pp. 30-31. Thus, this
Seetion does not equate the "public purposc” to a "public good.”

“PGW submits that cost causation principles cannot apply to CAP because, under this premise, only actual
participants in CAP would be paying CAP costs, thereby defeating the purpose of the program. PGW M.B., p. 80,
Obviously, PGW's concept of cost causation is illogical, especially in light of the PUC findings. As correctly noted
by the PUC, only customers cligible for CAP should pay for the costs of CAP. CAP Order, p. 32. While not all
residential customers may be actual participants in CAP at a specific time, if any residential customer's financial
circumstances were to change, this customer may, in turn, become an actual CAP participant. Conversely, a non-
residential custoner is never cligible for assistance from CAP regardless of their financial situation. Thus, PGW's
bascless argument must be rejected.
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responsibility for those benefits is better left to the government spending and tax policymakers;
utility regulators must rely on cost causation principles. Id. at 28-29. In addition to ringing
hollow in light of recent PUC findings, the OCA's and PGW's argument that CAP provides a
"public good" is irrelevant with respect to regulatory ratemaking.

Finally, despite the PUC's unambiguous statement of policy, the OCA and PGW
incxplicably submit that the CAP Order supports the position that PGW should be permitted to
maintain its current allocation of universal service costs to non-residential firm sales customers.
This argument is a clcar misreading of the Commission's holding in that proceeding.

Although the PUC noted, as part of its investigation, that PGW's cost allocation was
determined prior to the PUC's oversight of the Company, the CAP Order does not provide any
prohibition against modifying PGW's inappropriate CAP allocation on a going-forward basis.
PICGUG M.B., p. 24. Morcover, when examining the question of how any CAP costs should be
allocated among the different rate classes, the PUC references PGW's recommendation that costs
be allocated to all firm customers; however, the PUC notes that, in light of its decision that CAP
should only be allocated 1o residential customers, this issue was moot. 1d.; see also OSBA M.B.,
pp. 23-24. Thus, contrary to the OCA's claim that the PUC has acquiesced with respect to
PGW's inappropriate allocation of CAP costs to non-residential firm sales customers, further
rcading of the CAP Order indicates an assumption by the PUC that this issue will be addressed,
pursuant to the terms of the CAP Order, at a later ime. Accordingly, the OCA's argument must
be rejected.

PGW and the OCA have failed to submit any cvidence requiring the continued allocation
of CAP costs to non-residential firm sales customers, especially in light of recent PUC precedent.

Converscly, the OSBA's proposal to phasc-out the allocation of CAP costs to non-residential



firm customers over a three-year period clearly addresses PUC precedent while also attending to
the concerns of gradualism.  Accordingly, the OSBA's proposal should be adopted by the
Commission.

D. SUMMARY AND ALTERNATIVES: In Order to Ensure Just and Reasonable
Rates for PGW's Customers, the Commission Must Require PGW to Implement
Cost-Based IT Rates, Move All Firm Sales Customers Closer to their Cost to Serve,
and Allocate Customer Assistance Program Costs Only te the Residential Customer
Class.

The Public Utility Code demands that all utilities maintain just, rcasonable, and non-
discriminatory rates for all customers. 66 Pa. C.S. §§ 1301, 1304, In ordcr to ensure that PGW's
rates mect these requirements, the Commission must take the opportunities presenied in this
proceeding to address the flaws inherent in PGW's rate structure.  First, the PUC must implement
cost-based IT rates to ensure that larger customers are provided the samc viable and competitive
transportation raics as those customers on other NGDCs' systems. Sccond, the PUC must adopt
one of the altemmative proposals presented by the OSBA or OTS for allocating any rate increase
to firm sales customers, as these proposals will ensure that all firm sales customers are moving
closer to their cost to scrve. Finally, the PUC must climinate any allocation of CAP costs to non-
residential firm sales customers 1o ensure that PGW adhcres to PUC policy. Because the
OSBA's phasc-out proposal addresscs this issue while still accounting for gradualism concems,

the PUC should accept this proposal.
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Iv. CONCLUSION

WHEREFORE, the Philadelphia Industrial and Commercial Gas Users Group

respectfully submits that the Pennsylvania Public Utility Commission require Philadelphia Gas

Works to:
(1)
(2)

(3)

Dated: June 21, 2007

Implement cost-bascd rates for the Interruptible Transportation Rate Schedule;

Adopt the OSBA or OTS proposals to allocate any resulting rate increasc among
the firm sales customers;

Apply a three-ycar phasc out of any Universal Scrvice and Energy Conservation
Costs so that these costs are no longer allocated to non-residential sales
customers; and

Provide any other relief that the Commission decmis just and reasonable.

