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CITY OF PHILADELPHIA

CITY COUNCIL
OFFICE OF THE PRESIDENT

ANNA C.VERNA

PRESIDENT
Reom 494 City Hall
Philadelphia, Pennsylvania 13107
§86-3412-13
Fax No, 563-3162 April 7 2004 o
COUNCILWOMAN - 2nd DISTRICT ™ ()
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. . . B ) fa i": :G
Ms. Verf)mca./_\. Smith Executive Director & @@ %ETE S =M
PA Public Utility Commission =z o O
PO Box 3265 JUN 1 4 2004 - 25 N
Harrisburg, PA 17105-3265 2 ¥ o<
S e 5
Re:  Resolution of The Council of The % ™

City of Philadelphia No. 040348
Introduced and Adopted 4-01-04

Dear Ms. Smith: /\D, OOO’-—\ o Oq O

In support of the above-captioned Resolution of Council, a copy of which is enclosed for
your information, we, The Council of The City of Philadelphia, request your support in opposing
the Petition of the Philadelphia Gas Works to establish a cash receipts reconciliation clause to
reconcile PGW’s projected and actual cash receipts with billed revenues.

If you are in need of any further information, please contact the author of the Resolution,
Councilwoman Marian Tasco, Councilwoman, 9" District, Room 577 City Hall, Philadelphia,

PA 19107-3290.

We greatly appreciate your prompt attention to this most important matter.

Sincerely,

L0 Yo

" ANNA C. VERNA
President
City Council

ACV/nd T‘ MENT
o DO RECEIVED

APR 1 9 2004

| BLIC UTILITY COMMISSION
PA P%ECHETAHY'S BUREAU



® City of Philadelphia @

Council of the City of Philadelphia
Office of the Chief Clerk
Room 402, City Hall
Philadelphia

(Resolution No. 040348)
RESQOLUTION

Memortalizing City Council’s opposition to the Petition of the Philadelphia Gas Works
(“PGW™} to the Pennsylvania Public Utility Commission (“PUC") to establish a cash
receipts reconciliation clause (“CRRC”) and further authorizing the President to transmit
copies of this Resolution to the PUC.

WHEREAS, The Philadelphia Gas Works (“PGW?) has filed a petition with the
Pennsylvania  Public Utlity Commission (“PUC”) to establish a cash receipts
reconciliation clause ("CRRC") to reconctle PGW’s projected and actual cash receipts
with billed revenues on an ongoing basis; and

WHEREAS, The establishment of a CRRC would create a non-bypassable charge
to all firm wansportation or sales customers as part of the distribution rate, which charge
would not be separately stated on the customer’s bill; and

WHEREAS, The effect of the proposed CRRC would be to pass the cost of
uncoilected revenues on to PGW's paying customers, thereby removing appropriate
incentives for PGW to pursue reasonable and thorough efforts to collect its bills from
customers with the ability to pay those bills; and

WHEREAS, Another effect of the proposed CRRC would be to generate funds
not otherwise available from PGW’s operations to enable PGW to make the annual S18
million payment to the City of Philadelphia required by Section VIL1.b.i. of the
Agreement between the City of Philadelphia and the Philadelphia Facilities Management
Agreement for the Management and Operation of the Philadelphia Gas Works, provision
for which is already made im PGW’s approved basc rates; and

WHEREAS, PGW’s rates are already the highest in the Commonwealth of
Pennsvlvania, and the annual bill for a typical PGW residential heating customer is
already projected 1o exceed $1,450 for the 2003-2004 fiscal year; and
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. City of Philadelphia ‘
RESOLUTION NO. 040348 conrinu.ed .

WHEREAS, The effect of the proposed CRRC would be to increase the typical
residential heating customer’s annual bill by approximately $80 in the 2004-2005 fiscal
year; and

WHEREAS, PGW customers are already struggling to pay for the high cost of
gas; and

WHEREAS, PGW customers are already paying rates which include substantial
expense in the range of $125 million for uncollectible billings and programs which
provide rate discounts to low-income and senior citizen customers; and

WHEREAS, The establishment of a CRRC would serve to exacerbate PGW’s
aircady severe cash crisis, perpetuating a downward spiral in which increasing numbers
of customers are forced into the ranks of those who cannot afford to pay their gas bills;
and

