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1 E E Q C E E D I N G S 

2 JUDGE JONES: This i s the time and place f o r the 

3 f u r t h e r hearing of Pennsylvania Public U t i l i t y Commission 

4 vs. Phi l a d e l p h i a Gas Works, at Docket Nos. R-00061931, 

5 R-00061931C0001 through C0071. 

6 I note the appearance the f o l l o w i n g . Dan C l e a r f i e l d , 

7 Deanne O'Dell, both representing PGW; Ch r i s t y Appleby, 

8 D a r r y l Lawrence and Tanya McCloskey, a l l representing the 

9 O f f i c e of Consumer Advocate; Mr. Todd Steward, representing 

10 IGS; Ms. Charis Mincavage, representing the i n d u s t r i a l s , 

11 also known as PICGUG; Mr. Richard Kanaskie, Ms. A l l i s o n 

12 Kaster, representing O f f i c e of T r i a l S t a f f ; Ms. Sharon Webb, 

13 Ms. Lauren Lepkoski, representing the O f f i c e of Small 

14 Business Advocate; Mr. Miles Shore, representing the School 

15 D i s t r i c t of Ph i l a d e l p h i a ; Mr. P h i l i p B e r t o c c i , Ms. Thu Tran, 

16 representing Action A l l i a n c e of Senior C i t i z e n s and Tenant 

17 Union Representative Network; Mr. Gregory Stunder, 

18 representing the P h i l a d e l p h i a Gas Works. 

19 I note f o r the record t h a t counsel f o r PECO i s not 

20 present. I also note f o r the record t h a t counsel f o r the 

21 Archdiocese i s not present. 

22 l a l s o n o t e f o r the record t h a t counsel f o r Hess d i d 

23 ask to be excused, and w i l l not be p a r t i c i p a t i n g i n any 

24 f u r t h e r hearings. 

25 I note f o r the record that Mr. Hinerman, representing 
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1 the Phil a d e l p h i a Housing A u t h o r i t y , i s present. 

2 Mr. Hinerman, please record your attendance, s i r . 

3 While he i s going t h a t , I have a l e r t e d Mr. Stunder 

4 t h a t we w i l l be dealing w i t h h i s motion i n reference to the 

5 testimony of Ms. Mondre, her s u r r e b u t t a l testimony, 

6 representing the School D i s t r i c t of Ph i l a d e l p h i a . 

7 We do wish to have a c l a r i f i c a t i o n before we r u l e , 

8 Mr. Stunder. We note t h a t there was something i n your o r a l 

9 argument re f e r e n c i n g an adjustment that you are of the 

10 opinion t h a t the Philadelphia School D i s t r i c t i s asking f o r 

n i n t h e i r s u r r e b u t t a l testimony. We'd l i k e c l a r i f i c a t i o n on 

12 th a t as f a r as a page reference i n the s u r r e b u t t a l . 

13 MR. STUNDER: Yes, Your Honor. I f I may look f o r the 

14 reference. 

15 (Pause.) 

16 MR. STUNDER: Your Honor, on page ten of Ms. Mondre's 

17 s u r r e b u t t a l testimony there's a question and answer which 

18 begins on l i n e s i x and goes t o l i n e twelve where she does 

19 mention --

20 JUDGE FORDHAM: Keep your voice up, Mr. Stunder. 

21 MR. STUNDER: Oh, I'm sorry. Where she does mention 

22 an amount of $11,609,657. 

23 JUDGE JONES: And t h i s i s the adjustment t h a t you're 

24 r e f e r r i n g to? 

25 MR. STUNDER: Yes. 
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JUDGE JONES: And you're r e f e r r i n g that t h a t should 

be s t r u c k because i t was not mentioned i n previous 

3 testimony, and the opp o r t u n i t y t o mention i t was i n previous 

4 testimony. I s th a t our understanding? 

5 MR. STUNDER: Yes, Your Honor. I n the d i r e c t 

testimony t h a t ended up yesterday as an e x h i b i t . 

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

{Discussion o f f the record.) 

9 JUDGE JONES: We're back on the record. 

10 We recognize t h a t the motion of Mr. Stunder t o s t r i k e 

H c e r t a i n r e b u t t a l testimony of Ms. Mondre as a witness f o r 

12 the Ph i l a d e l p h i a School D i s t r i c t goes from page s i x , l i n e 

13 18, I guess, f o r the question, through t o page ten, l i n e 

14 twelve. 

15 We w i l l r u l e that the footnote on page s i x , as w e l l 

16 as a l l t e x t under the motion s t a r t i n g w i t h l i n e 18 through 

17 t o l i n e f i v e on page ten, i s out, i s s t r i c k e n , w i t h the 

18 exception of page seven, l i n e 23 through page e i g h t , l i n e 

19 three. That i s i n . 

20 Everything else i s out up through page f i v e , as we 

21 f i n d t h a t i t i s hearsay. We do not f i n d t h a t the Section 

22 703 tha t Mr. Shore referenced under t h i s s t a t e exceptions to 

23 hearsay a p p l i e s . 

24 Does anyone else have a question i n reference t o our 

25 r u l i n g ? 
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1 (No response.) 

2 JUDGE JONES: Hearing none, Mr. Stunder, do you have 

3 anything else i n reference to your motion? 

4 MR. STUNDER: Your Honor, are you s t r i k i n g page ten, 

5 l i n e s s i x and twelve? 

6 JUDGE JONES: No. 

7 MR. STUNDER: Thank you. 

MR. CLEARFIELD: Thank you. 

9 JUDGE JONES: Any other questions i n reference t o 

10 your motion, Mr. Stunder? 

11 MR. STUNDER: No, Your Honor. Thank you. 

12 JUDGE JONES: Anyone else have any questions i n 

13 reference to the motion? 

14 (No response.) 

15 JUDGE JONES: Hearing none, we're ready to move 

16 forward. We do have some matters t h a t were l e f t i n f l u x 

17 from yesterday i n reference to s t i p u l a t e d testimony. 

18 I do believe there are some new developments i n 

19 reference t o the s t i p u l a t e d testimony. We'd l i k e to hear 

20 from Mr. Todd Stewart i n reference to IGS testimony. 

21 MR. STEWART: Thank you, Your Honor. 

22 This morning we were able t o execute a s t i p u l a t i o n 

23 w i t h the O f f i c e of Small Business Advocate, who was the l a s t 

24 p a r t y who had any cross examination f o r Mr. P a r i s i . 

25 I would l i k e to move th a t the s t i p u l a t i o n as a 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y ( 7 1 7 ) 7 6 1 - 7 1 5 0 



465 

1 hearing e x h i b i t , as w e l l as Mr. P a r i s i ' s testimony t h i s 

2 morning. I ' l l s t a r t w i t h the testimony, i f t h a t ' s okay. 

3 I ' d l i k e t o ask to be marked f o r i d e n t i f i c a t i o n 

4 purposes t h a t which i s i d e n t i f i e d as IGS Statement No. 1, 

5 which i s the d i r e c t testimony of Vincent P a r i s i on behalf of 

6 I n t e r s t a t e Gas Supply. 

7 JUDGE FORDHAM: I t s h a l l be so marked. 

8 (Whereupon, the document was marked 

9 as IGS Statement No. 1 for 

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

11 MR. STEWART: And according t o the standard 

12 s t i p u l a t i o n s , Mr. P a r i s i would s t a t e t h a t the testimony was 

13 prepared by him or under h i s supervision, t h a t the 

14 i n f o r m a t i o n contained t h e r e i n i s tr u e and co r r e c t t o the 

15 best of h i s knowledge, i n f o r m a t i o n and b e l i e f , and that i f 

16 he were asked the same questions today h i s answers would be 

17 the same. 

18 With t h a t I would move f o r admission i n t o the record 

19 of IGS Statement No. 1 . 

20 JUDGE FORDHAM: I t ' s so admitted. 

21 (Whereupon, the document marked as 

22 IGS Statement No. 1 was received in 

23 evidence.) 

24 MR. STEWART: Also, I've d i s t r i b u t e d to the p a r t i e s a 

25 document, a s t i p u l a t i o n between I n t e r s t a t e Gas Supply and 
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1 the O f f i c e of Small Business Advocate which i s marked as IGS 

2 Hearing E x h i b i t No. 1. I t i s a s t i p u l a t i o n between the 

3 p a r t i e s . I'd ask th a t t o be entered i n t o the record as 

4 w e l l . 

5 JUDGE FORDHAM: So admitted. 

6 (Whereupon, the document was marked 

7 as IGS Exhibit No. 1 for i d e n t i f i c a t i o n 

8 and received in evidence.) 

9 JUDGE JONES: Mr. Stewart, I note f o r the record t h a t 

10 there i s handwritten N3 on the second l i n e of the f i r s t 

11 paragraph. 

12 MR. STEWART: Yes. 

13 JUDGE JONES: And that does apply to t h i s e x h i b i t ? 

14 MR. STEWART: Yes, i t does. When I typed t h i s up 

15 yesterday I neglected t o include Mr. Knecht's s u r r e b u t t a l 

16 testimony. 

17 JUDGE JONES: Thank you, Mr. Stewart. 

18 MR. STEWART: Thank you. 

19 JUDGE JONES: Ms. Webb or Ms. Lepkoski? 

20 MS. WEBB: Good morning, Your Honor. 

21 JUDGE JONES: Good morning. 

22 MS. WEBB: Sharon Webb on behalf of the OSBA. 

23 As Mr. Stewart i n d i c a t e d , we've reached a s t i p u l a t i o n 

24 w i t h IGS. And the r e s t of the p a r t i e s have agreed to 

25 s t i p u l a t e to the a u t h e n t i c i t y of the OSBA's statements, OSBA 
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1 Statement 1, the d i r e c t testimony of Robert D. Knecht; OSBA 

2 Statement 2 i s the r e b u t t a l testimony; and OSBA Statement 3 

3 was the s u r r e b u t t a l testimony of Mr. Knecht, and the 

4 accompanying e x h i b i t s i n reference to i n t e r r o g a t o r i e s . 

5 I have provided two copies of those t o the court 

6 r e p o r t e r and the p a r t i e s , and Your Honors each p r e v i o u s l y 

7 received them. 

8 The p a r t i e s had agreed t o s t i p u l a t e t o the entry of 

9 the testimony and the f a c t u a l statements contained t h e r e i n . 

10 We represent t h a t the statements are t r u e and co r r e c t to our 

11 knowledge, and tha t the witness, i f asked the same questions 

12 today would provide the same answers. 

13 I 'd ask t h a t those statements be marked f o r 

14 i d e n t i f i c a t i o n , please. 

15 JUDGE FORDHAM: They're so marked. 

16 (Whereupon, the documents were marked 

17 as OSBA Statement Nos. 1, 2 and 3 for 

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

19 MS- WEBB: Mr. Stewart provided you w i t h copies of 

20 the s t i p u l a t i o n which we've agreed. And based on that I 

21 would ask t h a t OSBA Statements 1, 2 and 3, and accompanying 

22 e x h i b i t s / be moved i n t o the record. 

23 JUDGE FORDHAM: OSBA Statements 1, 2 and 3, which are 

24 the d i r e c t , r e b u t t a l and s u r r e b u t t a l testimony of 

25 Mr. Knecht, are admitted w i t h t h e i r e x h i b i t s . 
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1 (Whereupon, the documents marked as 

2 OSBA Statement Nos. 1, 2 and 3 were 

3 received in evidence.) 

4 JUDGE JONES: Now, we also had i n f l u x of possible 

5 agreement w i t h Action A l l i a n c e and PGW. I s there any new 

6 stat u s to t h a t , Mr. Ber t o c c i and Ms. Tran? 

7 MR. BERTOCCI: Yes, Your Honor, there i s . We have a 

8 s t i p u l a t i o n , which i s between PGW and Action A l l i a n c e w i t h 

9 regard to Harry Geller's testimony, Statement No. 1 and 

10 Statement No. 1 SR. 

11 I n a d d i t i o n , there i s no cross examination from OSBA 

12 f o r Statement No. IR, the r e b u t t a l testimony of 

13 Harry S. Ge l l e r . 

14 So at t h i s p o i n t what I'd l i k e to do i s to have the 

15 s t i p u l a t i o n and have t h i s testimony authenticated and placed 

16 i n t o the record. 

17 JUDGE JONES: Very w e l l . You may proceed, 

18 Mr. B e r t o c c i . 

19 MR. BERTOCCI: We have three pieces of testimony. 

20 The d i r e c t testimony and e x h i b i t s of Harry S. Geller on 

21 behalf of Action A l l i a n c e marked Statement No. 1. 

22 There i s also the r e b u t t a l testimony of 

23 Harry S. Geller i n response to the testimony of Mr. Knecht, 

24 marked Action A l l i a n c e Statement No. 1-R. 

25 And there i s also the s u r r e b u t t a l testimony of 
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Harry S. Geller marked Action A l l i a n c e Statement No. 1-R i n 

response to --

JUDGE JONES: 1 - SR? 

MR. BERTOCCI: No. 1-SR. I'm sorr y . I 'd l i k e t o 

have those marked f o r i d e n t i f i c a t i o n . 

JUDGE FORDHAM: So marked. 

(Whereupon, the documents were marked 

as Action Alliance Statement Nos. 1, 

1-R and 1-SR for identification.) 

MR. BERTOCCI: The p a r t i e s have s t i p u l a t e d t h a t the 

testimony t h a t would be introduced i n t o evidence without 

cross examination. 

I f Mr. Geller were here today he would swear that 

t h i s testimony was prepared by him or under h i s d i r e c t i o n , 

and t h a t the statements made t h e r e i n are tru e and c o r r e c t t o 

the best of h i s knowledge, i n f o r m a t i o n and b e l i e f ; w i t h a 

couple of c o r r e c t i o n s having t o do w i t h Statement No. 1, 

Action A l l i a n c e Statement No. 1. 

JUDGE JONES: Just a moment, Mr. B e r t o c c i . 

(Pause.) 

JUDGE JONES: Okay, you may proceed. 

MR. BERTOCCI: On the t i t l e page, the t i t l e page says 

-- t h i s i s a small change. The t i t l e page says June 6, 

2006. I t should be A p r i l 6, 2007. I don't want anyone t o 

throw t h a t away, the testimony. 
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1 On page 34, l i n e 26, change 34,000 to 45,000. On 

2 page 34, l i n e 27, change 34,000 to 45,000. 

3 And on page 36, l i n e e i g h t , i n s e r t a f t e r the words 

4 July 2006 a p a r e n t h e t i c a l phrase which says, t h i s i s the new 

5 p a r t , open quota t i o n marks, open parentheses, who had been 

6 on budget b i l l i n g f o r at le a s t twelve months, close 

7 parentheses, pe r i o d . 

8 I f Mr. Geller were here today, he would t e s t i f y t h a t 

9 t h i s i n f o r m a t i o n was tru e and co r r e c t to the best of h i s 

10 knowledge, i n f o r m a t i o n and b e l i e f . 

11 JUDGE JONES: Mr. Be r t o c c i , on page 36, l i n e e i g h t , 

12 t h a t 34,000 remains 34,000? 

13 MR. BERTOCCI: Page 34, l i n e --

14 JUDGE JONES: Page 36. 

15 MR. BERTOCCI: Page 36, yes. 

16 JUDGE JONES: Line e i g h t . That 34,000 remains 

17 34,000? 

18 MR. BERTOCCI: 34,000, yes. 

19 JUDGE JONES: And the sentence t h a t you add 

20 p a r e n t h e t i c a l l y was, who had been on budget b i l l i n g f o r at 

21 l e a s t twelve months? 

22 MR. BERTOCCI: That's r i g h t , yes. 

23 JUDGE JONES: Very w e l l . Any other changes? 

24 MR. BERTOCCI: No. Accordingly, I would move t h a t 

25 these three documents be admitted i n t o evidence; Action 
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A l l i a n c e Statement No. 1, Action A l l i a n c e Statement No. 1-R, 

and Action A l l i a n c e Statement 1-SR. 

JUDGE FORDHAM: The three documents, which are the 

testimony of Mr. Geller, w i l l be so admitted. 

MR. BERTOCCI: Thank you. 

(Whereupon, the documents marked as 

Action Alliance Statement Nos. 1, 1-R 

and 1-SR were received i n evidence.) 

MR. BERTOCCI: And also I guess the s t i p u l a t i o n also 

should be --

JUDGE FORDHAM: I ' l l ask Mr. C l e a r f i e l d . 

Mr. C l e a r f i e l d , i n reference t o PGW hearing e x h i b i t s 

not yet i d e n t i f i e d ? 

MR. CLEARFIELD: Yes, Your Honor. We have entered 

i n t o a s t i p u l a t i o n w i t h Action A l l i a n c e t h a t w i l l r e s u l t i n 

not needing to cross Mr. Gel l e r . 

I b elieve i t ' s been handed out. And I t h i n k we were 

proposing to mark these s t i p u l a t i o n s t h a t would be entered 

i n t o the record as a PGW hearing e x h i b i t . 

Now, I would note t h a t we1 re going to have cross 

examination e x h i b i t s and we're going to have r e j o i n d e r 

e x h i b i t s . I f th a t ' s okay w i t h Your Honors, we can go ahead 

and mark t h i s as PGW Hearing E x h i b i t 1. 

JUDGE JONES: That's f i n e . 

JUDGE FORDHAM: That's f i n e . 
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JUDGE JONES: I t s h a l l be so marked. 

(Whereupon, the document was marked 

as PGW Hearing E x h i b i t No. 1 f o r 

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

MR. CLEARFIELD: And we would move t h a t i n t o the 

record as a r e f l e c t i o n of the 

JUDGE FORDHAM: Before we do t h a t , there are a couple 

of handwritten notes on here t h a t I'm not sure what they 

are. 

Between the second and t h i r d l i n e there i s a 

no t a t i o n . 

Oh, Mr. Be r t o c c i , that's your signature? 

MR. BERTOCCI: That's r i g h t , yes. 

JUDGE FORDHAM: Okay. And also your signature at the 

bottom where i t says 52? 

MR. BERTOCCI: That's r i g h t . 

JUDGE FORDHAM: Okay. 

JUDGE JONES: And I j u s t want t o c l a r i f y f o r the 

record. I t ' s 1 and, and not land? 

MR. CLEARFIELD: That's c o r r e c t . Your Honor. I t ' s 1 

and 1-SR. 

JUDGE FORDHAM: We also had 1-R, too; i s t h a t 

correct? I t ' s 1, 1-R and 1-SR? 

MR. BERTOCCI: Yes. But 1-R was not subject to t h i s 

p a r t i c u l a r s t i p u l a t i o n because i t involved OSBA and not PGW. 
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JUDGE FORDHAM: Okay. 

MR. BERTOCCI: But OSBA also does not object t o the, 

entry i n t o the record of 1-R without cross examination. 

JUDGE FORDHAM: Thank you. So admitted. 

MR. CLEARFIELD: Thank you. 

(Whereupon, the document marked as 

PGW Hearing E x h i b i t No. 1 was received 

i n evidence.) 

JUDGE JONES: Are there any other p r e l i m i n a r y matters 

to be brought before us today? 

MR. CLEARFIELD: Yes, Your Honor, a couple. PGW has 

also entered i n t o a s t i p u l a t i o n w i t h IGS tha t has obviated 

the need f o r PGW to cross Mr. P a r i s i , and v i c e versa. 

Ms. O'Dell i s handing t h a t out. And I would ask t h a t i t be 

marked as PGW Hearing E x h i b i t 2. 

JUDGE FORDHAM: I t s h a l l be so marked. 

(Whereupon, the document was marked 

as PGW Hearing E x h i b i t No. 2 f o r 

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

MR. CLEARFIELD: As you see, i t ' s been executed by 

PGW and by counsel f o r I n t e r s t a t e Gas Supply. And i t 

r e f l e c t s an agreement on a few p r i n c i p l e s w i t h which we can 

both agree, and has obviated the need f o r cross examination. 

I believe that Mr. P a r i s i ' s testimony has already 

been moved and has been entered i n t o the record. 
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JUDGE JONES: Yes. 

MR. CLEARFIELD: So t h i s would be j u s t t o accompany 

t h a t arrangement. 

JUDGE JONES: And th a t ' s PGW Hearing E x h i b i t No. 2? 

MR. CLEARFIELD: Yes, Your Honor. 

JUDGE JONES: I t s h a l l be so i d e n t i f i e d . 

MR. CLEARFIELD: I'd ask tha t i t be moved i n t o the 

record as a s t i p u l a t i o n between the two p a r t i e s . 

JUDGE JONES: I t s h a l l be admitted. 

(Whereupon, the document marked as 

PGW Hearing E x h i b i t No. 2 was received 

i n evidence.) 

MR. CLEARFIELD: Just a few other t h i n g s . I don't 

b e l i e v e we can complete these, but I'm pleased t o announce 

t h a t w i t h respect to an issue t h a t was ra i s e d by OTS witness 

Mr. Graeser, both the OTS and PGW have been able t o reach an 

agreement i n p r i n c i p l e w i t h respect to the issues, or at 

le a s t the p r i n c i p a l issues r a i s e d by Mr. Graeser's 

testimony. 

We are i n the process of f i n a l i z i n g t h a t s t i p u l a t i o n . 

I b e l i e v e there should be no problem i n doing t h a t . I t ' s 

j u s t a matter of g e t t i n g the f i n a l clearances. 

But we would ask j u s t i n an abundance of caution t h a t 

when Mr. White i s presented sometime today -- I was going t o 

say t h i s afternoon, but i t may be t h i s morning -- th a t we 
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would defer any r e j oinder on th a t p a r t i c u l a r issue, w i t h the 

r i g h t t o r e c a l l him i f something happens and we are not able 

to f i n a l i z e t h i s s t i p u l a t i o n . 

And we should have t h a t f o r you, i f a l l goes w e l l , by 

tomorrow. 

JUDGE JONES: Thank you. Thank you f o r th a t c a u t i o n . 

We do have a question i n reference t o PGW Hearing 

E x h i b i t No. 1. 

MR. CLEARFIELD: Okay. 

JUDGE JONES: There i s a reference t o Ms. Coltro's 

testimony as part of the s t i p u l a t i o n . 

MR. CLEARFIELD: Yes, Your Honor. I believe t h a t 

Action A l l i a n c e was the only e n t i t y t h a t i n d i c a t e d t h a t they 

wish to cross her. And w i t h the technology. Action A l l i a n c e 

has agreed to waive cross and to enter the testimony i n t o 

the record. 

JUDGE JONES: So we are wondering i f we're going to 

get her testimony i n t o the record now. 

MR. CLEARFIELD: We can do t h a t . Would you l i k e to 

do that? 

JUDGE JONES: Thank you. 

MR. CLEARFIELD: Your Honor, Ms. Co l t r o submitted two 

pieces of testimony t h a t I'd ask be i d e n t i f i e d i n the 

f o l l o w i n g way. A several page piece t h a t i s marked as PGW 

Statement 7, which consists of several questions and 
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answers, and two e x h i b i t s , CC-1 and CC-2. And I ask tha t 

t h a t be so i d e n t i f i e d . 

JUDGE FORDHAM: I t s h a l l be so marked. 

(Whereupon, the document was marked 

as PGW Statement No. 7 f o r 

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

MR. CLEARFIELD: And a several page set of questions 

and answers which we p r e - i d e n t i f i e d as PGW Statement 7R. 

And accompanying t h a t piece i s several e x h i b i t s , CC-3 

through CC-6. And we ask t h a t i t be marked i n th a t way. 

JUDGE FORDHAM: I t s h a l l be so marked. 

(Whereupon, the document was marked 

as PGW Statement No. 7R f o r 

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

MR. CLEARFIELD: Your Honor, i n accordance w i t h the 

s t i p u l a t i o n t h a t we've entered i n t o w i t h AA, there w i l l be 

no cross f o r Ms. C o l t r o . So we'd l i k e t o have t h i s 

testimony s t i p u l a t e d i n t o the record. 

The p a r t i e s have agreed t h a t i f Ms. Co l t r o were here, 

she would t e s t i f y t h a t she prepared t h i s , or i t was prepared 

under her supervision and d i r e c t i o n , t h a t i t 1 s t r u e and 

cor r e c t t o the best of her i n f o r m a t i o n , knowledge and 

b e l i e f , and that i f she was asked the questions set f o r t h 

t h e r e i n today, her answers would be the same. 

I'd ask tha t i t be admitted i n t o the record on t h a t 
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1 ground. 

2 JUDGE FORDHAM: The d i r e c t and r e b u t t a l testimony of 

3 Ms. C o l t r o , w i t h the accompanying e x h i b i t s , i s so admitted. 

4 (Whereupon, the documents marked as 

5 PGW Statement Nos. 7 and 7R were 

6 received i n evidence.) 

7 MR. CLEARFIELD: Thank you, Your Honor. 

8 JUDGE JONES: Thank you. 

9 Are there any other p r e l i m i n a r y matters? 

10 MR. STUNDER: Your Honors, the school d i s t r i c t and 

n PGW has reached an agreement on Mr. Gorman's testimony, 

12 which w i l l obviate the need f o r cross examination of 

13 Mr. Gorman. 

14 We've reached that.agreement today, and we'd l i k e t o 

15 present the formalized agreement to you tomorrow, the 

16 formalized s t i p u l a t i o n i n w r i t i n g . 

17 JUDGE FORDHAM: Thank you. 

18 JUDGE JONES: Thank you, Mr. Stunder. 

19 MR. CLEARFIELD: And so we w i l l not be c a l l i n g 

20 Mr. Gorman tomorrow morning. 

21 JUDGE JONES: Thank you very much. 

22 JUDGE FORDHAM: Thank you very much. 

23 JUDGE JONES: Okay. We have agreed t h a t we would 

24 have testimony from Mr. Hershey, I be l i e v e , as the f i r s t 

25 witness from PGW. 
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MR. CLEARFIELD: Yes, Your Honor. 

JUDGE JONES: We are ready to hear your witness. 

MR. CLEARFIELD: Thank you, Your Honor. 

Whereupon, 

STEVEN P. HERSHEY 

having been duly sworn, t e s t i f i e d as follows: 

JUDGE JONES: Would you s t a t e your name and business 

address f o r the record, please? And please s p e l l your l a s t 

name. 

THE WITNESS: Steven P. Hershey, H-E-R-S-H-E-Y; 

Phil a d e l p h i a Gas Works, 800 West Montgomery Avenue, 

Ph i l a d e l p h i a , Pennsylvania 19122. 

JUDGE FORDHAM: And i s th a t Steven w i t h a V or a P-H? 

THE WITNESS: I'm sorry. With a V. 

JUDGE FORDHAM: Thank you. 

You may proceed, Mr. C l e a r f i e l d . 

MR. CLEARFIELD: Thank you, Your Honor. 

Your Honors, we've pr e v i o u s l y d i s t r i b u t e d and 

provided to the court r e p o r t e r t h i s morning copies of a 

statement t h a t i s marked as PGW Statement 1, the testimony 

of Steven P. Hershey, c o n s i s t i n g of several pages of 

questions and answers, and one e x h i b i t as SPH-1. And we ask 

th a t i t be so i d e n t i f i e d . 

JUDGE FORDHAM: I t s h a l l be so marked. 
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1 (Whereupon, the document was marked 

2 as PGW Statement No. 1 with accompanying 

3 e x h i b i t f o r i d e n t i f i c a t i o n . ) 

4 MR. CLEARFIELD: And we also d i s t r i b u t e d several 

5 pages of questions and answers which have been marked as PGW 

6 Statement IR, r e b u t t a l testimony of Steven P. Hershey, which 

7 consists of several pages of questions and answers, and two 

8 e x h i b i t s , E x h i b i t SPH-2 and SPH-3. And we ask tha t t h a t be 

9 i d e n t i f i e d i n th a t manner. 

10 JUDGE FORDHAM: I t s h a l l be so marked. 

11 MR. CLEARFIELD: Thank you. 

12 (Whereupon, the document was marked 

13 as PGW Statement No. IR with 

14 accompanying exhibits for 

15 identification.) 

16 DIRECT EXAMINATION 

17 BY MR. CLEARFIELD: 

18 Q. Mr. Hershey, would you s t a t e your f u l l name and 

19 business address f o r the record, please? 

20 A. Again? 

21 Q. Yes, again. 

22 (Laughter.) 

23 MR. CLEARFIELD: Can we declare him a h o s t i l e 

24 witness, Your Honor? 

25 (Laughter.) 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



480 

1 THE WITNESS: Steven P. Hershey, Ph i l a d e l p h i a Gas 

2 Works. That's Steven w i t h a V; Hershey, H-E-R-S-H-E-Y. 

3 Phi l a d e l p h i a Gas Works, 800 West Montgomery Avenue, 

4 Phi l a d e l p h i a , Pennsylvania 19122 

5 BY MR. CLEARFIELD: 

6 Q. By whom are you employed, and i n what capacity? 

7 A. Phila d e l p h i a Gas Works, I'm vice president, 

8 r e g u l a t o r y and ex t e r n a l a f f a i r s . 

9 Q. Do you have before you what has been marked f o r 

10 i d e n t i f i c a t i o n as PGW Statement 1 and the accompanying 

11 e x h i b i t s ? 

12 A. Yes. 

13 Q. Was th a t prepared by you or under your 

14 supervision and d i r e c t i o n ? 

15 A. Yes. 

16 Q. Do you have any ad d i t i o n s or c o r r e c t i o n s t h a t 

17 you've l i k e t o make to PGW Statement 1 or the e x h i b i t s ? 

18 A. Yes. On page two, l i n e e i g h t , 1992 should be 

19 1993. On page s i x , l i n e nine, the word " i s " should be 

20 i n s e r t e d . 

21 Q. She also i s ? 

22 A. Yes. 

23 Q. Do you have any other c o r r e c t i o n s t o your 

24 Statement 1 ? 

25 A. No. 
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Q. With those c o r r e c t i o n s , i s i t true and c o r r e c t t o 

the best of your i n f o r m a t i o n , knowledge and b e l i e f ? 

A. Yes. 

Q. I f I asked you the questions t h a t are set f o r t h 

t h e r e i n today, would your answers be the same? 

A. Yes. 

Q. Let's t u r n to your Rebuttal Statement IR. Was 

tha t prepared by you or under your supervision and 

d i r e c t i o n ? 

A. Yes. 

Q. Do you have any ad d i t i o n s or c o r r e c t i o n s you'd 

l i k e t o make to th a t statement? 

A. More i n the nature of a c l a r i f i c a t i o n . On page 

seven, l i n e 13, where I say 96 plus percent, while t h a t was 

tru e at the time of f i l i n g , i t should be c l e a r t h a t today 

t h a t number would be approximately 95.5 percent on a r o l l i n g 

twelve-month average. 

Q. Any other c l a r i f i c a t i o n s , a d d i t i o n s or 

correc t i o n s ? 

A. No. 

Q. With t h a t , i s your Statement IR tr u e and c o r r e c t 

to the best of your i n f o r m a t i o n , knowledge and b e l i e f ? 

A. Yes. 

Q. I f I asked you the questions set f o r t h t h e r e i n 

today, would your answers be the same? 
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1 A. Yes. 

2 MR. CLEARFIELD: Your Honor, I would move f o r the 

3 admission of PGW Statement 1 and PGW Statement IR, subject 

A to any appropriate cross examination t h a t may occur. 

5 JUDGE FORDHAM: I ' l l admit i t a f t e r cross 

6 examination. 

7 MR. CLEARFIELD: Okay. Thank you, Your Honor. 

8 That's f i n e . I believe that Mr. Hershey i s a v a i l a b l e f o r 

9 cross examination. We do not have r e j o i n d e r f o r 

10 Mr. Hershey. 

n JUDGE JONES: I believe OTS, OCA, Action A l l i a n c e and 

12 the school d i s t r i c t . I s there any preference i n the order, 

13 counsel? 

14 MS. McCLOSKEY: I t h i n k Mr. Kanaskie can s t a r t . 

15 JUDGE JONES: Okay, very w e l l . 

16 You've been volunteered by OCA, Mr. Kanaskie. 

17 (Laughter.) 

18 MR. KANASKIE: Thank you. Your Honor. 

19 CROSS EXAMINATION 

20 BY MR. KANASKIE: 

21 Q. Good morning, Mr. Hershey. My name's 

22 Rick Kanaskie. I'm an attorney w i t h the O f f i c e of T r i a l 

23 S t a f f . 

24 A. Good morning. 

25 Q- A l i t t l e background i n f o r m a t i o n . I'm co r r e c t you 
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1 have a l e g a l background? You1 re an attorney? 

2 A. I am. 

3 Q. Have you p a r t i c i p a t e d i n r e g u l a t o r y proceedings 

4 i n the past? 

5 A. As an attorney I have. I began representing low-

6 income i n d i v i d u a l s and community organizations while working 

7 at Community Legal Services i n the 1970s, p r i m a r i l y i n PECO 

8 r a t e cases. 

9 I p a r t i c i p a t e d i n the i n v e s t i g a t i o n of the 

10 c o n s t r u c t i o n of the Limerick f a c i l i t y ; and then i n several 

n other proceedings subsequent to t h a t . 

12 Q. Since j o i n i n g PGW, have you been involved i n any 

13 r e g u l a t o r y proceedings? 

14 A. Not as e i t h e r a witness or an attorney. 

15 Q- I'm going to make references t o your r e b u t t a l 

16 testimony at t h i s p o i n t . I f you could go to page two, l i n e 

17 18. 

18 A. Yes. 

19 Q- You r e f e r to a t h r e e f o l d increase i n the 

20 commodity cost of gas. Would you agree w i t h me th a t PGW i s 

21 reimbursed e s s e n t i a l l y on a d o l l a r - f o r - d o l l a r basis f o r the 

22 cost of gas? 

23 A. That i s the theory. Not always c o l l e c t i b l e ; but 

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

25 Q- Further you would agree then t h a t there are 
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allowances b u i l t i n f o r p o r t i o n s t h a t may not be c o l l e c t e d ? 

A. Yes. 

Q. On page three of your testimony, on l i n e 13, j u s t 

some general questions here. You comment th a t there's a 

f i n i t e l i m i t t o the debt t h a t PGW can assume. 

Would I be c o r r e c t i n c h a r a c t e r i z i n g PGW's debt as 

c o n t a i n i n g both long-term and short-term borrowing? 

A. Yes. 

Q. Would you agree t h a t the short-term p o r t i o n i s 

r e f e r r e d to as a l i n e of c r e d i t , the commercial paper? 

A. Yes. Yes, and i f you go much f u r t h e r on t h i s 

l i n e , I ' l l r e f e r you to Mr. Bogdonavage. But l e t ' s see 

where we draw the l i n e . 

Q. One more, and w e ' l l see. Would you agree as an 

operating p r i n c i p l e t h a t the l i n e of c r e d i t balance w i l l 

f l u c t u a t e throughout the year? 

MR. CLEARFIELD: Your Honor, I'm going to o b j e c t . I 

t h i n k t h a t question i s more properly posed to 

Mr. Bogdonavage. He's our f i n a n c i a l expert. He's the CFO 

of the company. 

And t h i s i s outside the scope. This i s a general 

summary of p o s i t i o n f o r PGW t h a t Mr. Hershey's made, and 

Mr. Bogdonavage i s s i t t i n g r i g h t behind him, and he can 

answer th a t question. 

MR. KANASKIE: I ' l l accept t h a t . Your Honor. 
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1 JUDGE FORDHAM: Okay. Thank you. 

2 BY MR. KANASKIE: 

3 Q. On page four, again s t i l l w i t h your r e b u t t a l 

4 testimony, l i n e s 19 through 21. You t a l k about the grant 

5 back of the $18 m i l l i o n annual payment. 

6 Would you agree t h a t i n t h i s f i l i n g , PGW's f i l i n g 

7 t h i s year, t h a t t h i s expense i s not included i n the 

8 company1s t e s t year data? 

9 A. I n the current period, i n c l u d i n g the t e s t year, I 

10 be l i e v e -- and you should ask the question of 

11 Mr. Bogdonavage to confirm t h i s . But the payment i s 

12 a c t u a l l y made as required under the ordinance. But i t ' s 

13 granted back by the c i t y . 

14 Q. Okay. 1 111 save the next question then f o r 

15 Mr. Bogdonavage also. Let's go to page f i v e , l i n e s 14 

16 through 16. You t a l k about the emergency r a t e increase t h a t 

17 PGW had to apply f o r . 

18 Am I co r r e c t t h a t you t e s t i f i e d e a r l i e r t h a t you were 

19 not involved i n t h a t proceeding? 

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

21 Q. Have you had an oppo r t u n i t y to review the 

22 Commission's r e s o l u t i o n of t h a t proceeding? 

23 A. I d i d not -- I do not r e c a l l s p e c i f i c a l l y reading 

24 the document. 

25 Q. Would you agree, subject to check, i f you p r e f e r , 
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t h a t the Commission's order i n g r a n t i n g the $36 m i l l i o n , 

contained a discussion on pay down of the short-term debt? 

A. I ' l l accept t h a t . 

Q. Would you also agree subject to check that the 

conclusion of the base r a t e proceeding t h a t was connected 

w i t h t h a t contained s p e c i f i c p r o v i s i o n s i n i t s ordering 

paragraph regarding the discussion of short-term debt? 

A. The document says what i t says. 

Q. But you 1 re not aware of what the document says? 

You have not reviewed i t ; c o r rect? 

A. I'm gene r a l l y aware of the p r o v i s i o n s . I don't 

r e c a l l the s p e c i f i c language of i t . 

Q. Are you aware the p r o v i s i o n had i n d i c a t e d t h a t 

PGW would p r o j e c t the annual amount of short-term debt t h a t 

i t would pay? 

MR. CLEARFIELD: Your Honor, I'm t r y i n g t o give some 

leeway here, but I'd have to o b j e c t . I t h i n k t h i s i s 

outside the scope of Mr. Hershey's testimony. 

And Mr. Bogdonavage, to the extent t h a t there's 

f a c t u a l issues other than the order, can t r y to answer those 

questions. He's aware of what the company d i d or d i d n ' t do 

w i t h respect to the short-term debt a f t e r the 2002 order. 

THE WITNESS: And there are other witnesses i n t h i s 

proceeding from PGW who address those same issues. 

MR. KANASKIE: Your Honor, I'm e x p l o r i n g the depth of 
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the witness's knowledge here. He's commenting on a $36 

m i l l i o n emergency r a t e increase; I suspect t h a t i t ' s a 

scenario t h a t not anyone wishes t o have t o go through again. 

He's ra i s e d the issue. I'm asking what he knows about i t . 

I f he doesn't know, I ' l l accept that answer. 

JUDGE FORDHAM: Okay, I ' l l allow the question. 

THE WITNESS: My testimony does not go to the 

s p e c i f i c p r o v i s i o n s of the order, but ra t h e r t o the 

sequences of events i n which an emergency order was issued; 

t h a t there were two proceedings i n quick succession because 

the order i n the f i r s t proceeding provided inadequate 

r e l i e f , an emergency arose, and that had to be de a l t w i t h . 

That's what I'm r e f e r r i n g to when I say tha t no one 

wants t o go through t h a t scenario again. 

JUDGE FORDHAM: So you're r e f e r r i n g to the 

emergency --

THE WITNESS: That's c o r r e c t . 

JUDGE FORDHAM: -- proceeding? 

THE WITNESS: Emergency th a t arose a f t e r the 

inadequacy of the i n i t i a l proceeding. 

MR. KANASKIE: I understand, Your Honor. But we have 

accepted the questions; i t ' s on the record, and w e ' l l 

continue; correct? With t h a t explanation. 

(Pause.) 
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1 BY MR. KANASKIE: 

2 Q. A l l r i g h t . Let's change to p i c s a l i t t l e b i t . 

3 Let's go to page eight of your testimony, please, your 

4 r e b u t t a l testimony, l i n e s one through ten. 

5 I s i t a f a i r summary -- I'm going to rephrase your 

0 p o s i t i o n . I'm j u s t asking you i f I'm representing i t 

7 f a i r l y . 

8 The discussion deals w i t h known and measurable 

9 events. 

10 (Pause.) 

11 A. I s th a t a question? 

12 Q- I s t h a t a f a i r assessment? Yes. I s my comment 

13 regarding your l i n e s one to ten a f a i r assessment of what i t 

14 contains i n there, a discussion of known and measurable 

15 events? 

16 A. That sec t i o n addresses the t e s t year and events 

17 th a t are commonly characterized as known and measurable 

18 events t h a t occurred beyond the t e s t year. 

19 Q. So j u s t to c l a r i f y then, t h a t i s yes, we are 

20 discussing known and measurable events i n t h i s s e c t i o n of 

21 your testimony? 

22 A. The testimony discusses the r e l a t i o n s h i p between 

23 the t e s t year and known and measurable event beyond the t e s t 

24 year. 

25 Q. So I ' l l accept t h a t as yes. 
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JUDGE FORDHAM: Mr. Hershey, would you say yes or no? 

THE WITNESS: I t ' s not a simple yes or a simple no. 

JUDGE JONES: We understand t h a t , Mr. Hershey. But 

we have several witnesses, and t h i s w i l l proceed much 

smoother, s i r , i f you would say yes or no, and then you can 

give your explanations. 

THE WITNESS: Yes, known and measurable events are 

discussed i n t h a t s e c t i o n of my testimony. 

JUDGE JONES: Thank you. 

BY MR. KANASKIE: 

Q. I s i t your testimony t h a t known and measurable 

events can reach out, f o r example, four years? 

A. I t h i n k the -- -

(Pause.) 

A. I'm he s i t a n t to put a s p e c i f i c time period on how 

f a r out one would go. I would say t h a t , as everyone has 

acknowledged i n t h i s proceeding, they may go beyond the t e s t 

year, and tha t there are events t h a t have a reasonable --

can reasonably be characterized as known and measurable i n 

the PGW forecast t h a t have not been i d e n t i f i e d by the 

p a r t i e s as known and measurable, have not been included i n 

t h e i r testimony and p o s i t i o n s , but should be. 

Q. Same page. Let's go to l i n e 17. Let's t a l k a 

l i t t l e b i t about l i n e s 17 through 23. 

Would you agree w i t h me t h a t the PUC regulates 
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' u t i l i t i e s based on a t e s t year? 

2 A. Yes. 

3 Q. Am I also c o r r e c t t h a t --

4 A. Excuse me. That has been the p r a c t i c e . 

5 Q- Okay. Am I cor r e c t then your testimony i s th a t 

6 you be l i e v e t h i s i s i n a p p r o p r i a t e ( t h i s p r a c t i c e ? 

7 A. No, I'm not saying t h a t . What I'm saying i s th a t 

8 the t e s t year i s a u s e f u l t o o l i n most cases, t h a t i t should 

9 not be the exclusive t o o l , and t h a t i n c e r t a i n s i t u a t i o n s i t 

10 i n inadequate i n r e s o l v i n g a problem t h a t must be resolved 

n t o the b e n e f i t of the p u b l i c , the u t i l i t y and i t s customers. 

12 Q. Would I be co r r e c t to say t h a t the p r i n c i p l e you 

13 j u s t explained would apply t o every u t i l i t y , not 

14 s p e c i f i c a l l y PGW? 

15 A. I've not examined how i t might apply t o other 

16 u t i l i t i e s . I know t h a t f o r PGW, f u n c t i o n i n g as i t does, i t 

17 should apply. 

18 Q. Let's go to page ten of your r e b u t t a l , please. 

19 On l i n e s one to three you t e s t i f i e d t h a t you believe t h a t 

20 the Commission should look at the forecasted debt service 

21 covenants and known and measurable events and provide the 

22 rates now to solve the problem. 

23 Would you agree as a general premise, to the extent 

24 you are f a m i l i a r w i t h the concept -- and we may defer to 

25 Mr. Bogdonavage i f necessary -- t h a t the l e v e l of debt i s 
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a f f e c t e d by the operations of the company? 

A. That i s i n the nature of a tautology. I mean 

the --

Q. That's a l l I've asked. 

A. But i t ' s important to understand t h a t even w i t h a 

t e s t year as commonly used by the Commission, using a f u t u r e 

t e s t year, you're also p r o j e c t i n g i n t o the f u t u r e , as we do 

here, t h a t there's nothing about the f u t u r e t h a t i s 

a b s o l u t e l y c e r t a i n ; and t h a t there are always some degree of 

changes t h a t occur i n the f u t u r e beyond p r o j e c t i o n s . 

I t i s common f o r the Commission to accept some 

d e v i a t i o n from the p r o j e c t i o n s i n a f u t u r e t e s t year. 

What I'm saying here i s t h a t there i s adequate 

c e r t a i n t y i n the p r o j e c t i o n s made by PGW and i t ' s f i n a n c i a l 

s i t u a t i o n . 

Some of -- a very large p o r t i o n of PGW's expenses are 

a b s o l u t e l y f i x e d . We know what the debt service payments 

are going to be, and we know a long l i s t of expenses. And 

Mr. Bogdonavage can go i n t o greater d e t a i l . 

And t h a t t h a t provides s u f f i c i e n t d e t a i l f o r the 

Commission to reach out to the period t h a t I'm r e f e r r i n g to 

to solve a problem which otherwise, i f l i m i t e d to the t e s t 

year p r a c t i c e , would never be resolved e f f e c t i v e l y . 