Respectfully submutted,

McNEES WALLACE & NURICK LLC

CCh‘eris Miheﬂagg(l.w 82039)
Barry A. Naum (I.D. No. 204869)
100 Pine Street
P.O. Box 1166
Harrisburg, PA 17108-1166
Phone: (717) 237-5437
Fax: (717) 260-1725

Counsel to the Philadelphia Industrial and
Commercial Gas Users Group
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BEFORE THE PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC UTILITY
COMMISSION

v, : Docket No. R-00061931

PHILADELPHIA GAS WORKS

REPLY BRIEF OF THE
PHILADELPHIA HOUSING AUTHORITY

I. INTRODUCTION

In its Main Brief, the Philadelphia Housing Authority (“PHA™) set oul the basis for its
position that PHA and its tenants have dramatically overpaid PGW and should not receive a
further rate increasc. In fact, PHA should receive a rate reduction. PHA has helped subsidize
excessive rates for years. In these days of PHA budget reductions and {inancial complications,

the rates charged PHA can no longer be sustatned.

IL. SUMMARY OF ARGUMENT

As acknowledged by the Office of Trial Statf (*OTS”) and the Office of Small Business
Advocate (“OSBA™), PGW’s proposed new rates cause PHA’s share of costs 1o increase
dramatically more than the system average increase. Sec OSBA Main Brief, p. 38; OTC Main
Brief, p. 61-63. While both OTS and OSBA advocatc cither a reduction or no increase in the
PHA rate, these recommendations do not go far enough. For years, PHA has been billed at the
highest of all possible rates. Rather than continuing this practice, the Commission should
mandalc a consolidation of all PHA accounts currently billed into one rate class which is the

lowest rate, be it the PHA, Municipal or Residential Rate.



III. REVENUES

PHA has no additional comments.

1V. EXPENSES

PHA has no additional comments.

V. MISCELLANEOUS ISSUES

A. PHA's Entitlement to Reclassification

In PHA’s Main Bricf, it raises the point that PGW’s proposed PHA Rate increasc unfairly
impacts PHA. Two intervenors, OTS and OSBA, have pointed out that PGW’s proposcd rate
increase belies PGW’s stated intention to systematically move rate classes closer to cost. Sce
OSBA Main Bricf, p. 38; OTS Main Bricf, p. 61-63. As shown in PHA’s Main Brief, at p. 4,
PGW’s proposed rate increase only exacerbates the current situation by increasing the existing
gulf between rates for residential and municipal gas customers and the rates for PHA and its
residents.

It is not cnough to merely freeze the Municipal, PHA and Industrial Rates, as is
advocated in OTS’ Main Brief at p. 63. Given the considerable and well-documented reductions
in funding -of PHA, which have forced dramatic changes at PHA, it is also inappropniate, unjust
and unrcasonable to merely maintain the current rates at a level above the Residential and
Municipal Rates.

At the current rate, PHA Conventional Site billings exceeded, by $660,000 per year, the
billings for the same usage if computed at the current Municipal Rate. PHA Ex. 2-SUR, p. 3.
The proposed PHA rate increase cxceeds the proposed Municipal and Residential Rate increases

by an even higher margin. PHA Main Bricf, p. 4-5. The proposed increase would force PHA to



divert funding from its own projects and its mandate ol providing affordable housing to persons
with limited income, in order to give PGW funds to make up shortfall in other rates.

B. The Past and Future Billing Rate

PHA requested in its Main Bricf that both the Conventional Sites, currently invoiced at
the PHA Rate, and its Scattered Sites and Housing Choice propertics {collectively “Scattered
Sites™), be reclassified to the Municipal Rate class or 1o the lowest rate class ultimately

determined by the Commission.

l. Past Billings Were At The Highest Rate

Historically, PIHA has been bitled at higher rates than necessary. PHA demonstrated in
its testimony and cross examination that it could have been billed under one of three ratc classcs
—the PHA Rate, the Municipal Rate or the Residential Rate. As acknowledged by PGW in its
Main Bricf at p. 85, il PGW has selccted the highest rate, such conduct would violate Section
1303 of the Code. That Code scction states that, if more than one rate is applicable, PGW should
compute bills “under the rate most advantagcous to the patron™. Instead, it has billed PHA at the
most “disadvantageous” rate.