WHEREAS, More productive selutions to the plight of PGW’s large customer
base of low and moderate income households need to be found, which shift to the federal
and the state government greater responsibility for providing for the basic utility and
home heating needs of these houscholds; now therefore

RESOLVED, THAT THE COUNCIL OF THE CITY OF PHILADELPHIA
hereby affinus its opposition to the Philadelphia Gas Works® (“PGW™) petition to the
Pennsylvania Public  Utility Commission (“PUC™) to establish -a cash receipts
reconciliation clause ("CRRC™); and

RESOLVED FURTHER, That, should the PUC approve PGW’s CRRC petition
despite Council’s opposition, Council requests the PUC to require that, in calculating the
approved CRRC surcharge amount to be assessed to customers in any fiscal year, the
dollar amount of the annual payment to the City by PGW be deducted from the otherwise
applicable “Total Recovery Amount”™ under the CRRC for that fiscal year; and

FURTHER RESOLVED, That Council hereby authorizes the. President to
transmit copies of this Resolution to the PUC and to the parties to PGW’s CRRC
proceeding al the earliest possible date.

Cily of Philadelphia
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RESOLUTION NO. 040348 continued
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. City of Philadelphia ‘

RESOLUTION NO. 040348 continued

CERTIFICATION: This is a frue and correct copy of the original Resolution,
Adopted by the Council of the City of Philadelphia on the first of April, 2004.

Anna C. Verna
PRESIDENT OF THE COUNCIL

Patricia Rafferty
CHIEF CLERK OF THE COUNCIL

Introduced by:  Councilmembers Tasco, Krajewski, DiCicco, Rizzo, Miller and
Mariano

Sponsored by:  Councilmembers Tasco, Krajewski, DiCicco, Rizzo, Miller,
Mariano, Counci! President Verna, Councilmembers Reynolds
Brown, Goode, Ramos, Clarke, Kenney, Blackwell, O'Neill,
Kelly and Cohen

City of Philadelphia



o ® @
Wolf Block

212 Locust Street, Suite 300, Harrisburg, Pennsylvania 17101
Tel: (717) 237-7160 O Fax: (717) 237-7161 O www.WolfBiock.com @H NA&

Daniel Clearficld

Direct Dial: (T17) 237-7173

Direct Fax: (717)237-7161

E-mil: delenficld@woliblock.com

July 22, 2004

VIA HAND DELIVERY

James McNulty, Secretary

PA Public Utility Commission

Com mm]wc:llth Keystone Bldg., 2nd Floor,
400 North Streetr P.O. Box 3265
Harrishburg, PA 17105-3265

Re: Philadelphia Gas Works Cash Receipts Reconciliation
Clause, Docket No. Re0004S 5T
Petition of Philadelphia Gas Works to Establish a Cash
Receipts Reconciliation Clause, Docker No. P-00042090

 —
—
S
R
=
i S ]

Dear Sceretary McNuley:
On hehall of Philadelphia Gas Works, enclosed for filing please find an original and

three copies of its Petition for Reconsideration with regard to the above referenced macer. A
copy has been served on the parties listed on the attached Certificate of Service.
Very truly yours,

Daniel Clearfield
For WOLF, BLOCK, SCHORR and SOLIS-COHEN LLP

DC/lww
Enclosure
e Terrance ). Fitzparrick, Chairman wfenc. P P
. . o o
Roberr K. Bloom, Vice-Chairman wfenc. b = =0
. . m e -~
Glen R. Thomas, Commissioner wfenc. - M = [y
Kim Pizzingrilli, Commissioner wfenc. 2 ro -
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Wendell F. Holland, Commussioner ] 1
N - -—D - —
Hon. Charles H. Rainey, Jr. w/enc. oy ~ -
Office of Special Assistants w/enc. G = s
- . r L\
Attached Certificate of Service wfenc. = N
o
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WollBlock Government Relations: Harrisburg, PA and Washington, DC
Wolf, Block, Scherr and Salis-Cahen LLP, a Pennsylvama Limited Liability Partnership




y, ' @&g%%[ﬁ] m: ":. i

AUG 02 2004

BEFORE THE D
PENNSYLVANIA PUBLIC UTILITY I @

Pennsylvania Public Utility Commission,

v. A

Philadelphia Gas Works D B E U ﬁ ./ﬁ] E Niy

Pctition of Philadclphia Gas Works 1o Establisha P-00042090
Cash Receipts Reconciliation Clausc ;