Q. Let's t u r n to the bottom of page ten, the top of 

page eleven. You would agree j u s t as a frame of reference 
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t h a t you're addressing off-system sales and capacity release 

i n t h i s s e c t i o n ; i s th a t c orrect? 

A. Yes. 

Q. I want to explore your background a l i t t l e b i t on 

Commission proceedings. 

Would you agree t h a t the Commission reviews purchased 

gas costs of NGDCs annually? 

A. Yes. 

Q. You also agree t h a t these proceedings are o f t e n 

r e f e r r e d t o as, or also r e f e r r e d t o as 1307(f) f i l i n g s ? 

A. Yes. 

Q. Are you involved i n PGW's 1307(f) f i l i n g ? 

A. Not d i r e c t l y . 

JUDGE FORDHAM: Mr. Kanaskie, do you mean the current 

1307(f) f i l i n g ? 

MR. KANASKIE: Yes. I'm sorry. Your Honor. 

BY MR. KANASKIE: 

Q. The current 1307(f) proceeding. Same answer? 

A. Same answer. 

Q. And I'd be co r r e c t then t h a t you were not 

d i r e c t l y involved i n any of the p r i o r 1307(f) proceedings; 

i s t h a t c o r r e c t ? 

A. Yes, but when I say not d i r e c t l y , I mean I do not 

prepare the testimony, I do not p a r t i c i p a t e i n the 

l i t i g a t i o n of the proceeding. I'm aware of the i n f o r m a t i o n 
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1 t h a t goes i n t o the proceeding, I'm aware of the p o s i t i o n s 

2 and how they are formed as f i l e d , and I'm aware of and 

3 p a r t i c i p a t e i n the u l t i m a t e decision-making as to where we 

4 want to come out i n those proceedings. 

5 Q. Okay. So w i t h that background and w i t h t h a t 

6 understanding, would you agree t h a t off-system sales and 

7 capacity release c r e d i t s are reviewed annually i n these 

8 1307(f) proceedings? 

9 A. Yes. 

10 Q. Would you agree t h a t under the way i t ' s c u r r e n t l y 

11 operating t h a t the proceeds from these programs reduce the 

12 cost of gas charged to ratepayers? 

13 A. Yes. Let's be clea r about what my testimony i s 

14 here. I acknowledge t h a t very f a c t . What I'm suggesting i n 

15 the testimony i s th a t we propose e f f e c t i v e l y to give the 

16 customer back not one d o l l a r f o r every d o l l a r of off-systern 

17 sales or capacity release, but e f f e c t i v e l y $1.50. 

18 And the reason f o r th a t i s th a t because these funds 

19 would be used not as a s i n g l e d o l l a r - f o r - d o l l a r match, but 

20 as an o f f s e t t o the c a p i t a l program which t o date, since 

21 1993, has been funded e x c l u s i v e l y by borrowing long-term 

22 debt, which has a 1.5 times coverage requirement, t h a t i n 

23 e f f e c t i t takes a d o l l a r and a h a l f f o r every d o l l a r of th a t 

24 c a p i t a l budget. 

25 To the extent t h a t we can take the funds from 
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1 off-system sales and capacity release and use those funds to 

2 replace borrowing subject to the 1.5 times coverage 

3 requirement, we've given the customer not a d o l l a r , but 

4 $1.50. 

5 I t ' s not as though these funds w i l l go to 

6 shareholders. They w i l l go d i r e c t l y to customers, but i n a 

7 d i f f e r e n t form. 

8 Q. S t i l l i n context of a 1307(f) problem, are you 

9 f a m i l i a r w i t h the requirement of a l e a s t - c o s t procurement 

10 p o l i c y ? 

11 A. Yes. 

12 Q. I s i t your testimony t h a t -- l e t me give you a 

13 frame of reference here. Page eleven, l i n e one to ten. 

14 I s i t your testimony t h a t PGW does not need to take 

15 any steps to m i t i g a t e the cost of gas paid by customers? 

16 A. I'm not sure what you mean by m i t i g a t e -

17 Q. For example, i f off-system sales and capacity 

18 release c r e d i t s are c r e d i t e d back to ratepayers, I would 

19 consider t h a t m i t i g a t i n g the cost of gas. 

20 With t h a t reference, i s i t your testimony t h a t PGW, 

21 under l e a s t - c o s t procurement p o l i c y , i s not required to do 

22 that? 

23 A. PGW, l i k e other u t i l i t i e s subject to the 

24 Commission's r e g u l a t i o n , i s , of course, subjected t o the 

25 l e a s t - c o s t procurement p o l i c y , and m i t i g a t i n g the burdens on 
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1 the customer t o the extent possible. 

2 What I'm suggesting here i s that the major t h r u s t of 

3 the 1307(f) proceeding i s to make sure that PGW and the 

4 other u t i l i t i e s have been prudent and made best e f f o r t s to 

5 secure the lowest cost gas f o r i t s customers. 

6 To the extent t h a t there are other o f f s e t s to the 

7 lowest cost gas procured, t h a t i s a l l to the good. What I'm 

8 suggesting here i s th a t there i s a l a r g e r m i t i g a t i o n 

9 a v a i l a b l e which and th a t the construct t h a t you're 

10 suggesting i s an a r t i f i c i a l one; th a t the m i t i g a t i o n t h a t 

n you associate e x c l u s i v e l y w i t h 1307(f), i f applied as I'm 

12 proposing here, would have a great b e n e f i t , would m i t i g a t e 

13 the customer's -- the bottom l i n e f o r the customer i n a 

14 h o l i s t i c view, i n a much more e f f e c t i v e way th a t would 

15 provide greater b e n e f i t f o r the customer. 

16 Q. You would agree, though, and you t e s t i f i e d 

17 e a r l i e r , t h a t off-system sales and capacity releases are 

18 reviewed annually i n these 1307(f) proceedings? 

19 A. Yes. And th a t should give the Commission and a l l 

20 the p a r t i e s comfort t h a t PGW i s using best e f f o r t s , i s 

21 t a k i n g a reasonable l e a s t - c o s t gas procurement p o l i c y . 

22 Q. You would agree, and we've been t a l k i n g about 

23 1307(f) proceeding a l l along here, t h a t there are s t a t u t o r y 

24 and r e g u l a t o r y requirements associated w i t h 1307(f) 

25 proceedings? 
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A. Yes. 

Q. And again, you would agree t h a t l e a s t - c o s t 

procurement i s one of those? 

A. I t h i n k we've established t h a t . 

Q. Thank you. Would you agree w i t h the statement 

t h a t on a net basis, i f you do not c r e d i t back off-systern 

sales and capacity releases t o the 1307(f) customers, t h e i r 

net payment f o r the purchased gas would be higher? 

A. I f you look at the narrow scope of a 1307(f) 

proceeding, of course t h a t ' s t r u e . What I'm suggesting i s 

tha t the more b e n e f i c i a l view f o r the customer i s to take 

the h o l i s t i c view. 

I n a d d i t i o n , i n our f i l i n g we have suggested moving 

$10 m i l l i o n t o t h i s c a p i t a l fund. I f there are a d d i t i o n a l 

off-system sales capacity release, they would continue t o 

flow through the 1307(f) proceeding. 

And we have also t e s t i f i e d t h a t we are preparing a 

phase two investment f o r the LNG f a c i l i t y , which should 

expand our a b i l i t y t o make off-system sales capacity 

release. 

And t o the extent we can exceed $10 m i l l i o n i n any 

year, the excess under our proposal would continue t o flow 

through 1307(f). 

Q. Do you agree -- and you've reviewed Mr. Yocca's 

testimony on t h i s t o p i c ; correct? 
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A. Yes. 

Q. I n two separate places Mr. Yocca asserts t h a t 

ratepayers -- and again, we're t a l k i n g about off-system 

sales and capacity releases -- the ratepayers have paid f o r 

these assets. 

Mr. Yocca references t h i s i n h i s d i r e c t on page eight 

and h i s s u r r e b u t t a l on page s i x . Do you disagree w i t h 

Mr. Yocca's comment? 

MR. CLEARFIELD: I'm sor r y . Are we t a l k i n g about the 

gas assets or a l l assets? 

MR. KANASKIE: Mr. Yocca's testimony, page e i g h t , 

l i n e s s i x to seven of h i s d i r e c t . 

MR. KANASKIE: I ' l l get i t . 

(Document handed to witness.) 

THE WITNESS: You're looking at page six? 

BY MR. KANASKIE: 

Q. We can go w i t h s i x of the s u r r e b u t t a l or e i g h t of 

hi s d i r e c t . Whatever you've got. 

A. I have the d i r e c t . 

Q. Okay. 

A. I also have the r e b u t t a l , s u r r e b u t t a l . But t e l l 

me where you want to go, and I ' l l --

Q. Let's go d i r e c t , page eight? 

A. Page eight? 

Q. Correct. Lines s i x and seven. 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



498 

1 MR. CLEARFIELD: May I look over the witness's 

2 shoulder there, Your Honor? 

3 JUDGE JONES: Yes. 

4 JUDGE FORDHAM: Yes. 

5 BY MR. KANASKIE: 

6 Q. The statement i s very simply from Mr. Yocca, 

7 money to fund off-system sales and capacity release 

8 tran s a c t i o n s comes from the PGW customers. 

9 Do you have t h a t l i n e ? 

10 A. I do. 

11 Q. Do you disagree w i t h Mr. Yocca's comment? 

12 A. For PGW there i s no one else. So I agree w i t h 

13 the statement. 

14 Q. For any other NGDC would you disagree w i t h t h a t 

15 statement? 

16 A. I won't speak to any other NGDC. 

17 Q. As a general p r i n c i p l e i n 1307(f) proceedings, i t 

18 i s your testimony t h a t outside of PGW you don't know where 

19 the money to fund off-system sales and capacity releases 

20 comes from; i s th a t c orrect? 

21 A. I don't have experience i n dealing w i t h t h a t 

22 issue f o r other u t i l i t i e s , and I won't speak t o i t . 

23 Q- Okay. Thank you. 

24 Have you reviewed the Commission's decisions from any 

25 other 1307(f) proceedings, s p e c i f i c a l l y l a s t year's 
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1 proceedings? 

2 A. For which u t i l i t i e s . 

3 Q. Let's say Equitable. 

4 A. No. 

5 JUDGE JONES: I'm sorry, Mr. Kanaskie. Did you say 

6 Equitable? 

7 MR. KANASKIE: Yes, ma'am. 

8 JUDGE JONES: Thank you. 

9 MR. KANASKIE: Your Honor, i f I may have a moment? 

10 JUDGE JONES: You may. 

11 (Pause.) 

12 MR. KANASKIE: I have no f u r t h e r questions, Your 

13 Honor. 

14 JUDGE FORDHAM: Ms. McCloskey? 

15 MS. McCLOSKEY: Yes, Your Honor. Thank you. 

16 CROSS EXAMINATION 

17 BY MS. McCLOSKEY: 

18 Q. Good morning, Mr. Hershey. My name i s 

19 Tanya McCloskey. I'm w i t h the O f f i c e of Consumer Advocate. 

20 I'd j u s t l i k e to f o l l o w up b r i e f l y , to begin w i t h where 

21 Mr. Kanaskie was discussing off-system sales c r e d i t s w i t h 

22 you. 

23 I f PGW r e t a i n e d some of the off-system sales c r e d i t s , 

24 would PGW be able t o use that money f o r any company purpose? 

25 I n other words, i t would be f u n g i b l e w i t h i n the company? 
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1 A. I t h i n k our testimony 1s p r e t t y c l e a r on t h a t ; and 

2 t h a t we would reserve i t f o r c a p i t a l budgets. 

3 Q. But th a t would then f r e e up money elsewhere 

4 w i t h i n your budgets which you could use f o r other company 

5 purposes; i s th a t correct? 

6 A. Well, the c a p i t a l budget i s a budget t h a t i s 

7 reviewed by the Gas Commission and approved by c i t y c o u n c i l . 

8 I t has designated f o r t h a t . And a l l of those funds have 

9 been borrowed. 

10 The purpose of my testimony i s to reduce the r e l i a n c e 

11 on debt t o fund those c a p i t a l p r o j e c t s . 

12 Q. I f you could t u r n to your r e b u t t a l testimony --

13 A. I f I may, j u s t to add to t h a t , I mean i t ' s 

14 important to understand t h a t d i s t i n c t i o n . I t ' s not as 

15 though the operating budget i s a f f e c t e d i n t h a t way. 

16 The operating budget i s funded through revenue. I t ' s 

17 by d e f i n i t i o n -- Mr. Bogdonavage can c o r r e c t me. The 

18 operating budget i s not funded through long-term debt. 

19 Q. I f you could t u r n to your r e b u t t a l testimony, 

20 page three, l i n e s three to fou r . And there you s t a t e that 

21 PGW's problems would long-term as long as commodity costs 

22 stay at record l e v e l s . 

23 Could you define i n d o l l a r s per Mcf or d o l l a r s per 

24 decatherm what you consider to be record l e v e l s ? 

25 A. The d o l l a r s t h a t we've experienced i n the l a s t 
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1 roughly three years. 

2 Q. Do you have an estimate of what t h a t i s ? I s i t 

3 $9.00, $10? What range? 

4 A. Well, i t ' s gone from -- i t ' s gone as high as, at 

5 times, $16. But i t ' s , as you know, a v o l a t i l e f i g u r e . 

6 Q. And i s i t the v o l a t i l i t y of the gas costs t h a t 

7 you're i n c u r r i n g , or the d o l l a r magnitude t h a t you're 

8 r e f e r e n c i n g here? 

9 A. I'm t a l k i n g about the d o l l a r magnitude. 

10 V o l a t i l i t y doesn't help. But i t ' s the d o l l a r magnitude t h a t 

11 i s the issue. 

12 Q. I n your company's p r o j e c t i o n s of i t s f i v e - y e a r 

13 f o r e c a s t , do you assume th a t gas costs w i l l stay at these 

14 record l e v e l s t h a t you're referencing? 

15 A. That's a question you should ask Mr. Bogdonavage. 

16 Q. So you're not aware of what gas costs are 

17 included w i t h i n the f i v e - y e a r forecast of the company? 

18 A. Not at the l e v e l t h a t I want to answer questions 

19 i n t h i s proceeding. I'd much r a t h e r r e l y on somebody who 

20 knows i t i n d e t a i l . 

21 Q. I f g a s c o s t s decline a b i t from these record 

22 l e v e l s , would t h a t lessen PGW's f i n a n c i a l and l i q u i d i t y 

23 problems? 

24 MR. CLEARFIELD: Your Honor, I would o b j e c t . These 

25 are questions t h a t should be d i r e c t e d to Mr. Bogdonavage. 
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Mr. Hershey d i d n ' t sponsor the fi v e - y e a r forecasts, 

Mr. Bogdonavage d i d . And the e f f e c t of gas pr i c e s would be 

a question t h a t Mr. Bogdonavage would be happy t o answer. 

MS. McCLOSKEY: Your Honor, i t ' s Mr. Hershey's 

testimony t h a t commodity costs at record l e v e l s are c r e a t i n g 

a long-term problem f o r the company. And I'm t r y i n g to 

probe i n t o t h a t statement as to the long-term problem and 

the e f f e c t of commodity costs. 

MR. CLEARFIELD: Your Honor, Ms. McCloskey has 

switched to discussions about the f i v e - y e a r f o r e c a s t . 

That's a d i f f e r e n t issue. And th a t ' s something t h a t 

Mr. Bogdonavage t e s t i f i e s t o . 

She asked s p e c i f i c a l l y how a change i n gas pr i c e s 

would a f f e c t the fi v e - y e a r f o r e c a s t . Unless I misunderstood 

the question. 

MS. McCLOSKEY: No, my question was, i f gas costs 

declined from the record l e v e l s , would t h a t lessen PGW's 

f i n a n c i a l and l i q u i d i t y problems i n the --

MR. CLEARFIELD: Based on the fo r e c a s t , i s my 

understanding. 

MS. McCLOSKEY: My question i s , i f gas costs declined 

a b i t from the record l e v e l s , would t h a t lessen PGW's 

f i n a n c i a l and l i q u i d i t y problems i n the long term, as you're 

discussing at page three, l i n e s three and four of your 

testimony. 
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MR. CLEARFIELD: Your Honor, again, we have 

Mr. Bogdonavage, we have Ms. Bisgaier, who's the f i n a n c i a l 

advisor f o r the company, t e s t i f y i n g tomorrow. I t h i n k 

t h a t ' s a question more properly posed to e i t h e r of them. 

JUDGE FORDHAM: I t h i n k t h a t Ms. McCloskey can ask 

Mr. Hershey t o c l a r i f y h i s statement on page three. I f he 

does not know s p e c i f i c s , w e ' l l agree t o t h a t . But the 

c l a r i f i c a t i o n i s allowed. 

So please answer the question. 

THE WITNESS: I can answer the question without 

reference t o the fi v e - y e a r forecast s p e c i f i c a l l y as a 

general matter. 

And you haven't defined what you mean by decline a 

b i t . But f o r the moment I'11 ignore t h a t . 

Every decrease i n p r i c e helps. I t helps PGW w i t h 

cash flow issues, and i t helps the customer. There are 

numerous ways i n which i t helps. 

How much i t helps, how much a b i t i s , those are a l l 

r e l e v a n t issues to be explored. But --

BY MS. McCLOSKEY: 

Q. But you would agree, as gas pr i c e s decline from 

the record l e v e l s t h a t you're discussing, PGW's f i n a n c i a l 

and l i q u i d i t y problems would be lessened? 

A. To some extent. Whether i t ' s enough i s -- I'm 

not addressing t h a t , because I don't know what you're 
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1 r e f e r r i n g t o i n p a r t . 

2 Q. Now, i f you could t u r n to page four of your 

3 r e b u t t a l , l i n e s 19 to 21. There you mention t h a t the c i t y 

4 i s not able t o step forward w i t h a loan or a grant back of 

5 the $18 m i l l i o n . 

6 And r e f e r r i n g t o the grant back of the $18 m i l l i o n , 

7 i n tha t phrase do you mean any f u r t h e r grant back than what 

8 has been r e f l e c t e d i n your schedules i n t h i s case? 

9 A. Correct. 

10 Q. Now, as a p r a c t i c a l matter, Mr. Hershey --

n A. Let me j u s t add one p o i n t , i f I may there. 

12 Beginning i n 1986, when I f i r s t served as the p u b l i c 

13 advocate, through 1998, I've been f a m i l i a r w i t h PGW and --

14 MS. McCLOSKEY: Your Honor, I t h i n k t h a t goes w e l l 

15 beyond my question. 

16 THE WITNESS: A c t u a l l y , I was going t o address the 

17 $18 m i l l i o n s p e c i f i c a l l y i n r e l a t i o n to the s p e c i f i c 

18 testimony and your question. 

19 MS. McCLOSKEY: Your Honor, I would object t o any 

20 f u r t h e r e l a b o r a t i o n . My question was whether he meant any 

21 f u r t h e r grant back than what has been r e f l e c t e d i n the 

22 schedules i n t h i s case. We may get to the po i n t i n my 

23 follow-up questions. 

24 JUDGE FORDHAM: Mr. C l e a r f i e l d , would you --

25 MR. CLEARFIELD: Well, I t h i n k he should be allowed 
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1 to e x p l a i n . He 1s made i t c l e a r t h a t he believes t h a t t h i s 

2 i s relevant t o ex p l a i n i n g h i s l a s t answer. 

3 JUDGE FORDHAM: Can you do that on r e d i r e c t ? 

4 MR. CLEARFIELD: C e r t a i n l y , Your Honor. 

5 JUDGE FORDHAM: Thank you. 

6 MS. McCLOSKEY: Thank you. Your Honor. 

7 BY MS. McCLOSKEY: 

8 Q. Mr. Hershey, as a p r a c t i c a l matter, would you 

9 agree w i t h me th a t the c i t y i s the owner of PGW, and i n 

10 essence, i t ' s only stockholder? 

u A. As the p u b l i c advocate we argued t h a t the 

12 customers were the owner of PGW. 

13 Q. And do you believe t h a t today as vice president 

14 of PGW? 

15 A. We have stated t h a t most r e c e n t l y , f a i r l y 

16 r e c e n t l y , the customers have paid, w i t h the exception of the 

17 period under the Street A d m i n i s t r a t i o n when the Street 

18 A d m i n i s t r a t i o n d i d more than any other a d m i n i s t r a t i o n t o 

19 provide taxpayer d o l l a r s f o r PGW by g r a n t i n g back the $18 

20 m i l l i o n , and by p r o v i d i n g the $45 m i l l i o n loan i n t e r e s t 

21 f r e e . 

22 The customers have paid every penny of PGW operations 

23 i n c a p i t a l investment since 1846. And w i t h t h a t as a basic 

24 understanding, that i s why we argued, and s t i l l b e l i e v e , 

25 t h a t u l t i m a t e l y the customers are the owners. 
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1 I t i s tr u e that on paper PGW i s , as f e d e r a l court has 

2 stated, and other courts have stated, t h a t PGW i s a 

3 c o l l e c t i o n of assets owned by the c i t y . 

4 Q. I s n ' t what you describe r e a l l y a cooperative 

5 association? 

6 A. I'm describe --

7 Q. Such as a r u r a l e l e c t r i c cooperative where the 

8 members own the cooperative. 

9 A . I ' m descri b i n g -- I'm not drawing any conclusions 

10 as to formal s t r u c t u r e . I'm t e l l i n g you how the money has 

11 flowed and what our p o s i t i o n has been from the beginning. 

12 Q. But you agree that under f e d e r a l decisions, and 

13 PGW i t s e l f has stated, t h a t PGW i s a c o l l e c t i o n of assets 

14 t h a t ' s owned by the c i t y ? 

15 A. On paper, t h a t ' s c o r r e c t . 

16 Q. And the $18 m i l l i o n payment goes to the c i t y , not 

17 to the customers or to the members? 

18 A. Though i t has been granted back by t h i s 

19 a d m i n i s t r a t i o n , t h a t ' s r i g h t . 

20 Q. And i n f a c t , i t was granted back i n 2004; i s t h a t 

21 c o r r e c t ? 

22 A. I believe 2004 was the f i r s t year. You can 

23 double-check t h a t though w i t h Mr. Bogdonavage. 

24 Q. Before 2004, d i d the c i t y grant back any of the 

25 $18 m i l l i o n payment to PGW? 
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MR. CLEARFIELD: Wait a minute. I ob j e c t . I t ' s not 

j u s t 2004. So I object because --

MS. McCLOSKEY: My question was before 2004. 

JUDGE FORDHAM: She said before 2004. 

MR. CLEARFIELD: I'm sorr y . 

THE WITNESS: I don't believe so, no. 

BY MS. McCLOSKEY: 

Q. Mr. Hershey, are you aware t h a t the c i t y ' s e q u i t y 

investment i n PGW has been about the same i n d o l l a r terms 

since 1993 to the present? 

A. Yes. 

(Pause.) 

A. Though again, there i t ' s a question of how you 

define e q u i t y i n a s i t u a t i o n l i k e t h i s . 

Q. But you'd agree t h a t the c i t y ' s e q u i t y i n PGW has 

not grown? I t 1 s remained the same from 1 993 u n t i l about the 

present, i n d o l l a r terms? 

A. I ' l l accept t h a t . 

Q. Now, i f PGW's management i s chosen by the 

Phi l a d e l p h i a F a c i l i t i e s Management Corporation, or PFMC; i s 

that correct? 

A. The most senior o f f i c e r s are chosen by PFMC. 

Q. And PFMC i s also responsible to the c i t y ; i s t h a t 

c o r r e c t ? 

A. Yes. 
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1 Q. Now, Mr. Hershey, I believe you and Mr. Kanaskie 

2 also had a discussion regarding the settlement i n PGW's 2002 

3 base r a t e proceeding. 

4 And I believe you i n d i c a t e d t h a t you were aware th a t 

5 there was a p r o v i s i o n i n th a t settlement i n the Commission 

6 order regarding short-term debt pay down. 

7 A. Yes. 

8 Q. Do you know at t h i s time how much of PGW's sh o r t -

9 term debt has been paid down since the 200 2 base r a t e case? 

10 A. I could not give you a s p e c i f i c d o l l a r amount. I 

11 suspect -- I ' l l leave that to Mr. Bogdonavage. 

12 Q. To Mr. Bogdonavage, okay. Thank you. 

13 MS. McCLOSKEY: Thank you, Your Honor. I have 

14 nothing f u r t h e r . 

15 JUDGE FORDHAM: Thank you, Ms. McCloskey. 

16 Action A l l i a n c e ; Mr. B e r t o c c i . 

17 CROSS EXAMINATION 

18 BY MR. BERTOCCI: 

19 Q. Good morning, Mr. Hershey. My name's 

20 P h i l i p B e r t o c c i . I represent Action A l l i a n c e . 

21 A. Good morning. 

22 Q. I n your PGW Statement No. 1, on page two, l i n e s 

23 13 to 22. I n those l i n e s you make the general statement 

24 t h a t there's a general p u b l i c r e c o g n i t i o n t h a t PGW needs 

25 f i x i n g ; i s th a t r i g h t ? 
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1 A. Yes. 

2 Q. And you move from t h a t to the argument t h a t , or 

3 the statement t h a t the only v i a b l e approach i s to act now 

4 and to provide the $100 m i l l i o n r a t e increase t h a t PGW i s 

5 requesting; i s t h a t r i g h t ? 

6 A. Yes. 

7 Q. Now, you recognize t h a t there i s no consensus 

8 t h a t a $100 m i l l i o n r a t e increase i s the way to f i x the 

9 problem; i s th a t r i g h t ? 

10 A. Within t h a t group. 

11 Q. Well, you say there's a p u b l i c r e c o g n i t i o n t h a t 

12 PGW needs f i x i n g . And you make a d i s t i n c t i o n between a 

13 r e c o g n i t i o n t h a t PGW has a debt l e v e l t h a t ' s too high and 

14 the r e c o g n i t i o n t h a t the proposal f o r r e s o l v i n g or dealing 

15 w i t h t h a t issue i s th a t there i s no consensus about how to 

16 deal w i t h t h a t p a r t i c u l a r issue; i s th a t r i g h t ? 

17 A. There's general r e c o g n i t i o n t h a t PGW needs 

18 f i x i n g ; there's general r e c o g n i t i o n t h a t PGW's debt l e v e l i s 

19 much too high, t h a t i t s r e l i a n c e on long-term debt i s --

20 exclusive r e l i a n c e on long-term i s in a p p r o p r i a t e but 

21 inescapable under the current s i t u a t i o n . 

22 I t i s PGW's proposal that t h a t problem be addressed 

23 w i t h i n a $100 m i l l i o n base r a t e increase and the $10 m i l l i o n 

24 r e d i r e c t i o n of off-systern sales capacity release. 

25 Q. Now,you know th a t on March 29 Philad e l p h i a C i t y 
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Council unanimously passed a r e s o l u t i o n proposing an 

amendment to the Phila d e l p h i a c i t y c h a r t e r urging the 

Pennsylvania Public U t i l i t y Commission to deny the 

Phil a d e l p h i a Gas Works 2006 request f o r a base r a t e 

increase? 

MR. CLEARFIELD: Objection, Your Honor. I r r e l e v a n t . 

MR. BERTOCCI: I don't t h i n k i t ' s i r r e l e v a n t . He's 

made statements saying t h a t there's p u b l i c r e c o g n i t i o n of a 

need f o r f i x i n g PGW. 

And i n f a c t i n h i s testimony and i n Mr. Bogdonavage's 

testimony there i s reference to c i t y c o u n c i l and to the c i t y 

as having t h i s view. 

And I t h i n k i t ' s important to make sure t h a t we 

understand what the l e v e l i s of, quote f r e c o g n i t i o n t h a t 

he's t a l k i n g about so th a t we don't t h i n k t h a t -- or so the 

f a l s e impression i s not given t h a t there i s a consensus th a t 

i n c i t y c o u n c i l i t s e l f t h a t t h i s $100 m i l l i o n r a t e increase 

should be granted. 

MR. CLEARFIELD: Your Honor, we could ask f o r a 

hundred d i f f e r e n t references t o the various opinions. 

Mr. Hershey has i n d i c a t e d h i s view t h a t there's p u b l i c 

r e c o g n i t i o n of t h a t . He stated where t h a t comes from. 

The f a c t t h a t the c i t y c o u n c i l issued a r e s o l u t i o n , I 

bel i e v e , i s i r r e l e v a n t . 

JUDGE FORDHAM: Because of the statement made by 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y ( 7 1 7 ) 7 6 1 - 7 1 5 0 



51 1 

Mr. Hershey, I do believe t h a t Mr. B e r t o c c i can i n v e s t i g a t e 

2 who he's t a l k i n g about i n t h i s general r e c o g n i t i o n . 

3 I n a d d i t i o n , c i t y c o u n c i l does have some r e l a t i o n s h i p 

4 t o PGW i n the f a c t t h a t the c i t y i s an owner, i n quotes. I 

5 w i l l allow the question. 

6 THE WITNESS: I'm happy to answer the question, Your 

7 Honor. 

I'm aware of th a t r e s o l u t i o n . And f r a n k l y , i n an 

9 e l e c t i o n season I would expect no d i f f e r e n t . But l e t ' s be 

10 c l e a r . 

11 When I say th a t there's a general r e c o g n i t i o n of the 

12 need to f i x PGW and the nature of i t s problem, t h a t ' s based 

13 on personal discussions w i t h c i t y c o u n c i l members, w i t h the 

14 mayor and h i s s t a f f , w i t h the e d i t o r i a l boards and r e p o r t e r s 

15 of the major newspapers, w i t h the governor's o f f i c e , w i t h 

16 members of the Phi l a d e l p h i a delegation and leaders, i n the 

17 general assembly, both the senate and the house. 

18 The f a c t that there was a r e s o l u t i o n j u s t p r i o r t o 

19 the primary doesn't mean th a t there's not a problem. I t 

20 doesn't mean th a t c i t y c o u n c i l doesn't recognize the 

21 existence of t h a t problem. A l l they're saying i s t h a t , gee, 

22 we don't want i t to happen. 

23 And they also made t h a t r e s o l u t i o n knowing f u l l w e l l , 

24 and I p a r t i c i p a t e d i n these discussions, t h a t i t was, given 

25 the ti m i n g , impossible to make the change th a t they were 
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v o t i n g on because they couldn't get i t on the b a l l o t . 

MR. BERTOCCI: I have no more questions. Thank you. 

JUDGE FORDHAM: Thank you, Mr. B e r t o c c i . 

Mr. Shore? 

MR. SHORE: Thank you, Your Honor. There's no room 

at counsel t a b l e , but I'm sure I can --

JUDGE JONES: They're making room, s i r . 

MR. SHORE: Thank you. 

CROSS EXAMINATION 

BY MR. SHORE: 

Q. Good morning, Mr. Hershey. I'm Miles Shore. I'm 

the a s s i s t a n t general counsel f o r the School D i s t r i c t of 

Phi l a d e l p h i a . 

A. Good morning. 

Q. When were you f i r s t admitted to p r a c t i c e law i n 

Pennsylvania? 

A. 1976. 

Q. For what time were i n the p r i v a t e p r a c t i c e of law 

as opposed to p u b l i c service i n your present p o s i t i o n ? 

A. From 1998 u n t i l 2004. I'm sorry, December 2003. 

Q. During your time i n p r i v a t e p r a c t i c e , d i d you 

provide l e g a l advice to the School D i s t r i c t of Phi l a d e l p h i a 

i n your capacity as a l e g a l consultant, or an energy 

consultant? 

A. I represented J u d i t h Mondre on matters i n c l u d i n g 
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1 those r e l a t e d to the school d i s t r i c t . 

2 Q. So your answer i s yes? 

3 A. With the caveat t h a t I described. 

4 Q. For how long a period of time d i d you represent 

5 Mondre Energy on behalf of the school d i s t r i c t ? 

6 A. Probably less than a year. 

7 Q. During t h a t time d i d your re p r e s e n t a t i o n r e l a t e 

8 to contr a c t s between the school d i s t r i c t and PGW f o r n a t u r a l 

9 gas service t o school d i s t r i c t p r operties? 

10 A. Yes. 

11 Q. And d i d you engage i n ne g o t i a t i o n s on behalf of 

12 the school d i s t r i c t w i t h PGW representatives i n connection 

13 w i t h any contract disputes? 

14 A. I believe that I d i d . 

15 Q. When d i d you f i r s t j o i n PGW? 

16 A. January 2004 . 

17 Q. Did you ever work i n PGW's l e g a l department, or 

18 i n a capacity as an attorney? 

19 A. No. 

20 Q. Did you ever r e p o r t d i r e c t l y to the general 

21 counsel of PGW? 

22 A. No. 

23 Q. Are you f a m i l i a r w i t h Mr. White's r e b u t t a l 

24 testimony on behalf of PGW i n which he alleges t h a t the 

25 school d i s t r i c t was not using n a t u r a l gas or not f u l f i l l i n g 
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1 the l e v e l of usage required by contracts? 

2 A. I'm f a m i l i a r w i t h that testimony, and I'm 

3 f a m i l i a r w i t h the existence of tha t issue during the time 

4 th a t I represented Mondre Energy. 

5 Q. Did Mr. White consult w i t h you t h i s year, e i t h e r 

6 to prepare h i s r e b u t t a l testimony or f o r any other reason i n 

7 t h i s proceeding? 

8 MR. STUNDER: Your Honor --

9 MR. SHORE: I ' l l rephrase t h a t , Your Honors. 

10 BY MR. SHORE: 

11 Q. Did Mr. White consult w i t h you i n prep a r a t i o n of 

12 h i s r e b u t t a l testimony s p e c i f i c a l l y about whether the school 

13 d i s t r i c t had breached any c o n t r a c t u a l o b l i g a t i o n s w i t h PGW 

14 i n the past? 

15 A. No. 

16 Q. Did you a s s i s t Mr. White at a l l i n prep a r a t i o n of 

17 h i s r e b u t t a l testimony? 

18 A. Generally speaking, or only w i t h regard to the 

19 school d i s t r i c t ? 

20 Q. Generally speaking. 

21 A. I believe that I reviewed d r a f t s of h i s 

22 testimony. 

23 Q. And d i d you consult w i t h Mr. White or review 

24 d r a f t s of h i s testimony s p e c i f i c a l l y regarding the School 

25 D i s t r i c t of Philadelphia? 
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A. I read the d r a f t s of testimony on tha t issue. I 

would not have -- I do not r e c a l l commenting on any of t h a t 

testimony on t h a t subj ect, and would have l e f t t h a t to 

others w i t h more s p e c i f i c i n f o r m a t i o n about those issues. 

And more current i n f o r m a t i o n . 

Q. I s i t f a i r to say then t h a t you d i d not advise 

Mr. White t h a t you had previou s l y when you were i n p r i v a t e 

p r a c t i c e had represented the School D i s t r i c t of Phi l a d e l p h i a 

adverse to PGW on t h i s issue? 

MR. STUNDER: Objection, Your Honor. I t ' s not 

r e l e v a n t . I t ' s not germane to t h i s proceeding. 

JUDGE FORDHAM: Why don't you t h i n k i t ' s germane to 

t h i s proceeding? 

MR. STUNDER: I'm sorry? 

JUDGE FORDHAM: Why do you t h i n k i t ' s not germane t o 

t h i s proceeding? 

MR. STUNDER: Well, they're g e t t i n g i n t o an area 

where Mr. Hershey c l e a r l y established t h a t he di d n ' t advise 

Mr. White, and he keeps on asking questions. 

So b a s i c a l l y , I guess, i f I -- I ' l l r e v i s e my 

o b j e c t i o n t o asked and answered. He's r e a l l y g e t t i n g i n t o 

more d e t a i l and asking, i n a sense, the same question over 

and over again i n a d i f f e r e n t way. 

MR. SHORE: I thought I'd only asked i t one time. 

Your Honor. But i t goes t o the comments t h a t he had w i t h 
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1 Mr. White, not c o n f i d e n t i a l a t t o r n e y / c l i e n t communications. 

2 And he said he d i d review d r a f t s of Mr. White's 

3 testimony on t h i s subject. So i t goes t o h i s c r e d i b i l i t y 

4 also. 

5 JUDGE FORDHAM: I t h i n k the l a s t question was whether 

6 he t o l d Mr. White t h a t he had ever been counsel. I don't 

7 remember th a t being asked. 

8 You may answer the question. 

9 THE WITNESS: I t h i n k i t was general knowledge at PGW 

10 th a t I had represented Mondre Energy. But we d i d not 

11 s p e c i f i c a l l y have the conversation during the prepa r a t i o n of 

12 Mr. White's testimony. 

13 But I also d i d not advise Mr. White on the issues 

14 r e l a t e d to the school d i s t r i c t . 

15 JUDGE FORDHAM: Was Mr. White at PGW during the time 

16 t h a t you represented Ms. Mondre? 

17 THE WITNESS: Yes. 

18 JUDGE JONES: You may proceed, Mr. Shore. 

19 MR. SHORE: Thank you. 

20 BY MR. SHORE: 

21 Q- Mr. Hershey, during the time t h a t you were i n 

22 p r i v a t e p r a c t i c e and you represented Mondre Energy on behalf 

23 of the school d i s t r i c t , was there any r e s o l u t i o n t o any 

24 c o n t r a c t u a l issues between PGW and the school d i s t r i c t ? 

25 MR. STUNDER: Your Honor, I object to the extent i t 
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delves i n t o a t t o r n e y / c l i e n t p r i v i l e g e . 

JUDGE FORDHAM: I f there was a r e s o l u t i o n , I don't 

believe t h a t -- I t h i n k the r e s o l u t i o n would have been 

something that would have been p u b l i c . So I ' l l allow the 

question. 

THE WITNESS: I do not s p e c i f i c a l l y r e c a l l at tha t 

l e v e l of d e t a i l the events during my, at the end of my 

repr e s e n t a t i o n of Mondre Energy. 

I would say that i t appears as though there has been 

no f i n a l r e s o l u t i o n , because Ms. Mondre i s back here r a i s i n g 

claims, and PGW has responded. So apparently there i s no 

r e s o l u t i o n . 

JUDGE JONES: That i s an assumption on your p a r t , 

Mr. Hershey? 

THE WITNESS: That's the conclusion I draw as the 

st a t e today. I do know -- I do not r e c a l l the s p e c i f i c 

f a c t s of the period at the end of my repre s e n t a t i o n of 

Mondre Energy. 

BY MR. SHORE: 

Q. Have you spoken t o Ms. Mondre about your 

testimony i n t h i s proceeding? 

A. No. 

Q. When's the l a s t time you spoke t o Ms. Mondre 

about anything? Or t h i s subj ect. 

JUDGE JONES: I'm sorry, Mr. Shore. Anything --
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1 THE WITNESS: Four or f i v e years ago. 

2 JUDGE JONES: -- on t h i s subject? 

3 MR. SHORE: I said anything; then I said or any 

4 subject. 

5 THE WITNESS: I would have t o guess probably four or 

6 f i v e years ago. 

7 BY MR. SHORE: 

8 Q. Are you personally f r i e n d l y w i t h Ms. Mondre? 

9 MR. STUNDER: Your Honor, o b j e c t i o n . 

10 MR. SHORE: I ' l l withdraw the question. 

11 JUDGE JONES: Thank you. 

12 BY MR. SHORE: 

13 Q. Mr. Hershey, do you r e c a l l t h a t i n your opinion 

14 the claims t h a t PGW was making against the school d i s t r i c t 

15 at the time were grossly exaggerated? 

16 MR. STUNDER: Your Honor, o b j e c t i o n . 

17 JUDGE FORDHAM: Objection sustained. 

18 MR. SHORE: Thank you. No f u r t h e r questions, Your 

19 Honor. 

20 JUDGE JONES: Thank you, Mr. Shore. 

21 Mr. C l e a r f i e l d ? 

22 MR. CLEARFIELD: Could we have a moment? 

23 JUDGE JONES: Yes. 

24 (Off-the-record pause.) 

25 JUDGE JONES: You may proceed, Mr. C l e a r f i e l d . 
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1 MR. CLEARFIELD: Thank you. Your Honor. 

2 REDIRECT EXAMINATION 

3 BY MR. CLEARFIELD: 

4 Q. Mr. Hershey, you were asked a question by 

5 Mr. Kanaskie w i t h respect to PGW's recovery of n a t u r a l gas 

6 costs i n the gas cost r a t e . Do you remember th a t question? 

7 A. Yes. 

8 Q. And you agreed t h a t the costs of gas are 

9 recovered i n the gas cost r a t e . Does the increases i n gas 

10 costs have e f f e c t on any other of PGW1s expenses or 

11 requirements t h a t are not recovered i n the gas cost rate? 

12 A. There are several e f f e c t s . F i r s t , obviously, as 

13 the gas costs increase, i t has a dramatic e f f e c t on PGW1s 

14 cash flow and i t s a b i l i t y t h e r e f o r e t o meet not only the 

15 purchased gas cost, but those of a l l other operating costs. 

16 I n a d d i t i o n , i t has dramatic e f f e c t on bad debt. And 

17 n e i t h e r of those impacts are r e f l e c t e d i n the 1307(f) 

18 proceeding. 

19 MR. CLEARFIELD: That's a l l we have, Your Honor. 

20 JUDGE JONES: Mr. Kanaskie, recross? 

21 MR. KANASKIE: Yes, Your Honor. 

22 JUDGE JONES: You may proceed. 

23 RECROSS EXAMINATION 

24 BY MR. KANASKIE: 

25 Q. Mr. Hershey, would you agree i n a 1307(f) context 
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t h a t p r i c e s are adjusted q u a r t e r l y , or can be adjusted 

q u a r t e r l y ? 

A. Yes. 

ME. KANASKIE: That's a l l . Your Honor. 

JUDGE FORDHAM: Thank you. 

Anyone else, recross? 

(No response.) 

JUDGE FORDHAM: Thank you, Mr. Hershey. You are 

excused. 

(Witness excused.) 

JUDGE FORDHAM: There has been a motion t o accept 

the --

(Pause.) 

JUDGE FORDHAM: Are there any objections to the 

motion? 

(No audible response.) 

JUDGE JONES: The statements and e x h i b i t s are 

admitted without o b j e c t i o n . 

MR. CLEARFIELD: Thank you, Your Honor. 

(Whereupon, the documents marked as 

PGW Statement Nos. 1 and IR were 

received in evidence.) 

JUDGE JONES: We are o f f the record. 

{Discussion o f f the record.) 

JUDGE FORDHAM: We're back on the record. 
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1 Mr. C l e a r f i e l d ? 

2 MR. CLEARFIELD: I t h i n k we're ready f o r 

3 Mr - Bogdonavage. 

4 Whereupon, 

5 JOSEPH R. BOGDONAVAGE 

6 having been duly sworn, t e s t i f i e d as follows: 

7 JUDGE FORDHAM: Would you s t a t e your name and 

8 business address f o r the record? And please s p e l l your l a s t 

9 name. 

10 THE WITNESS: My name i s Joseph R. Bogdonavage. 

11 That's B-O-G-D-O-N-A-V-A-G-E. Business address, 1800 West 

12 Montgomery Avenue, Ph i l a d e l p h i a , Pennsylvania 19222. 

13 JUDGE FORDHAM: Thank you. 

14 I would note t h a t there have been documents 

15 d i s t r i b u t e d today which were d i s t r i b u t e d by email on Friday. 

16 I s th a t c orrect? 

17 MR. CLEARFIELD: Yes, Your Honor. And w e ' l l go over 

18 those. 

19 JUDGE FORDHAM: Thank you. You may proceed, 

20 Mr. C l e a r f i e l d . 

21 MR. CLEARFIELD: Thank you, Your Honor. 

22 Your Honor, we've pr e v i o u s l y d i s t r i b u t e d a multi-page 

23 document c o n s i s t i n g of questions and answers which i s 

24 e n t i t l e d Testimony of Joseph R. Bogdonavage. 

25 We pr e v i o u s l y marked th a t as PGW Statement No. 2. I t 
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1 consists of, as I said, several pages of questions and 

2 answers, and s i x schedules, JRB-1 through JRB-6. And I 

3 would ask th a t i t be so i d e n t i f i e d . 

4 JUDGE FORDHAM: I t s h a l l be so marked. 

5 MR. CLEARFIELD: Thank you. 

6 (Whereupon, the document was marked 

7 as PGW Statement No. 2 with accompanying 

8 exhibits for identification.) 

9 DIRECT EXAMINATION 

10 BY MR. CLEARFIELD: 

11 Q. Mr. Bogdonavage, do you have before you what has 

12 been marked as PGW Statement No. 2 and the accompanying 

13 e x h i b i t s ? 

14 A. Yes, I do. 

15 Q. I s that your prepared testimony f o r the purposes 

16 of t h i s proceeding? 

17 A. I t i s . 

18 Q- Did you prepare i t , or was i t prepared under your 

19 supervision and d i r e c t i o n ? 

20 A. I t was prepared i n par t by myself and under my 

21 d i r e c t supervision. 

22 Q. Do you have any ad d i t i o n s or c o r r e c t i o n s you'd 

23 l i k e to make to e i t h e r the statement or to the e x h i b i t s ? 