The point was underscored at the hearing by the testimony of Craig White. The
Residential Rate is defined in both the current and the proposed tarifl to apply to “residential and
public housing authority customers”. Proposed Tariff, 25" Revised Page 83. Mr. White denied
that this language included PHA. In its Main Bricf at p. 85, PGW states that this language
“plainly docs not cover PHA’s conventional sites™. As o thosc sites, PGW contends “PHA, not

its customers, are the customer of record”. PGW Main Brief, p. 85.



In addition, Mr. White could not statc a reason for the disparity that began at least in
1993. PHA Main Brief, p. 4-5. White Exhibit CW-10. This arbitrary action by PGW is a source
of PHA’s historic overpayment.

PGW does not read the words “public housing authority customers™ in the Residential
Rate tariff to apply to the PHA ¢ven though PHA is a “public” entity which is a “housing
authority” acknowledged 1o be a PGW “customer”.! PGW has not, and cannot, provide a
reading of the tariff provision that supports its contention that PHA is not a “public housing
authority customer”.

At a minimum, PHA should have been billed at the lower GS-Residential Rate.
Furthermore, at p. 9 of its Main Brief, PHA cites reasons for its qualification for the Municipal
Rate. Obviously, it was not billed at this rate either. This overbilling is a source of PHA’s

historic overpayments.

2. Reclassification of PHA to the Municipal Rate

PHA’s request 1o be reclassified to the Municipal Rate class or to the lowest rate class
was addressed by PGW. PHA Main Brief at 8-10. PGW states that it does not opposc a
reclassification of Conventional Sites 1o the Municipal Rate, but would refuse to apply the
Municipal Rate to Scattered Site properties. PGW Main Bricf at p. 84-85. PGW also conditioned
its agreement 1o reclassification upon its ability to recover from ils remaining customers any lost
revenues from PHA service. PGW Main Brief at p. 85. That condition, along with the

knowledge that PHA’s Conventional Site properties comprise less than half its total number of

Sce Definitions set for at pp. 3-6, infra.



accounts’, make the offer to only reclassify the PHA Rate to the Municipal Rate of less benefit to
PHA and its residents.

Instead of accepting PGW's offer to partially reassign PHA to the Municipal Rate, PHA
requests the reclassification of all of its residents’ accounts, whether Conventional or Scattered
Sites, 10 the lowest ratc after any rate increase. The plain language of the Tariff, which PGW
has attempted to dismiss as irrelevant, supports PHA’s proposal.

The Proposed Tariff defines a “Customer” and a “Residential Customer™ as follows:

Customer - A person, partnership, association,
corporation or other entity that purchases Gas
Service from the Company. The term shall include a
Customer who transfers service to another address
in the Company’s service territory, A Customer
may f{all into onc of more of the following
categories:

(i) Residential Customer — Any Customer in a
dwelling (including an apartment whose primary
use of Gas Scrvice is for houschold purposes such
as space heating, air conditioning, cooking, water
heating. The term ‘Residential Customer® shail be
used interchangeably with the term ‘Customer with
Residential service.” A Residential Customer shall
include any adult occupant whose name appears on
the mortgage, deed or leasc of the property, and any
adult occupant who is a tenant in a Residential
Building (for which the residential utility service is
provided) pursuant 1o an oral agreement,

Proposed TarifT at First Revised Page 11.
The Proposed Tariff contains no definition of a Philadelphia Housing Authority
Customer. PHA, however, is unquestionably a Customer.

The PHA Rate is available not just in Conventional Sites, but for

2 PHA currently has approximately 7,765 Conventional Site houses, served at the PHA Rate, along with

4,175 Scattered Site Properties and 13,896 Housing Choice Voucher properties, which are served at the Residential
Rate,



[a]ll Gas usage in single and multiple dwelling
Residential Buildings, containing less than 10
dwelling units, provided, and only so long as, Gas is
uscd exclusively for cooking, water heating and
spacc heating for all such Residential buildings
owned and operated by the Philadelphia Housing
Authority, cxcept (a) buildings operated by the
Philadelphia Housing Authority, prior to the
original effective date of this rate (January 1, 1969),
and (b) buildings for which, in the judgment of the
Company, such Gas Scrvice cannot be provided
cconomically.

b Proposcd Tariff, Fifteenth Revised Page 90.

*Residential Buildings™ include buildings:

|clontaining one or more dwelling units occupied
by onc of more Tenants, but excluding nursing
homes, hotcls and motels.

Proposed TarifT, First Revised Page 13.

1d.

Residential Buildings are occupied by Tenants, irrespective of the Tenants® status as customers
of record. PGW has not stated and cannot state that gas service cannot be provided cconomically
to the Scatlered Sites properties at a lower rate. Moreover, as the PHA Rate for Residential

Buildings is not premised on the number of meters on the property, PGW cannot seck to exclude

A “Tenant” is defined as

Any person or group of persons whose dwelling
unit in a Residential Building is provided gas
pursuant to an oral or written rental arrangement {or
such dwelling unit, but who is not the Customer of
record of PGW for such Gas Service.

The PHA Rate definition covers most, if not all, of PHA’s Scattered Site propertics.

Scattered Sites propertics on the grounds that they are separately metered.



Among the reasons PGW gave for its refusal to reclassify Scattered Site accounts were
that Scattered Site residents are customers of records and had none of the hallmarks of a
governmental agency of the type PGW contends is eligible for the Municipal Rate. PGW Main
Brief at 84-85. There is no difference in the qualification of the residents billed at the
Residential Rate and those billed at the PHA Rate. The “customer of record”™ in the GS-
Residential Rate is, again, a distinction without a difference. The customers are all PHA tenants
who meet the same {inancial qualifications as thosec PHA tenants whose gas usage is billed under
the PHA Rate.

C. PHA’s Status As A Rate Class

In its Main Brief, PGW, at p. 81, states that both the School District of Philadelphia and
PHA must be treated “as part of their respective classes for the purposes ol allocating costs and
designing rates, and such function, not be performed on an individual customer by customer
basis as is the apparent desire of the parties.”

Irankly, PHA is its own “respective class™. It is the only customer being billed at the
PHA ratc. As such, the “function” of reviewing rates and allocating costs, considering such
things as payment history, can be performed on a customer by customer basis when that
customer is only PHA. To determine the reasonableness of the rates charged to PHA, and the
effect on the customers, onc only need review the current economic conditions at PHA to
determine if that rate is reasonable and just.

Monies spent on gas services are a significant factor in PHA’s bottom line. To pay
higher gas rates, monies must be taken from projects which advance the mission of PHA —to
provide affordable housing for low income Philadelphians. Although it makes sensc from a

regulatory standpoint to insure that PGW is allowed a rate which recovers its cost of services,



that rate should not grant PGW a license to redirect public funds {rom other public agencies in
excess of those costs.

Accordingly, either the PHA Rate should be adjusted to provide the lowest possible cost
to PHA, or PHA should be reassigned to the class with the lowest possible rate, currently the
Municipal Rate. Inany event, ail of PHA’s accounts should be consolidated into one rate class.
In support of this request, PHA has demonstrated that PGW impermissibly uses prolits to
subsidize other rate classes. The proposed rate increase should be rejected and a balanced
approach adopted.

D. Direct Vendor Payments

Only OCA suggests that the PHA payments under the dircct vendor program should be
expanded. See OCA Main Brief at p. 101. The sole basis for this cxpansion is testimony of
Roger Colton, which is addressed in PHA’s Mam Bricf at p. 11-13. Rather than restating its
prior discussion, PHA merely points out that Mr. Colton’s suggestion ignores insurmountable
issues, including fcederal court litigation in the McDowell case and PHA’s new status as a
“Moving to Work Agency”. Mr. Colton admitted that he was unfamiliar with these issues at the
hearing.

E. PHA’s “False Assertions”

Al p. 86 of PGW’s Main Brief, PGW states that PHA has made four “false asscrtions”
which are not supported by the record. PGW’s own “assertions™ as to what PHA said are not
supported by the testimony cited by PGW.