24 A. I t h i n k the only t h i n g t h a t I have i s the t h i s 

25 i s not the r e b u t t a l ? No, I do not on t h i s . 
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Q. We'll j u s t do i t s e q u e n t i a l l y so we don't lose 

track -

A. I do not have any changes i n my o r i g i n a l 

testimony. 

Q. I s i t t r u e and co r r e c t to the best of your 

knowledge, knowledge and b e l i e f ? 

A. Yes, i t i s . 

Q. And i f I asked you the questions t h a t are set 

f o r t h t h e r e i n today, would your answers be the same? 

A. Yes, they would. 

MR. CLEARFIELD: I understand, Your Honor, you'd l i k e 

a motion t o admit at the end? 

JUDGE FORDHAM: Yes. Thank you. 

MR. CLEARFIELD: I ' l l proceed t o Mr. Bogdonavage's 

r e b u t t a l . 

BY MR. CLEARFIELD: 

Q. Did you prepare r e b u t t a l testimony f o r the 

purposes of t h i s proceeding? 

A. Yes, I d i d . 

MR. CLEARFIELD: Your Honor, we've pr e v i o u s l y 

d i s t r i b u t e d a document which i s e n t i t l e d r e b u t t a l testimony 

of Joseph R. Bogdonavage, which consists of several pages of 

questions and answers, and Schedules JRB-7 through JRB-16, 

and ask tha t i t be i d e n t i f i e d as PGW Statement 2R. 

JUDGE FORDHAM: I t s h a l l be so marked. 
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1 (Whereupon, the document was marked 

2 as PGW Statement No. 2R with 

3 accompanying exhibits for 

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

5 BY MR. CLEARFIELD: 

6 Q. Did you prepare, or was th a t prepared under your 

7 supervision and d i r e c t i o n ? That i s Statement 2R, 

8 Mr. Bogdonavage. 

9 A. Yes, I d i d . 

10 Q. Do you have any ad d i t i o n s or c o r r e c t i o n s t h a t 

11 you'd l i k e t o make to t h i s ? 

12 A. Yes, I would. JRB E x h i b i t 13A, which i s PGW's 

13 p r o j e c t i o n s of the t e s t year and forecast at present r a t e s , 

14 d i d contain erroneous i n f o r m a t i o n regarding the number of 

15 customers t h a t PGW had accepted, I t h i n k from Mr. Kubas's 

16 testimony. 

17 What had happened i s on the present rates we i d e n t i f y 

18 the volumetric usage, and then p r i c e d i t out w i t h the 

19 revenues using the $100 m i l l i o n increase, which was i n 

20 Schedule 13B. And what we should have used i s the lower 

21 rates at present r a t e s . And th a t was corrected i n the 

22 JRB-1 3A rev i s e d . 

23 MR. CLEARFIELD: I would also note, Your Honor, t h a t 

24 i n t h a t email on Friday we noted t h a t the copies that we had 

25 p r e v i o u s l y d i s t r i b u t e d t o the p a r t i e s of E x h i b i t s 13A and B 
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1 d i d not contain a s i n g l e page f o r each of those sub e x h i b i t s 

2 t h a t l i s t e d footnotes. 

3 We d i s t r i b u t e d those to the other p a r t i e s through 

4 t h a t email, and the copies t h a t we presented t o the court 

5 r e p o r t e r today and w i t h Your Honors contain the s i n g l e page 

6 th a t had been i n a d v e r t e n t l y omitted i n the o r i g i n a l page. 

7 BY MR. CLEARFIELD: 

8 Q. Mr. Bogdonavage, do you have any other a d d i t i o n s , 

9 c o r r e c t i o n s or c l a r i f i c a t i o n s to your Statement 2R? 

10 A. No, I do not. 

11 Q. With those c o r r e c t i o n s t o your E x h i b i t 13A and B, 

12 i s your Statement 2R t r u e and co r r e c t t o the best of your 

13 i n f o r m a t i o n , knowledge and b e l i e f ? 

14 A. Yes, i t i s . 

15 Q. I f I asked you the questions t h e r e i n today, would 

16 your answers be the same? 

17 A. Yes, they would. 

18 MR. CLEARFIELD: Your Honor, I t h i n k t h a t takes care 

19 of the p r e f i l e d testimony from Mr. Bogdonavage, and we would 

20 move to r e j o i n d e r f o r Mr. Plonski and to some extent 

21 Mr. Lelash at t h i s time. 

22 JUDGE FORDHAM: You may proceed. 

23 MR. CLEARFIELD: Thank you, Your Honor. 

24 BY MR. CLEARFIELD: 

25 Q. Mr. Bogdonavage, I want to s t a r t by asking you 
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1 some questions about Mr. P l o n s k i 1 s s u r r e b u t t a l testimony. 

2 On page f i v e of h i s s u r r e b u t t a l he states t h a t i n h i s 

:i opinion the Commission may consider a reasonable l e v e l of 

4 working c a p i t a l i n s e t t i n g rates under the cash flow method. 

5 But he claims t h a t the term t h a t the management 

6 agreement t h a t sets f o r t h the elements of the cash flow 

7 method t h a t must be used i n s e t t i n g rates f o r PGW i s working 

8 c a p i t a l . Which he says i s d i f f e r e n t than cash working 

9 c a p i t a l , and would allow the Commission to set PGW1s rates 

10 without i n c l u d i n g a s p e c i f i c allowance f o r cash working 

11 c a p i t a l i n i t s r a t e s . 

12 JUDGE FORDHAM: Mr. C l e a r f i e l d , you i n d i c a t e d t h a t 

13 was the s u r r e b u t t a l ? 

14 MR. CLEARFIELD: S u r r e b u t t a l on page f i v e and s i x . 

15 JUDGE FORDHAM: Thank you. 

16 BY MR. CLEARFIELD: 

17 Q. Now, f i r s t , does the management agreement t h a t 

18 Mr. Plonski references only reference working c a p i t a l , as he 

19 claims? 

20 A. Well, I t h i n k the f i r s t problem was t h a t I t h i n k 

21 the quote t h a t we have there i s quoting the o r i g i n a l 

22 agreement i n 1 972. 

23 That agreement has been amended m u l t i p l e times since 

24 then. And s p e c i f i c a l l y w i t h the language which PGW believes 

25 t o be synonymous. And working c a p i t a l and cash working 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



527 

1 c a p i t a l , f o r a l l i n t e n t s , purposes, are the same. 

2 This amended language --

3 MR. CLEARFIELD: Just a second. 

4 Your Honor, we previo u s l y d i s t r i b u t e d t o Your Honors, 

5 I be l i e v e , and to the other p a r t i e s an excerpt from the 

6 management agreement, which we would ask be marked f o r 

7 i d e n t i f i c a t i o n as PGW Rejoinder E x h i b i t 1. 

8 JUDGE FORDHAM: I t s h a l l be so marked. 

9 (Whereupon, the document was marked 

10 as PGW Rejoinder Exhibit No. 1 for 

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

12 BY MR. CLEARFIELD: 

13 Q. Mr. Bogdonavage, do you have what we've marked 

14 f o r i d e n t i f i c a t i o n as PGW Rejoinder E x h i b i t 1? 

15 A. Yes, I do. 

16 Q. Can you i d e n t i f y f o r the record and f o r the 

17 b e n e f i t of the A d m i n i s t r a t i v e Law Judges the p r o v i s i o n t h a t 

18 you're r e f e r r i n g t o , and ex p l a i n how i t d i f f e r s from 

19 Mr. Plonski's testimony? 

20 A. I t h i n k the relevant paragraph i s included on 

21 page 19 of the handout. I t mentions t h a t rates need to be 

22 set to provide revenues to provide f o r -- and there's a 

23 m u l t i p l e l i s t of items t h a t have to be provided f o r from 

24 r a t e s . 

25 But the most important one i s to provide cash or i t s 
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1 equivalent f o r working c a p i t a l i n such reasonable amounts as 

2 may be determined necessary by the Commission, or by the 

3 company, and then approved by the Commission. 

4 Q. And you're l o o k i n g at the paragraph t h a t ' s marked 

5 l i t t l e I i n the hole on page 19 there? 

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

7 Q. And the p o r t i o n t h a t you mentioned w i t h respect 

8 to a p r o v i s i o n i n rates to produce revenues, what page i s 

9 t h a t on? 

10 A. That i s on page 16 under s e c t i o n seven, f i r s t 

11 paragraph. I t b a s i c a l l y states t h a t the Commission s h a l l 

12 f i x and regulate rates and charges f o r supplying gas to 

13 customers other than the c i t y and the school d i s t r i c t 

14 without f u r t h e r a u t h o r i z a t i o n from c i t y c o u n c i l ; and 

15 together which revenues f o r gas supplied to the c i t y and 

16 other revenues of the gas works which would q u a l i f y as 

17 p r o j e c t revenues. And each year should produce revenues at 

18 a minimum. 

19 And then i t goes on to a s c e r t a i n the pecking order of 

20 what expenses are paid. And one of those was, as we 

21 determined to be, the working c a p i t a l requirement. 

22 Q. Now, i n applying t h i s p r o v i s i o n before the Gas 

23 Commission and i n your experience, what does cash or 

24 equivalent mean? 

25 A. Well, the way PGW has determined t h a t statement, 
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1 cash or i t s equivalents are investments t h a t are very l i q u i d 

2 i n nature, and would be able t o be maintained and then 

3 converted i n t o cash on a very quick basis. 

4 Q. Does i t include your commercial paper? 

5 A. Commercial paper i s a funding source. I wouldn't 

6 consider necessarily the working c a p i t a l source. I t i s 

7 backed up by c e r t a i n working c a p i t a l items. 

8 Q. Does the commercial paper come from rates t h a t 

9 produce revenues, a source of funds f o r the commercial 

10 paper, or do they come from investors? 

11 A. The commercial paper program i s , PGW has i t i n 

12 place r i g h t now, i s provided by i n v e s t o r s . However, the 

13 ratepayers themselves do pay the c a r r y i n g costs of the 

14 commercial paper program. 

15 Q- Now, j u s t f o r c l a r i f i c a t i o n , i n your r e b u t t a l 

16 testimony, d i d you quote the o r i g i n a l 1972 version of the 

17 management agreement? 

18 A. Yes, I d i d . And the reason t h a t I d i d t h a t i s , 

19 you know, reading over Mr. Plonski's testimony i t was 

20 unclear to me th a t the 2001 r a t e order d i d not have the most 

21 recent PFMC agreement. 

22 PGW d i d n ' t object at th a t time because we d i d n ' t 

23 r e a l l y b e lieve t h a t the d i f f e r e n c e between what was r e f e r r e d 

24 to as working c a p i t a l was any d i f f e r e n t than cash working 

25 c a p i t a l . 
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1 Q. And i n the time t h a t you p a r t i c i p a t e d i n having 

2 rates set by the Gas Commission, d i d the Gas Commission ever 

3 d i s t i n g u i s h between cash working c a p i t a l and working 

4 c a p i t a l ? 

5 A. To the best of my knowledge, no, they d i d not. 

6 Q. Now, Mr. Plonski says t h a t the working c a p i t a l 

7 phrase r e f e r s to a l l sources of funds, i n c l u d i n g current 

assets such as accounts receivable, c a p i t a l funds, gas 

9 i n v e n t o r i e s versus current l i a b i l i t i e s , and that a l l those 

10 should be considered when judging whether PGW has enough 

11 cash working c a p i t a l , and cash from rates i s only one item 

12 to consider. Do you agree? 

13 A. Yeah, I agree there are many sources of revenues 

14 t h a t could be provided t o t u r n i n t o e i t h e r revenues or 

15 funding sources f o r cash and cash working c a p i t a l . 

16 Probably, obviously the most l i q u i d would be when we 

17 have enough cash working c a p i t a l t h a t i s provided through 

18 rates and the revenue streams. But there are other sources 

19 which we have taken i n t o account on our cash flows. 

20 As he p o i n t s out, the current assets minus any 

21 current l i a b i l i t i e s would be a source of working c a p i t a l . 

22 But I would j u s t , f o r Your Honors' a t t e n t i o n , our 

23 commercial paper program has already monetized these, 

24 because we are f i n a n c i n g the growth and receivables and gas 

25 i n v e n t o r i e s w i t h the commercial paper program as i t 
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1 c u r r e n t l y e x i s t s . 

2 Q. Mr. Bogdonavage, do you have a schedule or a 

3 seri e s of schedules t h a t a c t u a l l y c a l c u l a t e s the cash flow 

4 or the cash th a t ' s a v a i l a b l e from these various sources f o r 

5 PGW? 

6 A. Yes, I do. 

7 Q. Could you reference the one tha t --

8 A. I t h i n k we're looking at JRB-8. 

9 Q. Do you have th a t i n f r o n t of you? 

10 A. I f you' 11 give me a second. 

11 (Pause.) 

12 A. Yes, I do. 

13 Q. A l l r i g h t . Now, Mr. Plonski again --

14 JUDGE JONES: Just a moment. 

15 MR. CLEARFIELD: Oh, yes, c e r t a i n l y . 

16 (Pause.) 

17 MR. KANASKIE: Excuse me, Your Honor. Could we 

18 lo c a t e where th a t i s ? 

19 MR. CLEARFIELD: JRB-8 i s the f i r s t e x h i b i t i n the 

20 r e b u t t a l testimony. 

21 MR. KANASKIE: Thank you. 

22 JUDGE JONES: You may proceed, Mr. C l e a r f i e l d . 

23 MR. CLEARFIELD: Thank you, Your Honor. 

24 BY MR. CLEARFIELD: 

25 Q. Now, f i r s t , what i s JRB-8? Just i n summary, what 
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1 were you t r y i n g t o d i s p l a y there on JRB-8? 

2 A. JRB-8 was a repr e s e n t a t i o n of the pro forma t e s t 

3 year t h a t would include $25 m i l l i o n of base r a t e increases. 

4 And i t was on an annualized basis t o , as I pointed out, t o 

5 be the t e s t year. 

6 Q. Do you have a schedule that shows the cash flow 

7 t h a t considers the items t h a t Mr. Plonski mentions? 

8 A. Yes, I d i d . That's the second page of JRB-8. 

9 I t ' s t i t l e d Cash Flow Statement. And as you can see there, 

10 there are some sources of funding. B a s i c a l l y coming from 

11 the income statement i s net income, which includes the net 

12 of revenues versus expenses, and includes d e p r e c i a t i o n and 

13 other income. 

14 As you can see here, we do add d e p r e c i a t i o n back i n t o 

15 t h i s as a source of funds. However, as we go down the 

16 statement, which i s the budget year 2007, y o u ' l l n o t i c e t h a t 

17 to r e t a i n about a $50 m i l l i o n cash balance we need to have 

18 $95 m i l l i o n of commercial paper outstanding. 

19 Or i n another term, a c t u a l l y , we have a $45 m i l l i o n 

20 negative cash balance, since t h i s i s a current asset and a 

21 current l i a b i l i t y t h a t w i l l have to be paid o f f sometime 

22 during the period. 

23 Also I would note f o r the record and f o r Your Honors 

24 t h a t t h a t $50 m i l l i o n cash balance also has embedded i n i t 

25 the ongoing $45 m i l l i o n c i t y loan t h a t was provided i n 2000. 
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This statement does, i n f a c t , show th a t a p o r t i o n of 

t h a t would be paid back, the 22 1/2 m i l l i o n , one h a l f of 

t h a t . 

But what we were t r y i n g t o i d e n t i f y here i s th a t the 

cash balance of 50 m i l l i o n i s a l l borrowed funds, none of 

which, even w i t h the 25 m i l l i o n r a t e increase, was 

generating any cash working c a p i t a l f o r PGW. 

Q. Now, does the company reference another term, 

" l i q u i d i t y " ? 

A. Yes, i t does. 

Q. How does the company use the term " l i q u i d i t y " ? 

A. Well, j u s t l o o k i n g at the exact schedule t h a t we 

had before us as I was speaking on the cash flow under 

JRB-8, b a s i c a l l y what we look at i s l i q u i d i t y . 

PGW c u r r e n t l y has a l e t t e r of c r e d i t w i t h a 

consortium of banks that has a maximum l e v e l outstanding of 

$150 m i l l i o n . 

And i f you looked at t h i s statement, at the very 

bottom y o u ' l l see th a t the commercial paper outstanding i s 

95 m i l l i o n . And I would p r o f f e r t h a t the a d d i t i o n a l 55 

issue i s l i q u i d i t y . 

So the combination of that plus the $50 m i l l i o n of 

cash t h a t we show, and again, a l l borrowed funds, we would 

consider to be l i q u i d i t y sources f o r the company. 

Q. I t h i n k you mentioned t h a t -- how much cash from 
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1 operations, t h e r e f o r e , i s being produced on t h i s schedule i f 

2 the amount t h a t ' s borrowed i s considered, or paid back at 

3 the end of the year? 

A. As I j u s t , I t h i n k I r e i t e r a t e d , i f I look at the 

5 95 m i l l i o n of commercial paper t h a t ' s outstanding, the cash 

6 balance of 50, i t would be a $45 m i l l i o n negative p o s i t i o n . 

7 And i n a d d i t i o n to t h a t , w i t h the c i t y loan being 

embedded i n t h a t cash balance, i t would be somewhere around 

9 $67- to $70 m i l l i o n of a negative cash p o s i t i o n . 

10 Q. Let's go back to Mr. Plonski's testimony f o r a 

11 moment. He also suggests, I bel i e v e , t h a t the company could 

12 make up t h i s d i f f e r e n c e , or t h i s d e f i c i e n c y , by e s s e n t i a l l y 

13 converting c e r t a i n kinds of current assets to cash, l i k e gas 

14 i n v e n t o r i e s and accounts rec e i v a b l e . 

15 Couldn't PGW a c t u a l l y s e l l these assets to obtain 

16 more cash i n a d d i t i o n to. the commercial paper program? 

17 A. B a s i c a l l y , yes, they could do t h a t . And I would, 

18 j u s t f o r a p o i n t of reference, i f you were to go back to two 

19 schedules from where I was j u s t speaking on the cash flow, 

20 there's a balance sheet under JRB-8 which l i s t s the t o t a l i t y 

21 of a l l the assets and l i a b i l i t i e s of the company. 

22 And I t h i n k what Mr. Plonski i s saying, that i f you 

23 looked on, w e ' l l stay w i t h the budget of 2007, the pro forma 

24 t e s t year, i s that b a s i c a l l y under the accounts receivable 

25 y o u ' l l see t h a t there i s a net receivable of about $80 
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1 m i l l i o n . 

2 The gross receivable was j u s t over a quarter b i l l i o n 

3 d o l l a r s . Although 185 m i l l i o n of t h a t i s set aside as a 

4 reserve f o r u n c o l l e c t i b l e s . 

5 The d i f f e r e n t i a l of about $70 m i l l i o n i s one of the 

6 items t h a t Mr. Plonski's saying we could probably, i f we 

7 could make a t r a n s a c t i o n w i t h a t h i r d p a r t y , t h a t we could 

cash out those receivables. 

9 However, at the very l e a s t i t would be very expensive 

10 to do t h a t . And since the bulk of those receivables t h a t 

11 are not reserved are ra t h e r current and by current I mean 

12 less than 120 days delinquent PGW has made great s t r i d e s 

13 i n the l a s t few years improving i t s c o l l e c t i o n s f a c t o r s on 

14 the outstanding accounts receivable from customers. 

15 And from my sense, the prudency there would be, i t 

16 would be not i n the best i n t e r e s t of PGW to give up what 

17 PGW's c u r r e n t l y c o l l e c t i n g at around 95 or 96 percent. 

18 I n a d d i t i o n to th a t --

19 Q. Do you have any i n d i c a t i o n or any experience t o 

20 i n d i c a t e what kind of r e a l i z a t i o n you would have on those 

21 accounts receivable? 

22 A. As a matter of f a c t , we do. Back i n 1995 PGW d i d 

23 s e l l about $105- to $110 m i l l i o n of severely delinquent 

24 receivables, and received about a penny to a penny and a 

25 h a l f , or roughly a m i l l i o n and a h a l f d o l l a r s f o r that over 
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1 $100 m i l l i o n of receivable. 

2 And at that time t h a t t r a n s a c t i o n d i d have recourse. 

3 And what I mean by recourse i s , i f payments were not sent t o 

4 the t h i r d p a r t y c o l l e c t i o n agency, PGW had to rebate them 

5 when they came to PGW. 

6 So f o r a l l i n t e n t s , purposes, t h a t 100 m i l l i o n sale 

7 of receivable generated what I would look at as about a 

8 m i l l i o n and a h a l f d o l l a r two-year loan. Because w i t h i n two 

9 years we paid back almost a l l of the up- f r o n t cash t h a t was 

10 received by s e l l i n g those receivables. 

11 Q- Well, couldn't you -- and maybe you said t h i s . 

12 Couldn't you s e l l the current receivables? 

13 A. As I pointed out, the current receivables, i t 

14 makes no sense f o r us to s e l l those. As I pointed out, t h i s 

15 i s b a s i c a l l y about two or three months of customer b i l l i n g s , 

16 which we have a very good i n d i c a t i o n t h a t we have 

17 c o l l e c t i o n s methodologies i n place t h a t we would be able t o 

18 c o l l e c t , as I pointed out, about 95 or 96 cents on the 

19 d o l l a r from these accounts. 

20 So i t makes absolu t e l y no sense to be s e l l i n g o f f 

21 current receivables. 

22 Q. Would the bond covenants have any e f f e c t on t h a t 

23 e i t h e r ? 

24 A. Well, the bond covenants, f o r a l l i n t e n t s , 

25 purposes, when we generate revenues which were o r i g i n a l l y 
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1 b i l l e d to customers, t h a t would be c l a s s i f i e d as p r o j e c t 

2 revenues. And q u i t e f r a n k l y , I t h i n k they 1 re already 

3 pledged t o the bond-holders t o s a t i s f y the covenant. 

4 Q. Let's look at gas i n v e n t o r i e s f o r a second. Now, 

5 I t h i n k Mr. Plonski suggested t h a t we could a c t u a l l y s e l l 

6 gas i n v e n t o r i e s i f we ran i n t o an emergency, and produce 

7 some cash. 

8 I s t h a t a prudent or a p r a c t i c a l way to produce cash 

9 working c a p i t a l , or working c a p i t a l ? 

10 A. I n i t s generic sense, i t absol u t e l y would be a 

11 source of funds and cash t h a t we could s e l l o f f our gas 

12 i n v e n t o r i e s -

13 However, there i s a very c y c l i c a l nature -- being an 

14 urban u t i l i t y i n the northeast p a r t of the country, we have 

15 w i l d swings i n the demand t h a t customers r e q u i r e of gas 

16 se r v i c e . 

17 Obviously, we b i l l about 60 to 70 percent of our 

18 revenues between November and March. I t i s at th a t p o i n t 

19 that we have our highest l e v e l s of supply t h a t i s needed to 

20 be maintained. 

21 These gas i n v e n t o r i e s would be at some p o i n t s i n time 

22 almost $200 m i l l i o n ; but could be as low as probably i n the 

23 $25- or $30 m i l l i o n range. 

24 That i s the working c a p i t a l requirement t h a t PGW has 

25 to get over t h a t hurdle on an annual basis. 
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But i f we d i d get i n t o t r o u b l e and were t r y i n g to 

l i q u i d a t e these, depending on the period of time of the 

year, these would absolutely be the e s s e n t i a l component of 

our gas supply f o r r e l i a b i l i t y . 

And, you know, obviously at th a t time we would not be 

able t o s e l l these, because t h i s would be p a r t of the supply 

t h a t the customers would be requesting during the wi n t e r 

period. 

In a d d i t i o n , PGW d i d , f o r about three years, d i d some 

gas d e f e r r a l t ransactions w i t h one of i t s s u p p l i e r s where we 

t r i e d to provide a d d i t i o n a l l i q u i d i t y at a very, you know, 

steep p r i c e compared to our commercial paper program, where 

we deferred the payment of the n a t u r a l gas t h a t was being 

put i n t o storage, u n t i l the wi n t e r period when i t was 

a c t u a l l y being used and we had a b e t t e r chance of b i l l i n g 

and c o l l e c t i n g i t f o r customers. 

And some of those programs went as high as $30 

m i l l i o n of d e f e r r a l s . And again, i t was at t h a t p o i n t i n 

time, because of the lack of both cash and l i q u i d i t y , t h a t 

PGW found t h a t i t was prudent t o enter i n t o those 

t r a n s a c t i o n s ; a l b e i t t h a t they were much, probably twice as 

expensive as our commercial paper program. 

Q. Now, Mr. Plonski also suggests t h a t PGW could use 

c a p i t a l p r o j e c t funds as a source of l i q u i d i t y . And t h a t ' s , 

again, i n h i s s u r r e b u t t a l . Can you comment on that? 
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1 A. Yes. PGW, over the course of years, has used the 

2 proceeds t h a t have been garnered through the sale of long-

3 term debt. However, the covenants r e q u i r e t h a t those funds 

4 u l t i m a t e l y only be spent f o r c a p i t a l c o n s t r u c t i o n purposes. 

5 PGW i s allowed on an i n t r a - f u n d basis t o u t i l i z e 

6 those funds during the year f o r short periods of time, 

7 b a s i c a l l y t o pay i t s b i l l s when they come due. 

$ To the extent t h a t t h a t c a p i t a l fund would be low on 

9 a balance side, obviously those funds would not be a v a i l a b l e 

10 t o provide cash or funding sources f o r the company. 

U And I may j u s t p o i n t out th a t as we entered the 

12 beginning of our f i s c a l year, which s t a r t e d September 1 of 

13 t h i s year, PGW had on hand about $40 m i l l i o n of c a p i t a l 

14 funds from i t s f i f t h s eries sale, which was two years p r i o r . 

15 As we speak, PGW has closed a new long-term debt 

16 issue l a s t Tuesday i n the magnitude of $200 m i l l i o n of new 

17 money. 

18 I t i s those proceeds t h a t Mr. Plonski i s saying could 

19 be u t i l i z e d , you know, to provide working c a p i t a l . And as I 

20 pointed out, those funds need to.be u t i l i z e d u l t i m a t e l y . 

21 And what I mean by u l t i m a t e l y i s , on an annual basis 

22 we must r e c o n c i l e the c a p i t a l c o n s t r u c t i o n spending w i t h the 

23 amount of money being drawn down from t h i s r e s t r i c t e d 

24 account. 

25 So although i t can be used i n an i n t e r i m basis, i t 
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must be paid back at the end of the f i s c a l year so th a t a l l 

of t h a t d o l l a r value was only drawn and u t i l i z e d f o r c a p i t a l 

c o n s t r u c t i o n . 

Q. Would you consider t h a t a r e l i a b l e or prudent 

source of regu l a r cash working c a p i t a l or working c a p i t a l ? 

A. Personally I would not consider that to be a 

prudent source, only because there i s no i n d e f i n i t e amount 

of long-term debt t h a t any type of, you know, large 

c o r p o r a t i o n can a v a i l i t s e l f . 

PGW r i g h t now has over $1.2 b i l l i o n of long-term debt 

outstanding. 

As Ms. Bisgaier and other witnesses may t e s t i f y , 

there may be a time when PGW may not have access to the 

c a p i t a l markets. And i f t h a t were to be the case at 

reasonable r a t e s , then these funding sources would not be 

a v a i l a b l e . 

Q. And you couldn't pay your b i l l s w i t h them? 

A. And we would not be able t o pay our b i l l s on a 

t i m e l y or current basis. 

MR. CLEARFIELD: Your Honor, we handed out a two-page 

document, which i s the f r o n t page and an excerpt from what's 

c a l l e d the o f f i c i a l statement from the C i t y of P h i l a d e l p h i a 

bonds. And we'd ask th a t t h a t be marked as PGW Rejoinder 

E x h i b i t 2. 

JUDGE FORDHAM: I t s h a l l be so marked. 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



541 

(Whereupon, the document was marked as 

2 PGW Rejoinder Exhibit No. 2 for 

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

4 (Document handed to witness.) 

5 BY MR. CLEARFIELD: 

6 Q. Mr. Bogdonavage, Mr. Plonski i n h i s s u r r e b u t t a l 

7 says t h a t the $25 m i l l i o n r a t e request, r a t e increase, t h a t 

he's recommended focuses on p e r m i t t i n g PGW's debt service 

9 requirements to be met, which are a requirement of PGW's 

10 bond covenant. 

11 Does PGW have a covenant t h a t also focuses on PGW's 

12 a b i l i t y t o pay i t s b i l l s ? 

13 A. Yes, i t does. 

14 Q. Would you e l e c t r i c service that? 

15 A. The handout, I t h i n k , the r e l a t i v e page, or the 

16 relevant page, i s page 39. I'm j u s t l o o k i n g f o r the 

17 reference i t s e l f . 

18 Under Section 2212, subparagraph ( e ) , the bond 

19 covenant b a s i c a l l y states that the establishment of PGW's 

20 revenue requirement would -- f i r s t of a l l , the covenant 

21 requires i t to produce 1.5 times coverage of the annual debt 

22 s e r v i c e . 

23 And I would j u s t p r o f f e r f o r Your Honors and t h i s 

24 proceeding t h a t r i g h t now PGW's debt service o b l i g a t i o n i s 

25 somewhere around $90 m i l l i o n . 
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1 So we1 re l o o k i n g t h a t we must have rates i n place t o 

2 produce revenues to cover t h a t at one and a h a l f times. 

3 I t also requires t h a t PGW and the C i t y of 

Phil a d e l p h i a charge rates t h a t permit PGW to have s u f f i c i e n t 

5 to pay a l l of i t s o b l i g a t i o n s , i n c l u d i n g debt service and 

6 other o b l i g a t i o n s , during each f i s c a l year i n f u l l when they 

7 are due. 

8 And i t also requires t h a t the company be maintained 

9 continuously i n operation by the c i t y . 

10 Q. And would t h a t be a t e c h n i c a l d e f a u l t i f the PGW 

11 i s not able t o meet th a t covenant? 

12 A. Again, I'm not a lawyer. But i n the s t r i c t e s t 

13 sense, I would say that we were not meeting the i n t e n t of 

14 the covenant, t h a t i f b i l l s are not paid t i m e l y through the 

15 proper s e t t i n g of rat e s , producing revenues t h a t would 

16 you know, there could be a l e g a l d e f i n i t i o n t h a t we might be 

17 i n t e c h n i c a l d e f a u l t , but I ' l l leave t h a t to the lawyers. 

18 Q. I apologize f o r the confusion. But j u s t so the 

19 record i s c l e a r , would you i d e n t i f y what you were reading 

20 from? 

21 A. Yes. The f r o n t page of t h i s handout, which i s 

22 E x h i b i t 2, i s PGW's most recent o f f i c i a l statement t h a t , as 

23 I spoke t o , t h i s was the bond issue t h a t closed l a s t --

24 l e t ' s see, i t was May 15, a week ago Tuesday. 

25 And there were two components of t h i s . There was a 
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1 small component, $14 1/2 m i l l i o n of 1975 ordinance bonds 

2 t h a t were refunded. 

3 And as I pointed out, there was also $30 m i l l i o n i n 

4 1998 outstanding bonds th a t were refunded. But the bulk of 

5 the issue was to provide c a p i t a l spending i n the tune of 

6 $200 m i l l i o n f o r ongoing c o n s t r u c t i o n purposes from the 

7 company. 

8 Q. A l l r i g h t . Let's go to another subject. 

9 Mr. Lelash and Mr. Plonski both reviewed PGW1s testimony 

10 regarding a prudent number of days of l i q u i d i t y t h a t a 

n company such as PGW would have th a t you t e s t i f i e d to and 

12 Ms. Bisgaier t e s t i f i e d t o , and suggested t h a t a standard 

13 approach would be 45 days, which i s r e f l e c t i v e of the one 

14 ei g h t h method t h a t ' s used f o r c a l c u l a t i n g cash working 

15 c a p i t a l allowance. 

16 F i r s t , w i t h respect t o the 200 days of l i q u i d i t y t h a t 

17 you t e s t i f i e d to and Ms. Bisgaier t e s t i f i e d t o , does the 

18 company meet th a t 200 day standard under the proposed r a t e 

19 increase? 

20 A. No, i t does not. 

21 Q. How many days of l i q u i d i t y would i t have, 

22 roughly? 

23 A. I t h i n k i f we're -- you know, we're loo k i n g at 

24 the schedules which were the pro forma $100 m i l l i o n r a t e 

25 increase, and I t h i n k also included the $10 m i l l i o n of 
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1 capacity release c r e d i t s , probably puts us i n the v i c i n i t y 

2 of about 65 to 70 days of l i q u i d i t y . 

3 Q. And again, t e l l us what l i q u i d i t y means i n t h a t 

4 d e f i n i t i o n . 

5 A. And again, t h a t l i q u i d i t y stream b a s i c a l l y means 

6 t h a t at th a t p o i n t i n the time bulk of those cash on hand 

7 days were borrowed funds, not necessarily a l l being provided 

from r a t e s . 

9 And again, I must r e i t e r a t e , as we look at the cash 

10 statements f o r year end cash, i n many, many instances i n the 

11 past decade and looking i n t o the f u t u r e , a l o t of th a t cash 

12 on hand i s borrowed funds; which to me i s not being produced 

13 s u f f i c i e n t l y from the rates t h a t are i n place to generate 

14 revenues to pay i t s b i l l s when they u l t i m a t e l y become due. 

15 Q. But the 67 days you mentioned, what e x a c t l y i s 

16 that? What two things are you loo k i n g at? 

17 A. Well, I'm loo k i n g at the cash balance and the 

18 a v a i l a b l e l i q u i d i t y t h a t i s not outstanding from commercial 

19 paper. 

20 Q. So the commercial paper d i d --

21 A. The remaining outstanding --

22 Q. -- not become avail a b l e ? 

23 A. -- commercial paper plus the cash on hand. 

24 Q. Okay. Now, again, as I mentioned, Mr. Lelash and 

25 Mr. Plonski both mentioned t h i s one ei g h t h method, or 45 
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days, as, I t h i n k , a standard. I n f a c t , Mr. Lelash c a l l e d 

i t a u n i v e r s a l l y accepted standard. An amount of cash 

working c a p i t a l on hand. 

Could the company accept a r a t e l e v e l t h a t included 

45 days of cash as a cash working c a p i t a l allowance? 

A. Yes, i t could. 

Q. Could you exp l a i n how much cash t h a t would be and 

how t h a t compares to the r a t e increase you've requested? 

A. Well, b a s i c a l l y , i f I looked at the pro forma 

2007 t e s t year, we have expenses, operating and maintenance 

expenses, i n c l u d i n g n a t u r a l gas, of about j u s t short of $900 

m i l l i o n . 

Under t h i s method, the one eighth method, using about 

twelve and a h a l f percent of t h a t , you're looking at 

somewhere around a cash on hand of about 100 to 110, 15 

m i l l i o n d o l l a r s . That's how i t equates i n t o 45 days of 

cash. 

Q. And how much do we have? 

A. Right now, loo k i n g at c e r t a i n f a c t o r s , we're 

considerably less than t h a t , a c t u a l l y , i n a negative 

p o s i t i o n . 

Q. And i f we look at your schedule t h a t shows the 

amount of cash on hand on a pro forma basis, assuming the 

proposed r a t e increase and the off-system sales proceeds 

were provided, how much cash working c a p i t a l would our 
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1 proposal produce, i n your opinion? 

2 A. Well, r i g h t now --

3 Q. T e l l us what schedule you're lo o k i n g at f i r s t . 

4 A. Again, I'm look i n g at JRB, I'm now on 13B, 

5 because we're now moving to the $ 100 m i l l i o n proposed base 

6 r a t e increase plus the $10 m i l l i o n of capacity release 

7 c r e d i t s . 

8 Q. Okay. Now, l e t people get to t h a t . 

9 (Pause.) 

10 A. I f you look at th a t schedule, now look i n g at the 

11 revised pro forma year 2007, approximately the middle of the 

12 page, r i g h t past the adjustments. 

13 Q. Which schedule do you want them to look at? 

14 A. Cash flow schedule, the second schedule of 13B. 

15 Y o u ' l l n o t i c e t h a t at the very bottom y o u ' l l see an ending 

16 cash balance of about $40 m i l l i o n . 

17 Q. 40 m i l l i o n 291 ? 

18 A. That i s c o r r e c t . B a s i c a l l y that says t h a t at 

19 t h i s p o i n t i n time there was $30 m i l l i o n of cash or 

20 commercial paper outstanding. I f t h a t was paid o f f we'd 

21 only have $10 m i l l i o n of cash on hand. 

22 And as I pointed out i n previous discussions, t h a t 

23 s t i l l includes the $45 m i l l i o n loan t h a t the c i t y provided 

24 back i n 2000 . 

25 So th a t i f I added the two together, at th a t p o i n t i n 
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time I would be about a $35- or $40 m i l l i o n negative 

p o s i t i o n , or about 20 days negative, instead of the p o s i t i v e 

45 days of cash on hand. 

Q. Now, i s t h i s at present r a t e s , or i s this, at a 

$100 m i l l i o n r a t e increase? 

A. This i s at a hundred plus the $10 m i l l i o n 

increase. This i s not at present r a t e s . 

MR. CLEARFIELD: We can repeat t h a t i f you'd l i k e . 

Your Honor. 

JUDGE JONES: I t ' s on the schedule, Mr. C l e a r f i e l d . 

MR. CLEARFIELD: No, I t h i n k i t ' s the 

c h a r a c t e r i z a t i o n . 

BY MR. CLEARFIELD: 

Q. Now, t h i s shows the cash at the end of the year. 

But does PGW experience the same l e v e l s of negative cash at 

e i t h e r present r a t e s , at present rates during the year? 

A. Yes, i t does. 

MR. CLEARFIELD: Your Honor, I'd l i k e t o have marked 

f o r i d e n t i f i c a t i o n a three-page schedule t h a t I t h i n k we 

pre-marked as PGW Rejoinder E x h i b i t 3. 

JUDGE FORDHAM: So marked. 

(Whereupon, the document was marked 

as PGW Rejoinder Exhibit No. 3 for 

identification.) 
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1 BY MR. CLEARFIELD: 

2 Q. Do you have what we've marked f o r i d e n t i f i c a t i o n 

3 as PGW Rejoinder E x h i b i t 3, Mr. Bogdonavage? 

4 A. Yes, I do. 

5 Q, Can you e x p l a i n what t h i s shows? 

6 A. Yes. B a s i c a l l y I have a l i t t l e n a r r a t i v e on the 

7 f r o n t page. But what we were attempting to do i s on a d a i l y 

8 basis, s t a r t i n g w i t h our f i s c a l year t h a t begins 

9 September 1, there was a f u l l h i s t o r i c a l year being the 

10 ac t u a l f o r 2006, which i s the second schedule. 

11 And then the more recent schedule i s the d a i l y 

12 a c t i v i t y up through, I t h i n k i t was about May 15. 

13 Q, So the h i s t o r i c a l one i s the one that's marked as 

14 Rejoinder E x h i b i t 2, the l a s t page i n that? 

15 A, That i s c o r r e c t . 

16 Q. And i t ' s the one that has the negative $40.88 

17 m i l l i o n at the top i n bold? 

18 A, That i s the average outstanding d a i l y cash 

19 balance, yes. 

20 Q, Now, expl a i n what t h a t i s . 

21 A, The easiest t h i n g to do i s b a s i c a l l y to look at 

22 t h i s and -- and I ' l l discuss t h i s . On the f i r s t day of 

23 September, i n 2005, PGW had $49.9 m i l l i o n of commercial 

24 paper outstanding, and at t h a t time had $15 m i l l i o n of cash 

25 on hand, or roughly about s i x or seven days of cash, the way 
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1 we've been discussing i t as a cash on hand instrument. 

2 So t h a t shows us t h a t at t h a t p o i n t i n time we were 

3 $34.2 m i l l i o n negative cash. 

4 Q. Now, e x a c t l y how do you do that? 

5 A. I t ' s the number to the r i g h t there on the f i r s t 

6 day, 49.9, or almost 50 m i l l i o n , was outstanding of 

7 commercial paper. 

8 But we only had $15 m i l l i o n i n the bank. Thereby, 

9 you know, ending i n a $34 m i l l i o n negative p o s i t i o n at t h a t 

10 p o i n t i n time, because i t ' s borrowed funds 

11 I n a d d i t i o n to t h a t , as I pointed out p r i o r , 45 

12 m i l l i o n of the c i t y loan i s s t i l l outstanding. And t h a t i s 

13 embedded i n t h a t cash number. So at t h i s p o i n t i n time we 

14 would be very close to almost 80 m i l l i o n i n negative cash 

15 p o s i t i o n . 

16 But what I would l i k e , you know, f o r the matter at 

17 hand i s i f we could move to January of s i x , which i s the 

18 f i f t h column over to the r i g h t . 

19 Y o u ' l l n o t i c e on the 25th of January a couple things 

20 happened t h a t day. We at t h a t p o i n t i n time had, p r i o r t o 

21 January 25, the commercial paper program was capped at $100 

22 m i l l i o n of outstanding notes a v a i l a b l e at any one time. 

23 Because of the r e s t r a i n t s t h a t we were going under as 

24 a r e s u l t of the e s c a l a t i n g n a t u r a l gas p r i c e s due to the 

25 hurricanes t h a t had occurred i n t h a t f a l l , PGW prudently 
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1 looked ahead, along w i t h myself, the treasurer and the 

2 c o n t r o l l e r , and b a s i c a l l y said we're probably going to run 

3 out of cash. 

4 So immediately we got i n touch w i t h our banks and 

5 asked i f there was a w i l l i n g n e s s t o increase the commercial 

6 paper l i m i t from 100 to 150 m i l l i o n . 

7 These are the three banks that have stayed w i t h us 

8 through t h i c k and t h i n over the l a s t decades. And they came 

9 back w i t h a p o s i t i v e response. 

10 We took the necessary steps to have c i t y c o u n c i l 

11 ordinances introduced. They were approved through c o u n c i l 

12 on a barely a time a v a i l a b l e basis, because we had to pay 

13 the n a t u r a l gas b i l l on January 25. 

14 So we immediately included t h a t e x t r a $50 m i l l i o n . 

15 I t was issued t h a t day. And as you can see, when we're 

16 t a l k i n g about now l i q u i d i t y , I had 150 m i l l i o n of commercial 

17 paper, b a s i c a l l y that 149.9, outstanding. 

18 I paid the n a t u r a l gas b i l l s . We s t i l l had the c i t y 

19 loan outstanding, and I had $4 m i l l i o n of cash on hand a f t e r 

20 I paid the gas b i l l . 

21 So f o r a l l i n t e n t s , purposes, almost 99 1/2 percent 

22 of a l l l i q u i d i t y was stretched to the breaking p o i n t t h a t 

23 day. 

24 Q. I f you'd had another gas b i l l the next day, would 

25 you have been able t o pay i t ? 
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1 A. We would have had to defer i t . We would not have 

2 paid t h a t b i l l on a t i m e l y basis, 

3 Q. Or d e f a u l t ? 

4 A. But j u s t to r e i t e r a t e , i n p o s i t i o n s t h a t I have 

5 as the senior v i c e president of finance, and my colleague, 

6 the c o n t r o l l e r , and cash managers, t h i s i s not a prudent way 

7 to run the business. 

8 Although we took everything as we saw t h i s coming, we 

9 took the necessary steps to make sure that we would have the 

10 proper l i q u i d i t y streams i n place. And i t was a good t h i n g 

11 t h a t the banks were w i l l i n g t o extend t h i s a d d i t i o n a l c r e d i t 

12 to US. 

13 Q. Just to make sure i t ' s c l e a r , could you r e i t e r a t e 

14 how t h i s shows that t h i s problem of a lack of cash balance 

15 e x i s t s throughout the years as --

16 A. Okay. As I pointed out, i f you look to the l e f t -

17 hand side of the page, as we come i n t o the beginning of the 

18 f i s c a l i n September, we issued commercial paper as needed to 

19 cover the growth i n receivables, and also i n i n v e n t o r i e s . 

20 The bulk of our buildup i n gas i n v e n t o r i e s occurs 

21 from about A p r i l through November. And y o u ' l l n o t i c e t h a t 

22 we go from the f i r s t day of September up to about 50 

23 m i l l i o n . We maxed out at $100 m i l l i o n i n the November time 

24 frame. 

25 As I pointed out, we got the a d d i t i o n a l l e t t e r of 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



552 

1 

2 

3 

4 

5 

fi 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

c r e d i t increased to 150 m i l l i o n . That was f u l l y u t i l i z e d i n 

January. 

And as you can see, as the b i l l i n g s s t a r t t o grow as 

a r e s u l t of the wi n t e r season, obviously our c o l l e c t i o n s do 

pickup -

And y o u ' l l n otice t h a t the c r e d i t balances, being the 

amount th a t i s negative from the commercial paper 

outstanding, s t a r t to decline as we get i n t o the sp r i n g and 

summer periods. 

Now, there are some days during the year when we 

a c t u a l l y , and do, mandatorily have to pay down commercial 

paper f o r IRS r e g u l a t i o n s about a r b i t r a g e . 

So we do have to pay i t down to zero. And you 111 

n o t i c e t h a t that occurred i n May of 2006, around the 18th or 

19th of May. 

And at th a t p o i n t i n time we had paid down the whole 

150 m i l l i o n . And at poi n t s i n time we had $4- or $5 m i l l i o n 

of cash on hand. 

And again, j u s t to a l e r t you, though, t h a t s t i l l 

included the $45 m i l l i o n c i t y loan. 

And as we ended up at the end of the year i n August, 

55 m i l l i o n of commercial paper was outstanding, and we had 

approximately $8 m i l l i o n i n the bank. That r e s u l t e d i n t h a t 

negative $46 m i l l i o n at the end of the year. 

The net r e s u l t of the 365 days was th a t on average we 
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had a negative cash p o s i t i o n of almost $41 m i l l i o n on an 

average basis. 

Q. And i s th a t the same general conclusions -- can 

the same general conclusions be drawn from the FY 2007 data, 

j u s t generally? 

A. Yes. The reason at t h i s p o i n t i n time t h a t we 

have about a $55 m i l l i o n negative p o s i t i o n on average i s 

because we have yet to complete the other three and a h a l f 

months of the year; which obviously are a l i t t l e b i t more 

r i c h as our expenses de c l i n e , because the gas b i l l s are not 

as high as they are i n the w i n t e r , and we're c o l l e c t i n g from 

our customers over t h i s course of time, i s th a t I would 

a l l t hings being equal, I would say we would probably be 

somewhere maybe a l i t t l e b i t b e t t e r , but i n t h a t negative 

p o s i t i o n , a l b e i t about $30- or $40 m i l l i o n . 

And as you can see from t h i s schedule, we have been 

paying back the commercial paper l i n e i n about mid A p r i l . 

And b a s i c a l l y was paid f o r the r e s t of t h a t month. 

And then again a f t e r the gas b i l l was paid, we d i d 

s t a r t t o have cash b u i l d up again. And as we speak, on 

May 22, r i g h t now, j u s t so happens t h a t our commercial 

the commercial paper program i s being renewed t o day. 

We had a pr e - c l o s i n g yesterday. So our plans are 

r i g h t now to have i n place t h i s $150 m i l l i o n commercial 

paper program. 
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1 And the good news i s that we were able to reach very 

2 favorable terms w i t h the banks. 

3 And we were always, over the l a s t probably e i g h t to 

4 ten years, doing an annual renewal. Which become very 

5 expensive. 

6 We've now renewed t h i s commercial paper program f o r 

7 the next 30 months, which takes i t out to the end of the 

8 f i v e - y e a r ordinance t h a t c i t y c o u n c i l has approved. 

9 So we thought i t was prudent w i t h the fee reduction 

10 t h a t we have i n place now at the 150 l e v e l , t h a t the 

11 commercial paper program, we're saving somewhere around 

12 $750- to $800,000 on an annual basis. And we've got t h i s 

13 program locked i n , as I pointed out, to about 30 months, 

14 t a k i n g i t out through the 2010 year. 

15 Q. Mr. Bogdonavage, when you described the data on 

16 Rejoinder E x h i b i t 3, as w e l l as your e a r l i e r schedules, 

17 you've been re f e r e n c i n g net cash. That i s the cash minus 

18 what you borrow. 

19 Why don't you consider the commercial paper as p a r t 

20 of t h i s cash working c a p i t a l analysis? 

21 A. Well, i t can be considered. But prudently, I 

22 t h i n k t h a t when I'm looking at how I pay my b i l l s , I ' d 

23 r a t h e r not borrow the money to pay my b i l l s . 

24 And what has happened over the l a s t decade and a h a l f 

25 i s t h a t we b a s i c a l l y i n s t i t u t i o n a l i z e d t h i s short-term 
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1 commercial paper program as almost what I would consider t o 

2 be a p a r t i a l long-term funding source. 

3 That was never the i n t e n t of t h i s . The i n t e n t of the 

4 commercial paper program, as I pointed out, i s to fund 

5 increases i n the accounts receivable t h a t occur during the 

6 year from customers, and also the spikes that we have 

7 because of our gas i n v e n t o r i e s . 

8 That's the nature of t h i s . I t was never intended t o 

9 be a long-term instrument. 

10 We've made s t r i d e s i n the l a s t two to three years' 

11 because of increased c o l l e c t i o n s . We're doing b e t t e r w i t h 

12 the program. I t i s a short-term program. 

13 Although even w i t h the $100 m i l l i o n r a t e increase 

14 t h a t the company i s asking f o r , i t ' s going t o take a few 

15 years before we can a c t u a l l y meet a l l of our goals; one of 

16 which, obviously, i s to reduce the short-term paper t o i t s 

17 bear minimum. 

18 Q. I f you consider your commercial paper program a 

19 source of l i q u i d i t y , why don't you j u s t go and increase t h a t 

20 l i n e to get the cash working c a p i t a l you need? 

21 A. Well, as a matter of f a c t , prudently, we d i d go 

22 t o c i t y c o u n c i l i n January of t h i s past year w i t h a new 

23 ordinance which would authorize c i t y c o u n c i l , and the c i t y 

24 would authorize PGW to r a i s e i t s l i m i t t o $200 m i l l i o n , 

25 another $50 m i l l i o n . 
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1 We looked at t h a t . The banks were amenable to 

2 g r a n t i n g t h a t i f we requested i t . 

3 Right now we di d n ' t see the need to do th a t because 

4 r i g h t now, as I pointed out, i t i s a c o s t l y mechanism to 

5 provide working c a p i t a l funding requirements. 

6 And t h a t a d d i t i o n a l $50 m i l l i o n would have cost us i n 

7 up- f r o n t fees probably $3- to $400,000. And at current 

S r a t e s , some were hovering around four percent, another 

9 $2 m i l l i o n . And we di d n ' t see the need at t h i s p o i n t i n 

10 time. 

11 And h o p e f u l l y there w i l l not be again a spike i n 

12 n a t u r a l gas pri c e s a f t e r the hurricane season i n the Gulf. 

13 But we thought i t was prudent t h a t we would a v a i l 

14 ourselves of the a b i l i t y through the c i t y and c i t y c o u n c i l 

15 t o r a i s e that i f needed. 

16 But i t ' s a very expensive type of p r o p o s i t i o n . 

17 Although i t ' s much cheaper, some of the other one-time f i x e s 

18 t h a t we've gotten through over the years. 

19 Q. I s i t increased r i s k or decreased r i s k i f you 

20 went t h a t d i r e c t i o n ? 

21 A. Well, I t h i n k , you know, i t ' s k i n d of we're 

22 t a l k i n g past each other. From the p o i n t of view t h a t the 

23 banks are w i l l i n g to lend i t to us, I t h i n k they see PGW as 

24 less r i s k y . 

25 However, there's no guarantee t h a t i f we got i n t o a 
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' c r i s i s , which i s e x a c t l y when we would need t h i s e x t r a 

2 l e t t e r of c r e d i t increase, they may not be w i l l i n g at th a t 

3 p o i n t i n time to permit us to do t h a t . 

4 So there i s some r i s k involved i n t h i s . And again, 

5 as I pointed out, i t i s a l l borrowed funds. 

6 Q. Your p o s i t i o n , again, i s t h a t you have t o have 

7 cash working c a p i t a l i n a d d i t i o n to the l i q u i d i t y ; i s th a t 

8 r i g h t ? 

9 A. Yes. 

10 Q. Mr. Plonski also, and Mr. Lelash, both suggested 

U i f we need more cash, we could have the c i t y -- I'm sorr y . 

12 I f we needed to improve our debt p o r t i o n of our c a p i t a l 

13 s t r u c t u r e , t h at's the focus of t h e i r testimony, t h a t we 

14 could ask the c i t y to f o r g i v e the $45 m i l l i o n loan. 

15 Have you examined the e f f e c t that f o r g i v i n g a $45 

16 m i l l i o n loan would have on the company's percentage of debt 

17 i n i t s c a p i t a l s t r u c t u r e ? 

18 A. I've done q u i t e a few schedules, and --

19 Q. Okay, hold i t a second. 

20 MR. CLEARFIELD: Your Honor, can we have i d e n t i f i e d 

21 as PGW Rejoinder E x h i b i t 4, which we've p r e v i o u s l y handed 

22 out, a several-page schedule which i s labeled on the l e f t , 

23 Rejoinder, $25 m i l l i o n r a t e increase, $45 m i l l i o n c i t y loan 

24 forgiven? 

25 JUDGE FORDHAM: So marked. 
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1 MR. CLEARFIELD: Thank you. 

2 (Whereupon, the document was marked 

3 as PGW Rejoinder Exhibit No. 4 for 

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

5 BY MR. CLEARFIELD: 

6 Q. Do you have what we've marked as PGW Rejoinder 

7 E x h i b i t 4? 

8 A. Yes, I do. 

9 Q. Did you prepare t h a t , or was th a t prepared under 

10 your d i r e c t i o n ? 

n A. Yes, I d i d . 

12 Q. Would you t e l l us what t h a t shows? 

13 A. Yes. Just to put i t i n a perspective, again, 

14 i t ' s the pro forma t e s t year budget 2007. I t includes the 

15 $25 m i l l i o n r a t e increase, and i t does show th a t the c i t y 

16 loan i s f o r g i v e n over a two-year period. 

17 And I would t u r n your a t t e n t i o n t o the second page; 

18 again, the cash flow. And what t h a t shows i s t h a t w i t h the 

19 $22 1/2 m i l l i o n being f o r g i v e n i n 2007, and again i n 2008, 

20 t h a t b a s i c a l l y at th a t p o i n t i n time the cash balance again 

21 around $50 m i l l i o n , we s t i l l had commercial paper, although 

22 much less than i n other schedules t h a t I have done, about 72 

23 outstanding. 

24 So even w i t h the $22 1/2 m i l l i o n , I s t i l l had $22 

25 m i l l i o n of negative cash. 
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1 The f o l l o w i n g year, as a r e s u l t of the compound 

2 e f f e c t of the 45 m i l l i o n being f o r g i v e n , at t h a t p o i n t i n 

3 time I've cut t h a t d e f i c i t down to about $4 m i l l i o n . That's 

4 the 40 m i l l i o n less the 54 t h a t ' s outstanding i n commercial 

5 paper. 

6 However, from t h a t point forward, the requirements of 

7 the company again would s t a r t to b u i l d . Commercial paper 

balances w i l l d e c l i n e , and then somewhat increase over the 

9 course of t h a t f i v e - y e a r period. 

10 But the over-arching issue here i s t h a t the 45 

n m i l l i o n again being a one-time i n f u s i o n of cash i n t o the 

12 company doesn't s a t i s f y the bond covenant requirements. 

13 Which on the very next page show th a t as we again t r y 

14 to make our bond covenant at 1.5 on the debt service 

15 coverage, and I'm now i n forecast p e r i o d f o r 2008 and 9, 

16 y o u ' l l n o t i c e there i s a severe degradation i n the middle of 

17 the page there where i t says debt coverage service, coverage 

18 on the 1998 bonds, where we're p r o j e c t i n g about 2.5 i n the 

19 current pro forma year, i t drops s i g n i f i c a n t l y to about 1.7, 

20 and then f u r t h e r to one seven i n 2009, and then below the 

21 mandated, which would be a d e f a u l t , i n 2010. 

22 Q. The mandated being? 

23 A. 1.5 coverage. And as you can see at the bottom 

24 of the page, the t h i r d l i n e up, our aggregate debt ser v i c e , 

25 as I had p r e v i o u s l y mentioned, of about $90 m i l l i o n w i l l 
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grow. 

Because even though we have a $25 m i l l i o n r a t e 

increase i n place, and the c i t y has f o r g i v e n the $45 m i l l i o n 

loan, I s t i l l have to fund my c o n s t r u c t i o n expenditures over 

the course of those f i v e or s i x years, and I have t o s e l l 

two more bond issues of about $150 m i l l i o n each. 

And y o u ' l l n o t i c e on the f a r right-hand column, t h i r d 

l i n e up from the bottom, the aggregate debt service w i l l 

grow from 91 m i l l i o n t o over 126 m i l l i o n . 

Q. And who pays that? 

A. Well, i t ' s paid by the ratepayers. And they must 

cover t h a t debt service coverage at 1.5 times. 

So the $45 m i l l i o n loan, although i t does provide 

some breathing room i n the short term, r e a l l y b a s i c a l l y 

p r o f f e r s t h a t over the course of four or f i v e years we w i l l 

make no inroads i n t o funding the c a p i t a l c o n s t r u c t i o n cost 

on an ongoing basks. 

And more i m p o r t a n t l y , the l a s t page there i s a 

c a p i t a l i z a t i o n r a t i o which shows t h a t i n the current year, 

the t h i r d l i n e down i s a debt-to-equity r a t i o , i t ' s about 80 

percent, 80/20. 

And y o u ' l l n o t i c e t o the f a r r i g h t , as we get to 2012 

although, you know, c e r t a i n things have occurred, and the 

25 m i l l i o n i s i n place f o r a l l f i v e of those years, we've 

made no inroads i n t o the de b t - t o - e q u i t y . 
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1 I n f a c t , the outstanding long-term debt, because of 

2 the two issues, i s even higher than i t was i n the current 

3 period. 

4 Q. L e t 1 s q u i c k l y t u r n to a couple of other subjects, 

5 and then w e ' l l be concluded. One i s on what we'called the 

6 bring-down. 

7 Mr. Plonski c r i t i c i z e d your a l t e r n a t i v e method of 

determining PGW's revenue requirement, the bring-down from 

9 the l a s t two cases, he claimed t h a t i t was, to get to the 

10 l e v e l of earnings permitted by the PUC i n those l a s t two 

11 cases, you improperly combined the r e s u l t s of the l a s t two 

12 cases. 

13 Could you e x p l a i n why you made t h a t c a l c u l a t i o n t h a t 

14 way? 

15 A. Well, what PGW'd looked at i s th a t the l a s t f u l l y 

16 l i t i g a t e d case was i n 2001. And i t d i d show a determination 

17 w i t h an authorized l e v e l of income and coverage r a t i o s . 

18 But the f o l l o w i n g year we had to come back and ask 

19 f o r an emergency r a t e increase. We d i d ask f o r 60 m i l l i o n ; 

20 e v e n t u a l l y s e t t l e d on 36 m i l l i o n . But that was a black box 

21 settlement. 

22 Q. The f i n a l base r a t e decision? 

23 A. F i n a l base r a t e . They d i d grant the emergency 

24 r a t e r e l i e f , I t h i n k , i n May of 2002 on an i n t e r i m basis. 

25 That case was s e t t l e d , I t h i n k , i n August on a permanent 
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basis. 

But there was no determination of income or coverage 

c a l c u l a t i o n s at that p o i n t i n time because of the 

s t i p u l a t i o n s and the settlement agreements w i t h a l l the 

p a r t i e s . 

So what we were l o o k i n g at i s because of the 

increased cost over t h a t period, the most recent l i t i g a t e d 

case t h a t had an income l e v e l and coverage r a t i o was the 

2001 case. 

And b a s i c a l l y a l l we d i d at t h i s p o i n t i s add the $36 

m i l l i o n of emergency r e l i e f to t h a t , coming up w i t h an 

income and coverage l e v e l t h a t we thought was appropriate t o 

move forward, to see what the Commission thought t h a t they 

authorized f o r PGW i n the l e v e l of income, net earnings, and 

also f o r coverage r a t i o s . 

Q. One more area. Turning to Mr. Colton's testimony 

about bad debt expense i n the c o l l e c t i o n and CRP, he 

continues to claim t h a t the CRP l e v e l double recovers bad 

debt expense because PGW's bad debt expense w i l l be lower as 

a r e s u l t of the f a c t that a p o r t i o n of a low-income 

customer's b i l l , when th a t customer moves from non-CRP to 

CRP, w i l l be c o l l e c t e d from the customers at large and not 

j u s t from the low-income customer. 

Do you have a response? 

A. Well, Mr. Colton makes a very narrow p o i n t there. 
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1 There i s n ' t an exact science i n t r y i n g to set bad debt 

2 expense. 

3 The accounting convention t h a t our au d i t o r s use, and 

4 most people i n the fr e e world use, i s an accounting 

5 convention which b a s i c a l l y looks at a receivable at any 

6 p o i n t i n time and looks at the u l t i m a t e c o l l e c t a b i l i t y of 

7 t h a t . 

8 And t o the extent t h a t something i s not c o l l e c t i b l e , 

9 then t h a t i s reserved by th a t e n t i t y as u n c o l l e c t i b l e . 

10 There are many f a c t o r s t h a t can go i n t o t h i s . One of 

n which being, again, higher gas p r i c e s , higher b i l l i n g s t o 

12 customers, lower income because of the low-income customers 

13 not being able to pay t h e i r b i l l s , less funding sources from 

14 the Federal Government f o r low income. 

15 There's a myriad of f a c t o r s t h a t go i n t o t h a t . And 

16 PGW, on an ongoing basis at the end of each of i t s f i s c a l 

17 years, as the au d i t o r s come i n , make a determination w i t h 

18 the a u d i t o r s ' oversight on whatever the l e v e l of receivable 

19 i s , what's the u l t i m a t e c o l l e c t a b i l i t y . And th a t i s how the 

20 bad debt expense i s set. 

21 To the extent t h a t t h e i r p o s s i b l y could be an over-

22 recovery or a double recovery of something, t h a t ' s j u s t one 

23 of the f a c t o r s . 

24 We look at a l l of the f a c t o r s i n the u l t i m a t e 

25 c o l l e c t a b i l i t y . So to th a t extent, bad debt i s set on an 
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1 annual basis at the end of the year based on f u t u r e 

2 c o l l e c t a b i l i t y of the receivable. 

3 And we do not track i n d i v i d u a l customers or customer 

4 classes to see i f they're paying b e t t e r or worse than other 

5 customers when we determine what our bad debt expense i s f o r 

6 any given period. 

7 MR. CLEARFIELD: That's a l l I have, Your Honor. 

8 Should I await the end of the cross examination to move i n 

9 the r e j o i n d e r e x h i b i t s ? 

10 JUDGE FORDHAM: Yes. 

11 MR. CLEARFIELD: Very w e l l . Thank you. We're at 

12 your pleasure i n terms of breaking f o r lunch. 

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

14 (Discussion o f f the record.) 

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

16 Mr. Bertocci? 

17 MR. BERTOCCI: Thank you. 

18 CROSS EXAMINATION 

19 BY MR. BERTOCCI: 

20 Q. Good morning, Mr. Bogdonavage. 

21 A. Good morning. 

22 Q. I'm P h i l i p B e r t o c c i . I represent Action 

23 A l l i a n c e . 

24 JUDGE JONES: Please keep your voice up. 

25 MR. BERTOCCI: Yes. 
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BY MR. BERTOCCI: 

Q. Turning your a t t e n t i o n t o PGW Statement 2, page 

15, l i n e s one to seven. I s th a t your r e b u t t a l testimony? 

A. What was the page number? 

Q. Page 15, one to seven. 

Part of the over-arching theme or j u s t i f i c a t i o n f o r a 

$100 m i l l i o n r a t e increase i s to reduce debt by over 200 

m i l l i o n over a f i v e - y e a r period; i s n 1 t t h a t r i g h t ? 

A. I t was one of the goals t h a t he company had set. 

Q. And f o r the f i r s t three years of the f i v e - y e a r 

period, the c i t y has committed t o g r a n t i n g back the annual 

$18 m i l l i o n payment; i s th a t r i g h t ? 

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

Q. However, f o r the l a s t two years of the f i v e - y e a r 

period, f i s c a l 2011 and f i s c a l 2012, PGW forecasts t h a t i t 

w i l l pay the c i t y the $18 m i l l i o n per year; i s th a t r i g h t ? 

A. That was one of the assumptions embedded i n the 

fi v e - y e a r f o r e c a s t , c o r r e c t . 

Q. And th a t ' s apparent on Schedule JRB-1, page 

seven. Just so th a t everyone knows where i t i s and can f i n d 

i t . 

A. One of the schedules. 

Q. That would be i n PGW Statement 1 and JRB-1, t h i s 

attached. And t h a t would be page -- I'm j u s t asking you to 

put your f i n g e r r i g h t on the spot. 
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three? 

A. I t h i n k you're loo k i n g f o r E x h i b i t JRB-1, page 

Q Yes. I t would be Statement JRB-1, page two? 

A. The cash flow. 

Q. And JRB-1, page seven. 

A. D i f f e r e n t schedule, but t h a t ' l l work. 

Q- I t ' s on the cash flow stream; i s i t not? 

A. That i s c o r r e c t . I f you're loo k i n g at JRB-1, 

page seven, as you po i n t out, our f i s c a l , PGW's f i s c a l 2011 

and 2012, y o u ' l l n o t i c e about the s i x t h l i n e down there, 

there i s a blank next to grant income. That i s the grant 

back of the 18 m i l l i o n from the c i t y . 

A l i t t l e b i t f u r t h e r down below y o u ' l l see the 

d i s t r i b u t i o n payment being made as the use of the cash. 

That i s the $18 m i l l i o n payment being paid to the c i t y f o r 

those two periods. 

Q. That's under uses and d i s t r i b u t i o n of earnings 

where you see the 18 m i l l i o n a l l the way across? 

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

MR. BERTOCCI: That's a l l I have. Thank you. 

JUDGE JONES: Thank you, Mr. B e r t o c c i . 

(Pause.) 

MR. KANASKIE: Your Honor, can we go o f f the record a 

second? 

JUDGE JONES: Yes. 
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JUDGE FORDHAM: We're o f f the record. 

(Discussion o f f the record.) 

(Whereupon, at 11:52 a.m., the hearing was adjourned, 

to reconvene at 1:30 p.m. t h i s same day.) 

*** 
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1 AFTERNOON SESSION 

2 (1:30 p.m.) 

3 JUDGE JONES: We are back on the record. 

4 Before we proceed w i t h cross examination of the l a s t 

5 witness, we have a couple questions f o r the e x h i b i t s t h a t 

6 were handed out w i t h the r e j o i n d e r . 

7 S p e c i f i c a l l y on JRB-13A and 13B, the t e x t t h a t was 

8 given out. 

9 JUDGE FORDHAM: These are the marked e x h i b i t s . 

10 MR. CLEARFIELD: Those are the footnotes t o those 

11 two. 

12 JUDGE JONES: These are the footnotes? 

13 MR. CLEARFIELD: Yes. 

14 JUDGE JONES: Okay. 

15 MR. CLEARFIELD: And i f Your Honor pleases, on 13A 

16 and B, i f you look at the f i r s t page, the footnotes, there 

17 are l e t t e r s l i s t i n g A through H on those schedules. 

18 JUDGE FORDHAM: Oh, i n the adjustment column? 

19 MR. CLEARFIELD: Yes, ma'am. 

20 JUDGE FORDHAM: Okay. Thank you. 

21 JUDGE JONES: Also, as f a r as the revised schedules, 

22 JRB-13A, are these a v a i l a b l e e l e c t r o n i c a l l y ? 

23 MR. CLEARFIELD: They were sent out Friday afternoon. 

24 JUDGE JONES: Okay. 

25 MR. CLEARFIELD: And we'd be happy to send another 
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1 copy over. 

2 JUDGE JONES: No, we have them. 

3 MR. CLEARFIELD: They were w i t h t h a t packet. 

4 JUDGE JONES: Okay. 

5 As f a r as the intervenors are concerned f o r cross 

6 examination, do you wish to proceed i n the same order you 

7 d i d w i t h Mr. Hershey? 

8 MS. McCLOSKEY: Yes, Your Honor. 

9 JUDGE JONES: Okay. That would mean th a t OTS i s 

10 proceeding f i r s t , Mr. Kanaskie? 

11 MR. KANASKIE: Yes, Your Honor. 

12 CROSS EXAMINATION 

13 BY MR. KANASKIE: 

14 Q. Good afternoon. My name's Rick Kanaskie w i t h the 

15 O f f i c e of T r i a l S t a f f . 

16 A. Good afternoon. 

17 Q. A l i t t l e background i n f o r m a t i o n , i f I could, 

18 please. How long have you been i n your current p o s i t i o n 

19 w i t h PGW? 

20 A. I n my current p o s i t i o n , a l i t t l e over f i v e years 

21 as senior v i c e president of finance. 

22 Q. Am I co r r e c t you p a r t i c i p a t e d i n PGW's l a s t base 

23 r a t e case? 

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

25 Q. And included i n th a t c h a r a c t e r i z a t i o n would be 
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1 the p e t i t i o n f o r emergency r e l i e f . You were involved w i t h 

2 t h a t as well? 

3 A. Yes. 

4 Q. Focus on your r e b u t t a l testimony j u s t b r i e f l y . 

5 Just t o c l a r i f y , page three, l i n e s eleven t o 13. I s i t a 

6 f a i r assessment on my par t t h a t your opinion i n s e t t i n g 

7 rates i s based on adjustments t o your proposed --

8 MR. CLEARFIELD: On th a t page, Mr. Kanaskie, where he 

9 sta t e s h i s opinion about the 75 percent? 

10 MR. KANASKIE: Page three, l i n e s eleven to 13. 

11 THE WITNESS: Yes. The recommendations made by the 

12 witnesses i n t h i s proceeding, even i f we, as I s t a t e there, 

13 made a l l of the adjustments, b a s i c a l l y PGW would be look i n g 

14 at about a 75 percent of the $100 m i l l i o n r a t e increase. 

15 BY MR. KANASKIE: 

16 Q. Was i t your testimony t h a t t h a t ' s how rates are 

17 set i n r e g u l a t o r y proceedings? 

18 A. No, i t i s not. 

19 Q. Let's go to page f i v e , i f you would, please. 

20 Line 18, you t a l k about the, i n quotes, a c t u a l p r o j e c t e d 

21 basis. Do you see that? 

22 A. Yes. 

23 Q. Have you defined t h i s phrase anywhere i n your 

24 testimony? 

25 A- Defined the term a c t u a l projected? No. 
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Q. How about l i n e 23 where you t a l k about r e a l world 

basis? 

3 A. Again, I d i d not i d e n t i f y the term. 

4 Q. Would I be c o r r e c t i f , back up at l i n e 18, we 

5 t a l k e d about a c t u a l p r o j e c t e d , would t h a t be analogous to a 

6 forecasted r e s u l t ? 

7 A. Well, t h a t could be one i n t e r p r e t a t i o n . 

Q. I s t h i s a f a i r statement on my behalf, t h a t base 

9 r a t e increase request t h a t we have here incorporates a f i v e -

10 year planning horizon f o r operating and c a p i t a l budget 

11 purposes? And I'm ref e r e n c i n g l i n e s 23 and 24. 

12 MR. CLEARFIELD: Page f i v e ? 

13 MR. KANASKIE: Yes, s t i l l on page f i v e . 

14 THE WITNESS: Yes, as part of the management 

15 agreement, PGW on an annual basis prepares the upcoming 

16 budget year i n a four-year planning horizon per the 

17 ordinance f o r both operating and c a p i t a l . 

18 BY MR. KANASKIE: 

19 Q. Would you agree t h a t , at l e a s t between the O f f i c e 

20 of T r i a l S t a f f ' s analysis of your f i l i n g and your 

21 p r e s e n t a t i o n , t h a t k i n d of the crux of the d i f f e r e n c e would 

22 be u t i l i z a t i o n of a f u t u r e t e s t year versus a planning 

23 horizon? 

24 A. I probably would agree p a r t i a l l y w i t h t h a t . 

25 Q. Well, f o r c l a r i f i c a t i o n purposes, which? 
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1 A. Well, the $100 m i l l i o n we're asking f o r i s to 

2 take care of b a s i c a l l y s t a r t i n g immediately to meet some of 

3 our goals. 

4 The most urgent i s obviously any increase i n 

5 operating and maintenance costs. But also to pay down our 

6 short-term commercial paper program. And I t h i n k t h a t ' s a 

7 more short-term need than on a planning horizon. 

I f the rates were l e f t i n place over the f i v e - or 

9 six-year horizon, obviously a l o t more of the goals t h a t PGW 

10 a r t i c u l a t e d could possibly be met. 

11 Q. I s i t your p o s i t i o n that the ALJs and the 

12 Commission i n essence r e a l l y need to abandon t h e i r analysis 

13 based on a f u t u r e t e s t year and incorporate, and t h i s i s my 

14 terminology, a h y b r i d approach? 

15 MR. CLEARFIELD: I would o b j e c t , because there hasn't 

16 been an establishment that there's anything to abandon. 

17 MR. KANASKIE: I ' l l withdraw i t . 

18 BY MR. KANASKIE: 

19 Q- Do you believe PGW -- i s i t your testimony t h a t 

20 PGW should be regulated based on a f u t u r e t e s t year? 

21 A. I t h i n k that the r e g u l a t i o n s that the PUC have 

22 established on a permanent basis r e q u i r e t h a t the company 

23 u t i l i z e a pro forma t e s t year of known and measurable 

24 events. 

25 Q- So then you would agree based on t h a t response 
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1 t h a t p r o j e c t i o n s out f i v e years are nothing more than 

2 i l l u s t r a t i v e exercises? 

3 A. They could be. Or they could be f a c t . 

Q. But we don't know? 

5 A. But i n c e r t a i n cases we do know. And we do have 

6 a contract w i t h our unionized work force that extends to 

7 2010 w i t h wage increases. That's a very known and 

measurable f a c t . 

9 Q. Would you agree then by 2010 t h a t revenues w i l l 

10 f l u c t u a t e ? 

11 A. They could, yes. 

12 Q. Would you agree i f revenues f l u c t u a t e , the l e v e l 

13 of debt w i l l be a f f e c t e d , p o s i t i v e l y or negatively? 

14 A. That could be one outcome, yes. 

15 Q- Would you agree w i t h the statement t h a t 

16 p r o j e c t i o n s f u r t h e r out would tend to be less r e l i a b l e than 

17 closer i n , as a general premise? 

18 A. I n a generic sense I would agree w i t h t h a t . 

19 Q- Just to c l a r i f y , your o r i g i n a l JRB-1, page three. 

20 Just to make sure we're a l l t a l k i n g about the same t h i n g 

21 here. 

22 A. I have t h a t . 

23 Q. Future t e s t year, when we're r e f e r r i n g t o the 

24 t e s t year data, am I c o r r e c t t h a t the column e n t i t l e d Budget 

25 2006-2007 i s the t e s t year data? 
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\ A. That i s c o r r e c t . 

2 Q. And when we say FY, we're t a l k i n g f i s c a l year; 

3 co r r e c t ? 

4 A. Yes, PGW's f i s c a l year i s a September to 

5 August 31 annual basis. 

6 Q. And I believe the f i x e d debt coverage i n d i c a t e d 

7 there on t h i s JRB-1 f o r the f u t u r e t e s t year i s 1.34 times; 

co r r e c t ? 

9 A. Well, t h a t ' s not the covenant. That i s b a s i c a l l y 

10 a Wall Street determination. The ordinance and the coverage 

11 requirements are th a t we cover our '75 and '98 ordinance 

12 bonds at 1.5. That happens to be an aggregate of a l l the 

13 coverage. 

14 Q. Okay. And you would agree, based on t h i s 

15 e x h i b i t , though, t h a t the '75 bonds are at 4.03? 

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

17 Q- And the '98 bonds are 2.03? 

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

19 Q. Let's go to page 14, please. So you're s t i l l i n 

20 your r e b u t t a l . We're going to focus on l i n e one; l i n e s one 

21 t o ten. 

22 I n t h i s p o r t i o n of your testimony you make the 

23 comment t h a t , while the agencies have acknowledged progress 

24 made at PGW, there has been no s i g n i f i c a n t increase i n the 

25 company's r a t i n g . I believe t h a t ' s l i n e s s i x and seven. 
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1 A. That's c o r r e c t . 

2 Q. During t h i s pendency of t h i s proceeding, or i n 

3 recent occurrence, wouldn't you agree t h a t F i t c h Rating 

4 Service a c t u a l l y r a i s e d the PGW outlook from BBB- to BBB? 

5 A. Yes, they d i d . But we f e l t -- and again, 

6 Ms. Bisgaier can shed some more l i g h t on t h i s . We f e l t t h a t 

7 at the time t h a t was a c o r r e c t i o n of something t h a t was long 

8 i n coming. 

9 The 197 5 bond ordinance i n d i c a t e s t h a t those bonds 

10 were covered before the 1998 s e r i e s , so there was less of a 

11 r i s k . 

12 But you are c o r r e c t t h a t F i t c h r a i s e d the standard on 

13 those bonds from BBB- to BBB. 

14 Q. Am I c o r r e c t there's no other reference i n your 

15 testimony from any contact from any other r a t i n g e n t i t y ? 

16 A. I n my testimony? 

17 Q. Correct. 

18 A. I do not t h i n k so. 

19 Q- Let's go to page 21, please, l i n e s 14 to 16. 

20 While u t i l i z a t i o n of a pro forma t e s t year may be 

21 appropriate, the company i s being regulated on a r a t e of 

22 r e t u r n r a t e base basis, i t ' s a very l i m i t i n g and p o t e n t i a l l y 

23 inaccurate mechanism f o r cash flow companies. 

24 So my c h a r a c t e r i z a t i o n of t h i s would be your 

25 testimony i n d i c a t e s t h a t we cannot or should not regulate 
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1 PGW on a pro forma t e s t year? 

2 A. I t h i n k t h a t ' s one of the components t h a t can be 

3 u t i l i z e d . I don't t h i n k we're saying, or I d i d n ' t mean to 

4 say at th a t p o i n t that the PUC should not do t h a t . I t ' s one 

5 of the things t h a t they can look a t . 

6 Q. On a general note, you supplied updated schedules 

7 to JRB-1. I believe one was attached to Mr. Plonski's 

8 testimony, which was an i n t e r r o g a t o r y response to OCA. I 

9 believe you entered JRB-8, or o f f e r e d JRB-8 as updated 

10 statements. 

11 And t h i s i s j u s t a general question. To the extent 

12 you need to r e f e r to them, please do. 

13 I n a l l these schedules t h a t have been updated and 

14 been supplied at various times, have there been changes made 

15 to the f u t u r e t e s t year data? 

16 MR. CLEARFIELD: I n any of the schedules? 

17 MR. KANASKIE: Any of them. 

18 MR. CLEARFIELD: For JRB-8? 

19 MR. KANASKIE: Well, JRB-1 as the basis, as the 

20 s t a r t i n g p o i n t . 

21 BY MR. KANASKIE: 

22 Q. That was f i l e d w i t h your d i r e c t testimony. 

23 You've updated -- l e t ' s go w i t h JRB-8. I believe JRB-8 was 

24 f i r s t scheduled w i t h your --

25 A. Rebuttal testimony. 
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1 Q. With r e b u t t a l , yes. Thank you. 

2 A. Yes, t h i s schedule t h a t was supplied as par t of 

3 my r e b u t t a l testimony was assuming t h a t a $25 m i l l i o n base 

4 r a t e increase was granted i n t h i s proceeding. 

5 And then i t has numerous flow-throughs b a s i c a l l y to 

6 cash, bad debt expense, accounts receivable, year-end cash 

7 balances. Everything associated w i t h the 25 m i l l i o n . So 

8 there were changes made, yes. 

9 Q. But i n the column that we 1ve i d e n t i f i e d as a 

10 f u t u r e t e s t year, had there been any changes r e f l e c t e d i n 

11 t h i s schedule? 

12 A. Yes, as I j u s t r e i t e r a t e d . Obviously i f I were 

13 t o look at JRB-1 i n my o r i g i n a l testimony, the bad debt 

14 expense was 52.3 m i l l i o n . And there are adjustments made 

15 now f o r 54 m i l l i o n . 

16 And one of the reasons there i s the o r i g i n a l schedule 

17 was computed at 96 percent c o l l e c t i o n f a c t o r , and 95 percent 

18 was u t i l i z e d i n the preparation of JRB-8. 

19 Q. Please bear w i t h me here. I'm t r y i n g t o f i n d on 

20 the budget 2006-2007 the f u t u r e t e s t year where those 

21 changes are r e f l e c t e d . I n t h a t column. 

22 A. I f I look at the l i n e bad debt expense, 54 

23 m i l l i o n 641 , on JRB-8? 

24 Q. 54 m i l l i o n --

25 A. About halfway through the operating expenses. 
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1 And i f you look at my o r i g i n a l JRB-1, page one schedule, the 

2 bad debt expense was 52 258. 

3 Q. Here's the problem. I'm lo o k i n g at JRB-1, page 

4 three. 

5 A. That's not the income statement. 

6 Q. I'm lo o k i n g at the debt service coverage 

7 statement. 

8 MR. CLEARFIELD: That would be one of the problems. 

9 MR. KANASKIE: That's why I can't match my numbers. 

10 MR. CLEARFIELD: So you want t o look at debt service 

11 coverage? 

12 MR. KANASKIE: Yes. And I apologize i f I misspoke 

13 and sent you o f f i n the wrong d i r e c t i o n . 

14 THE WITNESS: Now, i f I was to look at t h a t JRB-8 

15 schedule compared to JRB-1, page three, i n the pro forma 

16 t e s t year, y o u ' l l n o t i c e t h a t the revenues are up about 

17 $25 m i l l i o n , r e f l e c t i n g the $25 m i l l i o n r a t e increase, where 

18 the JRB-1 schedule was at current r a t e s . 

19 And the same t h i n g w i t h operating expenses, y o u ' l l 

20 n o t i c e t h a t they have changed. 

21 BY MR. KANASKIE: 

22 Q. And then the debt service coverage i d e n t i f i e d 

23 have increased, and the f i x e d coverage charge down on the 

24 bottom would increase? 

25 A. Because of the assumed r a t e increase, c o r r e c t . 
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1 Q. Okay. That's a l l I wanted on t h a t . Thank you. 

2 And I appreciate your patience. 

3 Let's get away from the tables f o r the moment. 

4 (Laughter.) 

5 Q. Page 22, l i n e s 14 to 16. 

6 JUDGE JONES: S t i l l r e b u t t a l , Mr. Kanaskie? 

7 MR. KANASKIE: Yes, Your Honor, s t i l l r e b u t t a l . 

8 THE WITNESS: Would you give me the l i n e number 

9 again? 

10 BY MR. KANASKIE: 

11 Q. 14 to 16. You make the comment th a t $25 m i l l i o n 

12 w i l l do nothing t o reduce the l e v e l of debt i n PGW's c a p i t a l 

13 s t r u c t u r e . Do you have that? 

14 A. Yes. 

15 Q. Am I c o r r e c t t h a t t h i s analysis -- I'm going t o 

16 use the word term adjustments, suggested by OTS. That t h i s 

17 analysis doesn't incorporate or acknowledge any of the 

18 adjustments presented by our O&M witness? 

19 A. I f y o u ' l l give me a second, I j u s t want to check 

20 what JRB-7 was. 

21 (Pause.) 

22 A. I t h i n k t h a t ' s a f a i r statement, yes. 

23 Q. As a general premise, your analysis doesn't 

24 a n t i c i p a t e any p a r t i c i p a t i o n by the C i t y of Philadelphia? 

25 A. Any p a r t i c i p a t i o n ? The p a r t i c i p a t i o n t h a t we 
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1 expect i s th a t the 18 m i l l i o n w i l l be granted back f o r three 

2 more years, being 2007, 2008, nine and ten. I'm sorry, four 

3 years. 

4 Q. But i t doesn't a n t i c i p a t e any -- and I believe 

5 Mr. Plonski r e f e r r e d t o i t as an equ i t y i n f u s i o n ; any 

6 c a p i t a l i n f l u x , whatever? 

7 A. No, i t does not. 

8 Q. Okay. On the bottom of page 22, you begin a 

9 discussion of pro forma expense adjustments. I n your 

10 p r e p a r a t i o n f o r t h i s , f o r today's hearings, am I c o r r e c t 

11 you've reviewed Mr. Plonski's testimony, as w e l l as 

12 Ms . Markovich ' s testimony? 

13 A. Yes. 

14 Q. Would you agree t h a t OTS's recommended revenue 

15 allowance i n t h i s proceeding does not, i s not neg a t i v e l y 

16 impacted by the adjustments recommended by Ms. Markovich? 

17 A. I t ' s not negativ e l y impacted? 

18 Q- I ' l l t r y to rephrase i t , i f you'd l i k e . 

19 A. I f you could, please. 

20 Q. Do you believe the OTS revenue adjustment, or 

21 revenue recommendation i n t h i s proceeding was adjusted 

22 downward to r e f l e c t the suggestions made by Ms. Markovich? 

23 A. Are you t a l k i n g about the i n c l u s i o n of the 

in 25 m i l l i o n i n r a t e increase? 

25 Q. Correct. 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



581 

1 A. The problem t h a t we've had as we've i d e n t i f i e d 

2 the testimonies of those witnesses i s we have no idea where 

3 they came up w i t h 25, because we were working o f f the 

4 assumption of the pro forma t e s t year, and assuming that the 

5 $100 m i l l i o n would be reduced by c e r t a i n adjustments. That 

6 was not the case i n the testimony presented. 

7 Q. Let me go back to Mr. Plonski's testimony where 

8 he recommends $25 m i l l i o n . 

9 A. Okay. 

10 Q. And I believe the sum t o t a l of Ms. Markovich's 

n adjustments, round f i g u r e s , l e t ' s say $20 m i l l i o n . 

12 A. Subject t o check. 

13 Q. Do you believe i f Ms. Markovich's adjustments --

14 arguably, l e t ' s say the Commission and the ALJ r e j e c t s i t . 

15 Do you believe then that the OTS revenue adjustment should 

16 be upwardly adjusted? 

17 MR. CLEARFIELD: Your Honor, I'm going t o o b j e c t . I 

18 don't understand the question. 

19 MR. KANASKIE: Well, I can rephrase i t . Very simply, 

20 Your Honor 

21 MR. CLEARFIELD: I t ' s i n the testimony. The OTS 

22 claims they d i d n ' t make these adjustments, but the problem 

23 i s we don't accept the OTS's basis f o r deciding whether we 

24 -- you know, our revenue requirement, because they leave 

25 very s i g n i f i c a n t items out. So I t h i n k i t ' s a l l i n the 
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1 testimony. 

2 MR. KANASKIE: Your Honor, the question, very simply, 

3 i s , i f h y p o t h e t i c a l l y OTS were to succeed on every 

4 adjustment recommended by Ms. Markovich, i s n ' t Mr. P l o n s k i 1 s 

5 testimony --

6 JUDGE JONES: Mr. Plonski? 

7 MR. KANASKIE: Yes. As Mr. Bogdonavage understands 

s i t , t h a t our new recommendation would be $5 m i l l i o n ? 

9 THE WITNESS: No, i t i s not. 

10 MR. KANASKIE: Okay? 

11 MR. CLEARFIELD: Yes, he answered i t . I r e a l l y 

12 d i d n ' t have much choice. 

13 (Laughter. ) 

14 BY MR. KANASKIE: 

15 Q. As a general premise, would you agree t h a t 

16 a l l o w i n g t h i s revenue t o be included i n your operation could 

17 be used then to fund your c a p i t a l needs? 

18 A- Are you s p e c i f i c a l l y t a l k i n g about the 25 m i l l i o n 

19 increase i n rates? 

20 Q- No, I'm t a l k i n g about Ms. Markovich's 

21 adjustments. By not making those adjustments, assuming 

22 arguably t h a t they were v a l i d . 

23 A. I f the adjustments of $20 m i l l i o n were made, i f 

24 they were subs t a n t i a t e d and v i a b l e , obviously t h a t could 

25 increase funds a v a i l a b l e f o r whatever purpose. 
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1 Q. Okay- Let's t a l k about your o r a l r e j o i n d e r j u s t 

2 b r i e f l y . As I understand i t , i n your o r a l r e j o i n d e r you 

3 t a l k e d about f a c t o r s to be included i n l i q u i d i t y . I s t h a t 

4 c o r r e c t ? 

5 A. Yes. 

6 Q. And was t h i s a f a i r assessment of your testimony 

7 t h a t there are outside or other f a c t o r s t h a t would be 

8 included i n the d e f i n i t i o n of l i q u i d i t y , but your analysis 

9 doesn't recommend th a t they be u t i l i z e d ? I s t h a t f a i r ? 

10 A. I f I could, you know, obviously when we're 

n lo o k i n g at l i q u i d i t y , as I pointed out e a r l i e r , we're 

12 l o o k i n g at whatever may be on hand from whatever source, and 

13 any unused component of our commercial paper; and to the 

14 extent t h a t other areas of the operations of PGW would 

15 generate a d d i t i o n a l funding, t h a t they could be used f o r any 

16 possible funding requirement. 

17 Q. And PGW's d e f i n i t i o n of cash i s very l i q u i d , 

18 r e a d i l y converted; i s th a t correct? 

19 A. I would t h i n k t h a t i s a f a i r assessment of my 

20 testimony. 

21 Q. Okay. Your o r a l r e j o i n d e r , you've r e f e r r e d to 

22 commercial paper as a funding source. But am I c o r r e c t t h a t 

23 your testimony i s i t ' s not necessarily a l i q u i d asset? 

24 A. Well, I t h i n k t h a t t h a t ' s p a r t i a l l y t r u e . My 

25 testimony i s th a t when I borrow money from a l e t t e r of 
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1 c r e d i t , I don't consider t h a t t o be cash. 

2 I mean obviously t h a t ' s going to have to be repaid. 

3 That's a current l i a b i l i t y t h a t ' l l be paid sometime i n the 

4 f u t u r e , and may get me over some short-term problem, but 

5 doesn't do anything f o r my o v e r a l l improvement i n working 

6 c a p i t a l from r a t e s . 