All four “asscrtions” are purportedly in Ms. Mondre’s surrcbuttal testimony.  PGW cites
Ms. Mondre’s testimony at PHA Ex. 2-SUR at 4. That testimony statcs, clearly and up front, that
Ms. Mondre was not provided by PGW (despite requests from PHA) with the information

nceessary 1o make a specific estimate of payments that may have been made under the vendor



program. The allegedly false statcments cited by PGW and PHA’s refutation of the citations are
as follows:

1. PHA asserts that it was over billed by as much as $4 million dollars for
800 scattered site tenant propertics in the vendor program

Ms. Mondre, at PHA Ex. 2-SUR, p. 4:1-4, statcs that she 1s unaware of the number 01;
PHA tenants in the utility allowance program who have also applied for the CRP Program. The
rcason for her lack of knowledge is based on PGW’s declining to provide records of CRP
participation due to confidentiality concerns.

2. Some or all of the vendor program tenants are enrolled in the CRP
Program.

Again, Ms. Mondre states that she was not advised of the number of PHA tenants who
arc enrolled in the CRP. PGW declined to provide the information citing confidentiality of the
names of the CRP participants. Now, for the first time, counsel provides improper additional
lestimony, slating that none of the tenants in the vendor program are CRP participants. PGW
Main Briel at p. 87. This “fact” is not in the record.

3. PHA pays the vendor program utility allowance directly to PGW
regardless of the invoice amount.

Ms. Mondre gave no testimony that addresses this issue.

4. PGW’s over billing is a result of PGW recovering vendor program billings
from PHA at full residential rates.

Again, Ms. Mondre acknowledged that she was not advised of the number of residents
who have applicd for the CRP Program and for whom PHA makes direct utility allowance

payments.



What is the net result of these purported “false assertions™ and how should the
Commission view them? Aside from the fact that Ms. Mondre acknowledged not being provided
with information, and, therefore, the related testimony 1s not “false” as PGW statcs, all of these

points only relate to the total amount that PHA has overpaid. No party has contested the

statement that PHA has significantly overpaid lor gas prices at a rate exceeding the cost of pgas

services. As they are related to this rate proceeding, however, the important point is that PGW
has perpetuated the overpayment by assessing PHA an increased charge that exceeds the increase
in Residential and Municipal Rates and greatly exceeds the cost of service. PHA requests the

adjustments sct forth herein.

VI. RATE STRUCTURE

A. Cost of Service

It is undisputed that PGW’s own cost of service study shows PIHA will pay much more
than the cost of service.

B. Revenue Allocation

PHA’s Main Brief focused on the unjust and unreasonable allocation of a
disproportionate amount of PGW’s costs to the PHA Rate class. PHA Main Brief at p. 8-10.
Other participants’ main bricls evaluated the issuc of revenue allocation among the various rate
classes, and support PHA’s contention that PGW has utterly failed to prove that making PHA
continue to pay more than its fair share through the imposition of a higher revenue allocation is

in any way just or rcasonablc.

1. PGW’s Rate Desipn and Proposed Revenue Allocation

PGW’s stated objectives in its rate design were to move cach rate class towards unity

between the class relative rates of return and the system average rate of return, while adhering to
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the principal of gradualism so as to avoid the “rate shock” associated with large increases. PGW
Main Bricf at p. 79-80. Whatever PGW’s intentions, however, its proposcd allocations move the
rates of return further away from unity, not closer, and increase the amount of cross-

subsidization to cxcessive levels. OSBA Main Bricfat p. 37, citing PGW Stmt. 5 at 10.

2. O1'S and OSBA Proposed Revenue Allocations

OTS and OSBA’s proposed revenue allocations are based on the principle that those rate
classes with the lowest rate of return should be assessed the highest rate increases. OTS Main
Bricfat p.. 58, 63. OSBA Main Brief at p. 37-38.> This is consistent with the use of the Cost of
Service Study (“COSS”) and a “polestar” in revenue allocations in order to make revenue

rcceived from a class maich the costs of service to that class. Lloyd v. Pa. PUC, 904 A.2d 1010

(Pa. Commw. 2006), petition for allowance of appeal denied.