7 Q. But i n the context of a l i q u i d asset, you would 

8 agree t h a t i t ' s r e a d i l y converted i n t o cash? 

9 A. A l b e i t , i t i s f u l l y borrowed, yes. 

10 Q. Okay. I believe i n your r e j o i n d e r you made a 

11 reference that commercial paper i s received from i n v e s t o r s . 

12 I s t h a t c orrect? 

13 A. Yes. The commercial paper, I t h i n k , through our 

14 consortium of banks i s put out i n the marketplace by, I 

15 t h i n k i t ' s Goldman, Sachs. And obviously i n v e s t o r s choose 

16 whether they should i n v e s t i n that instrument or they don't. 

17 Q. And I'm c o r r e c t t h a t the u l t i m a t e r e s p o n s i b i l i t y 

18 f o r repayment of the commercial paper i s the ratepayers; i s 

19 t h a t c orrect? 

20 A. Absolutely. 

21 Q. I f I could go back to your d e f i n i t i o n of 

22 l i q u i d i t y . And I won't belabor t h i s p o i n t too much. 

23 When you've done your analysis of l i q u i d i t y , have you 

24 included any of these other assets i n your d e f i n i t i o n or 

25 your analysis of l i q u i d i t y ? 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



585 

1 MR. CLEARFIELD: I'm sor r y . What other assets? 

2 MR. KANASKIE: The ones th a t he's i d e n t i f i e d t h a t 

3 Mr. Plonski had t e s t i f i e d t o th a t could be considered 

4 l i q u i d , but he has o f f e r e d explanation as to why i t wouldn't 

5 be prudent. And the ones we've j u s t t a l k e d about. 

6 MR. CLEARFIELD: Well, we were t a l k i n g about the 

7 commercial paper, Your Honor. Just f o r c l a r i f i c a t i o n , 

8 Mr. Bogdonavage j u s t t e s t i f i e d t h a t our d e f i n i t i o n of 

9 l i q u i d i t y i s cash and commercial paper. 

10 So t h a t ' s the d e f i n i t i o n of l i q u i d i t y we've used. 

11 These other things would be on top of t h a t . 

12 MR. KANASKIE: Did Mr. Bogdonavage not i n d i c a t e t h a t 

13 l i q u i d i t y can include other assets? 

14 MR. CLEARFIELD: Well, you can ask him. 

15 BY MR. KANASKIE: 

16 Q. Did you? 

17 A. I n the discussion that I have i n o r a l r e j oinder 

18 i s a r e t o r t to Mr. Plo n s k i . We d i d i d e n t i f y t h a t , yes, 

19 accounts receivable and some i n v e n t o r i e s and other current 

20 assets could be l i q u i d . 

21 But we d i d n ' t know, f i r s t of a l l , i f we could 

22 consummate a t r a n s a c t i o n w i t h a t h i r d p a r t y t o take 

23 advantage of t h i s . And secondly, as I pointed out, I don't 

24 know t h a t i t necessarily would be prudent. 

25 But they are i d e n t i f i a b l e w i t h the o f f s e t of current 
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1 l i a b i l i t i e s . That net impact could, could, become l i q u i d , 

2 yes. 

3 Q. Those assets are what I am r e f e r r i n g t o . Now, 

4 w i t h t h a t as a backdrop, have you done any analysis t h a t 

5 incorporates, whether you believe i t ' s prudent or not, 

6 whether i t incorporates the value of any of those assets? 

7 A. Well, a b s o l u t e l y I have. Because when I take a 

8 p r o j e c t i o n of what I t h i n k the ending cash balance t h i s 

9 coming August i s , obviously during the middle of the w i n t e r 

10 that receivable was probably w e l l over $400 m i l l i o n . 

n And we're making an assessment t h a t based on 95 or 96 

12 percent c o l l e c t i o n s of the b i l l i n g s , t h a t receivable could 

13 be i n the range of 250 m i l l i o n . 

14 So yes, I've assumed th a t we w i l l get t h a t $150 

15 m i l l i o n of c u r r e n t receivables i n the door by August 31 of 

16 t h i s coming year. 

17 I t ' s the same t h i n g that I've done w i t h m a t e r i a l s and 

18 supplies. We f u l l y expect t h a t at t h i s p o i n t we probably 

19 have somewhere around $60- or $70 m i l l i o n of inventory. 

20 And as I pointed out, the normal f o r any LDC i n the 

21 northeast i s probably a buildup of 15 to 20 b i l l i o n cubic 

22 f e e t of storage between A p r i l and November each year. And 

23 t h a t number we're expecting to be somewhere around $170- or 

24 $180 m i l l i o n by August. And i t w i l l grow even higher before 

25 the onset of the w i n t e r season. 
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MR. CLEARFIELD: You said m a t e r i a l s and supplies. 

Did you mean ma t e r i a l s and supplies? 

THE WITNESS: Well, m a t e r i a l and supplies i s the 

category, which i s gas i n v e n t o r i e s . 99 percent of i t . 

MR. CLEARFIELD: Okay. 

THE WITNESS: So to th a t impact, yes, we d i d consider 

them. We do make an analysis of what we t h i n k we can do and 

a v a i l ourselves o f . 

And obviously, the reason the commercial paper --

because we have no fr e e cash. The reason commercial paper 

i s at those l e v e l s outstanding i s to help us fund t h a t 

working c a p i t a l requirement. 

MR. KANASKIE: Could I have one moment, Your Honor? 

JUDGE JONES: Sure. 

JUDGE FORDHAM: Sure. 

(Pause.) 

MR. KANASKIE: Your Honor, I have no other questions. 

JUDGE JONES: Okay. Thank you, Mr. Kanaskie. 

Ms. Appleby, w i l l you be questioning Mr. Bogdonavage? 

MS. APPLEBY: Yes, the O f f i c e of Consumer Advocate 

does have some questions. 

JUDGE JONES: You may proceed, Ms. Appleby. 

MS. APPLEBY: Thank you, Your Honor. 
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1 CROSS EXAMINATION 

2 BY MS. APPLEBY: 

3 Q. Good afternoon. I'm Ch r i s t y Appleby. I'm w i t h 

4 the O f f i c e of Consumer Advocate. I j u s t have a few 

5 questions. Well, a c t u a l l y , more than a few questions, f o r 

6 you. 

7 The f i r s t question I wanted t o ask you about i s , I 

8 wanted t o j u s t get a c l a r i f i c a t i o n on your Rej oinder 

9 E x h i b i t 3. 

10 And t h i s i s going to be j u s t by way of example so I 

11 can make sure I'm understanding i t okay. 

12 JUDGE JONES: Ms. Appleby, I know you can speak 

13 louder. 

14 MS. APPLEBY: I ' l l speak louder. Sorry, Your Honor. 

15 BY MS. APPLEBY: 

16 Q. By way of example, I'd l i k e t o look at September 

17 of '06- And I'm j u s t going t o pick day one and look at 

18 t h a t . 

19 I t says $149.9 m i l l i o n was commercial paper 

20 outstanding, and --

21 A. Correct. 

22 Q. -- $49.57 m i l l i o n i s negative cash. Does t h a t 

23 49.57 m i l l i o n r e f l e c t the payment of the $45 m i l l i o n c i t y 

24 loan? 

25 A. No, i t doesn't. I n f a c t , the c i t y loan i s 
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1 embedded i n th a t negative 49 m i l l i o n . 

2 Q. I t doesn't include t h a t 49. Does the $45 m i l l i o n 

3. c i t y loan, i s i t included i n the 49.57? 

4 A. No, i t i s not. 

5 Q. Okay. Could you possibly e x p l a i n what i s 

6 included i n the 49.57? 

7 A. I ' l l do my very best. On the f i r s t day of 

8 September there we had issued almost 150 m i l l i o n of 

9 commercial paper. And at that p o i n t i n time we had $10 

10 m i l l i o n i n the bank. 

11 Included i n th a t $10 m i l l i o n i n the bank was embedded 

12 the $45 m i l l i o n c i t y loan as a semipermanent f i n a n c i n g 

13 source u n t i l i t ' s repaid. 

14 Q. And i s th a t the case f o r every other day as w e l l 

15 i n the schedule? 

16 A. That i s c o r r e c t . U n t i l we get out to the March 

17 and A p r i l time frame, when y o u ' l l see that there are numbers 

18 t h a t are zero. 

19 And i n t h a t case we're a c t u a l l y paying down, not 

20 permanently, but i n t o a r e v o l v i n g account, p o r t i o n s of the 

21 $45 m i l l i o n on a d a i l y basis. 

22 As an example, p r i o r t o , as I pointed out e a r l i e r i n 

23 my testimony, the commercial paper program was renewed today 

24 w i t h the consortium of banks. 

25 And as we speak today, the $45 m i l l i o n loan was 
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1 r e paid. And we a c t u a l l y had some p o s i t i v e cash today. 

2 Q. Okay. 

3 MS. APPLEBY: Would you hold on f o r a moment? I'm 

4 so r r y . 

5 (Pause.) 

6 BY MS. APPLEBY: 

7 Q. I j u s t have one follow-up question t o t h a t . I f 

8 you d i d not have the $45 m i l l i o n included i n t h i s number, 

9 what would t h a t number be on the f i r s t day? 

10 A. Well, the way I would look at t h a t , I'm saying at 

11 t h i s p o i n t i n time when I had $100 m i l l i o n of cash, 

12 obviously the number would be $55 m i l l i o n of cash. 

13 Q. Okay. Thank you very much. I appreciate the 

14 c l a r i f i c a t i o n . 

15 A. Uh-huh. 

16 Q. I j u s t want to gen e r a l l y look at your JRB-1. 

17 A. On my o r i g i n a l testimony? 

18 Q- Yes, i n your o r i g i n a l testimony. These are j u s t 

19 general questions about i t . 

20 Would you agree th a t your E x h i b i t JRB-1 revenue 

21 requirement model i s j u s t one scenario of many t h a t could 

22 have been u t i l i z e d ? That i s , i f the assumptions were 

23 changed, the f i n a n c i a l r e s u l t s would vary? 

24 A. I would agree w i t h t h a t on a general basis. But 

25 j u s t t o c l a r i f y f o r the proceeding, that pro forma t e s t year 
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was, i n f a c t , approved by the Ph i l a d e l p h i a Gas Commission 

when we went down f o r operating budget approval process. 

There were some adjustments made to those numbers, 

but I wouldn't j u s t say t h a t , you know, i t could change. 

That, i n f a c t , w i t h some of the adjustments the Gas 

Commission had recommended was, i n f a c t , f u l l y l i t i g a t e d 

before them as a par t of the operating budget proceeding 

t h a t PGW has on an annual basis. 

Q. Well, I don't t h i n k t h a t ' s what I'm asking. What 

I'm r e a l l y asking i s th a t i f you change the goals t h a t you 

have stated i n your JRB-1, such as payback of the $45 

m i l l i o n c i t y loan over two years, t h a t t h a t would a f f e c t the 

f i n a n c i a l r e s u l t s . I s t h a t correct? 

A. I t h i n k I had th a t i n my Rebuttal E x h i b i t JRB-13, 

yes. 

Q. Okay. Thank you. 

MR. CLEARFIELD: Your r e j o i n d e r e x h i b i t ? 

THE WITNESS: Rejoinder e x h i b i t . I'm sor r y . Thank 

you. 

BY MS. APPLEBY: 

Q. And would you agree -- t h i s kind of i s based on 

th a t question i n follow-up. Would you agree t h a t your 

E x h i b i t JRB-1 revenue requirement r e f l e c t s achieving the 

major goals t h a t PGW has set i n i t s f i v e - y e a r forecast? 

A- Well, are we t a l k i n g about the f i r s t set of them 
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1 w i t h no -- one i s at present r a t e s , the other i s at proposed 

2 r a t e s . 

3 Q. Well, I'm t a l k i n g about the whole of the f i v e -

4 year f o r e c a s t . For example, what I'm t a l k i n g about are the 

5 payback of the $45 m i l l i o n c i t y loan over two years, the 

6 cessation of the $18 m i l l i o n grant back of the c i t y payment 

7 i n f i s c a l year 2010, and the $202 m i l l i o n debt r e d u c t i o n 

8 program over the f i v e - y e a r period t h a t would a t t a i n 

9 approximately a 50-50 debt e q u i t y r a t i o at proposed r a t e s . 

10 A. At proposed r a t e s , they are some of the 

11 assumptions. Unfortunately, one of the over-arching issues 

12 i s , obviously i n 2007 we w i l l not be able to c o l l e c t 

13 anywhere near, or b i l l , any r a t e increase i n t h i s p a r t i c u l a r 

14 f i s c a l p e riod. 

15 So t h a t ' s going to have a dampening e f f e c t of a l l of 

16 the f i v e out years, since the major assumption was t h a t $100 

17 m i l l i o n increase was i n place f o r the t e s t year. 

18 But p h y s i c a l l y , t h a t cannot happen i n 2007. So 

19 b a s i c a l l y everything i s going to have to s h i f t out another 

20 year. 

21 Q. But i t s t i l l does include these major goals i n 

22 i t s f i v e - y e a r forecast? 

23 MR. CLEARFIELD: I'm going to o b j e c t . Your Honor. 

24 The f i r s t two aren't goals. Those are things t h a t the 

25 company has to do, or the c i t y has said to do. 
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1 The assumption, or the i n s i n u a t i o n i s th a t we1 re j u s t 

2 l i k e p u t t i n g things i n here and b u i l d i n g our numbers up to 

3 t h a t - And t h a t ' s j u s t not t r u e . 

4 MS. APPLEBY: I f the company would p r e f e r , I can c a l l 

5 them o b j e c t i v e s or assumptions. 

6 MR- CLEARFIELD: How about facts? 

7 MS. APPLEBY: Well, no. I'm not going to c a l l them 

f a c t s . What I'd l i k e to c a l l them i s th a t the planning 

9 process t h a t you have put i n t o t h i s f i v e - y e a r forecast 

10 includes these three items. 

n MR. CLEARFIELD: Assumptions t h a t we're going t o --

12 MS. APPLEBY: These three assumptions. 

13 MR. CLEARFIELD: -- be required t o pay back the c i t y 

14 loan, t h a t the c i t y has not granted back the $18 m i l l i o n i n 

15 FY 1 1 and 1 2? 

16 MS. APPLEBY: Yes, that's what I'm asking of 

17 Mr . Bogdonavage -

18 MR. CLEARFIELD: At the present r a t e s , i t doesn't 

19 include c a p i t a l funds. I don't know i f you're t a l k i n g about 

20 the present rates or the proposed r a t e s . 

21 MS. APPLEBY: That's what I was asking of 

22 Mr. Bogdonavage, i f i t includes those assumptions. 

23 THE WITNESS: I t includes those assumptions. But 

24 they're more than assumptions. I have a standing c i t y 

25 c o u n c i l ordinance t h a t says t h a t the 45 m i l l i o n loan should 
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1 be paid back by August 2008. And to me, t h a t i s almost a 

2 f a c t . 

3 BY MS. APPLEBY: 

4 Q. Thank you. Also, would you agree t h a t the f i v e -

5 year forecast includes assumptions or p r o j e c t i o n s regarding 

(3 many items, such as expenses, i n c l u d i n g gas costs and labor, 

7 and also l a b o r - r e l a t e d expenses such as h e a l t h insurance? 

8 A. Absolutely. 

9 Q. And by way of example, have you assumed a 

10 d e c l i n i n g l e v e l of employees over t h i s f i v e - y e a r period? 

11 A. Yes, we d i d . 

12 Q. Have you also assumed a two percent increase to 

13 s a l a r i e s a f t e r f i s c a l year 2007 i n t h i s f i v e - y e a r forecast? 

14 A. That i s c o r r e c t . And u n f o r t u n a t e l y , we have a 

15 superseding event where we had an extension of two years to 

16 the union contract t h a t takes us now through 2010, and 

17 adjusts t h a t two percent number a l i t t l e b i t higher. I 

18 t h i n k they were both two and a h a l f percent increases. 

19 So u n f o r t u n a t e l y , t h a t -- w e l l , not u n f o r t u n a t e l y . 

20 That i s a f a c t t h a t w i l l occur over the next couple years. 

21 Q. Thank you. Have you also g e n e r a l l y applied a two 

22 percent i n f l a t i o n f a c t o r where you d i d not have s p e c i f i c 

23 i n f o r m a t i o n i n developing the f i v e - y e a r forecast? 

24 A. Yes, I d i d . 

25 Q. Have you r e f l e c t e d any o f f s e t s f o r e f f i c i e n c i e s 
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1 gained i n operations during the fi v e - y e a r forecast period? 

2 A. Gains i n e f f i c i e n c i e s ? 

3 Q. Yes. 

4 A. Obviously, i f we reduce the personnel l e v e l s over 

5 those years, we do a n t i c i p a t e , obviously, some improvements 

6 to the operating e f f i c i e n c i e s of the company, yes. 

7 Q. Besides labor, are there any other e f f i c i e n c i e s 

8 t h a t you can t h i n k of? 

9 A. Other than the reductions i n personnel l e v e l s , 

10 and we expect t o maintain safe and r e l i a b l e service under 

11 the PUC. So at t h i s p o i n t i n time t h i s i s our best estimate 

12 of what requirements we need f o r O&M expenses. 

13 Q. And I know t h i s has been gone over a few times. 

14 But I j u s t want to c r y s t a l i z e t h i s i n my mind. So please 

15 f o r g i v e me f o r t h i s . 

16 As I understand your r e j o i n d e r and your responses to 

17 the OTS questions, you used the term " l i q u i d i t y " t o mean 

18 a v a i l a b l e commercial paper plus year end cash; i s th a t 

19 correct? 

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

21 Q. Would you also agree t h a t i f any of your major 

22 assumptions t h a t PGW has set i n i t s f i v e - y e a r forecast 

23 change, i t could have a s i g n i f i c a n t e f f e c t on the l i q u i d i t y ? 

24 A. That's a f a i r statement. 

25 Q- And would you also agree t h a t i f any of your 
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assumptions turns out d i f f e r e n t l y , such as the i n f l a t i o n i s 

higher or lower, the labor cost i s higher or lower, t h i s 

could also a f f e c t your analysis? 

A. C e r t a i n l y . 

Q. A l l r i g h t . Now, I'd l i k e to look a t your E x h i b i t 

JRB-8. What I'd l i k e t o look at i s your page two cash flow 

statement. 

MR. CLEARFIELD: What was the number? 

MS. APPLEBY: JRB-8, i n the r e b u t t a l testimony. And 

I'd l i k e t o look at the page two cash flow statement. 

THE WITNESS: I have t h a t . 

BY MS. APPLEBY: 

Q- Am I co r r e c t t h a t t h i s e x h i b i t r e f l e c t s a 

$25 m i l l i o n r a t e increase beginning i n the f i s c a l year 2007 

t e s t year, the debt reduction program, and payment of the 

$45 m i l l i o n c i t y loan over two years? 

A. Yes. 

Q. So I want to c l a r i f y -- I know t h i s was gone over 

a l i t t l e b i t . Am I co r r e c t t h a t by ordinance, the way the 

debt service coverage i s s t r u c t u r e d , the coverage must f i r s t 

be determined f o r the 1975 bonds, and then f o r the 1998 

bonds? 

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

Q. And I t h i n k you mentioned t h i s i n your r e j o i n d e r 

testimony. E x h i b i t JRB-8, which i s the next page, the debt 
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service coverage schedule. 

2 The coverage on the 1998 bonds f o r the t e s t year 2007 

3 i s 2.47 times; i s t h a t correct? 

4 A. Yes. 

5 Q. And t h a t s t i l l exceeds the debt service coverage 

6 of 1.5 times required by the ordinance f o r the 1998 bonds; 

7 i s t h a t correct? 

8 A. I n the narrow assumption t h a t i t ' s above 1.5 f o r 

9 coverage, yes. 

10 Q. Thank you. Please r e f e r back t o your cash flow 

n statement on JRB-8 f o r the t e s t year f i s c a l year 2007. This 

12 i s the cash flow statement based on your E x h i b i t JRB-8. I t 

13 shows the $25 m i l l i o n r a t e increase. 

14 I s i t c o r r e c t t h a t w i t h the $25 m i l l i o n r a t e 

15 increase, the outstanding commercial balance at the end of 

16 the t e s t year would be $95 m i l l i o n out of a maximum 

17 a v a i l a b l e balance of 150 m i l l i o n ? 

18 A. That a d d i t i o n a l l i q u i d i t y i s a v a i l a b l e , yes. 

19 Q- Am I also c o r r e c t t h a t f o r the f i s c a l years 2008 

20 and 2009, the year end cash balance i s approximately 50 

21 m i l l i o n ? 

22 A. A l l things being equal, t h a t ' s c o r r e c t . 

23 Q- Under t h i s scenario i n JRB-8, the commercial 

24 paper outstanding increases i n f i s c a l year 2008 to 100 

25 m i l l i o n , and then declines to $75 m i l l i o n i n f i s c a l year 
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2009; i s th a t correct? 

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

Q. And would you agree t h a t u n l i k e debt service 

coverage, there i s no requirement t h a t the year end cash 

balance be a s p e c i f i c amount, l i k e 50 m i l l i o n ? 

A. Obviously when we're running a c o r p o r a t i o n w i t h a 

b i l l i o n d o l l a r s of p l a n t and revenues, having a cash-on-hand 

balance to equate to the next 45 days, as an example, of 

working c a p i t a l requirements, I t h i n k i s prudent. 

And I t h i n k what I j u s t need t o r e i t e r a t e i s , even 

under t h i s scenario, t h i s i s a l l borrowed cash. This i s not 

fre e cash from operations or from r a t e s . 

Q. Well, what I'm asking about -- I'm sorry to 

i n t e r r u p t . What I'm asking about i s t h a t the year end cash 

balance, there's nothing i n an ordinance or law th a t says 

th a t i t has to be 50 m i l l i o n s p e c i f i c a l l y ? 

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

Q. PGW has not had a year end cash balance of 50 

m i l l i o n since f i s c a l year 1995; i s t h a t correct? 

A. Subject to check, I would --

Q. Subject to check. And please look again at your 

JRB-8 scenario f o r cash flow. 

As we discussed e a r l i e r , you used the term 

" l i q u i d i t y " t o mean a v a i l a b l e commercial cash, commercial 

paper, plus year end cash. 
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Am I co r r e c t t h a t the l i q u i d i t y at the year end 

f i s c a l year 2007 would be about $105 m i l l i o n ? 

A. I t would be. The l i q u i d i t y would be 105, and a l l 

of i t borrowed. 

Q. So th a t would be $55 m i l l i o n of commercial paper 

and $50 m i l l i o n of cash? 

A. Well, b a s i c a l l y i t ' s the deep pockets of 

J.P. Morgan f o r $105 m i l l i o n . 

Q. Okay. 

MR. CLEARFIELD: Who's J.P. Morgan? 

THE WITNESS: J.P. Morgan i s the lead bank on the 

commercial paper program. 

BY MS. APPLEBY: 

Q. Thank you. And I j u s t had a couple of questions 

about your r e j o i n d e r . 

I n your r e j o i n d e r you were discussing the a v a i l a b l e 

cash. Would you agree t h a t the cash working c a p i t a l f o r an 

investor-owned u t i l i t y i s provided by shareholders, and t h a t 

the ratepayers pay a r e t u r n on t h a t cash working c a p i t a l , as 

i t i s included i n r a t e base? 

A. I don't have s p e c i f i c knowledge of t h a t . I 

haven't worked f o r an IOU, but gene r a l l y through the 

accounting convention i n ratemaking, I would say th a t i s a 

tr u e statement. 

Q. And I have one f i n a l question. The cash working 
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1 c a p i t a l i s borrowed from shareholders, and the ratepayers 

2 pay a r e t u r n on th a t balance; i s th a t c orrect? For the IOU? 

3 A. I would t h i n k t h a t i s t r u e , yes. 

4 MS. APPLEBY: Thank you very much. I don't have any 

5 other questions. 

6 JUDGE JONES: Thank you, Ms. Appleby. 

7 Mr. Bogdonavage, I have some questions f o r you. I'm 

8 going t o s t a r t o f f w i t h where Ms. Appleby l e f t momentarily, 

9 i n reference to your JRB-8 statement. 

10 she asked you a question about the cash balance has 

11 not been 50 m i l l i o n since 1995. Do you r e c a l l t h a t 

12 exchange? 

13 THE WITNESS: Yes, I do. 

14 JUDGE JONES: And your response was yes. Was th a t 

15 c o r r e c t ? 

16 THE WITNESS: That response was yes, t h a t i s c o r r e c t . 

17 JUDGE JONES: Okay. And my c l a r i f i c a t i o n i s , i t has 

18 not been over 50 m i l l i o n since '95? 

19 THE WITNESS: Well, Your Honor, one of the things 

20 t h a t we do i s we do manage our program to hold down costs. 

21 I f you were t o look at the i n s t a n t matter at hand, which 

22 was, on t h i s schedule, happens to be the l a s t a c t u a l p e r i o d 

23 being 2005, y o u ' l l n o t i c e on th a t schedule t h a t the ending 

24 cash was $15 m i l l i o n . 

25 However, i f I chose to issue another 35 m i l l i o n of 
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borrowed funds, I could get $50 m i l l i o n . 

So, you know, i t ' s a f a c t t h a t we d i d n ' t have $50 

m i l l i o n outstanding, but the l i q u i d i t y was there i f we 

needed t o do t h a t . 

I may note f o r the record, though, t h a t over the l a s t 

two t o three years our requirements f o r working c a p i t a l have 

grown s i g n i f i c a n t l y as a r e s u l t of the spike i n n a t u r a l gas 

pr i c e s . 

So our working c a p i t a l requirement has grown over 

those two years. And th a t ' s b a s i c a l l y why we're loo k i n g t o 

have an increase i n the amount of cash and/or l i q u i d i t y 

a v a i l a b l e at any period. 

JUDGE JONES: Okay. I n your exchange w i t h 

Mr. Kanaskie, I believe you were r e f e r e n c i n g your Statement 

2R at page 21. I t looks l i k e l i n e s 14 to 16. You were 

t a l k i n g about the pro forma t e s t year. 

And I believe the question was, i s t h a t one component 

th a t you would say the Commission i s to look a t . And I 

believe your response was yes. I s tha t correct? 

THE WITNESS: That's c o r r e c t . 

JUDGE JONES: I s there, i n your mind, or i n your 

opinion, what are the other components t h a t the Commission 

should look at? 

THE WITNESS: Well, one of the components t h a t I 

t h i n k i s mandated by the c i t y ordinance t h a t manages the gas 
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1 works, and I t h i n k was accepted when PUC took over 

2 r e g u l a t i o n of the company, i s t h a t i t i s monitored, and 

3 rates are set on a cash flow basis-

4 Obviously, I t h i n k PGW, outside of maybe 

5 Chambersburg, i s the only other m u n i c i p a l i t y , or municipal 

6 u t i l i t y t h a t the Public U t i l i t y Commission does r e g u l a t e . 

7 To my knowledge, obviously there are s i g n i f i c a n t 

8 d i f f e r e n c e s between an IOU u t i l i t y and a municipal u t i l i t y . 

9 And we do have d i f f e r e n t requirements out of our r a t e base 

10 and our ratepayers. 

11 And one of the p a r t i c u l a r things when I t a l k about 

12 t h i s o p inion here i s , I would j u s t l i k e to have some cash 

13 a v a i l a b l e t h a t wasn 1t borrowed. 

14 And t h a t i s one of the components t h a t the ordinance 

15 had mentioned, i s we should be regulated as a cash flow 

16 company, i n a d d i t i o n to u t i l i z i n g the pro forma t e s t year 

17 and other known and measurable events. 

18 JUDGE JONES: And i n your mind, having some cash 

19 a v a i l a b l e t h a t i s n ' t borrowed i s very prudent f o r you as a 

20 f i n a n c i a l advisor? 

21 THE WITNESS: Absolutely, Your Honor. 

22 JUDGE JONES: Okay. Just a moment, s i r . I t h i n k 

23 i t ' s j u s t one more. 

24 Okay. This i s i n reference t o your r e j o i n d e r 

25 testimony, I b e l i e v e . I don't even have i n my notes the 
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1 context t h a t t h i s came up. 

2 I do have that there was a time where PGW d i d some 

3 gas d e f e r r a l s , three year, I believe was your testimony, t o 

4 gas s u p p l i e r s , and deferred payment u n t i l the wi n t e r . I 

5 believe t h a t was your testimony. I s t h a t correct? 

6 THE WITNESS: What i s c o r r e c t , Your Honor. 

7 JUDGE JONES: You said three years. I want t o t r y t o 

8 p i n you down. When i s t h a t three-year period? 

9 THE WITNESS: The f i r s t t r a n s a c t i o n that we 

10 consummated was i n 2003. And we d i d one i n 2004 and 2005. 

11 So i t was over three d i f f e r e n t f i s c a l periods, but i t was a 

12 t r a n s a c t i o n i n a l l three of those years. 

13 JUDGE JONES: Okay. And the t h i n k i n g at th a t time 

14 was t h a t was a prudent f i n a n c i a l maneuver? 

15 THE WITNESS: Yes, i t was, Your Honor. 

16 JUDGE JONES: I don't have anything f u r t h e r . 

17 JUDGE FORDHAM: Mr. Bogdonavage, during your 

18 r e j o i n d e r , Mr. C l e a r f i e l d pointed you to Mr. Plonski's 

19 statement, OTS Statement No. 1SR, page f i v e . And i n t h a t , 

20 on l i n e s 30 to 32, Mr. Plonski i s t a l k i n g about the working 

21 c a p i t a l contained i n the management agreement, and also 

22 discussing the order entered on October 4, 2001. 

23 You have provided PGW Rejoinder E x h i b i t 1. And I 

24 j u s t want to be cl e a r on what we're discussing. 

25 I believe you i n d i c a t e d t h a t the o r i g i n a l agreement 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y ( 7 1 7 ) 7 6 1 - 7 1 5 0 



604 

1 was i n 1972; i s th a t correct? 

2 THE WITNESS: That i s c o r r e c t , Your Honor. 

3 JUDGE FORDHAM: And you have provided us today w i t h 

4 PGW Rejoinder E x h i b i t 1. And on the f r o n t i t says, p r i n t i n g 

5 date January 1996, includes amendment through December 31, 

6 1995. I s th a t correct? 

7 THE WITNESS: That's c o r r e c t . 

8 JUDGE FORDHAM: That's the l a s t amendment th a t was 

9 made i n 1995? 

10 THE WITNESS: To the best of my knowledge, Your 

11 Honor, subject t o check. I could f i n d out from our l e g a l 

12 department. 

13 JUDGE FORDHAM: Okay. 

14 THE WITNESS: I t h i n k t h i s i s the most recent update 

15 of the agreement. 

16 MR. CLEARFIELD: Your Honor, w e ' l l present t h i s i n a 

17 b r i e f . But there have been subsequent amendments. This 

18 included a l l of the amendments up to 2000. There were 

19 amendments a f t e r t h a t . That was when the PUC took over. 

20 JUDGE FORDHAM: That's what I was going to ask. 

21 MR. CLEARFIELD: As f a r as we can t e l l , and we only 

22 had a few days, u n f o r t u n a t e l y , since the s u r r e b u t t a l , the 

23 language has been changed since sometime probably a f t e r 

24 1972, has remained i n the management agreement ordinance 

25 ever since then. This was an example of where i t was i n the 
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1 amendments up t o . 1 995. 

2 But we can put i n the current ordinance and a l l the 

3 other amendments i n our b r i e f . 

4 JUDGE FORDHAM: What I was t r y i n g to c l a r i f y was --

5 and maybe you can do t h i s a l i t t l e b i t b e t t e r than I can. 

6 You were t a l k i n g about the working c a p i t a l . And I believe 

7 i t was h i s testimony t h a t the 2001 order d i d not have the 

8 current management agreement language. 

9 MR. CLEARFIELD: We discovered t h a t when we saw 

10 Mr. Plonski's testimony, f r a n k l y , t h a t i t appears t o have 

11 quoted the 1972 management agreement. 

12 Because th a t language was changed. And as f a r as we 

13 know, i t ' s been changed ever since then. 

14 JUDGE FORDHAM: Do you know who and I don't 

15 remember whether the management agreement was an e x h i b i t , or 

16 t h a t was j u s t --

17 MR. CLEARFIELD: I do not remember. 

18 JUDGE FORDHAM: Okay. 

19 MR. CLEARFIELD: I can check, and we can put th a t 

20 i n f o r m a t i o n i n the b r i e f . 

21 JUDGE FORDHAM: I would appreciate t h a t . 

22 THE WITNESS: Your Honor, and again, I was involved 

23 i n a l l of those cases. I'm p r e t t y sure t h a t we had t h a t as 

24 an e x h i b i t . 

25 But I t h i n k what I j u s t wanted t o do i n my testimony 
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1 i s , we d i d n ' t r e a l i z e at the time t h a t the testimony 

2 presented by Mr. Plonski had quoted the Commission, being 

3 the PUC1s order. 

4 JUDGE FORDHAM: Right. 

5 THE WITNESS: And th a t was not the most recent 

6 management agreement. 

7 JUDGE FORDHAM: Okay. 

THE WITNESS: And i t was subsequent, as 

9 Mr. C l e a r f i e l d p o i n t s out, t h a t we found t h a t out through a 

to l i t t l e b i t of d e t e c t i v e work. 

11 But the language, t a l k i n g about working c a p i t a l and 

12 i t s cash or equivalent, has been i n place f o r many, many 

13 years, even p r i o r to the PUC r e g u l a t i o n i n 2000. 

14 MR. CLEARFIELD: And j u s t so i t ' s c l e a r . Your Honor, 

15 since t h i s i s an ordinance, i t ' s a law, we w i l l provide a 

16 h i s t o r y i n the b r i e f . Unless you t e l l me otherwise, I t h i n k 

17 i t ' s appropriate. 

18 JUDGE FORDHAM: That would be good. 

19 MR. CLEARFIELD: Thank you. We were planning t o do 

20 t h a t . We wanted t o make sure we d i d n ' t we traced i t 

21 back, and we d i d n ' t give you any inaccurate i n f o r m a t i o n t h i s 

22 afternoon. 

23 JUDGE FORDHAM: I appreciate t h a t . 

24 MR. CLEARFIELD: We know t h a t ' s been changed i n the 

25 e x i s t i n g ordinance. I t was i n as f a r back as 1995. We 
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1 d i d n ' t have a chance to trace i t a l l the way back. 

2 JUDGE FORDHAM: Thank you. But I j u s t wanted t o make 

3 sure t h a t from 2000 on we know where we're going. 

4 MR. CLEARFIELD: And o f f the record --

5 JUDGE FORDHAM: Yes, we can go o f f the record. 

6 (Discussion o f f the record.) 

7 JUDGE FORDHAM: We are back on the record. 

8 JUDGE JONES: Mr. C l e a r f i e l d , do you have any 

9 r e d i r e c t ? 

10 MR. CLEARFIELD: I may have a few questions. Could I 

11 have a few minutes t o confer w i t h Mr. Bogdonavage? 

12 JUDGE JONES: Yes, you may. 

13 MR. CLEARFIELD: Thank you. 

14 (Recess.) 

15 JUDGE JONES: We're back on the record. 

16 Mr. C l e a r f i e l d , r e d i r e c t ? 

17 MR. CLEARFIELD: Just a few questions. 

18 REDIRECT EXAMINATION 

19 BY MR. CLEARFIELD: 

20 Q. I n answer to a question on cross, you mentioned 

21 -- I t h i n k i t was a question from Judge Jones, as a matter 

22 of f a c t , w i t h respect to the gas d e f e r r a l s that PGW 

23 undertook i n the l a s t three years. And you said t h a t those 

24 were prudent from a management standpoint. Why d i d you 

25 those? 
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1 A. Well, i n the scope of the r i s i n g gas p r i c e s , at 

2 t h a t p o i n t i n time PGW's commercial paper program was at the 

3 $100 m i l l i o n l e v e l . 

4 Between myself and the c o n t r o l l e r and treasurer, we 

5 looked out at the horizon of where we thought the commercial 

6 paper program proceeds would be i n the December-January time 

7 frame, and we r e a l i z e d i t was going to be very close, and we 

8 had no other place to t u r n t o at t h a t p o i n t i n time. 

9 So that we would have had a l l $100 m i l l i o n of 

10 commercial paper outstanding i n probably the December-

11 January time frame, which i s a very c r i t i c a l p o i n t of time 

12 f o r PGW. 

13 And we thought i t was prudent at t h a t p o i n t , i n those 

14 three periods of the n a t u r a l gas p r i c e spikes, t h a t i f we 

15 could work out a t r a n s a c t i o n w i t h one of our s u p p l i e r s where 

16 they would i n j e c t the n a t u r a l gas i n t o storage f o r us, and 

17 then we would pay f o r i t over the course of the w i n t e r when 

18 we were b i l l i n g customers, i t would give us a l i t t l e b i t 

19 more breathing room, or l i q u i d i t y , and we wouldn't be 

20 bumping up against the hard number where we'd have no other 

21 source of funding to go. 

22 Q. Did the company incur a cost to undertake those 

23 transactions? 

24 A. Yes, i t d i d . T y p i c a l l y , depending on i n t e r e s t 

25 r a t e s , the cost of the commercial paper program w i t h 
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1 i n t e r e s t i s about four percent, would be about $6 m i l l i o n . 

2 These transactions on an i n t e r e s t r a t e basis were 

3 probably at double t h a t . They were probably i n the e i g h t to 

4 ten percent range. 

5 And b a s i c a l l y we were u t i l i z i n g t h a t because we 

6 a n t i c i p a t e d the commercial paper to be f u l l y outstanding. 

7 And although i t was not necessarily cost e f f e c t i v e , i t was 

s one of the only sources t h a t we could t u r n to to provide 

9 funding f o r b i l l s when they came due. 

10 Q. Do you believe t h a t t h a t k i n d of t r a n s a c t i o n 

n would always be a v a i l a b l e , or always be something the 

12 company can u t i l i z e ? 

13 A. Well, I t h i n k the t h i r d p a r t y would have t o , you 

14 know, analyze the r i s k t h a t they had invo l v e d . And, you 

15 know, I wouldn't say i t ' s always going t o be a v a i l a b l e . 

16 There's always a r i s k . 

17 But i t ' s something t h a t we could probably a v a i l 

is ourselves i n the f u t u r e , but the t h i r d p a r t y would have to 

19 determine what r i s k they wanted to accept. 

20 Q. A couple questions were asked about the use of 

21 the f u t u r e t e s t year, or the t e s t year. And you said t h a t 

22 t h a t was one f a c t o r i n s e t t i n g rates t h a t you believe should 

23 be considered f o r a cash flow company. 

24 And I j u s t wanted to c l a r i f y . What other f a c t o r s or 

25 elements do you t h i n k should go i n there? 
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1 A. Well, obviously, there would be known and 

2 measurable events t h a t may or may not be i n s i d e the t e s t 

3 year, but would be known and measurable. 

4 But i n a d d i t i o n , the covenant i t s e l f says t h a t we 

5 should have cash working c a p i t a l on hand. And obviously, 

6 the c r a f t e r s of our agreement r e a l i z e d i n the f u t u r e t h a t 

7 there could be times when the company needs cash working 

8 c a p i t a l . 

9 And they provided f o r t h a t i n t h a t s e c t i o n of the 

10 management agreement t h a t the rates should be set to 

11 produce, among other t h i n g s , a component f o r cash working 

12 c a p i t a l so t h a t the company can get over some of the t i m i n g 

13 d i f f e r e n c e s . 

14 Q. What about a planning horizon? I s t h a t something 

15 t h a t should be u t i l i z e d ? 

16 A. The planning horizon can be u t i l i z e d i n p a r t . 

17 Obviously i t ' s not the only t h i n g , but i t ' s one t h i n g t h a t 

18 we could look a t . 

19 And I t h i n k I d i d mention i n my testimony there are 

20 some known and measurable f a c t s i n the horizon t h a t w i l l 

21 come to f r u i t i o n . We do have an extension of our labor 

22 c o n t r a c t w i t h our union personnel and, you know, c e r t a i n 

23 other t h i n g s . 

24 So planning horizon i s one t h i n g you can look a t . 

25 But we were t r y i n g t o b a s i c a l l y s t a t e t h a t , you know, PGW's 
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not an IOU, and i t needs to be regulated on a cash flow 

basks. And r i g h t now our cash flow i s p r e t t y poor. 

Q. But w i t h respect t o t h a t planning horizon, does 

i t concern you th a t some of the assumptions you make i n th a t 

p r o j e c t i o n could change? 

A. Well, there's always r i s k . Obviously, you know, 

we do the very best we can w i t h estimates of where we t h i n k 

we 111 be i n the f u t u r e . 

But i t ' s f a i r enough to say t h a t there are some 

thin g s t h a t could change. And obviously those outcomes 

could go one way or the other. And r i g h t now i t i s a 

horizon. 

And j u s t along t h a t p o i n t , PGW's i n the process r i g h t 

now of developing i t s 2008 budget i n the new f i v e - y e a r 

planning horizon. 

So obviously there may be d i f f e r e n t i n f o r m a t i o n 

a v a i l a b l e . And w e ' l l u t i l i z e the best i n f o r m a t i o n 

a v a i l a b l e . Which i s what we d i d here i n the t e s t year, and 

also f o r the horizon before the Commission r i g h t now. 

Q. Do you use the same p r o j e c t i o n methods and 

assumptions i n the t e s t year as you do w i t h the planning 

horizon? 

A. B a s i c a l l y we probably have some b e t t e r 

i n f o r m a t i o n f o r the t e s t year than we do i n a horizon, 

obviously. I t ' s a look i n t o the f u t u r e , so there are a 
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m u l t i t u d e of f a c t o r s t h a t could change. 

So the pro forma t e s t year obviously would be more 

s t a t i c than i t would be i n t o the f u t u r e . 

Q. You had some questions about the 45-day one 

e i g h t h method. And you stated t h a t your understanding t h a t 

when t h a t 1 s applied to an investor-owned u t i l i t y , 

e s s e n t i a l l y the i n v e s t o r , the investment on u t i l i t y i s 

allowed to put t h a t amount i n t o r a t e base, recognizing t h a t 

i t 1 s e s s e n t i a l l y a loan from i n v e s t o r s . Do you remember 

that? 

A. Yes. 

Q. Why aren't you proposing t h a t the cash working 

c a p i t a l allowance t h a t would be produced by using t h i s 45-

day method f o r PGW be t r e a t e d the same way? 

A. Well, obviously we don't have any i n v e s t o r s other 

than the C i t y of P h i l a d e l p h i a . And they've made a huge 

commitment to the company as i t stands. 

So the only other place to r e a l l y t u r n to p r o a c t i v e l y 

i s to ask our ratepayers to pay the a d d i t i o n a l rates t h a t 

we're asking f o r r i g h t now so t h a t we can begin to provide 

the necessary i n f u s i o n to reduce debt and pay our b i l l s 

t i m e l y . 

Q. I s that consistent w i t h the management agreement, 

i n your opinion? 

A. Yes, i t i s . 
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1 Q. There was also some questions about the, I t h i n k 

2 i t ' s JRB-8, which shows the e f f e c t of a $25 m i l l i o n r a t e 

3 increase on the company on various f i n a n c i a l i n d i c e s . And I 

4 t h i n k Mr. Kanaskie asked you about the adjustments t h a t the 

5 OTS proposed i n i t s testimony. 

6 Do you have an opinion as to how the l e v e l of debt i n 

7 the company's c a p i t a l s t r u c t u r e would change i f those 

8 adjustments were incorporated i n t o the revenue requirement 

9 establishment proceeding, e s s e n t i a l l y g i v i n g you, I guess, 

10 another $20 m i l l i o n ? 

11 A. Over th a t planning horizon, i f I looked at t h a t , 

12 $20 m i l l i o n i s nothing to sneeze a t , obviously; but when I 

13 look at the d e b t - t o - e q u i t y r a t i o over the f i v e - y e a r horizon, 

14 i t ' s v i r t u a l l y unchanged at 82 percent. 

15 I'm sure i t ' s changed. But on a rounding basis, i t ' s 

16 v i r t u a l l y unchanged over the f i v e - y e a r horizon. 

17 Q. So j u s t to make sure i t ' s c l e a r . Without any 

18 r a t e increase, PGW, you're p r o j e c t i n g what l e v e l of debt i n 

19 c a p i t a l s t r u c t u r e i n 2012? 

20 A. About 82, 83 percent. 

21 Q. And w i t h a $25 m i l l i o n r a t e increase and the 

22 adjustments t h a t the OTS p r o j e c t e d , what would you estimate 

23 the percentage of debt would be? 

24 A. Subject to check, obviously very close to the 

25 same numbers we j u s t t a l k e d about, about 82 percent. 
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1 Q. Now, you also said i n answer to a question 

2 Mr. Kanaskie asked you, whether the OTS recommendation of 

3 revenue requirements was $25 m i l l i o n minus $20 m i l l i o n f o r 

4 the adjustments, and whether you would agree t h a t t h a t was 

5 the net r e s u l t of the OTS's recommendation. Do you remember 

6 those questions, more or less? 

7 A. Yes, I do. 

8 Q. You answered no. Can you ex p l a i n why? 

9 A. Well, obviously, you know, we do not know 

10 p h y s i c a l l y what went i n t o the c a l c u l a t i o n to come up w i t h 

11 the 25 m i l l i o n i n the f i r s t place. 

12 But b a s i c a l l y , to my sense, the $25 m i l l i o n was 

13 almost a status quo, t h a t i t would provide i n the t e s t year 

14 a reasonable coverage l e v e l . I t would make no inroads i n t o 

15 borrowed cash. We'd s t i l l have to have an outstanding 

16 amount of commercial paper. 

17 And b a s i c a l l y i t would be a d i f f e r e n t , or another 

18 source of funding, but i t would be almost i n s i g n i f i c a n t when 

19 we're l o o k i n g at the t e s t year t r y i n g to pay down some of 

20 the borrowed funds . 

21 MR. CLEARFIELD: Let me j u s t check my notes, Your 

22 Honor. 

23 (Pause.) 

24 BY MR. CLEARFIELD: 

25 Q. There was also some questions about your 
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1 f i v e - y e a r forecast and the degree to which you included any 

2 cost savings or e f f i c i e n c i e s i n the fo r e c a s t . Do you r e c a l l 

3 those? 

4 A. Yes, I do. 

5 Q. I f there were e f f i c i e n c i e s or cost savings t h a t 

6 occurred over t h a t period, would they have a m a t e r i a l 

7 e f f e c t , i n your view, on the f i n a n c i a l i n d i c e s that you show 

8 on those, or the f i n a n c i a l r e s u l t s t h a t you show on those 

9 schedules? 

10 A. I'm j u s t l o o k i n g at the Rejoinder E x h i b i t 4, 

11 which happens to be the $25 m i l l i o n r a t e case. And i f you 

12 looked at the pro forma t e s t year y o u ' l l see th a t the 

13 operating and maintenance expenses, less the n a t u r a l gas 

14 costs, are about $230 m i l l i o n . 

15 Embedded i n that $230 m i l l i o n i s about $80 m i l l i o n of 

16 labor costs spread amongst those departments i n the company. 

17 So when we take t h a t out of the equation, we're down to 

18 about 150 m i l l i o n . 

19 There may be some d i s c r e t i o n i n the bad debt expense. 

20 But b a s i c a l l y , i f I remove th a t $50 m i l l i o n , I'm down to 

21 about 100. 

22 But embedded i n there i s , you know, hea l t h insurance, 

23 pensions, taxes, things t h a t are not avoidable. And we'd 

24 probably come down to about four or f i v e percent of cost 

25 t h a t might be termed d i s c r e t i o n a r y . 
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1 So we're doing everything we can to hold down the O&M 

2 COStS. 

3 And i f I may, over the l a s t f i v e or s i x years, t h a t 

4 cost has been almost s t a t i c , adjusted f o r i n f l a t i o n , so th a t 

5 we don't have a l o t of room to look at operating 

6 e f f i c i e n c i e s . 

7 We do everything we can, but i t ' s not f a i r t o j u s t 

8 look at a $230 m i l l i o n O&M number and say you can make 

9 tremendous inroads w i t h e f f i c i e n c i e s . 

10 And as I pointed out, you probably have about four or 

11 f i v e percent of those expenditures, $20-, $30-, $40 m i l l i o n 

12 t h a t might be a v a i l a b l e t o have e f f i c i e n c i e s applied t o . 

13 MR. CLEARFIELD: That's a l l I have, Your Honor. 

14 Thank you. 

15 JUDGE FORDHAM: Thank you. 

16 Any recross, Mr. Kanaskie? 

17 MR. KANASKIE: Can I have a moment? 

18 JUDGE FORDHAM: Yes. 

19 JUDGE JONES: Yes. 

20 (Pause.) 

21 MR. KANASKIE: I have no questions, Your Honor. 

22 JUDGE FORDHAM: Thank you. 

23 Mr. C l e a r f i e l d , would you l i k e t o move your e x h i b i t s 

24 at t h i s time? 

25 MR. CLEARFIELD: I c e r t a i n l y would, Your Honor. I 'd 
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move PGW Statement 2, 2R, and the accompanying e x h i b i t s , and 

PGW Rejoinder E x h i b i t s 1 through 4, i n t o the record at t h i s 

time. 

JUDGE FORDHAM: Okay. I would j u s t l i k e t o caution 

everyone t o make sure of the numbers of the r e j o i n d e r 

e x h i b i t s . 

The agreement i s PGW Rejoinder E x h i b i t 1; the gas 

works revenue bonds i s two. Then the schedule w i t h 

commentary on the f r o n t i s three. And the l a s t document i s 

four, because t h a t was o r i g i n a l l y labeled as three. 

MR. CLEARFIELD: Thank you. Your Honor. Yes. I 

changed the f r o n t page; I noticed t h a t I d i d not change the 

pages two or three. Would you l i k e me to do that? 

JUDGE FORDHAM: No, we j u s t noted f o r everyone t o 

make sure t h a t they d i d t h a t . 

MR. CLEARFIELD: I apologize, Your Honor. 

JUDGE FORDHAM: That's okay. 

Any o b j e c t i o n t o the statements or any of the 

e x h i b i t s ? 

(No audible response.) 

JUDGE JONES: Hearing none, PGW Statements 2 and 2R, 

which are the d i r e c t and r e b u t t a l testimony of 

Mr. Bogdonavage, and the r e j o i n d e r e x h i b i t s , are entered 

i n t o -- and the accompanying e x h i b i t s and the r e j o i n d e r 

e x h i b i t s , are also entered i n t o the record. 
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MR. CLEARFIELD: Thank you, Your Honor. 

(Whereupon, the documents marked as 

PGW Statement Nos. 2 and 2R with 

accompanying exhibits were received i n 

evidence.) 

(Whereupon, the documents marked as 

PGW Rejoinder Exhibit Nos. 1 through 4 

were received i n evidence.) 

MR. CLEARFIELD: May Mr. Bogdonavage be excused? 

JUDGE FORDHAM: Yes, he may. 

THE WITNESS: Thank you, Your Honors, f o r your 

a t t e n t i o n . 

JUDGE FORDHAM: Thank you very much. 

{Witness excused.) 

MR. CLEARFIELD: The next witness t h a t we were 

planning to present was Mr. White. 

JUDGE FORDHAM: Do you have r e j o i n d e r f o r Mr. White? 

MR. CLEARFIELD: A short amount of r e j o i n d e r . And 

j u s t so you know. Your Honor, I w i l l be doing p a r t of the 

r e j o i n d e r , w i t h Your Honors' permission, then I'm going t o 

t u r n i t over t o Mr. Stunder, because i t focuses on issues 

t h a t i n v o l v e the housing a u t h o r i t y and the school d i s t r i c t . 

JUDGE FORDHAM: Thank you. 
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1 Whereupon, 

2 CRAIG WHITE 

3 having been duly sworn, t e s t i f i e d as follows: 

4 JUDGE JONES: Please s t a t e your name and business 

5 address f o r the record, please? 

6 THE WITNESS: My name i s Craig White, and I work at 

7 800 West Montgomery Avenue, P h i l a d e l p h i a , PA 19022. 

8 JUDGE FORDHAM: Thank you. 

9 Mr. C l e a r f i e l d , you may proceed. 

10 MR. CLEARFIELD: Thank you, Your Honor. 

11 We've pre v i o u s l y d i s t r i b u t e d to the a l l the p a r t i e s 

12 and to Your Honor and to the court r e p o r t e r a multi-page 

13 document which i s e n t i t l e d Testimony of Craig White, which 

14 co n s i s t s of several pages of questions and answers, and 

15 seven e x h i b i t s ; CW-1 through CW-7. And we pre-marked t h a t 

16 as PGW Statement No. 5. And we ask t h a t i t be so marked. 

17 JUDGE FORDHAM: I t s h a l l be so marked. 

18 MR. CLEARFIELD: Thank you, Your Honor. 

19 (Whereupon, the document was marked 

20 as PGW Statement No. 5 with accompanying 

21 exhibits for identification.) 

22 DIRECT EXAMINATION 

23 BY MR. CLEARFIELD: 

24 Q. Mr. White, do you have what we've marked f o r 

25 i d e n t i f i c a t i o n as PGW Statement No. 5? 
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A. Yes. 

Q. I s tha t your prepared d i r e c t testimony i n t h i s 

proceeding? 

A. Yes, i t i s . 

Q. Was i t prepared by you or under your supervision 

or d i r e c t i o n ? 

A. Yes, i t i s . 

Q. Do you have any addi t i o n s or c o r r e c t i o n s t h a t 

you'd l i k e to make to tha t statement at t h i s time? 

A. No, I do not. 

Q. And w i t h t h a t , i s i t t r u e and co r r e c t to the best 

of your i n f o r m a t i o n , knowledge and b e l i e f ? 

A. Yes, i t i s . 

Q. And i f I asked you the questions set f o r t h 

t h e r e i n today, would your answers be the same? 

A. Yes. 

Q. A l l r i g h t . Let's take a look at the next 

statement. 

MR. CLEARFIELD: Your Honor, I'd l i k e t o have marked 

f o r i d e n t i f i c a t i o n as PGW Statement 5R a multi-page document 

e n t i t l e d Rebuttal Testimony of Craig White, c o n s i s t i n g of 

several pages of questions and answers, and E x h i b i t s CW-8 

through CW-10. 

JUDGE FORDHAM: I t s h a l l be so marked. 
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1 (Whereupon, the document was marked 

2 as PGW Statement No. 5R with 

3 accompanying exhibits for 

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

5 BY MR. CLEARFIELD: 

6 Q. Mr. White, do you have what we've marked as PGW 

7 Statement 5R before you? 

8 A. Yes, I do. 

9 Q. Was t h a t prepared by you or under your 

10 supervision and d i r e c t i o n ? 

11 A. Yes, i t was. 

12 Q. And do you have any ad d i t i o n s or corre c t i o n s ? 

13 A. I have one c o r r e c t i o n --

14 Q. Would you l i k e t o make 

15 A- -- or c l a r i f i c a t i o n . C e r t a i n l y . 

16 With respect t o the discussion of the Ph i l a d e l p h i a 

17 H o s p i t a l of Osteopathic Medicine -- PCOM. Let me j u s t --

18 Q. Do you have --

19 A. -- c a l l i t PCOM. 

20 Q. -- a page? 

21 A. No, I'm sorry, I don't. I l e f t t h a t to you, 

22 Mr. C l e a r f i e l d . 

23 (Laughter.) 

24 Q. Sorry. 

25 A. I can make a reference. With respect t o PCOM I 
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i n d i c a t e d that there were no discussions between the 

company, ne g o t i a t i o n s between the company and PCOM. 

And upon some f u r t h e r review, I found t h a t there was 

an i n d i v i d u a l i n our marketing department that i s now 

working i n the operations i n the company th a t d i d have a 

pr e l i m i n a r y discussion w i t h PCOM. 

So I want to c l a r i f y the record t h a t we d i d have a 

discussion w i t h PCOM regarding t h e i r r a t e s , or regarding gas 

servi c e . 

Q. With that c l a r i f i c a t i o n , i s your testimony t r u e 

and c o r r e c t to the best of your i n f o r m a t i o n , knowledge and 

b e l i e f ? 

A. Yes. 

Q. And i f I asked you the questions set f o r t h 

t h e r e i n today, would your answers be the same? 

A. Yes, they would. 

MR. CLEARFIELD: Now, we have some l i m i t e d r e j o i n d e r , 

Your Honor, i n a couple of areas. And I ' l l s t a r t w i t h , I 

beli e v e , one question, and then I ' l l t u r n i t over to 

Mr. Stunder. 

BY MR. CLEARFIELD: 

Q. With respect to IT ra t e s , i n Dr. Cohen's 

testimony f o r PECO, he suggested i n s u r r e b u t t a l t h a t PGW's 

nego t i a t i o n s w i t h P h i l a d e l p h i a College of Osteopathic 

Medicine now, t h i s may be something you've already 
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1 referenced i n your c l a r i f i c a t i o n . But you may want to add 

2 something t o t h i s . 

3 That the company was u n w i l l i n g to negotiate 

4 reasonable IT r a t e s . Do you agree w i t h t h a t 

5 c h a r a c t e r i z a t i o n ? 

6 A. No, I do not. As I said, there was a 

7 c l a r i f i c a t i o n t h a t we d i d have some p r e l i m i n a r y discussions. 

8 Those p r e l i m i n a r y discussions were i n the context of 

9 i n f o r m a t i o n that was provided t o PGW by Mr. Cohen i n d i c a t i n g 

10 t h a t h i s c l i e n t , PCOM, was i n t e r e s t e d i n gas serv i c e , t h a t 

11 they would p o t e n t i a l l y put i n a propane blender as the 

12 a l t e r n a t i v e f u e l source, i t would enable them to move over 

13 to an i n t e r r u p t i b l e t r a n s p o r t a t i o n r a t e . 

14 I t ' s important to note t h a t i f you're going t o 

15 operate on an i n t e r r u p t i b l e t r a n s p o r t a t i o n r a t e , you have to 

16 have dual f u e l . 

17 There was no in f o r m a t i o n exchanged regarding volumes 

18 t h a t the customer may use, the term t h a t they would use the 

19 volume; there was no c a l c u l a t i o n of p o t e n t i a l revenues f o r 

20 the company. 

21 So w i t h respect t o the n e g o t i a t i o n s , we i n d i c a t e d t o 

22 Mr. Cohen th a t the applicab l e r a t e class had a max r a t e of 

23 $1.66, and t h a t ' s what we o f f e r e d . 

24 And t y p i c a l l y i n n e g o t i a t i o n s , one pa r t y s t a r t s out 

25 at one p o i n t , another party s t a r t s at another p o i n t , and you 
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work y o u r s e l f t o an agreed-to p o i n t of view. 

And i n t h i s case th a t ' s what we had done. We s t a r t e d 

w i t h our i n i t i a l max r a t e , and we haven't had any f u r t h e r 

communications w i t h Mr. Cohen since the. And we'd be more 

than happy to negotiate and add PCOM as an i n t e r r u p t i b l e 

t r a n s p o r t a t i o n customer. 

MR. CLEARFIELD: Thank you. Mr. Stunder w i l l conduct 

h i s d i r e c t now. 

JUDGE FORDHAM: Go ahead, Mr. Stunder. 

MR. STUNDER: Thank you. 

DIRECT EXAMINATION 

BY MR. STUNDER: 

Q. Mr. White, I want to d i r e c t you towards the 

various testimonies of Ms. Mondre. And the f i r s t i s 

Ms. Mondre's s u r r e b u t t a l regarding PHA, s p e c i f i c a l l y on page 

two where she states t h a t there are three t a r i f f r ates 

a p p l i c a b l e to PHA; the PHA r a t e , the municipal service r a t e , 

and the general service r e s i d e n t i a l r a t e . I s she co r r e c t 

about that? 

A. No, she i s not. The only r a t e t h a t ' s a p p l i c a b l e 

to the PHA i s the PHA r a t e . T y p i c a l l y , PHA customers, or 

PHA conventional s i t e s , are master-metered s i t e s , and they 

are a p p l i c a b l e t o the PHA r a t e . 

Q. Now, Ms. Mondre also notes i n t h a t same testimony 

on page two t h a t the general service r e s i d e n t i a l r a t e 
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1 applies t o r e s i d e n t i a l and p u b l i c housing a u t h o r i t y 

2 customer. 

3 And she then concludes t h a t , and I quote, This t a r i f f 

4 p r o v i s i o n c l e a r l y includes PHA, yet PHA has not been 

5 d i r e c t l y b i l l e d at these rates f o r convention s i t e services. 

6 I s she co r r e c t about that? 

7 A. No, she i s not c o r r e c t . I took the l i b e r t y of 

p u l l i n g out the GS t a r i f f and look i n g at i t before I came 

9 over today j u s t t o absolu t e l y be c e r t a i n about t h i s . 

10 The PHA i s not app l i c a b l e to the GS r a t e . Customers 

11 t h a t have, t h a t are PHA s i t e s t h a t are i n d i v i d u a l l y metered, 

12 and they are the customer of record w i t h PHA I mean w i t h 

13 PGW, I'm sorry -- are applicab l e to the GS r a t e . But not 

14 the PHA. 

15 Q. Now, these s i t e s , what you j u s t r e f e r r e d to as 

16 j u s t s i t e s , these are what are r e f e r r e d t o as scattered 

17 s i t e s ; i s th a t correct? 

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

19 Q. And the conventional s i t e s are the 

20 c h a r a c t e r i s t i c s of those master-metered and PHAs, the 

21 customer of record? 

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

23 Q. Now, on pages two and three of Ms. Mondre's PHA 

24 s u r r e b u t t a l , she continues t o maintain t h a t PHA i s s i m i l a r 

25 t o many municipal agencies f o r the purposes of q u a l i f y i n g 
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1 f o r the MS r a t e . And she i m p l i e s t h a t the company's o f f e r 

2 to not object to a r e c l a s s i f i c a t i o n of PHA under the MS r a t e 

3 i s somehow an admission of i t s e l i g i b i l i t y a l l along. Do 

4 you agree? 

5 A. No, I t h i n k t h a t 1 s a r i d i c u l o u s statement. PHA 

6 i s a p p l i c a b l e to the PHA r a t e . We recognize t h a t i f PHA 

7 were to be ap p l i c a b l e to the MS r a t e , t h a t would be a t a r i f f 

8 d e c i s i o n t h a t would have to be made by the PUC. And 

9 w e l l , I can't say anything f u r t h e r about t h a t . 

10 Q. Now, f i n a l l y on t h i s t o p i c , Ms. Mondre, again i n 

11 the same testimony, the s u r r e b u t t a l testimony, on page 

12 three, she accuses PHA of e l e c t i n g to charge PHA the highest 

13 r a t e ; or, quoting her, p i c k i n g the highest t a r i f f r a t e 

14 possible to b i l l PHA. 

15 And she asserts i n her testimony t h a t f o r 2006 alone, 

16 PHA should have r e a l i z e d a savings of $660,000. What's your 

17 response to t h i s ? 

18 A. Well, f i r s t of a l l , PHA's only applic a b l e to one 

19 r a t e . And t h a t ' s the PHA r a t e . I t ' s not a p p l i c a b l e to 

20 three r a t e s . And to come up w i t h a savings to a r a t e you're 

21 not a p p l i c a b l e t o , i t j u s t doesn't make any sense. 

22 So as I understand i t , Ms. Mondre was c a l c u l a t i n g 

23 t h a t based upon the d i f f e r e n t i a l between the r a t e t h a t PHA's 

24 a p p l i c a b l e to and the MS r a t e r a t e , which i t ' s not 

25 a p p l i c a b l e t o . 
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1 Q. When you say ap p l i c a b l e , do you mean e l i g i b l e 

2 f o r ? 

3 A. Yes. 

4 Q. Now, w i t h regard to PHA, are you f a m i l i a r w i t h 

5 what i s c a l l e d the vendor program? 

6 A. Yes, I am. 

7 Q. Could you please describe the vendor program, a 

8 l i t t l e b i t of the h i s t o r y ? 

9 A. Well, i t predates me a l i t t l e b i t . I s t a r t e d at 

10 the company i n January of 1980. And the vendor program was 

11 something t h a t , as I understand i t , drew i t s o r i g i n s back i n 

12 the seventies, where PECO and PGW approached PHA about the 

13 f a c t t h a t many of the PHA customers were delinquent on t h e i r 

14 gas and e l e c t r i c b i l l s . And the vendor program was 

15 developed. 

16 Now, t h i s predates any CRP or CAP programs. So a 

17 vendor program was developed, and th a t vendor program 

18 allowed PHA, or permitted PHA to provide payment d i r e c t l y to 

19 the company f o r these i n d i v i d u a l scattered s i t e s at the 

20 GS r a t e . 

21 Q. Now, i s i t your understanding t h a t t h i s program 

22 was developed between Community Legal Services to have the 

23 HUD --

24 A. HUD. 

25 Q. and PHA? 
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1 A. Yes, t h a t 1 s my understanding. 

2 Q. Now, on page three of Ms. Mondre 1s school 

3 d i s t r i c t s u r r e b u t t a l , i n regard t o the vendor program, she 

4 claims t h a t PGW i s o v e r - b i l l i n g PHA by $4 m i l l i o n f o r gas 

5 service f o r the customers who are i n t h i s vendor program. 

6 I s th a t true? 

7 A. No, th a t ' s not t r u e . Obviously the vendor 

program goes back t o the seventies. I t ' s c e r t a i n l y 

9 something t h a t we'd be w i l l i n g t o discuss w i t h PHA. 

10 But to suggest t h a t the company i s e f f e c t i v e l y 

11 c o l l e c t i n g general service payments from PHA, t r e a t i n g the 

12 customers as a CRP customer and b i l l i n g the discount, i s 

13 beyond b e l i e f . I t ' s r i d i c u l o u s . The company i s not double-

14 b i l l i n g . I t ' s b i l l i n g f o r the GS r a t e . 

15 Q. For those customers i n the vendor program, the 

16 800 customers i n the vendor program, are any p o r t i o n s of 

17 t h e i r b i l l s being recovered i n the CRP program? 

18 A. No. 

19 Q. Now, Ms. Mondre discusses r e t i r e e h e a l t h 

20 b e n e f i t s . I s her p o s i t i o n c orrect? 

21 A. No. 

22 Q. I s PGW going to present some r e j o i n d e r on t h a t 

23 topic? 

24 A. Yes, Mr. D ' A t t i l i o , our vice president of human 

25 resources, w i l l provide r e j o i n d e r on t h a t issue. 
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1 Q. I'd l i k e to discuss another p o r t i o n of 

2 Ms. Mondre's school d i s t r i c t s u r r e b u t t a l . 

3 On page eleven, Ms. Mondre claims t h a t the purchase 

4 of the property next to the Richmond p l a n t i s unreasonable. 

5 Do you agree? 

6 A. No, a b s o l u t e l y not. The property t h a t we're 

7 t a l k i n g about here i s the o l d F r a n k l i n Smelting f a c i l i t y . 

8 I t ' s the p o r t i o n of the F r a n k l i n Smelting t h a t a c t u a l l y i s 

9 embedded w i t h i n the f o o t p r i n t of the block t h a t PGW takes up 

10 f o r the Richmond f a c i l i t y . 

11 Three of the fence l i n e s f o r the o l d F r a n k l i n 

12 Smelting property a c t u a l l y border our fence l i n e . So i t ' s 

13 a c t u a l l y embedded w i t h i n the context of our, or w i t h i n the 

14 f o o t p r i n t of our f a c i l i t y . 

15 And the reason we bought t h i s f a c i l i t y was, number 

16 one, f o r s e c u r i t y reasons. We c e r t a i n l y d i d n ' t want another 

17 e n t i t y i n there, since PGW's LNG f a c i l i t y i s considered a 

18 c r i t i c a l f a c i l i t y by the Federal Government. I t h i n k t h a t ' s 

19 the term. 

20 And number two, any p o t e n t i a l plans of p u t t i n g i n a 

21 second l i q u e f i e r f o r l i q u e f a c t i o n purposes, the appropriate 

22 l o c a t i o n f o r doing t h a t would be next to the fence l i n e 

23 where the F r a n k l i n Smelting f a c i l i t y was. 

24 C e r t a i n l y , i f we don't own i t , there's stand-off 

25 distances t h a t we have to meet. And now t h a t we do own the 
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property, we can obviously i n s t a l l t h i s l i q u e f i e r i n th a t 

l o c a t i o n , and th a t w i l l save s u b s t a n t i a l d o l l a r s i f we are 

able to do t h a t . 

Q. Now, another reason she th i n k s t h a t the purchase 

of t h i s property was unreasonable i s th a t she asserts t h a t 

PGW was going to s e l l the Richmond f a c i l i t y at one time. I s 

t h a t true? 

A. I went back and looked at the RFP that we issued 

a couple years ago. We were attempting t o -- as we are down 

at the Passyunk f a c i l i t y today, we're t r y i n g t o u t i l i z e our 

assets and generate revenues. 

The revenues, obviously, without shareholders, they 

go back and reduce rates to f i r m customers, or o f f s e t rates 

to f i r m customers. 

I n t h a t case we issued an RFP. Our primary desire 

was to lease the f a c i l i t y . We d i d have -- i n the RFP we d i d 

make reference t o sale of the tanks. But t h a t was not our 

p r e f e r r e d d i r e c t i o n . 

But we i n no way ever discussed s e l l i n g the Richmond 

f a c i l i t y . 

Q. Meaning w i t h a t h i r d party? 

A. With a t h i r d p a r t y . 

Q. That wasn't contemplated as par t of any --

A. No. I mean there's a l o t more there than j u s t 

the LNG tanks. There's other assets, other f a c i l i t i e s . 
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1 Q. Now, on page twelve of Ms. Mondre's school 

2 d i s t r i c t s u r r e b u t t a l , she references the RFP f o r the 

3 Passyunk s i t e . 

4 And i n t h a t she makes a statement t h a t the p o t e n t i a l 

5 development of the Passyunk s i t e and, quote, w i l l produce 

6 l e n g t h i e r income streams w i t h the developers than PGW w i l l 

7 derive from the sale p r i c e of the property. 

Does she have t h i s r i g h t ? 

9 A. No, we're not i n t e n d i n g t o s e l l the Passyunk 

10 f a c i l i t y e i t h e r . We need t h a t f a c i l i t y f o r a number of 

11 reasons. There's a number of assets on there, not the l e a s t 

12 of which i s the LNG f a c i l i t y , which we use to support the 

13 pressures on the south end of our system. 

14 Once again, we are attempting to u t i l i z e assets t h a t 

15 we have to p o t e n t i a l l y generate incremental revenues. And 

16 the RFP we put out discusses the highest and best use f o r 

17 t h a t f a c i l i t y . And we're s t i l l working on t h a t p a r t i c u l a r 

18 i n i t i a t i v e . 

19 Q. I j u s t want to s h i f t your focus to one more 

20 t o p i c . And t h a t ' s on pages 13 and 16 of Ms. Mondre's school 

21 d i s t r i c t s u r r e b u t t a l where she discusses r u l e ten and i t s 

22 a p p l i c a t i o n s at the school d i s t r i c t . 

23 Are her c h a r a c t e r i z a t i o n s about r u l e ten c o r r e c t as 

24 they're applied t o the school d i s t r i c t ? 

25 A. No, they're not. To give you a l i t t l e h i s t o r y on 
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1 t h a t , there were q u i t e a number of schools where PGW 

2 MR. SHORE: Again, o b j e c t i o n , Your Honor. This i s 

3 beyond answering the question. And i t should be s p e c i f i c 

4 questions i f there's follow-up. He disagreed w i t h her 

5 c h a r a c t e r i z a t i o n s , but he doesn't have t o give background. 

6 MR. STUNDER: Your Honor, I could take care of t h a t 

7 i n a second. 

8 BY MR. STUNDER: 

9 Q. Could you give us your opinion on that? 

10 MR. SHORE: Objection to the form of the question. 

11 BY MR. STUNDER: 

12 Q. W i l l you please f u r t h e r discuss a l i t t l e b i t of 

13 the h i s t o r y surrounding the r u l e ten and the school 

14 d i s t r i c t ? 

15 A. Sure. The school d i s t r i c t had a number of 

16 f a c i l i t i e s where PGW had a contract w i t h the school 

17 d i s t r i c t . We i n s t a l l e d mains and services; and the school 

18 d i s t r i c t i n some cases d i d not put i n the f a c i l i t i e s t h a t 

19 could burn n a t u r a l gas, or i n other cases d i d n ' t make the 

20 p h y s i c a l connections. 

21 And i n researching t h i s subject p r i o r to t h i s 

22 o p p o r t u n i t y to speak before you today, I found out th a t 

23 there are a c t u a l l y school t h a t w i l l probably not be used i n 

24 the f u t u r e . So there w i l l never be an opp o r t u n i t y . 

25 I don't know whether they're going to be demolished. 
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1 but i t ' s my understanding t h a t these schools, we've been 

2 informed by the school d i s t r i c t -- some of those same 

3 marketing people that discussed things w i t h Mr. Cohen; we 

4 were informed by the school d i s t r i c t t h a t these schools were 

5 not going t o be u t i l i z e d going forward. 

6 So i n th a t case we've a c t u a l l y invested c a p i t a l , and 

7 w e ' l l see no r e t u r n on those f a c i l i t i e s . 

8 Q. Just t o c l a r i f y , Mr. White, are you t a l k i n g about 

9 mains and services f o r which PGW spent c a p i t a l d o l l a r s on? 

10 A. Yes, I am. When a customer comes to us, or a new 

11 customer comes to us, they, i n many cases they need to make 

12 a ph y s i c a l connection where the company has to invest 

13 c a p i t a l i n order t o do t h a t . 

14 And t h a t ' s what we do under the sect i o n ten of the 

15 t a r i f f , r u l e ten of the t a r i f f . 

16 Q. And f o r c e r t a i n school d i s t r i c t p r o p e r t i e s , d i d 

17 PGW have contracts w i t h the school d i s t r i c t t o recover those 

18 c a p i t a l costs through c e r t a i n volumes? 

19 A. Many, many. 

20 Q. And was PGW able t o recover f o r c e r t a i n volumes 

21 at c e r t a i n school d i s t r i c t p r o p e r t i e s ? 

22 A. No. 

23 Q. And as a r e s u l t of t h a t , c u r r e n t l y what does PGW 

24 r e q u i r e w i t h regard to the school d i s t r i c t and the mains and 

25 services? 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



634 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. We requ i r e t h a t the school d i s t r i c t pay up f r o n t 

f o r those main and service i n s t a l l a t i o n s . 

Q. Thank you, Mr. White. 

MR. STUNDER: Your Honor, t h a t ' s i t f o r r e j o i n d e r . 

JUDGE JONES: I s the witness a v a i l a b l e f o r cross 

examination? 

MR. STUNDER: Yes, the witness i s a v a i l a b l e . 

JUDGE JONES: We t h i n k i t ' s prudent to take a break 

so t h a t the intervenors can digest the r e j o i n d e r , as w e l l as 

any creature comforts. We w i l l be back at 3:30. 

(Recess.) 

JUDGE JONES: We're back on the record. 

I understand Ms. Mincavage i s proceeding f i r s t w i t h 

cross examination of Mr. White. 

MS. MINCAVAGE: I believe so, Your Honor. 

JUDGE JONES: You may proceed. 

MS. MINCAVAGE: Thank you, Your Honor. 

CROSS EXAMINATION 

BY MS. MINCAVAGE: 

Q. Good afternoon, Mr. White. 

A. Good afternoon. 

Q. As you probably know, my name i s 

Charis Mincavage, and I'm here representing the Ph i l a d e l p h i a 

I n d u s t r i a l and Commercial Gas Users Group. 

I'd l i k e t o s t a r t to go w i t h your very b r i e f 
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1 r e j o i n d e r regarding P h i l a d e l p h i a College of Osteopathic 

2 Medicine, which I w i l l r e f e r to as w e l l as PCOM. 

3 A. Very good. Thank you. 

4 Q. PCOM i s c u r r e n t l y a sales customer on PGW's 

5 system; correct? 

6 A . I believe so. 

7 Q. So roughly, PGW i s aware of the volumes of 

na t u r a l gas th a t PCOM uses? 

9 A. PCOM i s a f i r m customer. When you put dual f u e l 

10 i n , you obviously, your volumes can change s u b s t a n t i a l l y . 

11 Q. Mr. White, d i d you know th a t PCOM has been 

12 discussing i n t e r r u p t i b l e t r a n s p o r t a t i o n rates w i t h PGW f o r 

13 about over a year now? 

14 A. Like I said, I d i d some research, and I found out 

15 t h a t there was one discussion between Lew Cohen and John --

16 (Pause.) 

17 Q. Zook, I believe? 

18 A. John Zook. Thank you. 

19 Q. There was one face-to-face discussion; correct? 

20 A. I wouldn't be able t o t e l l you whether i t was 

21 face t o face or over the phone. 

22 Q. Would you agree w i t h me tha t there was at l e a s t 

23 one face-to-face discussion? 

24 A . I know there was one discussion. 

25 Q. Okay. So then you're not aware th a t there was 
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1 also several telephonic conversations? 

2 A. No, I'm not. 

3 Q. Or th a t there was various emails exchanged? 

4 A. No, I 1m not. 

5 Q. Mr. White, when a customer's i n t e r e s t e d i n 

6 n e g o t i a t i n g i n t e r r u p t i b l e t r a n s p o r t a t i o n r a t e s , who i s the 

7 po i n t person f o r PGW f o r those discussions? 

8 A. I t t y p i c a l l y would be someone i n our major 

9 accounts group; the manager of th a t group, or the v i c e 

10 president i n t h a t area. 

11 Q. So how does a customer know whom to go to then? 

12 I s i t on your website? 

13 A . I believe so. 

14 Q. Okay. Well, do they assign a person, a d i f f e r e n t 

15 person f o r these negotiations? 

16 A. I believe t h a t the d i r e c t o r or the manager of 

17 th a t area has some d i s c r e t i o n as to which account 

18 r e p r e s e n t a t i v e w i l l deal w i t h which account. 

19 Q. Okay. 

20 A. But I believe i n t h i s case Mr. Zook was the 

21 senior most-person i n th a t group, r e p o r t i n g d i r e c t l y t o the 

22 v i c e president. So he was dealing w i t h Mr. Cohen d i r e c t l y . 

23 Q. Who's the vice president t h a t they're r e p o r t i n g 

24 to? 

25 A. Joe Smith. 
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1 Q. Okay. So i t ' s --

2 A. That's a r e a l name, by the way. 

3 (Laughter.) 

4 Q. So you're not d i r e c t l y involved w i t h any of these 

5 negotiations? 

6 A. No, I'm not. 

7 Q. Do you know i f the account r e p r e s e n t a t i v e keeps 

8 w r i t t e n notes of the discussions t h a t occur between the 

9 customer and the sales? 

10 A. I would expect, knowing Mr. Zook, th a t he 

11 includes those notes i n Gold Mine, which i s our contact 

12 management software. 

13 Q. Did you look at Gold Mine before presenting your 

14 r e j o i n d e r today? 

15 A. No, I d i d not. 

16 Q. Did you check w i t h Mr. Zook to see i f he kept any 

17 w r i t t e n notes? 

18 A. A c t u a l l y I checked w i t h Mr. Smith to see whether 

19 -- I asked Mr. Smith was there contact. Mr. Smith said t h a t 

20 upon check there was a very p r e l i m i n a r y discussion between 

21 Mr. Zook and Mr. Cohen. I t h i n k I've already said t h a t a 

22 couple times. 

23 Q. Yes. Do you know i f Mr. Smith j u s t t a l k e d to 

24 Mr. Zook? You said t h a t he checked i n t o t h i s . Did that 

25 checking i n --
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A. Oh, I don't know to what degree he checked i n t o 

i t . 

Q. Okay. Do you know i f Mr. Zook ever asked PCOM to 

provide any a d d i t i o n a l information? 

A. I would expect that i n Mr. Zook's p o s i t i o n , and 

w i t h Mr. Zook's background and basic knowledge of the 

subject matter, he c e r t a i n l y would ask the appropriate 

questions, which would include usage, time frame, type of 

backup f u e l . 

Obviously when we were informed t h a t the backup f u e l 

may be propane, I'm sure you're aware, there raises 

questions w i t h the Ph i l a d e l p h i a F i r e Department, which 

obviously has c e r t a i n i m p l i c a t i o n s f o r us. 

Q. So the answer i s you don't know? 

MR. CLEARFIELD: No, th a t ' s not the answer, Your 

Honor. The answer was what he said. 

MS. MINCAVAGE: The answer was he's assuming. So I'm 

confirming t h a t he doesn't know; these are j u s t h i s 

assumptions. 

JUDGE JONES: Why don't you ask t h a t , Ms. Mincavage. 

MS. MINCAVAGE: I ' l l repeat. 

BY MS. MINCAVAGE: 

Q. Mr. White, do you know f o r a f a c t whether or not 

Mr. 2ook asked and received t h i s i n f o r m a t i o n , or are you 

j u s t assuming t h a t he attempted to o b t a i n t h i s information? 
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1 A. I don't t h i n k I 

2 Q. Could you answer yes or no, please, and then go 

3 from there? 

4 A. No. 

5 Q. Thank you. Mr. White, you mentioned on page 

6 seven of your d i r e c t testimony -- I don't know i f you want 

7 to t u r n to i t , or i f we should keep going. Okay. 

8 You mentioned t h a t IT rates are set by c o n t r a c t . Did 

9 PGW maintain sole d i s c r e t i o n i n terms of agreeing to a r a t e 

10 t h a t i s below the maximum l e v e l ? 

n A. PGW operates w i t h i n the context of i t s t a r i f f . 

12 Q. Could you answer yes or no, and then give me an 

13 explanation? 

14 A. Yes. 

15 Q. Okay. So PGW doesn't need PUC approval? 

16 A. You don't want my explanation? 

17 Q. Oh, I'm sor r y . I thought you already gave the 

18 explanation. But go ahead. 

19 A. What I said i s my explanation. 

20 Q. Okay. So PGW doesn't need PUC approval f o r i t s 

21 negotiated rates? 

22 A. Yes. 

23 Q. Okay. You mention on page eight of your d i r e c t 

24 testimony t h a t most customers are charged a r a t e below the 

25 maximum. Do you know the percentage of customers t h a t are 
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1 being charged the maximum rate? 

2 A. No, I do not. 

3 Q. Do you know i f there are any customers being 

4 charged a negotiated r a t e t h a t ' s at t h e i r cost t o serve? 

5 A. No, I do not. 

6 Q. Okay. Turning to your r e b u t t a l testimony, you 

7 mentioned on page f i v e t h a t since 2002 the amount of gas 

8 being d e l i v e r e d v i a i n t e r r u p t i b l e t r a n s p o r t a t i o n service has 

9 increased t e n f o l d . 

10 Would you agree w i t h me th a t PGW d i d n ' t come under 

11 the j u r i s d i c t i o n of the PUC u n t i l approximately 2000? 

12 A. Approximately. 

13 Q- Okay. 

14 A. I would agree. 

15 Q. Okay, thank you. And would you agree t h a t when 

16 PGW came under the j u r i s d i c t i o n of the PUC, th a t at th a t 

17 time PGW maintained a GTX r a t e f o r t r a n s p o r t a t i o n ? 

18 A. P r i o r to coming under the j u r i s d i c t i o n of the 

19 PUC, we had a GTX r a t e . 

20 Q. And th a t GTX r a t e r e q u ired a customer to 

21 t r a n s p o r t at l e a s t 75,000 Dth per year; correct? 

22 A. I believe t h a t ' s c o r r e c t . 

23 Q. And t h a t ' s s i g n i f i c a n t l y higher than the minimum 

24 requirements f o r the IT r a t e ; c orrect? 

25 A. That's s i g n i f i c a n t l y higher than some of the 
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1 IT ra t e s . 

2 Q. The lowest IT r a t e , l e t ' s say. 

3 A. Yes, I would agree w i t h t h a t . I t h i n k we have 

4 ei g h t IT r a t e s . 

5 Q. Would you also agree w i t h me then t h a t r a t e IT 

6 and the eight schedules t h e r e i n were not put i n t o place 

7 u n t i l approximately '02 i n a p i l o t program? 

8 A. I don't r e c a l l the nature of i t being a p i l o t , 

9 but subj ect to check I c e r t a i n l y acquiesce to t h a t 

10 c h a r a c t e r i z a t i o n . But yes, i t was not u n t i l 2002 or 

11 thereabouts. 

12 Q. And we can also agree then t h a t r a t e IT, i n terms 

13 of being open to anyone who might be i n t e r e s t e d to seek t h a t 

14 r a t e , was not a v a i l a b l e u n t i l PGW's r e s t r u c t u r i n g went i n t o 

15 place i n about 2003? 

16 A. We have eight IT r a t e s . We have IT one through 

17 e i g h t . So i s your question was GTS ap p l i c a b l e , or was IT? 

18 We don't have an IT. We have an IT one, two, three, four, 

19 f i v e , s i x , seven e i g h t . 

20 Q. Okay. Sorry. That's why I mentioned IT and the 

21 various eight r a t e schedules. Let me rephrase. 

22 A. C e r t a i n l y . 

23 Q- Rate schedules IT one through IT eight d i d not 

24 become a v a i l a b l e to any i n t e r e s t e d customers u n t i l 

25 approximately 2003 when PGW's r e s t r u c t u r i n g took place; i s 
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1 t h a t correct? 

2 A. Yeah. I t h i n k you said 2002 a moment ago. 

3 Subj ect t o check, i t ' s i n th a t time frame. 

4 Q. I t h i n k I was r e f e r r i n g t o p i l o t as 2002, and the 

5 r e s t r u c t u r i n g i t s e l f as 2003? 

6 A. Okay. Thank you f o r th a t c l a r i f i c a t i o n . 

7 Q. One l a s t question, I beli e v e , Mr. White. For a 

8 customer i n PGW's service t e r r i t o r y , PGW i s the only n a t u r a l 

9 gas d i s t r i b u t i o n company a v a i l a b l e f o r t h a t customer t o 

10 t r a n s p o r t n a t u r a l gas on; correct? 

n A. That would be c o r r e c t . 

12 MS. MINCAVAGE: That's a l l I have, Your Honor. 

13 JUDGE JONES: Thank you. 

14 Mr. Shore? 

15 MR. SHORE: I ' l l defer t o Mr. Hinerman, Your Honor. 

16 JUDGE JONES: Okay. 

17 Mr. Hinerman? 

18 MR. HINERMAN: For a temporary d e f e r r a l , because I 

19 believe he does have some questions. But I have a few more. 

20 JUDGE JONES: Yes. 

21 Could you put up the sign f o r PHA, please, Mr. White? 

22 Thank you. 

23 CROSS EXAMINATION 

24 BY MR. HINERMAN: 

25 Q. Mr. White, my name i s P h i l i p Hinerman. I t h i n k 
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1 we've met before on several occasions. I'm an attorney f o r 

2 the Ph i l a d e l p h i a Housing A u t h o r i t y , and I have a number of 

3 questions I want to ask you regarding the d i f f e r e n t r a t e s , 

4 some of the r e j o i n d e r testimony. 

5 Sometimes I get to t a l k too f a s t . I f I t a l k too 

6 f a s t , slow me down, and I ' l l re-ask the question. 

7 What i s your p o s i t i o n at PGW? 

8 A. Executive v i c e president and a c t i n g c h i e f 

9 operating o f f i c e r . 

10 Q. I n th a t r o l e , d i d you have discussions w i t h 

11 others at PGW i n preparation f o r your testimony regarding 

12 issues r e l a t e d to the PHA? 

13 A. Yes, I d i d . 

14 Q. Who else d i d you speak with? 

15 A. Mr. Stunder. 

16 Q. Aside from Mr. Stunder, anyone else at PGW? 

17 A. Mr. Dybalski and Mr. Moser. 

18 Q- What d i d you and Mr. Dybalski t a l k about? 

19 MR. STUNDER: Objection. This i s a b i t of a f i s h i n g 

20 e x p e d i t i o n . He should ask a question about a t o p i c i n the 

21 testimonies. This i s cross examination on the testimonies. 

22 MR. HINERMAN: Let me ask one question, and then I 

23 can s o r t of dispense w i t h the l i n e . 

24 JUDGE FORDHAM: Well, f i r s t of a l l , would you s p e l l 

25 Mr. Dybalski's name f o r the record? 
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1 THE WITNESS: Oh, t h a t ' s a challenge f o r me as w e l l . 

2 I t h i n k i t ' s D-Y-B-A-L-S-K-I, Dybalski. 

3 MR. STUNDER: That's c o r r e c t . 

4 JUDGE FORDHAM: And who i s Mr. Dybalski? 

5 THE WITNESS: He i s the d i r e c t o r of energy planning 

6 and r a t e s . 

7 JUDGE FORDHAM: Go ahead, Mr. Hinerman. 

8 BY MR. HINERMAN: 

9 Q. Well, I guess the bottom l i n e question i s , 

10 there's no one else from PGW th a t ' s been designated as a 

n person to discuss PHA rates other than you? 

12 A. Well, I don't t y p i c a l l y designate people f o r 

13 t h a t . I look f o r who has the background, who's working w i t h 

14 i t , and I may ask them a question because I know that t h e i r 

15 knowledge base i s strong i n th a t area. 

16 Q. But you are the person t h a t PGW, at PGW, who i s 

17 t e s t i f y i n g regarding the PHA rates i n t h i s proceeding? 

18 A. Right. And I have subject matter experts t h a t 

19 helped me w i t h the testimony, yes. 

20 Q- And t h a t ' s Mr. Moser and Mr. Dybalski. What i s 

21 Mr. Moser ' s p o s i t i o n ? 

22 A. Vice president of gas management. 

23 Q- How many p u b l i c housing -- l e t me s t a r t over. 

24 PGW provides services to p u b l i c housing r e s i d e n t s ; i s th a t 

25 correct? 
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1 A. Yes. 

2 Q. Can you ex p l a i n the types of p u b l i c housing 

3 resid e n t s t h a t they serve? 

4 A. We serve m u l t i - u n i t b u i l d i n g s , and we serve 

5 i n d i v i d u a l scattered s i t e s . 