OTS used an adjusted version of PGW’s COSS to develop its own proposals for revenue
allocations. OTS Main Brief at p. 57. OTS recommends using a first dollar relief targeted
scaleback formula for allocating increascs among the various rate classes. OTS Main Brief at p.
60-63. OSBA voiced its general agreement with OTS’s methodology and results, provided the
total amount of any revenue increase granted by the Commission does not exceed $73 million.
OSBA Main Brief at p. 6.

OTS has advocated the use of the Targeted Scaleback method to lessen the burden of
revenue allocations upon classes with the largest rates of return, in this case the industrial,
commercial and housing GS (*PHA") rates. OTS Main Brief at p. 58-59. The “first dollar

relief” proposal would reduce PHA’s and other aftected classes’ rate increases by setting dollar

! OCA generally agreed with PGW’s allocation method and results at page 69 of its Main Bricf, but not with

the $100 million revenue increase request. OCA recommended that any allocation be based upon a revenue increase
of $22.5 million. OCA Main Brief at p. 1-2.
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thresholds above which an increase would have to rise before the class would be required to pay
more. OTS Main Brief at p. 59, 63.

According to OTS’ revised scaleback calculations, PHA would not be required to
contribute revenues to the rate increase unless the Commission approved an increase for PGW in
excess of $74,231,000 against the $100 million total requested incrcase. OTS Main Bricf at p.
63. Residential and MS Rate customers would bear the increased costs associated with the first
$74,231,000 of the incrcase. Id.

OTS, for reasons enumerated at length at pages 8-13 and 27-52 of its Main Brief, docs
not believe that PGW has established its entitlement to anything close to the $100 million
revenue increase it requested. Instead, OTS has proposed a $25 million overall revenue increase,
geared primarily to debt retirement. OTS Main Brief at p. 1-2. [t then applicd the proposed
revenuc increases as a percentage of the $100 million requested amount. OTS Main Brief at p.
63.

PHA belicves the OTS method, modified by reclassification of PHA chargcs, best fits the

9 standards for revenue allocations. [t utilizes the PGW cost of service analysis as the starling
point, and balances the needs of the company and the consumer, in accordance with Lloyd, It
curtails or chiminates cross-subsidization. It follows recommendcd practice by imposing the
greatest revenue increases upon those classes who have been receiving the most help from other
ratcpaycers while taking gradualism into account. For these reasons, PHA supports OTS’
suggested revenue allocation and its proposed $25 million overall revenue increase, and requests
the entry of the ordering paragraph below.

C. Tariff Structure

PHA has no additional comment.

-12-




J
D. Summary and Alternatives
) PHA advocates reclassification of all PHA residents under the lowcst applicable rate.
» VII. CONCLUSION
Based on the foregoing, PHA’s Scallered Site propertics are cligible for reclassification
to the PHA Rate class or, in the alternative, the lower of the Municipal or Residential Rate. In
D fact, all PHA residents should be billed under the same rate. That rate should acknowledge the
status of PHA residents as persons with limited income and PHA’s own status as an organization
charged with operating affordable housing for those individuals.
J

Proposed Findings and Ordering Paragraphs are attached.

Respectfully submitted,
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PROPOSED FINDINGS AND ORDERING PARAGRAPHS

1. Philadelphia Housing Authority (“PHA™) has contested both the proposed
increasc in its rate and its classification under the PHA Rate.

2. The cost of service study preparcd by PGW demonstrates that the proposed PHA
increasc, as well as the historic rates, greatly exceed the cost of service.

3. PGW has offcred nothing to meet its burden of proof that the proposed increasc in
the PHA Rate is rcasonablc and just.

4, Additionally, PHA has presented support for the fact that it should be classitied
under the Municipal Rate.

5. PHA has also presented support for the fact that its tenants, billed under the
Residential Rate, should receive either the PHA Rate or the MS Rate, whichever is lower.

6. PHA has also demonstrated that, in the past and in the proposed tarifT, it is a
“public housing authority customer”, clearly cntitled to be billed at the Residential Rate, under
§ 3055 of the Code.

7. The Commission {inds that there will be no increase granted in the PHA Rate.
8. The Commission {inds that PHA and its tenants currently billed under the

Residential Rate, should, in the future, be treated as being under cither the Municipal Rate, the
PHA Rate or the Residential Rate, whichever is lower.

9. PGW is dirccted to provide compliance tariffs incorporating cach of the above
findings.
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