6 Q. So the p u b l i c housing c l i e n t s of PGW are r e l a t e d 

7 t o , they're low-income i n d i v i d u a l s w i t h PHA? 

8 A. Could you repeat that? 

9 Q. Well, are t h e i r p u b l i c housing c l i e n t s of PGW who 

10 are not i n some way r e l a t e d e i t h e r as tenants of PHA or are 

n ownership i n t e r e s t s from PHA? 

12 MR. STUNDER: Your Honor, could I ask Mr. Hinerman to 

13 c l a r i f y t h a t question? I don't t h i n k I understand. 

14 MR. HINERMAN: Okay, th a t ' s f i n e . 

15 THE WITNESS: I'm not sure -- the reason I'm 

16 h e s i t a t i n g , I don't know whether there's other p u b l i c 

17 agencies t h a t have customers t h a t q u a l i f y under the 

18 d e f i n i t i o n t h a t you j u s t i n d i c a t e d . 

19 But I would say th a t most of the p u b l i c housing 

20 customers are c l i e n t s of PHA, i f t h a t ' s what you're asking 

21 me. 

22 BY MR. HINERMAN: 

23 Q. I t may have been a l i t t l e b i t confusing. Maybe 

24 i f I said somethi-ng, to your knowledge, are there any other 

25 agencies who provide p u b l i c housing which receives gas from 
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1 PGW? 

2 A. Not to my knowledge. 

3 Q. Okay. Have you ever heard of the Ph i l a d e l p h i a 

4 O f f i c e of Housing and Community Development? 

5 A. I've heard a v a r i e t y of acronyms t h a t are very 

6 close t o t h a t . 

7 Q- Do you know i f they have customers of PGW? 

8 A. I do not know. 

9 Q. You t e s t i f i e d e a r l i e r t h a t there are two types of 

10 rates f o r PHA tenants. Can you ex p l a i n i n maybe a l i t t l e 

11 more d e t a i l those two types of rates? 

12 A. Well, the conventional s i t e s are t y p i c a l l y 

13 master-metered f a c i l i t i e s where PHA's the customer of 

14 record. 

15 So our customer i s PHA. They're operating these 

16 m u l t i - u n i t f a c i l i t i e s where a l o t of t h e i r c l i e n t s l i v e . 

17 And they receive service and are b i l l e d under the PHA r a t e . 

18 And then there are other f a c i l i t i e s t h a t we u s u a l l y 

19 r e f e r t o as scattered s i t e s . And those scattered s i t e s are 

20 t y p i c a l l y b i l l e d at the general service r a t e . 

21 And then, of course, there was the e a r l i e r discussed 

22 vendor program, which i s also b i l l e d under the general 

23 service r a t e . And i t consists of scattered s i t e s . 

24 Q- How does PGW make a determination as to what PHA 

25 tenant to put i n what category? 
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1 A. When we add a new customer, t y p i c a l l y they make a 

2 p o i n t of contact w i t h the company, whether i t ' s through our 

3 c a l l center or our marketing reps. And those i n d i v i d u a l s , 

4 based upon t a r i f f d e f i n i t i o n s , would assign t h a t p a r t i c u l a r 

5 customer to a p a r t i c u l a r r a t e class. 

6 Q. And i n the case of --

7 A. I mean a large e n t i t y l i k e the housing a u t h o r i t y 

8 probably has a p o i n t of contact, and they probably c a l l , I 

9 would suspect, maybe one i n d i v i d u a l over at PGW. I'm not 

10 sure. 

H Q. When you provide services t o someone who i s a 

12 scattered s i t e r e s i d e n t , i s i t t y p i c a l l y more expensive t o 

13 provide those services than t o a PHA master-meter s i t u a t i o n , 

14 or less expensive? 

15 (Pause.) 

16 A. I mean i f you were I can't give you a simple 

17 yes/no, because there's so many d i f f e r e n t s i t u a t i o n s . 

18 Obviously i f you're t a l k i n g about r e a l hardcore cost of 

19 service a n a l y s i s , you could have a scattered s i t e t h a t ' s at 

20 the f a r end of the system t h a t requires greater investment 

21 on the company's p a r t . 

22 But we don't necessarily s p l i t the h a i r s l i k e t h a t , I 

23 don't b e l i e v e , i n our development of our cost of ser v i c e . 

24 So i n answer t o your question, I don't believe 

25 there's, i t ' s e a s i l y d e f i n a b l e as to whether or not i t ' s 
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1 more expensive or less expensive to serve d i f f e r e n t 

2 customers -

3 The analysis i s done by Mr. Gorman. He takes i n t o 

4 co n s i d e r a t i o n a l o t of d i f f e r e n t f a c t o r s , and he develops 

5 the cost of service. 

6 So I would defer to him to r e a l l y answer t h a t 

7 question. 

8 Q. Do you know what f a c t o r s were considered i n the 

9 dec i s i o n being made to charge PHA a higher base r a t e than a 

10 re s i d e n t who i s a PHA tenant? 

11 MR. CLEARFIELD: Your Honor, I ob j e c t . I t ' s asked 

12 and answered. Mr. White has c l e a r l y s t a t e d t h a t i t ' s a cost 

13 of service issue and he can't answer t h a t question. 

14 MR. HINERMAN: I don't t h i n k he st a t e d t h a t . I f 

15 t h a t ' s t r u e , then he should say t h a t . 

16 THE WITNESS: Could you repeat the question? 

17 BY MR. HINERMAN: 

18 Q- Yes. What f a c t o r s were used i n the decision t o 

19 charge PHA a higher r a t e than the tenants of PHA who are 

20 b i l l e d by PGW? 

21 A. That predates t h i s r a t e case, I b e l i e v e . So I 

22 r e a l l y don't know the answer to t h a t . 

23 Q- Well, you're asking f o r an increase i n both of 

24 those r a t e s , and they d i f f e r . Who made the dec i s i o n t h a t 

25 they should d i f f e r ? 
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1 A. Well, they d i f f e r e d before we asked f o r the r a t e 

2 increase. 

3 Q. Well, are they the same now? I s i t your 

4 testimony the increase i n the PHA r a t e i s the same as --

5 A. No, I believe the PHA r a t e i s e i g h t tenths of one 

6 cent per Mcf greater than the general service r a t e p r i o r to 

7 the r a t e increase. I can't t e l l you e x a c t l y what i t i s 

8 a f t e r the r a t e increase. 

9 Q. Why i s i t higher? 

10 A. I t ' s been higher f o r many years. 

11 Q. Why? 

12 A. Don't know the answer to t h a t . 

13 Q. They can't t h i n k of a s i n g l e reason t h a t there's 

14 a d i f f e r e n t reason between why PHA's charged more than the 

15 PHA residents? 

16 MR. STUNDER: I ob j e c t , Your Honor. He answered the 

17 question already. 

18 MR. HINERMAN: We can s t i p u l a t e t h a t you don't know 

19 of any reason, i f t h a t ' s what you want to do. 

20 THE WITNESS: No, I don't know the reason. I mean 

21 the rates were not done on a cost of service basis when 

22 these rates were f i r s t e s t a blished. They were done many, 

23 many years ago -

24 BY MR. HINERMAN: 

25 Q. Your e a r l i e r testimony was th a t the PHA r a t e -- I 
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t h i n k you said several times the PHA i s only a p p l i c a b l e to 

the PHA r a t e ; i s that r i g h t ? 

A. The PHA as a customer i s only a p p l i c a b l e t o the 

PHA r a t e . That's c o r r e c t . 

MR. HINERMAN: Your Honors, i f I could present an 

e x h i b i t ? 

JUDGE FORDHAM: A cross e x h i b i t ? 

MR. HINERMAN: Yes. 

JUDGE FORDHAM: Yes. 

MR. HINERMAN: And I di d n ' t a c t u a l l y number i t , 

because I thought we would see how you would l i k e i t 

numbered. 

JUDGE FORDHAM: We need to l a b e l i t PHA Cross E x h i b i t 

No. 1 . 

MR. HINERMAN: Okay. 

(Whereupon, the document was marked 

as PHA Cross Examination E x h i b i t No. 1 

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

{Document handed t o witness.) 

BY MR. HINERMAN: 

Q. Do you know what t h i s PHA Cross E x h i b i t 1 i s? 

A. Yeah, t h i s i s the r a t e schedule t h a t I r e f e r r e d 

to i n my r e j o i n d e r t h a t I had looked at e a r l i e r today. 

Q. Can you explai n to me when i t says the customer 

charge and the GCR and d i s t r i b u t i o n charge f o r p u b l i c 
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1 housing a u t h o r i t y customers, what th a t r e f e r s to? 

2 A. Scattered s i t e s . 

3 Q. I t doesn 1t r e f e r to the p u b l i c housing 

4 a u t h o r i t y --

5 A. No, i t does not. 

6 Q. -- th a t i s a customer? 

7 A. No, i t does not. 

8 Q. What's the basis f o r your testimony i t does not 

9 r e f e r t o the p u b l i c housing a u t h o r i t y ? 

10 A. The p u b l i c housing a u t h o r i t y has one r a t e , and 

11 i n d i v i d u a l customers of record who are r e s i d e n t i a l have 

12 another r a t e . And t h a t would be the r a t e t h a t we're l o o k i n g 

13 at on t h i s sheet, general service r a t e . 

14 And these references are r e f e r r i n g to those sc a t t e r e d 

15 s i t e customers t h a t are, as you i n d i c a t e d e a r l i e r , they're 

16 c l i e n t s of the Phi l a d e l p h i a Housing A u t h o r i t y . 

17 Q. Where does i t say that? 

18 A. Well, you d i d n ' t ask me whether i t said t h a t . I 

19 was j u s t g i v i n g you a response to your e a r l i e r question. I t 

20 does not say t h a t on t h i s sheet. 

21 Q. You're saying t h a t when i t says p u b l i c housing 

22 a u t h o r i t y customers, t h a t does not r e f e r t o the p u b l i c 

23 housing a u t h o r i t y ? 

24 A. I t ' s p l u r a l . I don't r e f e r t o the p u b l i c housing 

25 a u t h o r i t y as the p u b l i c housing a u t h o r i t y customers. The 
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1 p u b l i c housing a u t h o r i t y i s one customer. 

2 Q. There are other customers, though, who are under 

3 the p u b l i c housing a u t h o r i t y penumbra; r i g h t ? 

4 A. Well, I don't see any reference t o p u b l i c housing 

5 a u t h o r i t y under a v a i l a b i l i t y . You're asking me about 

6 various subsets of the -- or various component parts here, 

7 and I'm r e f e r r i n g to the f a c t t h a t these are ap p l i c a b l e to 

8 the scattered s i t e s PHA customers, not PHA. 

9 Q. And i n t h i s r a t e increase, we're not t a l k i n g 

10 about the customer charge, are we? We're t a l k i n g about GCR? 

n A. We're t a l k i n g about --

12 Q. Delivery charge? 

13 A. -- a l l aspects of -- but you put a r a t e schedule 

14 i n f r o n t of me and you asked me whether or not i t was, 

15 whether i t was a v a i l a b l e t o the Phila d e l p h i a Housing 

16 A u t h o r i t y . And I'm answering you and i n d i c a t i n g that i f you 

17 look under a v a i l a b i l i t y , i t does not i n d i c a t e t h a t i t ' s 

18 a v a i l a b l e t o the Phila d e l p h i a Housing A u t h o r i t y . 

19 Q. Mr. White, l e t me j u s t ask you to l i s t e n t o my 

20 question, because you j u s t t o l d me something I d i d n ' t ask 

21 you. So l e t me t r y to be more s p e c i f i c and help you 

22 understand what my questions are. 

23 A. Likewise, I ' l l do my best. 

24 Q. Now, the rates t h a t are going t o be increased, 

25 can you t e l l me i n PHA Cross E x h i b i t No 1 what rates are 
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1 scheduled to be increased on t h i s page? 

2 A. The rates t h a t are scheduled to be increased on 

3 t h i s page are the base rates and the non-fuel component of 

4 base r a t e s . 

5 Q. Point them out to me f o r the record. 

6 A. They would be the -- w e l l , can I j u s t read them 

7 to you? 

8 Q. Sure. 

9 A. Okay. That would be the customer charge and the 

10 d e l i v e r y charge. 

11 Q. Which would be the d i s t r i b u t i o n charge on t h i s ? 

12 I s t h a t how i t ' s r e f e r r e d to? 

13 A. Yeah, i t ' s r e f e r r e d to as d e l i v e r y charge under 

14 sub p a r t A, I guess. 

15 Q. Then l e t ' s take d e l i v e r y charge. Do you see the 

16 words "p u b l i c housing"? 

17 A. Yes. 

18 Q. Does th a t apply to the Phil a d e l p h i a Housing 

19 A u t h o r i t y ? 

20 MR. STUNDER: Your Honor, I object t o t h i s l i n e of 

21 questioning, because what Mr. Hinerman i s doing i s he's 

22 ab s o l u t e l y i g n o r i n g t h a t we have another t a r i f f page t i t l e d 

23 PHA Ph i l a d e l p h i a Housing A u t h o r i t y . 

24 So he i s only showing one e x h i b i t , and not showing 

25 the t a r i f f as i t i s i n c l u s i v e l y w i t h another page, another 
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1 r i d e r , t h a t i s the PHA r i d e r , l i k e t h i s one. 

2 So I object to t h i s l i n e of questioning, because 

3 Mr. Hinerman i s not presenting the t a r i f f i n i t s e n t i r e t y , 

4 as he should, and i n d i c a t e t h a t we have another PHA r a t e on 

5 a separate page i n our t a r i f f . 

6 JUDGE FORDHAM: But I thought i t was Mr. White's 

7 testimony t h a t the GS r a t e d i d apply t o PHA customers. 

8 MR. STUNDER: The GS r a t e applies t o PHA customers 

9 when they're scattered s i t e s . When they are conventional 

10 s i t e s , i t ' s the PHA r a t e . 

11 JUDGE JONES: But tha t does r e l a t e t o t h i s , 

12 Mr. Stunder. 

13 JUDGE FORDHAM: So he can ask him questions regarding 

14 t h a t . 

15 MR. STUNDER: He can ask questions t o t h i s , but what 

16 he i s not r e v e a l i n g at t h i s p o i n t i n time --

17 JUDGE JONES: But can't you do t h a t i n r e h a b i l i t a t i n g 

18 your witness? 

19 MR. STUNDER: Okay. 

20 MR. HINERMAN: Your Honor, I agree, t h a t ' s not a 

21 JUDGE JONES: Go ahead, Mr. Hinerman. 

22 JUDGE FORDHAM: And the other t h i n g i s , we're not 

23 sure where he's going. He might have t h a t a f t e r t h i s . I'm 

24 not sure. 

25 Go ahead, Mr . Hinerman. 
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MR. HINERMAN: Your Honors, j u s t f o r c l a r i f i c a t i o n , 

I ' l l give you those pages. I don't want t o i n any way 

deceive anyone or t r y t o put one over on the witness. 

JUDGE FORDHAM: This w i l l be marked PHA Cross E x h i b i t 

No. 2. 

(Whereupon, the document was marked 

as PHA Cross Examination E x h i b i t No. 2 

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

(Document handed to witness.) 

BY MR. HINERMAN: 

Q. Just so the record i s c l e a r , do you know what 

t h i s i s , Mr. White? 

A. This i s the Ph i l a d e l p h i a Housing A u t h o r i t y r a t e . 

Q. That's the r a t e t h a t ' s c u r r e n t l y being charged to 

the P h i l a d e l p h i a Housing A u t h o r i t y ; i s th a t correct? 

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

Q. Okay. Now, back to PHA Cross E x h i b i t 1. The 

question t h a t I had asked you before Mr. Stunder objected 

was, when i t r e f e r s under d e l i v e r y charge t o p u b l i c housing, 

could t h a t include the Phil a d e l p h i a Housing A u t h o r i t y ? 

A I t never has. 

Q. Why not? 

A. I t never has. 

Q. Has there ever been --

A. I mean I can't give an answer as to why i t 
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hasn't, but we have not b i l l e d the Ph i l a d e l p h i a Housing 

2 A u t h o r i t y under the general service r a t e . 

3 Q. Has there ever been a discussion of b i l l i n g the 

4 Phi l a d e l p h i a Housing A u t h o r i t y under the general service 

5 rate? 

6 (Pause.) 

7 A. Has there ever been a discussion between PGW and 

the housing a u t h o r i t y ? 

9 Q. Yes. 

10 A. I t h i n k there's been requests by the housing 

11 a u t h o r i t y . 

12 Q. Have you and I ever met before? 

13 A. Yes, I believe so. 

14 Q. Did we have a meeting at one p o i n t at the PHA? 

15 Do you remember that? 

16 A. Yes. 

17 Q. And d i d you not make a statement at t h a t p o i n t 

18 t h a t PGW could b i l l PHA at the GS r a t e without a t a r i f f 

19 change? 

20 A. I don't r e c a l l making t h a t statement, no. 

21 MR. STUNDER: I object to t h i s l i n e of questioning 

22 under the r u l e s of evidence. When p a r t i e s -- w e l l , l e t me 

23 withdraw the o b j e c t i o n . I'm sor r y . 

24 BY MR. HINERMAN: 

25 Q- I f I st a t e d on the record today t h a t I was at a 
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1 meeting w i t h you, and you made the statement that PGW could 

2 b i l l PHA at the GS r a t e without a t a r i f f r a t e , would you say 

3 I was l y i n g ? 

4 A. I don't r e c a l l the conversation. I mean there 

5 was a l o t discussed at th a t meeting, not the l e a s t of which 

6 was a discussion of the municipal r a t e , the PHA r a t e , the 

7 general service r a t e , the CRP r a t e , the delinquencies. I 

8 mean there was a ple t h o r a of issues discussed. 

9 I f you're asking me i f I r e c a l l t h i s one s p e c i f i c 

10 i n c i d e n t or discussion, no, I do not. 

11 MR. STUNDER: Your Honor, I may have an o b j e c t i o n 

12 here. And I ' l l know i f I do. Can I ask Mr. Hinerman i n 

13 what context was tha t meeting held? 

14 MR. HINERMAN: I have asked the questions I'm going 

15 t o ask about t h a t meeting. I j u s t want t o now s o r t of 

16 conclude t h i s . I have one question over-arching --

17 MR. STUNDER: But was tha t w i t h i n the context of a 

18 r a t e case? 

19 MR. HINERMAN: No. No. 

20 BY MR. HINERMAN: 

21 Q. Now that you have reviewed PHA Cross E x h i b i t 1 

22 and Cross E x h i b i t 2, i s i t s t i l l your opinion t h a t PHA i s 

23 a p p l i c a b l e to the PH r a t e alone? 

24 A. Yes, i t i s my opinion t h a t i s ap p l i c a b l e t o the 

25 PHA alone. 
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Q. You could not use, i n other words, a GS r a t e , 

2 wording t h a t t a l k s about b i l l i n g of p u b l i c housing 

3 A. That was never the i n t e n t of t h i s t a r i f f , and 

4 i t ' s not been the a p p l i c a t i o n of t h i s t a r i f f . 

5 Q. How do you know that? 

6 A. I t hasn't f o r 27 years. 

7 Q. How do you know that? 

A. Because I've been here f o r 27 years at PGW, and 

9 I've worked i n the areas t h a t p e r t a i n t o t h i s subject matter 

10 f o r the e n t i r e 27 years. 

H Q. Other than because you say so, what else i s 

12 there"? 

13 A. I would imagine you could go back and look at the 

14 b i l l i n g records. 

15 Q. What would the b i l l i n g records show you? 

16 A. That customers t h a t are b i l l e d PHA i s b i l l e d 

17 at the PHA r a t e , and i t s scattered s i t e s are b i l l e d at the 

18 GS r a t e . 

19 Q. But does th a t mean i t has to be t h a t way? That's 

20 the question, Mr. White. Can you use the language i n the 

21 GS r a t e and b i l l PHA under the GS rate? 

22 A. I imagine you could make the language, you could 

23 i n t e r p r e t the language any way you want to i n t e r p r e t the 

24 language. But the i n t e n t of t h i s , the GS t a r i f f , and the 

25 i n t e n t of the PHA t a r i f f , were to be used as they've been 
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1 used. 

2 Q. Why would you charge PHA a higher rate? 

3 A. That goes back so f a r , I don't know the d i f f e r --

4 I don't know why there's an eight tenths of one cent 

5 d i f f e r e n c e between the r a t e s . 

6 Q. No, I'm not t a l k i n g about j u s t i n the context of 

7 t h i s p a r t i c u l a r r a t e case. But i n general, your chart at 

8 CW-10 sets out the h i s t o r i c b i l l i n g rates f o r base r a t e s . 

9 And I'd l i k e , i f you would, I want to ask you a couple 

10 questions about i t , i f you can r e f e r t o i t . 

11 A. Sure. 

12 Q. At CW-10, you r e f l e c t , and your testimony 

13 discusses the f a c t , as you put i t , t h a t the PH r a t e i s 

14 always higher than the municipal r a t e , and comparable or 

15 s i m i l a r t o the commercial and r e s i d e n t i a l r a t e . 

16 So I'd l i k e to ask you to look at t h a t and t e l l me, 

17 i s i t not t r u e that at every date on CW-10, the PH r a t e 

18 exceeds the r e s i d e n t i a l rate? 

19 (Pause.) 

20 A. I would be surprised i f i t d i d n ' t . 

21 Q. Why? 

22 MR. STUNDER: Your Honor, I ob j e c t . This has c l e a r l y 

23 been established as a cost of service issue. Mr. White has 

24 already s t a t e d t h a t he doesn't know e x a c t l y the exact 

25 h i s t o r y of the r a t e s t r u c t u r e , and t h a t Mr. Gorman, who 
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prepares the cost of service, and he's deferred t o him 

already. And h i s testimony's provided i n t h i s r a t e case, 

which has been voluminous. 

MR. HINERMAN: I would be happy, Your Honors, i f we 

want t o s t i p u l a t e t h a t there's nothing i n the record to 

j u s t i f y the d i f f e r e n c e . Because t h a t ' s what we're hearing. 

Now, i f there i s a reason to j u s t i f y a d i f f e r e n c e i n 

the r a t e , i t should have been presented i n the PUC hearing. 

MR. STUNDER: Well, i t should have been i n your 

testimony. 

MR. HINERMAN: I t was. I t ' s a l l over my --

MR. STUNDER: Not a j u s t i f i c a t i o n f o r i t . 

MR. HINERMAN: Okay. So I'm w i l l i n g t o s t i p u l a t e 

t h a t there i s no known reason f o r the d i f f e r e n c e , and we can 

move on. I f not, 

MR. STUNDER: Your Honor, o b j e c t i o n --

MR. HINERMAN: t h i s i s my witness. I have no 

other witness. 

MR. STUNDER: The o b j e c t i o n i s n ' t coming through a 

s t i p u l a t i o n . 

JUDGE FORDHAM: Mr. Hinerman, i n your review of 

Mr. Gorman's testimony, you're saying t h a t he cannot answer 

the questions t h a t you have raised? 

MR. HINERMAN: I t i s not referenced i n Mr. Gorman's 

testimony. Now, whether he would have some other, something 
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outside the PUC proceeding t h a t he would want t o b r i n g i n at 

t h i s p o i n t , i t ' s too l a t e . I don't have a chance to t a l k t o 

him about h i s j u s t i f i c a t i o n s f o r why PHA's r a t e i s more and 

i s being r a i s e d t o a higher l e v e l . 

I don't know what he knows. I t ' s j u s t not i n the 

record. 

JUDGE FORDHAM: Did you propound any discovery to PGW 

regarding t h i s ? 

MR. HINERMAN: Yes, we did-. 

JUDGE FORDHAM: And you d i d not get a response? 

MR. HINERMAN: We di d n ' t get anything t h a t would help 

e n l i g h t e n us as to why t h i s i s . 

MR. STUNDER: Your Honor, PGW provided responses t o 

a l l PHA discovery. 

MR. HINERMAN: That i s c o r r e c t , they d i d provide a 

response. And they provided the same j u s t i f i c a t i o n here 

today from the witness. 

JUDGE JONES: Was i t from Mr. White or from 

Mr. Gorman, Mr. Hinerman? Was the questions from Mr. White 

or Mr. Gorman? 

MR. HINERMAN: I t w i l l take me a few minutes to look 

up the answers. I have them here. 

JUDGE FORDHAM: We're o f f the record a minute. 

(Off-the-record pause.) 

JUDGE FORDHAM: We're back on the record. 
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1 MR. STUNDER: Your Honors, could we have a b r i e f 

2 recess t o t r y and c l a r i f y t h i s s i t u a t i o n ? 

3 JUDGE FORDHAM: Okay, we can do t h a t . We can go back 

4 o f f the record. 

5 (Recess.) 

6 JUDGE JONES: We are on the record. 

7 Now go ahead, Mr. Hinerman. 

8 MR. HINERMAN: Question PHA Set 1-1 asks the 

9 question, Please provide a l l documents e x p l a i n i n g the o r i g i n 

10 and c o n t i n u a t i o n of the current t a r i f f s t r u c t u r e i n v o l v i n g 

11 gas service t o PHA and i t s r e s i d e n t s , i n c l u d i n g but not 

12 l i m i t e d to b i l l i n g s and d e c l i n a t i o n of use of the 

13 r e s i d e n t i a l and commercial GS r a t e , the PHA r a t e , and the 

14 municipal MS r a t e . 

15 There were a l i s t -- we were requesting l i s t s of 

16 documents. Mr. Stunder and I t a l k e d about t h a t . They d i d 

17 not, f o r c o n f i d e n t i a l i t y purposes, want t o d i s t r i b u t e the 

18 l i s t . 

19 F i l e d an o b j e c t i o n . We d i d n ' t push them on t h a t . We 

20 agreed t o work out something on t h a t . Mr. Stunder provided 

21 the answer to t h a t . 

22 JUDGE JONES: Mr. Stunder provided the answer to 

23 that? 

24 MR. HINERMAN: To tha t p a r t i c u l a r question. But 

25 there were other questions. 
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Question PHA Set 1-3. Please provide a copy of any 

and a l l company documents, r e p o r t s , manuals and p o l i c i e s 

regarding r a t e determination as to the various classes of 

ra t e s , i n c l u d i n g but not l i m i t e d to how r a t e classes are 

determined, or the c l i e n t , and the form and documentation 

required by PGW to assign a r a t e class t o the customer. 

Response provided by Mr. White, Mr. Gorman. And the 

response i s , Please see testimony of Mr. White, testimony of 

Mr. Gorman, and cost of service study. 

Question 1-4. Please provide a l l documents r e l a t i n g 

to determination of amounts f o r requested r a t e increase f o r 

each r a t e c l a s s . 

Response provided by Craig White and Mr. Gorman: 

Please see the testimony of Craig E. White, the testimony of 

Howard Gorman, and the cost of service study. 

I've reviewed those, obviously. There i s no 

documentation i n the testimony or the cost of service study 

which would e x p l a i n t o us why the decision was made t h a t PHA 

should have to pay a higher r a t e f o r i t s residents i n the 

PHA class than f o r i t s r e s i d e n t s i n the municipal r a t e . Or, 

I'm sorry, i n the r e s i d e n t i a l r a t e . 

MR. STUNDER: Your Honor, we provided the cost of 

service study. I t ' s a whole volume. I t ' s 300 pages. I t ' s 

a d e t a i l e d study of how rates are applied t o d i f f e r e n t 

classes. 
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1 Now, Mr. Hinerman i s not an expert i n the 

2 i n t e r p r e t a t i o n of these t h i n g s . We r e f e r r e d to a study t h a t 

3 i s over 300 pages long. 

4 Mr. Gorman's d i r e c t testimony, I don't know how many 

5 pages t h a t i s ; and i t explains how the various -- how the 

6 cost a l l o c a t i o n s were developed. 

7 These are very lengthy and c o s t l y studies that are 

8 provided i n r a t e cases. 

9 Now, Mr. Hinerman has not determined how i t ' s done i n 

10 t h i s study, because he's not an expert i n t h a t f i e l d . But 

11 we have provided t h a t through our testimony, e x p l a i n i n g how 

12 these a l l o c a t i o n s are done, and e x p l a i n i n g how the r a t e 

13 increase a l l o c a t i o n was done. 

14 And i t ' s explained i n Mr. Gorman's testimony. And 

15 t h a t ' s why we r e f e r r e d to Mr. Gorman's testimony, and t h a t ' s 

16 why we r e f e r r e d to the study t h a t i s over 300 pages long 

17 t h a t i n minute d e t a i l explains how the cost of service i s 

18 a l l o c a t e d on the r a t e classes. 

19 MR. HINERMAN: Your Honors, may I respond? 

20 JUDGE JONES: No. I ' l l paraphrase what you gentlemen 

21 are t e l l i n g me. 

22 Mr. Hinerman, you asked a question i n reference t o 

23 the r a t e s . You were r e f e r r e d t o testimony by, s p e c i f i c a l l y , 

24 Mr. Gorman and Mr. White. 

25 You reviewed t h a t testimony and found t h a t 
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u n s a t i s f a c t o r y t o your question. Where i s your motion to 

compel an answer? 

MR. HINERMAN: Your Honor, i t was s a t i s f a c t o r y , 

because there wasn't anything. I f there had been, I would 

have received i t . 

JUDGE JONES: So you assumed t h a t because you 

couldn't f i n d anything, there was nothing? 

MR. HINERMAN: When they r e f e r r e d me to s p e c i f i c 

testimony and documents, and I looked at those documents, I 

assumed what you heard from t h i s witness today t h a t j u s t 

because i t ' s always been t h a t way f o r the l a s t how many 

years -- and we're going to get i n t o t h a t i n a minute --

th a t ' s not a s u f f i c i e n t reason to increase the PHA r a t e l i k e 

they're doing. 

Unless they can come up w i t h some ki n d of reason the 

cost of service d i f f e r s , i t ' s not i n those documents. 

Now, could I have compelled something t h a t doesn't 

e x i s t ? Probably not. I would assume they're going t o 

answer f u l l y and completely. 

MR. STUNDER: At t h i s p o i n t i n time, Mr. Hinerman has 

not presented a witness t h a t says i t ' s not i n t h a t study. 

I f there's no testimony on behalf of the P h i l a d e l p h i a 

Housing A u t h o r i t y t h a t said t h a t the Ph i l a d e l p h i a Gas Works 

cost of service study i s d e f i c i e n t they don't have a cost 

of service study expert. OTS has one; OCA has one. They 
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1 don't have one. 

2 They presented no testimony whatsoever p o i n t i n g out 

3 d e f i c i e n c i e s i n our cost of service study. 

4 A d d i t i o n a l l y , they've waived cross on --

5 JUDGE JONES: I know they've waived cross on 

6 Mr. Gorman. I'm aware of t h a t , Mr. Stunder. That's why I 

7 asked which witnesses they r e f e r r e d t o . 

8 We are o f f the record. 

9 (Discussion o f f the record.) 

10 JUDGE JONES: We're back on the record. 

11 Mr. Hinerman, we're of the opinion t h a t your due 

12 d i l i g e n c e was l a c k i n g as f a r as pursuing s p e c i f i c a l l y where 

13 i n the testimony your answer was, since t h a t was r e f e r r e d to 

14 you by the i n t e r r o g a t o r y . 

15 I n l i g h t of t h a t , we believe t h a t the o b j e c t i o n 

16 r a i s e d by PGW, s p e c i f i c a l l y Mr. Stunder, i s sustained. 

17 MR. HINERMAN: Okay. 

18 BY MR. HINERMAN: 

19 Q. I n your testimony, at page 26, you r e f e r t o --

20 MR. STUNDER: Mr. Hinerman, which testimony? 

21 MR. HINERMAN: I'm sorr y . 

22 MR. STUNDER: Di r e c t or r e b u t t a l ? 

23 MR. HINERMAN: That's a good p o i n t . 

24 BY MR. HINERMAN: 

25 Q. I n the r e b u t t a l testimony, at page 26. There i s 
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1 discussion i n the l a s t paragraph on t h a t page regarding 

2 s i m i l a r i t i e s and hallmarks, e f f i c i e n c i e s , which q u a l i f y f o r 

3 the MS r a t e . And you say, but th a t i s not enough. 

4 Have you ever reviewed the s t r u c t u r e of the housing 

5 a u t h o r i t y to determine whether or not i t has connections 

6 w i t h the m u n i c i p a l i t y of Philadelphia? 

7 A. Can you be s p e c i f i c about what you mean by 

8 connections? 

9 Q. Do you know how appointments are made to the 

10 board? 

11 A. The mayor has some in f l u e n c e over t h a t , I 

12 understand. 

13 Q. Do you know anybody on the s t a t e l e v e l t h a t has 

14 i n f l u e n c e on that? 

15 A. I'm sure there are. 

16 Q. I f you don't know --

17 A. I'm not aware of the governance over at the PHA, 

18 no. 

19 Q- Are you aware of whether or not there's a 

20 residency requirement at PHA th a t a l l the employees must be 

21 res i d e n t s of the C i t y of Philadelphia? 

22 A. I was not aware of t h a t . 

23 Q. Do you know whether the service area of PHA 

24 includes more than j u s t the C i t y an County of Philadelphia? 

25 A. I was always under the understanding that i t 
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d e a l t w i t h the C i t y an County of P h i l a d e l p h i a . 

MR. STUNDER: Your Honor, PGW's more than w i l l i n g t o 

s t i p u l a t e t h a t the PHA i s a st a t e a u t h o r i t y . Which I 

believe i t i s . 

MR. HINERMAN: I'm asking questions about the 

hallmarks or s i m i l a r i t i e s of e n t i t i e s . And th a t ' s what I'm 

j u s t pursuing. I can go on to another area, i f we've made 

the p o i n t . 

BY MR. HINERMAN: 

Q. You also discuss on the p r i o r page --

A. Page 25? 

Q. Yes. As shown on CW-10, since 1993 the r a t e 

charged under PHA eig h t r a t e class has been higher than the 

municipal r a t e c l a s s . 

Do you see t h a t reference i n the middle of the page? 

A. Yes. 

Q. Was PHA charged at the municipal r a t e p r i o r t o 

1 993? 

A. I do not know t h a t . I don't r e c a l l t h a t . 

Q. I s t h a t when you were at PGW? 

A. Yes, i t c e r t a i n l y was. 

Q. Are you f a m i l i a r w i t h whether or not PHA pays PHA 

b i l l e d rates c o n s i s t e n t l y at 100 percent? 

A. What do you mean by PHA b i l l e d rates? Are you 

t a l k i n g about a u t i l i t y allowance here? I mean I'm j u s t 
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1 t r y i n g t o --

2 Q. No, I'm t a l k i n g b i l l s d i r e c t l y t o the housing 

3 a u t h o r i t y . Are they paid at 100 percent? 

4 A. Yes. My understanding they are. 

5 Q. So i t ' s one of your b e t t e r customers, i f not the 

6 best? 

7 A. I would expect t h a t they would be one of our 

8 b e t t e r customers. 

9 Q. Can you ex p l a i n t o me the way the u t i l i t y 

10 allowance works, t o your understanding? 

11 A. To my understanding? 

12 Q. Yes. 

13 A. PHA receives funds from HUD on behalf of 

H customers. My understanding i s , from b r i e f discussions t h a t 

15 I've had w i t h PHA personnel, t h a t they have some l a t i t u d e on 

16 the development of the formula f o r various customers. And 

17 th a t formula i s used to i d e n t i f y what the HUD u t i l i t y 

18 allowance should be th a t PHA would receive. 

19 Q- Do you know the purpose behind the u t i l i t y 

20 allowance? 

21 A . I would assume t h a t i t i s to -- as I understand 

22 i t , there's an e l e c t r i c and gas. And I would assume t h a t 

23 the gas u t i l i t y allowance i s f o r the purpose of a s s i s t i n g 

24 low-income customers w i t h t h e i r gas b i l l . 

25 Q- Are you aware of any u t i l i t y allowances at the 
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1 PHA b i l l e d r a t e , or are they a l l at the r e s i d e n t i a l b i l l e d 

2 rate? 

3 A. PHA b i l l e d r a t e . I don't understand the 

4 question. 

5 Q. Are you aware of whether or not there are u t i l i t y 

6 allowances given to residents whose u n i t s are b i l l e d through 

7 the PHA at the PHA rate? 

8 A. I'm not aware of t h a t . I'm aware of the f a c t 

9 th a t the u t i l i t y allowance i s provided t o customers, and 

10 scattered s i t e customers; and those scattered s i t e customers 

n have the r e s p o n s i b i l i t y t o pay PGW. 

12 Q. So the u t i l i t y allowances, to your understanding, 

13 are provided t o residents who pay PGW? 

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

15 Q. On some occasions are u t i l i t y allowances paid 

16 d i r e c t l y t o PGW by PHA? 

17 A. I th i n k at the present time PHA pays us the 

18 ap p l i c a b l e r a t e . I f i t ' s f o r PHA f a c i l i t i e s , they pay us 

19 the PHA r a t e ; i f i t ' s f o r scattered s i t e s , they pay us the 

20 general service r a t e . 

21 Q. Are you aware of whether or not a l l of the 

22 resid e n t s receive a u t i l i t y allowance -- I'm sorr y . Let me 

23 s t r i k e t h a t and ask i t a b e t t e r way. 

24 To your understanding, do a l l re s i d e n t s receive the 

25 u t i l i t y allowance t h a t i s paid d i r e c t l y t o PGW? 
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1 MR. STUNDER: Your Honor, I ob j e c t . This i s beyond 

2 the scope of Mr. White's testimony. So now he's asking a 

3 bunch of questions about PHA tha t the PHA people know. 

4 Mr. White doesn't know t h i s s t u f f . 

5 MR. HINERMAN: No. I'm obviously not asking --

6 MR. STUNDER: He's not an ad m i n i s t r a t o r at PHA. 

7 BY MR. HINERMAN: 

8 Q. What I want to know i s i f i t ' s your 

9 understanding, Mr. White, t h a t a l l of the u t i l i t y allowances 

10 are paid d i r e c t l y by PHA to PGW. 

11 A. No, tha t ' s not my understanding. 

12 MR. STUNDER: Your Honor, o b j e c t i o n . There's nothing 

13 i n h i s testimony --

14 JUDGE FORDHAM: What i s the objection? 

15 MR. STUNDER: Pardon? 

16 JUDGE JONES: What i s your o b j e c t i o n , Mr. Stunder? 

17 MR. STUNDER: There's nothing i n Mr. White's 

18 testimony about t h a t subject. 

19 JUDGE JONES: About how PHA pays --

20 MR. STUNDER: About how PHA 

21 JUDGE JONES: -- the PGW? 

22 MR. STUNDER: applies the u t i l i t y allowances, and 

23 how t h a t , i f , i n p a r t , i n whole, more, l e s s , i s paid to PGW. 

24 There's nothing i n Mr. White's testimony about t h a t . 

25 JUDGE FORDHAM: Who at PGW knows that? 
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1 MR. STUNDER: Pardon? 

2 JUDGE FORDHAM: Who i n PGW knows that? 

3 MR. STUNDER: Well, my o b j e c t i o n doesn't go to t h a t , 

4 Your Honor. I t goes t o the scope of cross examination. And 

5 none of tha t i s contained i n Mr. White's testimony. 

6 So Mr. Hinerman i s asking Mr. White a series of 

7 questions t h a t ' s not i n Mr. White's testimony. And 

8 Mr. White i s t e l l i n g him that he 1s u n c e r t a i n . 

9 So p r i m a r i l y , i t ' s beyond the scope of h i s testimony. 

10 MR. HINERMAN: My understanding was there was some 

11 discussion about the vendor program i n which payments went 

12 d i r e c t l y to PGW from PHA. And I --

13 MR. STUNDER: Well, t h a t wasn't the testimony. The 

14 testimony was --

15 MR. HINERMAN: I'm sorry, l e t me f i n i s h . 

16 And my understanding was that there were some 

17 payments t h a t were made d i r e c t l y to PGW. I f th a t ' s not what 

18 he considers as p a r t of the vendor program, I'd l i k e t o know 

19 t h a t as w e l l . 

20 MR. STUNDER: Mr. Hinerman, where i n the testimony 

21 does i t say tha t u t i l i t y allowances are paid d i r e c t l y t o 

22 PGW? Because everything t h a t I read i n t h i s testimony says 

23 t h a t we b i l l PHA f o r , i n the vendor program, the GS r a t e . 

24 For conventional s i t e s we pay the PHA r a t e . 

25 There's nothing i n the testimony t h a t says t h a t a 
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u t i l i t y allowance i s passed on along t o PGW. There's not 

one piece i n here to --

JUDGE JONES: Okay, gentlemen, gentlemen. 

Mr. Hinerman, p o i n t t o a s p e c i f i c page, a s p e c i f i c 

l i n e as to where the foundation of your question i s . And 

perhaps t h a t w i l l help us i n determining whether i t ' s beyond 

the scope of the testimony or not. 

MR. HINERMAN: I n Mr. White's r e j o i n d e r testimony 

today, he discussed the vendor program i n which the payments 

were made d i r e c t l y by the company at the GS r a t e from PGW --

or, I'm sorry -- to PGW from PHA. 

I'm t r y i n g to f i n d out what t h a t vendor program i s 

and whether i t includes a u t i l i t y allowance payment. 

MR. STUNDER: Your Honors, Mr. White t e s t i f i e d t h a t 

PHA's b i l l e d at the GS r a t e i n t h a t program by an agreement 

w i t h CLS, HUD and PHA. 

JUDGE FORDHAM: I s the u t i l i t y allowance involved i n 

that? 

THE WITNESS: We would not know t h a t , Your Honor. 

That's not something t h a t PGW's i n t e r n a l personnel -- when 

you asked the question who at PGW, t h a t u t i l i t y allowance i s 

a PHA HUD i n t e r a c t i o n . I t has nothing t o do w i t h our 

i n t e r a c t i o n between the company 

JUDGE JONES: So your answer i s you don't know? 

THE WITNESS: We don't know. That's not something --
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JUDGE JONES: Okay, t h a t ' s the answer. 

2 BY MR. HINERMAN: 

3 Q- Are you f a m i l i a r w i t h l i t i g a t i o n i n v o l v i n g CLS 

4 and PHA regarding u t i l i t y allowances? 

5 MR. STUNDER: Objection. This i s beyond the scope of 

6 h i s testimony. 

7 MR. HINERMAN: You know what? I'm j u s t asking i f he 

8 knows about i t . 

9 MR. STUNDER: Well, he did n ' t t e s t i f y to i t . 

10 MR. HINERMAN: He d i d t e s t i f y about payments made 

n under CLS, from an agreement w i t h CLS, PGW and PHA. I'm 

12 j u s t asking him i f he's aware of whether or not t h a t comes 

13 from the l i t i g a t i o n . 

14 BY MR. HINERMAN: 

15 Q. Are you? 

16 A. I'm aware from a discussion I had w i t h the 

17 senior-most person over at PHA th a t PHA's i n l i t i g a t i o n w i t h 

18 a t h i r d p a r t y . 

19 He may have mentioned CLS, he may have mentioned 

20 another e n t i t y . I j u s t know th a t you're i n l i t i g a t i o n . 

21 Q- Do you know -- and I apologize. I'm r e a l l y 

22 unclear. But do you know whether the payments t h a t we're 

23 t a l k i n g about being made th a t you r e f e r r e d t o w i t h CLS, PGW 

24 and PHA have anything t o do w i t h t h a t l i t i g a t i o n , or have 

25 anything t o do w i t h u t i l i t y allowances? 
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1 A. I have no knowledge of t h a t . 

2 Q. Okay. Do you know i f any of the payments made 

3 through t h a t vendor program are f o r residents who are under 

4 the CRP program? 

5 A. The vendor program i s , as I i n d i c a t e d i n my 

6 r e j o i n d e r , i s a program t h a t was designed, and has not 

7 changed. I t was designed p r i o r to the development of the 

8 CRP program, otherwise known as the CAP program at the s t a t e 

9 l e v e l . 

10 So to my knowledge, there are no customers i n the 

11 vendor program t h a t receive the CRP r a t e . And i f there are, 

12 i t 1 s a mistake. 

13 Q. Has there, to your knowledge, been any review of 

14 whether or not t h a t s i t u a t i o n e x i s t s ? 

15 A. I mean we always review and make sure t h a t the 

16 customers are on the proper r a t e schedule. But c e r t a i n l y 

17 e r r o r s can occur. 

18 Q. Did you read Mr. Colton's testimony regarding the 

19 PHA i n h i s r e b u t t a l testimony? 

20 A. I reviewed i t , yes. 

21 Q. Did you have any opinions on Mr. Colton's 

22 approach as to o b t a i n i n g u t i l i t y allowance d i r e c t l y to PGW 

23 from PHA and e n r o l l i n g people under the CRP program? 

24 MR. STUNDER: Objection. Mr. White d i d not t e s t i f y 

25 as to anything t h a t ' s contained i n Mr. Colton 1s testimony. 
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MS. APPLEBY: And Your Honor, o b j e c t i o n from the OCA. 

Mr. Colton w i l l be here tomorrow. I f Mr. Hinerman has 

questions about Mr. Colton's testimony, he can ask 

Mr. Colton those questions. 

MR. HINERMAN: I f Mr. White i s aware of any 

reg u l a t o r y hurdles t h a t he would l i k e t o mentioned, I t h i n k 

i t ' s important t o h i s testimony. 

MR. STUNDER: I t ' s beyond the scope of h i s testimony. 

Mr. White o f f e r e d no testimony as to what Mr. Colton said. 

I t ' s not proper cross. 

MS. APPLEBY: And Your Honor, the --

JUDGE JONES: Objection sustained. Mr. Hinerman, 

move on. 

MR. HINERMAN: I have no f u r t h e r questions. Thank 

you. 

JUDGE JONES: Thank you, Mr. Hinerman. 

Mr. Shore? 

MR. SHORE: Yes. Thank you, Your Honor. 

CROSS EXAMINATION 

BY MR. SHORE: 

Q- Good afternoon, Mr. White. I'm Miles Shore. I 

represent the School D i s t r i c t of P h i l a d e l p h i a . 

A. Good afternoon. 

Q. Thank you. How long have you been i n your 

present p o s i t i o n ? 
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1 A. July of 2001 . 

2 Q. You 1ve been the i n t e r i m c h i e f operating o f f i c e r 

3 since 2001? 

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

5 Q. With respect to the c o n t r a c t u a l issues and r u l e 

6 ten th a t you covered i n your r e b u t t a l testimony, and you 

7 also mentioned today, p a r t i c u l a r l y at page 23 of your 

8 r e b u t t a l testimony. 

9 Where d i d you l e a r n t h a t the school d i s t r i c t back i n 

10 the l a t e 1990s was c o n t r a c t u a l l y o b l i g a t e d to use n a t u r a l 

11 gas f o r approximately 80 schools? 

12 A. At th a t time I had j u s t moved i n t o the p o s i t i o n 

13 as v i c e president of marketing. And one of the things t h a t 

14 we d i d was we went back to review our contra c t s t h a t we had 

15 w i t h customers t o ensure t h a t we were not i n s t a l l i n g 

16 f a c i l i t i e s and not r e c e i v i n g the appropriate c o n t r a c t u a l 

17 response from the customer. 

18 And we discovered t h a t there were some -- there was a 

19 large number of schools t h a t had signed a contract to use 

20 gas e x c l u s i v e l y f o r a period of time, and PGW had i n s t a l l e d 

21 f a c i l i t i e s at those schools. 

22 Q. When d i d you do that research or i n v e s t i g a t i o n ? 

23 A. Probably ' 98. 

24 Q. Were you personally involved i n any ne g o t i a t i o n s 

25 or discussions w i t h the school d i s t r i c t on th a t subj ect? 
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A. Yes, I was. 

Q. And were you aware that Mr. Steven Hershey was 

representing the school d i s t r i c t at the time? 

A. I'm not sure i f I knew at th a t time. But I guess 

I heard a f t e r Mr. Hershey came to the gas works that he was 

working w i t h Ms. Mondre, and she was representing the school 

d i s t r i c t . 

Q. Well, he was representing Ms. Mondre and the 

school d i s t r i c t i n 1999, wasn't he, before he came to PGW? 

A. I d i d n ' t have knowledge of i t at t h a t time. And 

even today I couldn't t e l l you s p e c i f i c a l l y when he 

represented Ms. Mondre. 

Q. Were you aware t h a t of the 80 schools t h a t you 

r e f e r t o on page 23, l i n e f i v e , t h a t several, or more than 

ten of them were no longer c o n t r a c t u a l l y required to use 

only n a t u r a l gas? 

A. I would suspect t h a t they d i d n ' t meet the 

co n t r a c t . So when you say they're no longer required, I'm 

not q u i t e sure what you mean by t h a t . 

Q. I mean e i t h e r t h a t the term of the contra c t s had 

expired, or that the school d i s t r i c t had a c t u a l l y met the 

requirements of the co n t r a c t s . 

A. I t ' s not my understanding that they met the 

requirements of the c o n t r a c t . I f you're saying t h a t the 

cont r a c t i t s e l f had a term that has passed, I would accept 
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your r e p r e s e n t a t i o n t h a t ten of them have. 

MR. SHORE: I'm going t o show the witness an e x h i b i t 

f o r cross examination, Your Honor. 

JUDGE JONES: You may approach. 

MR. SHORE: I've pre-marked t h i s as School D i s t r i c t 

Cross Examination E x h i b i t No. 5. I'm ta k i n g i t out of 

order. I'11 re-number i t number one i f you'd p r e f e r . 

JUDGE FORDHAM: That would be b e t t e r . 

JUDGE JONES: That would be b e t t e r . 

(Whereupon, the document was marked 

as Phi l a d e l p h i a School D i s t r i c t Cross 

Examination E x h i b i t No. 1 f o r 

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

(Document handed t o witness.) 

BY MR. SHORE: 

Q. Mr. White, I'm showing you a document t h a t ' s 

marked as School D i s t r i c t Cross Examination E x h i b i t No. 1. 

Have you ever seen t h i s ? This i s a copy of a l e t t e r dated 

February 11, 1999, from P h i l a d e l p h i a Gas Works to 

Steven Hershey, Esquire. Have you ever seen t h i s document 

before? 

A. I don't r e c a l l ever seeing t h i s document. I know 

I'm l i s t e d as a CC, but you're t a l k i n g about an eight-year-

o l d document. 

I mean since i t ' s carboned to me, I probably would 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



680 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

expect t h a t i t came to me. But you're asking me i f I r e c a l l 

i t , and I do not. 

Q. And the l e t t e r i s w r i t t e n by Abbie Pozefsky, who 

was the general counsel at the time; i s th a t r i g h t ? 

A. Yes. 

Q. I'd l i k e to i n v i t e your a t t e n t i o n i n the f i r s t 

paragraph, the second sentence. Do you see where she wrote. 

We are able to confirm t h a t w i t h the exception of the Wilson 

School, whose contract term expires i n February 2001, a l l 

schools l i s t e d i n your l e t t e r are no longer subject t o 

exclusive use requirements? Do you see that? 

A. Yes. Can you give me a moment to read t h i s ? 

Q. Sure. 

A. Okay. 

(Witness perusing document.) 

A. Upon reading t h i s , I r e c a l l the l e t t e r . 

MR. STUNDER: Mr. White, hold on one second. 

Your Honor, I object to the presentation of t h i s as 

evidence, and reference to i t , because i t references a p r i o r 

l e t t e r . We don't have th a t l e t t e r p r e s e n t l y . I don't know 

what schools are l i s t e d i n th a t l e t t e r . 

And I don't even know how the schools referenced i n 

t h i s l e t t e r i n t e r s e c t w i t h the 80 schools i n Mr. White's 

testimony. 

So Mr. White doesn't have any foundation whatsoever 
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to answer any questions responsive to t h i s l e t t e r , because 

he doesn't even know how they i n t e r s e c t w i t h the 80 schools; 

and we don't have the p r i o r l e t t e r . 

MR. SHORE: Your Honors, t h i s i s cross examination. 

And I can t e s t h i s knowledge and memory of the f a c t s t h a t he 

set f o r t h i n h i s r e b u t t a l testimony. 

And t h i s i s a w r i t i n g t h a t was contemporaneous w i t h 

the period he's t a l k i n g about, and which he was copied. 

MR. STUNDER: On the very l e a s t , I ' d l i k e t o see the 

p r i o r l e t t e r . I mean we're j u s t l i k e f i s h out of the water. 

We don't even know what schools are l i s t e d i n the p r i o r 

l e t t e r . 

MR. SHORE: Your Honor, t h i s i s cross examination. 

I'm not o f f e r i n g the l e t t e r i n t o evidence. 

(Pause.) 

MR. STUNDER: Your Honor, there's also other 

references i n here i n the second paragraph where we w r i t e -~ 

w e l l , Ms. Pozefsky w r i t e s , t h a t PGW continues to await a 

response from the school d i s t r i c t regarding some do, 

regarding 

MR. SHORE: Your Honor --

JUDGE JONES: Wait a minute. That's not proper, 

because Mr. Shore has only referenced one p a r t i c u l a r p a r t of 

the l e t t e r thus f a r . And he has not o f f e r e d t h i s l e t t e r 

i n t o evidence, Mr. Stunder. 
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I agree w i t h you that the par t t h a t he has referenced 

does reference another l e t t e r . And we are not sure what 

th a t other l e t t e r 1s contents was. 

MR. STUNDER: Exactly. 

JUDGE JONES: Mr. Shore, are you prepared to provide 

the contents of the l e t t e r dated February 3, 1999? 

MR. SHORE: May I have a moment. Your Honor, see i f I 

have i t i n my briefcase? 

(Pause.) 

THE WITNESS: Your Honor, are we o f f the record at 

t h i s moment? 

JUDGE JONES: We are o f f the record. 

(Discussion o f f the record.) 

JUDGE JONES: Back on the record. 

MR. SHORE: I n answer t o your question, I do not have 

the February 3, 1999 l e t t e r r e f e r r e d t o i n my E x h i b i t No. 1. 

I was i n t e n d i n g only to use t h i s l e t t e r to cross-examine the 

witness on the s p e c i f i c sense t h a t I mentioned, t o t e s t h i s 

memory and c r e d i b i l i t y r e l a t i n g to his r e b u t t a l testimony on 

page 23. 

JUDGE JONES: I n reference t o the 80 schools; 

correct? 

MR. SHORE: Yes, i n reference to the 80 schools. 

JUDGE JONES: But the problem i s t h a t the par t t h a t 

you're p o i n t i n g us to states t h a t there was a l i s t of 
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schools i n the February 3, 1999 l e t t e r . We don't have th a t 

l i s t i n t h i s l e t t e r , so we don't know what we're t a l k i n g 

about. 

Do you agree w i t h me on t h a t , Mr. Shore? 

MR. SHORE: I agree t h a t we do not have the 

February 3 l e t t e r . My po i n t was, though, t h a t a gas works 

re p r e s e n t a t i v e stated t h a t a l l the schools t h a t were l i s t e d 

i n the l e t t e r were no longer subject to exclusive use 

requirements. 

Mr. White, i n h i s testimony --

JUDGE JONES: But we don't know what other schools 

were. 

MR. SHORE: No, we don't know the names. 

JUDGE JONES: And we don't know i f i t was 80. 

MR. SHORE: No, we don't. That's r i g h t , Your Honor. 

MR. STUNDER: And he's misquoting the l e t t e r . 

There's other parts of the l e t t e r t h a t m i l i t a t e against h i s 

p o s i t i o n . 

I mean he's quoting one, not even an e n t i r e sentence. 

And the next paragraph stands f o r the reverse of what he 

wants to have i t stand f o r . 

MR. SHORE: Well, t h a t may be subject to r e d i r e c t 

examination, Your Honor. But i t ' s not grounds --

JUDGE JONES: I would agree, Mr. Shore. Go ahead. 

MR. SHORE: I t ' s not grounds to p r o h i b i t cross 
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examination based on a l e t t e r t h a t was w r i t t e n at the time 

th a t was copied to t h i s witness. 

I was also going to ask him about the next sentence, 

about the seven named schools. Which i s w i t h i n the scope of 

his r e b u t t a l testimony as w e l l . 

Again, i t ' s only being used f o r the purpose of cross 

examination. I'm not --

MR. STUNDER: I t ' s incomplete. 

MR. SHORE: -- going to o f f e r i t i n t o evidence. 

MR. STUNDER: I mean i t ' s not even going to be 

h e l p f u l . 

MR. SHORE: Well, t h a t ' s Mr. Stunder's opinion. Your 

Honor. The cross examination of a l l the witnesses i s 

h e l p f u l t o the Court, I be l i e v e . To the a d m i n i s t r a t i v e law 

judges. 

JUDGE JONES: We're o f f the record. 

(Discussion o f f the record.) 

JUDGE JONES: We're back on the record. 

Go ahead, Mr. Stunder. 

MR. STUNDER: Your Honor, we have no way of knowing 

how t h i s l e t t e r references the 80 schools, or i f i t ' s even 

part of the 80 schools. We have no way of knowing t h a t . 

Mr. Shore has not presented us anything t h a t connects 

t h i s . There's no nexus t o those 80 schools. We have no 

idea. No idea. 
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And what he's o f f e r i n g t h i s l e t t e r i s absolu t e l y 

u n h e l p f u l . And i f i t ' s u n h e l p f u l f o r us here, i t ' s not 

going t o even get at the heart of the purpose of cross 

examination. 

We have on idea. I f we can't f i g u r e out how t h i s i s 

r e l a t e d to the 80 schools, how do we expect a witness? 

There's nothing apparent on i t s face. 

JUDGE FORDHAM: Do you have a l i s t of the 80 schools? 

That's p a r t of your witness's testimony, the 80 schools. Do 

you have the l i s t of the 80 schools? 

MR. STUNDER: We don't have them p r e s e n t l y . 

MR. SHORE: Well, t h a t was going to be one of the 

follow-up questions, Your Honor. Where d i d he le a r n t h a t 

there were 80 schools? 

MR. STUNDER: Well, he provided --

JUDGE JONES: No, your witness provided the 80 

schools. 

THE WITNESS: I would be happy to respond. There 

were other reasons other than j u s t not using gas. There 

were reasons where they weren't on the proper r a t e class 

because they d i d n ' t meet the requirements. 

So the 80 schools was an amalgamation of a l o t of 

issues. I cannot t e l l from t h i s l e t t e r whether i t was 

r e f e r r i n g to the f a c t that c e r t a i n schools d i d n ' t belong on 

-- or belonged on the BPS r a t e , but di d n ' t use i n accordance 
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w i t h the BPS t a r i f f , or whether there were schools t h a t 

weren't using at a l l , or whether there were schools t h a t 

d i d n ' t connect p h y s i c a l l y . I can't t e l l any of those things 

from t h i s . 

A l l I know, t h a t back i n 198 we had a s i g n i f i c a n t 

number of Phila d e l p h i a School D i s t r i c t f a c i l i t i e s that we 

had i n s t a l l e d expensive c a p i t a l improvements i n the ground, 

and they weren 1t using i n compliance w i t h the c o n t r a c t t h a t 

they had signed. 

JUDGE FORDHAM: How long d i d the c o n t r a c t l a s t ? 

THE WITNESS: Various time frames. Because each 

con t r a c t i s t y p i c a l l y created based upon the investment t h a t 

PGW has to make. 

So i n some cases the contracts may be longer, some 

contrac t s may be sho r t e r . 

JUDGE FORDHAM: And i f you know, what would break the 

contract? 

THE WITNESS: Not meeting the terms of the c o n t r a c t , 

which include burning gas i n accordance w i t h the appropriate 

volumetric l e v e l s , using the appropriate dual f u e l , using 

gas e x c l u s i v e l y . 

You've got to remember, Your Honor, at t h i s p o i n t 

we're t r y i n g to recover the c a p i t a l . We spent ratepayers 1 

money to put c a p i t a l i n the ground on behalf of a customer. 

We need t o recover t h a t by the customer e x c l u s i v e l y using 
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gas f o r a period of time. 

I f we d i d n ' t r e q u i r e t h a t , the customer could go out 

and use number two o i l i f number two o i l dropped below the 

p r i c e of n a t u r a l gas. 

So i n t h a t case, our f i r m customers, who are paying, 

e f f e c t i v e l y , since we have no one else f o o t i n g the b i l l 

here, paying to make th a t i n t o -- to i n s t a l l t h a t c a p i t a l . 

And we have to r e q u i r e that the customer do c e r t a i n t h i n g s . 

So to s p e c i f i c a l l y answer your question, the customer 

i s n ' t meeting one of a number of issues. 

JUDGE FORDHAM: And what d i d PGW do i f they d i d not 

use the r e q u i s i t e amount of gas? 

THE WITNESS: Well, t h a t ' s when we moved to the p o i n t 

where we had n e g o t i a t i o n s w i t h the school d i s t r i c t , and we 

determined t h a t we would r e q u i r e t h a t they paid us 

i n i t i a l l y , as opposed to get t i n g the b e n e f i t of assuming 

th a t they w i l l use gas; stay on the r i g h t r a t e class and use 

i t i n accordance w i t h what they agreed t o . 

They weren't meeting the terms of e a r l i e r c o n t r a c t s . 

So one of the ways th a t we d e a l t w i t h i t was to have them 

pay f o r the i n s t a l l a t i o n up f r o n t , and then at a c e r t a i n 

p o i n t i n time -- at the end of t h a t c o n t r a c t , I should say. 

The end of the contract we would review the usage and 

determine whether or not the school d i s t r i c t would receive 

f u l l c r e d i t , or receive a refund, or whether they had 
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already met, or j u s t not met the r u l e ten requirements. 

I don't know whether I made that l a s t p a r t very 

c l e a r . I know I d i d n ' t . Want me to give i t another shot? 

(Laughter.) 

JUDGE FORDHAM: That's s u f f i c i e n t . 

THE WITNESS: Okay. 

JUDGE FORDHAM: Mr. Shore, what else d i d you want 

w i t h respect to t h i s p a r t i c u l a r l e t t e r ? 

MR. SHORE: I was going t o ask a follow-up question 

about how he learned, or how he knew th a t there were 

approximately 80 schools involved. And I as also going to 

ask him about the next sentence t h a t s p e c i f i c a l l y references 

seven schools, and whether PGW ever took any a c t i o n to 

recover the costs, t h e i r c a p i t a l costs. 

JUDGE FORDHAM: Mr. Stunder? 

MR. STUNDER: Your Honor, I object t o the second 

question where he asks how the number of schools r e l a t e t o 

the 80 schools. 

JUDGE FORDHAM: Where he asked what? 

MR. STUNDER: Where he asked -- because again, we 

don't have the p r i o r l e t t e r , and we can't place t h i s , 

p r operly place t h i s w i t h i n the context of the 80 schools. 

JUDGE FORDHAM: But you have no o b j e c t i o n to h i s 

other questions? 

MR. STUNDER: The f i r s t and the t h i r d I don't have 
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any problem w i t h . 

JUDGE FORDHAM: You may ask those other questions, 

Mr. Shore. 

MR. SHORE: Thank you. Your Honor. 

BY MR. SHORE: 

Q. Mr. White, how d i d you l e a r n t h a t there were 

approximately 80 schools, school d i s t r i c t schools that were 

c o n t r a c t u a l l y o b l i g a t e d t o use n a t u r a l gas back i n the l a t e 

n i n e t i e s ? 

A. How d i d I le a r n i t f o r the purposes of t h i s 

testimony, or --

Q. Let me rephrase i t . 

A. Give me the r i g h t time frame, and I ' l l answer. 

Q. When d i d you f i r s t l e a r n --

A. Okay. 

Q. -- t h a t there were 80 schools during that time? 

A. Back i n '98 we d i d an extensive review of the 

co n t r a c t s , of the usage, of every school w i t h i n the school 

d i s t r i c t . And we put together l i s t i n g s . 

I've seen those l i s t i n g s . I've reviewed them. But 

of course i t ' s been a few years since I've looked at i t . 

And there was a large number of schools on there. I'm 

assuming t h a t i t was 80. 

My subject matter expert t h a t helped me w r i t e t h i s 

testimony put the 80 down, so I'm assuming th a t i t ' s 
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c o r r e c t , and I w i l l stand by i t . 

With respect to why we di d n ' t take actions, I t h i n k 

t h a t was your t h i r d question. 

Q. Well, l e t me ask. Who was your subject matter 

expert on t h i s subj ect? 

MR. STUNDER: Your Honor, I object t o that t o the 

extent t h a t i t v i o l a t e s a t t o r n e y / c l i e n t p r i v i l e g e . Because 

i t was a c o n t r a c t u a l issue at th a t p o i n t i n time 

MR. SHORE: The witness may answer, Your Honor. I f 

i t was an attorney, he may so s t a t e . I wouldn't ask him f o r 

the d i s c l o s u r e of any c o n f i d e n t i a l a t t o r n e y / c l i e n t 

communications. 

MR. STUNDER: Okay. 

MR. SHORE: But the f a c t t h a t an attorney was 

involved --

JUDGE JONES: Go ahead. Mr. White, answer the 

question. 

THE WITNESS: There were a number of people t h a t 

worked on i t , a l l the way from 

JUDGE JONES: No, he asked your subject matter 

person. 

THE WITNESS: A number of subject matter experts t h a t 

worked on i t . Teresa G l o l l i c k (phonetic) was one. I 

imagine --

(Pause.) 
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THE WITNESS: I know Teresa was at the ground f l o o r . 

I can't r e c a l l who was i n what job at tha t time. But i t 

would have been members of the maj or accounts group t h a t 

would have f i l t e r e d t h i s i n f o r m a t i o n up. 

The i n f o r m a t i o n was provided to a number of us; one 

of our attorneys, myself. So there were a number of people 

inv o l v e d . 

BY MR. SHORE: 

Q. And was an attorney one of the subject matter 

experts? 

A. Not a subj ect matter expert, j u s t i n v o l v e d . The 

subject matter expert was an i n d i v i d u a l who de a l t d i r e c t l y 

w i t h the school d i s t r i c t f o r many years, and had, you know 

she i s one of those f o r t u n a t e people t h a t have, you know, 

th a t you have i n your o r g a n i z a t i o n t h a t has the 

i n s t i t u t i o n a l memory, and also has worked w i t h the school 

d i s t r i c t . 

So p u t t i n g t h i s i n f o r m a t i o n together, f o r her, was 

not a problem. I t was very d e t a i l e d . 

Q. And can we agree t h a t PGW never took any l e g a l 

a c t i o n to recover the c a p i t a l costs t h a t i t spent on 

co n s t r u c t i o n of mains and services i n order t o provide gas 

service to those 80 schools, as you mentioned on page 23 of 

your r e b u t t a l testimony? 

MR. STUNDER: Objection. I would j u s t ask Mr. Shore 
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to d e f i n e l e g a l a c t i o n . 

BY MR. SHORE: 

Q. Mr. White, l e g a l a c t i o n means f i l i n g a l a w s u i t or 

a claim, an a d m i n i s t r a t i v e claim of some s o r t . 

A. No, we chose not to do tha t to the school 

d i s t r i c t . 

Q. Were you aware th a t PGW d i d t r a n s f e r some 

accounts, school d i s t r i c t accounts to a higher r a t e class? 

MR. STUNDER: Your Honor, I o b j e c t . That's assuming 

f a c t s not i n evidence. When he asks a question, are you 

aware. 

MR. SHORE: This i s cross examination, Your Honors. 

(Pause.) 

MR. SHORE: Well, I ' l l rephrase the question. 

BY MR. SHORE: 

Q. Did PGW t r a n s f e r any of the school d i s t r i c t 

accounts t o higher r a t e classes as a r e s u l t of your 

discovery of these c o n t r a c t u a l o b l i g a t i o n s r e f e r r e d t o on 

page 23? 

A. I believe we d i d . 

Q. When was that? 

A. I would suspect t h a t i t was i n the l a t e n i n e t i e s 

or 2000. '98, '99, something l i k e t h a t . 

Q. And when d i d PGW s t a r t r e q u i r i n g payment i n f u l l 

up f r o n t from the school d i s t r i c t on secti o n ten p r o j ects? 
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A. About the same time. 

Q. With respect to the b e n e f i t s , I know t h a t your 

counsel or you mentioned that there w i l l be o r a l r e j oinder 

from another witness. But t h i s issue i s mentioned i n your 

r e b u t t a l testimony also, on page 21. 

MR. STUNDER: Your Honor, i f I may have a moment j u s t 

to review 21. 

JUDGE FORDHAM: Which l i n e are you 

MR. SHORE: Well, a c t u a l l y , i t ' s a s l i g h t l y d i f f e r e n t 

question. 

BY MR. SHORE: 

Q. On page 21, s t a r t i n g at l i n e s 22 through 25, you 

sta t e t h a t only a small percentage, less than f i v e percent 

of PGW1s annual expenses are non-discretionary. Do you see 

that? 

A. Yes, I do. 

Q. I s th a t correct? Did you mean -- i s th a t non-

d i s c r e t i o n a r y c o r r e c t , or d i d you mean d i s c r e t i o n a r y ? 

A. I would imagine we meant d i s c r e t i o n a r y , as 

Mr. Bogdonavage t e s t i f i e d to e a r l i e r today. Thank you f o r 

th a t c o r r e c t i o n . 

Q. Would you c o r r e c t your testimony t o change t h a t 

word t o d i s c r e t i o n a r y rather than non-discretionary? 

A. I bel i e v e so, yes. 

Q. Thank you. Are management bonuses d i s c r e t i o n a r y ? 
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MR - STUNDER: Objection, Your Honor. That's outside 

of the scope of Mr. White's testimony. He never t e s t i f i e d 

to t h a t . That's why you struck footnote one i n Ms. Mondre's 

testimony. 

MR- SHORE: Your Honors, t h i s i s not Ms. Mondre's 

s u r r e b u t t a l testimony. This i s Mr. White's --

JUDGE JONES: This i s Mr. White's --

MR. SHORE: -- d i r e c t and h i s r e b u t t a l testimony. 

MR. STUNDER: But he never t e s t i f i e d t o i t . I'm j u s t 

making an analogy. 

JUDGE JONES: Mr. Shore, i s your question, would you 

characte r i z e a bonus i s d i s c r e t i o n a r y ? I s t h a t your 

question? 

MR. SHORE: A management bonus, yes. Or I could ask 

him more ge n e r a l l y what, i n h i s opinion, what types of 

expenses are d i s c r e t i o n a r y . 

JUDGE JONES: Ask tha t question, s i r . 

BY MR. SHORE: 

Q, Mr. White, what types of annual expenses r e f e r r e d 

to on page 21 of your r e b u t t a l testimony are d i s c r e t i o n a r y ? 

A, I couldn't even venture t o pass myself o f f as an 

expert on the accounting at PGW. But I would answer your 

question t h a t I wouldn't consider -- I would consider 

bonuses d i s c r e t i o n a r y . 

Q, Has PGW reduced i t s h e a l t h and welfare costs over 
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the l a s t three years? 

A. I'm sorry. Could you repeat that? 

Q. Has PGW reduced i t s health and welfare costs over 

the l a s t --

MR. STUNDER: Objection, Your Honor. We're going t o 

have a subject matter expert, Mr. D ' A t t i l i o , addressing the 

school d i s t r i c t ' s testimony on t h i s matter tomorrow. 

Also, Mr. Bogdonavage was here t o t e s t i f y about these 

expenses. He was j u s t here. Mr. Shore sat through t h a t ; he 

waived cross examination on Mr. Bogdonavage-

MR. SHORE: I should have referenced the s p e c i f i c 

page of Mr. White's r e b u t t a l testimony before I asked th a t 

question. And i f I may, I ' l l rephrase i t . 

JUDGE JONES: Thank you, Mr. Shore. 

BY MR. SHORE: 

Q. Mr. White, i n v i t i n g your a t t e n t i o n to page 19 of 

your r e b u t t a l testimony, p a r t i c u l a r l y at l i n e s 14 through 

17. Have the health b e n e f i t s that you r e f e r t o there been 

reduced at a l l i n the l a s t three years? 

MR. STUNDER: Your Honor, again, I ob j e c t . 

Mr. D ' A t t i l i o i s going to be here tomorrow. He w i l l be able 

to answer t h a t question. 

MR. SHORE: Your Honors, but Mr. White i s here today. 

And h i s r e b u t t a l testimony discusses t h i s issue. And I have 

a r i g h t t o cross-examine him on i t . 
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MR. STUNDER: And t h a t ' s why we put the Q&A i n the 

r e j o i n d e r , because we are p r e s e n t i n g Mr. D ' A t t i l i o on t h a t 

s u b j e c t m a t t e r . 

Mr. D ' A t t i l i o i s the head o f HR. And we are 

p r e s e n t i n g him, as we i n f o r m e d Your Honors, as a r e j o i n d e r 

w i t n e s s f o r t h i s v e r y i s s u e . What i s b e t t e r than t o have 

Mr. D ' A t t i l i o here t o speak t o the ma t t e r ? 

JUDGE FORDHAM: W e l l , s i n c e Mr. White has i n c l u d e d i t 

i n h i s t e s t i m o n y , I ' l l a l l o w t h e q u e s t i o n . I f he doesn't 

know t h e answer, then he can say t h a t . 

THE WITNESS: Could you r e p e a t t he q u e s t i o n ? 

(Pause.) 

THE WITNESS: I t h i n k i t was had the heath care 

b e n e f i t s dropped --

BY MR. SHORE: 

Q. Thank you. Have the h e a l t h and w e l f a r e b e n e f i t s 

o f t h e PGW been reduced a t a l l i n t h e l a s t t h r e e years? 

A. I would expect t h a t t h e y a r e , because they have 

been, because we n e g o t i a t e d a two-year e x t e n s i o n w i t h our 

u n i o n i z e d l a b o r f o r c e , 686. And i n t h a t e x t e n s i o n we have 

h i g h e r co-pays. 

So my answer t o t h a t q u e s t i o n i s yes. But o b v i o u s l y , 

Mr. D ' A t t i l i o w i l l have a l o t more s p e c i f i c i t y on t h i s i s s u e 

t h a n I do. 

Q. Which i s the l a r g e s t u n i o n i n PGW? 
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A. We only have one union, s i r . 

Q. One union. What's the name of t h a t union? 

A. That would be Local 686. 

Q. And what's the term of the c o l l e c t i v e bargaining 

agreement? 

A. May 15 of --

MR. STUNDER: Your Honor, obj e c t i o n . Mr. D ' A t t i l i o 

w i l l be here tomorrow to speak to t h i s . 

MR. SHORE: Your Honors, again, t h i s i s s p e c i f i c a l l y 

referenced on page 19 of Mr. White's r e b u t t a l testimony. He 

says i t ' s r e q u i red under the c o l l e c t i v e bargaining 

agreement. 

JUDGE JONES: And the question i s , what i s the term 

of the agreement? 

MR. SHORE: Yes, what's the term of the present 

agreement. 

JUDGE JONES: We'll allow i t . 

THE WITNESS: May 15, 2010, i s the te r m i n a t i o n of the 

e x i s t i n g or current agreement. 

BY MR. SHORE: 

Q. Have the base costs of the hea l t h b e n e f i t s f o r 

the union members increased over the l a s t three years even 

i f the co-pay has increased also? 

A. Now you're g e t t i n g i n t o d e t a i l s t h a t , you know, 

you're going t o have a witness tomorrow th a t w i l l have a l l 
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the d e t a i l s on t h i s . That's what he does. 

Q. You do not know the answer? 

A. I would rather not guess. 

Q. You also mention on your o r a l r e j o i n d e r , I 

be l i e v e , t h a t you learned t h a t there are schools i n 

Phi l a d e l p h i a t h a t are not going to be used i n the f u t u r e , 

something to t h a t e f f e c t ; i s th a t r i g h t ? 

A. Yeah, th a t ' s my understanding. 

Q. How and when d i d you le a r n that? 

A. Today. 

Q. From whom? 

A. Mr. Smith. 

Q. What d i d Mr. Smith t e l l you? 

A. Mr. Smith i n d i c a t e d t o me t h a t there was 

discussions w i t h Mr. Zook and school d i s t r i c t personnel i n 

which Mr. Zook was informed t h a t there are c e r t a i n schools 

th a t would most l i k e l y not be used i n the f u t u r e . 

Q. Are you aware t h a t the school d i s t r i c t has been 

c l o s i n g schools r e g u l a r l y --

MR. STUNDER: Objection. 

MR. SHORE: -- over the l a s t several years? 

MR. STUNDER: Assuming f a c t s not i n evidence. This 

i s n ' t a question f o r question. I t ' s beyond the scope of h i s 

testimony. 

MR. SHORE: I ' l l rephrase the testimony. 
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JUDGE JONES: Thank you, Mr. Shore. 

BY MR. SHORE: 

Q. Do you know i f the School D i s t r i c t of 

Phil a d e l p h i a has closed any p u b l i c schools i n the l a s t f i v e 

years? 

MR. STUNDER: Objection. This i s not relevant to 

Mr. White's testimony. 

JUDGE JONES: Mr. White, i n h i s o r a l r e j o i n d e r , said 

t h a t he had heard from Mr. Zook, I be l i e v e , t h a t there would 

be some schools t h a t would be --

MR. STUNDER: Schools not using n a t u r a l gas. 

JUDGE JONES: Not using n a t u r a l gas. 

MR. STUNDER: That's what he learned. 

JUDGE JONES: And you're probing as to whether he 

knows --

MR. SHORE: How he knows and what he learned about 

t h a t . I w i l l rephrase the question, Your Honor, i f I may, 

and ask Mr. White i f he knows of any schools t h a t were 

e i t h e r closed completely or no longer use n a t u r a l gas as a 

f u e l , even though the school i s open, i n the l a s t f i v e 

years. 

THE WITNESS: I'm sure there have been. I can't t e l l 

you the names of the schools. 

BY MR. SHORE: 

Q. And you also said t h a t -- l e t me ask you. Are 
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there other older f a c i l i t i e s i n the c i t y , not schools, t h a t 

are being closed or demolished or 

MR. STUNDER: Objection. 

MR. SHORE: -- boarded up and no longer use n a t u r a l 

gas? 

MR. STUNDER: This i s beyond the scope of h i s 

testimony. 

MR. SHORE: I t r e l a t e s to the o r a l r e j o i n d e r t h a t 

was --

MR. STUNDER: I t does not at a l l . He t e s t i f i e d about 

the school d i s t r i c t . 

MR. SHORE: Well, he t e s t i f i e d about the school 

d i s t r i c t , yes. But j u s t t h a t ' s a narrow focus. I can ask 

him on cross examination are there other b u i l d i n g s --

MR. STUNDER: Well, why don't ask him about 

everything --

MR. SHORE: I f any other p u b l i c b u i l d i n g s --

MR. STUNDER: -- i n the C i t y of Philadelphia? 

MR. SHORE: -- tha t are being closed also. 

MR. STUNDER: This i s beyond the scope of h i s o r a l 

r e j o i n d e r , h i s w r i t t e n testimony. 

JUDGE FORDHAM: I t ' s beyond the scope. The o b j e c t i o n 

i s sustained. 

BY MR. SHORE: 

Q. Mr. White, when d i d the gas works purchase the 
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F r a n k l i n Smelting property? 

A. Within the l a s t year. 

Q. And how much d i d they pay f o r i t ? 

A. I believe i t was $265,000. 

Q. Are you f a m i l i a r w i t h any environmental studies 

or r e p o r t s about the property? 

A. Yes. I understand t h a t they have an Act Two 

closure. And I believe there are p o r t i o n s of the F r a n k l i n 

Smelting t h a t are considered a Super Fund s i t e . 

Q. And was PGW aware of t h a t s i t u a t i o n when you 

bought the property? 

A. Absolutely. 

MR. SHORE: Thank you. I have no f u r t h e r questions, 

Your Honors. 

JUDGE JONES: Thank you, Mr. Shore. 

Both Mr. Shore and Mr. Hinerman, you have cross 

examination e x h i b i t s . Do you wish t o do anything w i t h those 

e x h i b i t s ? 

MR. HINERMAN: I'd l i k e mine admitted i n t o the 

record. 

JUDGE JONES: I s there any o b j e c t i o n , Mr. Stunder? 

MR. STUNDER: I do not object to the t a r i f f pages 

being put i n t o the record. 

JUDGE JONES: Very w e l l . PHA Cross Examination 

E x h i b i t s Nos. 1 and 2 are admitted without o b j e c t i o n . 
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(Whereupon, the documents marked as 

PHA Cross Examination Exhibit Nos. 1 

and 2 were received in evidence.) 

JUDGE JONES: Mr. Shore, my understanding i s you do 

not wish t o admit your e x h i b i t . I s that true? 

MR. SHORE: Your Honors, I d i d say t h a t I was not 

o f f e r i n g i t i n t o evidence, I was using i t s o l e l y f o r the 

purpose of cross examination, subj ect to the obj ections t h a t 

were r a i s e d and r u l e d upon. 

JUDGE JONES: Okay. 

Mr. C l e a r f i e l d and Mr. Stunder, both of you have 

sponsored t h i s witness. Both of you, I assume, are 

eval u a t i n g whether you have r e d i r e c t . 

MR. STUNDER: That's c o r r e c t . I have a l i t t l e b i t , 

b r i e f l y . I f I could have a few minutes to discuss. 

JUDGE JONES: We're going to break. We are o f f the 

record. 

(Discussion o f f the record.) 

JUDGE JONES: We are back on the record. 

I b e l i e v e , Mr. Stunder, you were planning some 

r e d i r e c t . 

MR. STUNDER: Yes, very b r i e f l y . 

JUDGE JONES: You may proceed. 

MR. STUNDER: Thank you, Your Honor. 
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REDIRECT EXAMINATION 

BY MR. STUNDER: 

Q. Mr. White, i n regard t o the F r a n k l i n Smelting 

property, does PGW have any f i n a n c i a l exposure at a l l based 

on i t s formal r e s o l u t i o n w i t h the Pennsylvania Department of 

Environmental P r o t e c t i o n w i t h regard to t h a t property? 

A. No, we do not. 

Q. Now, you t e s t i f i e d e a r l i e r t h a t there was an 

increase i n the customer charge. I s PGW proposing an 

increase i n the customer charge i n t h i s f i l i n g ? 

A. No, only the non-fuel base r a t e . 

Q. I s PHA a municipal e n t i t y ? 

A. No, i t i s not. 

Q. Therefore i s i t e l i g i b l e f o r the MS rate? 

A. No, i t i s not. 

Q. Why d i d PGW choose not to f i l e a l a w s u i t against 

the school d i s t r i c t ? 

(Laughter.) 

A. We chose not to f i l e the l a w s u i t against the 

school d i s t r i c t because we have a good working r e l a t i o n s h i p , 

and we d i d n ' t f e e l t h a t that was the appropriate way to work 

thin g s out. 

Q. Thank you, Mr. White. 

MR. HINERMAN: Recross, one question? 

JUDGE JONES: Just a moment. 
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Mr. C l e a r f i e l d , do you have --

MR. CLEARFIELD: No, we have no r e d i r e c t on my side 

of the s t o r y . 

JUDGE JONES: Okay. 

Mr. Hinerman? 

RECROSS EXAMINATION 

BY MR. HINERMAN: 

Q. What i s the basis f o r your conclusion t h a t PHA i s 

not a municipal e n t i t y ? 

A. PHA i s not part of the c i t y . 

MR. HINERMAN: No f u r t h e r questions. 

JUDGE JONES: Any questions --

MR. SHORE: No questions. Your Honor. 

JUDGE JONES: -- from the school d i s t r i c t ? 

No f u r t h e r questions from --

MS. MINCAVAGE: No, Your Honor. 

JUDGE JONES: I assume there's no questions i n 

reference t o --

MR. STUNDER: No, Your Honor. 

JUDGE JONES: -- Mr. Hinerman's questions. 

Mr. White, thank you f o r your e n t e r t a i n i n g testimony. 

(Laughter.) 

THE WITNESS: Your Honor, I was doing my best to make 

i t as e n t e r t a i n i n g as possible. 

JUDGE JONES: You are excused, s i r . And please leave 

C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717 ) 7 6 1 - 7 1 5 0 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

705 

the signs f o r tomorrow. 

(Laughter.) 

(Witness excused.) 

JUDGE JONES: I t i s my understanding t h a t we have 

made an amendment to our agreed-upon presentation of 

witnesses f o r today, and we w i l l be ta k i n g a witness f o r 

PGW, Mr. Gyory, on Thursday. 

MR. CLEARFIELD: Yes, ma'am. 

JUDGE JONES: And i t i s also my understanding t h a t 

because we w i l l be ta k i n g Mr. Gyory on Thursday t h a t we have 

concluded the witnesses t h a t we have s t a t e d we would present 

today. I s th a t c orrect? 

MR. CLEARFIELD: Yes, ma'am. 

JUDGE JONES: Okay. We are o f f the record. 

(Discussion o f f the record.) 

JUDGE JONES: We are back on the record. 

In reference t o Mr. Gorman, i t has been represented 

t h a t p r e v i o u s l y there was no need to c a l l him, th a t there 

were s t i p u l a t i o n s and waivers. 

Mr. Hinerman i s now requesting t h a t Mr. Gorman be 

made a v a i l a b l e based upon h i s cross examination of 

Mr. White. His assessment f o r h i s waiver, he has found t h a t 

he does need, i n f a c t , to ask questions of Mr. Gorman, as 

Mr. Gorman was r e f e r r e d to by Mr. White as the witness f o r 

h i s questions. 
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Mr. Stunder, you have a response to h i s request? 

MR. STUNDER: Your Honor, Mr. Hinerman has already 

waived cross on Mr. Gorman. We've informed Mr. Gorman t h a t 

he's not needed. 

Mr. Gorman i s i l l . We don't know i f he's a v a i l a b l e 

tomorrow. We don't know i f he's a v a i l a b l e Thursday. 

JUDGE JONES: I believe we can remedy th a t by asking 

Mr. Gorman when he i s a v a i l a b l e . That's c o r r e c t , 

Mr. Stunder? 

MR. STUNDER: I ' l l give him a c a l l t o see i f he i s 

indeed a v a i l a b l e . But I don't know. 

JUDGE JONES: Mr. Hinerman, are you representing t h a t 

the questions t h a t you have f o r Mr. Gorman are l i m i t e d to 

the area of questions i n reference t o the cost of service 

study and how t h a t assessment i s made regarding PHA? 

MR. HINERMAN: Let me say t h i s . I w i l l re-review 

Mr. Gorman's testimony. I w i l l not ask any questions beyond 

those r e l a t e d to PHA and the determination of why the 

increases were made f o r PHA. 

But I would l i k e t o j u s t re-review the testimony t o 

be sure t h a t t h a t ' s complete. 

JUDGE JONES: You're t a l k i n g about increases i n the 

r a t e f o r PHA? 

MR. HINERMAN: The proposal i n the t a r i f f f o r an 

increase i n PHA's r a t e , yes. 
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JUDGE JONES: And we're not t a l k i n g about a h i s t o r y 

of PHA rates being higher than any other rates? 

MR. HINERMAN: Well, Mr. Gorman would probably t a l k 

about t h a t . I would assume th a t t h a t ' s a l l going to be pa r t 

of --

JUDGE JONES: Mr. Hinerman, I hope you've learned 

your lesson about assuming. What i s i t t h a t your testimony 

i s going to be concentrated on, s i r ? 

MR. HINERMAN: I believe t h a t a witness who i s going 

to t e s t i f y on the reasons f o r an increase i n a p a r t i c u l a r 

r a t e has to look at h i s t o r i c reasons as w e l l . And --

MR. STUNDER: Your Honor -- I'm sorr y . I ' l l l e t him 

f i n i s h , but 

JUDGE JONES: Thank you, Mr. Stunder. 

MR. HINERMAN: And so I don't a n t i c i p a t e going any 

f u r t h e r a f i e l d than t h a t . I f Mr. Gorman ra i s e d the rates 

s o l e l y on the grounds t h a t h i s t o r i c a l l y t h a t was the r a t e , 

then we could even s t i p u l a t e to th a t and not bother 

Mr. Gorman. 

I suspect t h a t would be easy t o do. Instead, i f we 

need h i s testimony, t h a t ' s what I would l i k e to get i n t o 

w i t h Mr. Gorman i n the testimony. 

JUDGE JONES: Mr. Stunder? 

MR. STUNDER: Your Honor, w i t h due respect to 

Mr. Hinerman, he doesn't understand what a cost of service 
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study i s . A cost of service --

JUDGE JONES: You can't make th a t assessment of 

Mr. Hinerman, Mr. Stunder. 

MR. STUNDER: Well, what he's said so f a r --

JUDGE JONES: What he's said so f a r , you question 

whether he understands. 

MR. STUNDER: Exactly. The cost of service study i s 

based on t e s t year data and when i t a l l o c a t e s i t . 

Mr. Hinerman wants t o question him about h i s t o r y of the PHA 

r a t e . 

Cost of service experts don't do t h a t . That's not 

what's i n the cost of service study. 

JUDGE JONES: Okay. So then Mr. Gorman could say he 

doesn't do t h a t ; c orrect? 

MR. STUNDER: Wel1, 

JUDGE JONES: Correct? 

MR. CLEARFIELD: Exactly. But 

JUDGE JONES: Okay. So i f t h a t ' s the question --

MR. STUNDER: I mean we could s t i p u l a t e t h a t 

Mr. Gorman doesn't -- you know, we could obviate the need 

f o r h i s --

JUDGE JONES: Mr. Hinerman? 

MR. STUNDER: -- cross examination, period. Because 

what he wants i s something t h a t Mr. Gorman doesn't do. 

JUDGE JONES: Mr. Hinerman? 
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MR. HINERMAN: I would suggest t h a t counsel meet 

a f t e r the hearing today to see i f we can't work up a 

s t i p u l a t i o n t h a t would cover the issue. 

JUDGE JONES: Mr. Stunder, i s th a t --

MR. STUNDER: I'd be happy t o . 

JUDGE JONES: -- a proposal? 

MR. STUNDER: I ' l l be happy t o . 

JUDGE JONES: Exce l l e n t , gentlemen. 

We are o f f the record. 

(Whereupon, at 5:27 p.m., the hearing was adj ourned, 

to reconvene on Wednesday, May 23, 2007, i n P h i l a d e l p h i a , 

Pennsylvania.) 

*** 
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