PETITION FOR RECONSIDERATION OF PHILADELPHIA GAS WORKS

Philadclphia Gas Works (“PGW™ or “thc Company”) respectfully submits this Petition,
pursuant to 52 Pa. Codc § 5.572, requesting that the Pennsylvania Public Utility Commission
("Commission" or "PUC") reconsider its Opinion and Order in this case denying PGW any relief
in its petition for an automatic mechanism to adjust collections for PGW's cash receipts shortfall
(the “CRRC”) and, based upon the new developments described below, either permit the CRRC
to go into effect or, allernatively, order expedited consideration without ALJ recommended
decision of PGW's Chapter 56 Waiver Petition.

In its Opinion and Order, entered July 8, 2004, the Commission summarily rejected any
rcliel proposed cither by PGW or the Office of Trial StafT ("OTS") apparently on the basis of
what PGW belicves was a misunderstanding of the financial evidence presented in the record.
Additionally, recent cvents which were not before the Commission when it considered the CRRC
show that PGW's situation has worsencd and provide additional bases for concluding that the
CRRC is necessary as part of a comprehensive effort to stabilize PGW's [inancial condition and
forestall a further bond downgrade to junk status. Not before the Commission when it decided

the CRRC petition is the fact that PGW has only been able to insure about $25-50 million of its
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contemplated $150 million bond issuance, and, in fact, may not be able to insure any of it, and
will have to scale back the issuance to $125 million. Also, a ncw negative statement from
Standard and Poor’s (“S&P") on thc Company’s outlook further points up the potential for
downgrade 1f the Company is not authorized to take some action to improve its collections and
cash working capital in the short term. Morcover, PGW’s most recent projection of its end-of-
ycar cash shows an even more disturbing picture than that which was before the Commission
when it made its CRRC ruling. Without consideration of a onc-time gas storage payment

deferral arrangement, PGW would end the year with negative $6.5 million in year end liquidity.’

Taken together, the apparent misunderstanding of the evidence and the changed circumstances
compel a reconsideration and revision of the Comnuission’s CRRC Order.

Alternatively, if the Commission clects not to reconsider and reverse its prior decision,
PGW requests that the Commission certily the record in the Chapter 56 Waiver Petition
(currently before an ALJ for recommended decision)? directly to the Commission for an
expedited decision pursuant to 66 Pa. C.S. § 335(a). PGW previously sought Commission
consideration of its Waiver Petition, concurrently with its CRRC request, on the basis that such
prompt relicf was needed o satis{y the financial community, that it had a viable mcans of
improving its collections in the short term, and to cnable PGW to implement the proposed

waivers and achieve the anticipated collections results in the time period expected of it

As set forth below, the effcet of this payment deferral is 1o delay PGW’s obligation to
pay for gas injected into storage. Payment will not be made during this fiscal ycar, but
will be made during the winter period when PGW’s revenue from gas sales has increased.
Without such deferral, PGW’s cash would be inadequale to meet expenses during the fall
and carly winter.

™

Docketed at P-00042117.
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Since PGW made that request (which the PUC declined to adopt), the financial
community, through both its statements and actions, has reiterated its negative outlook for the
Company and reinforced the threats of a further downgrade to junk status. Moreover, should
PGW have 1o sell its bond without insurance, the cost to customers would incrcase by
approximatcly $2 million per year after reducing the total amount of the issuance.  Should
another downgrade occur, the cost to customers would be far greater, and it is much more likely
that the bond sale would not occur at all. 1f no bond sale is possible, or if the amount of the sale
is substantially reduccd, there will be a further direct impact on PGW’s cash flow as well as a
threat to the Company’s ability to carry out is capital program which 1s designed to address
safety and reliability ol the PGW system.

Al present, the only avenues available to meet the cxpectations ol the investment
community arc cither to implement the CRRC, implement PGW’s requested Chapter 56 waiver
petition, or implement both proposals. As Commission action on the waiver request is nol now
expected until September 30, 2004, absent reconsideration of the CRRC Order, certifying the
Chapter 56 waiver petition directly to the Commission for decision would at least move up the
waiver decision and give the Company more oppertunity to put the new collections tools in place
prior to this coming winter thus directly addressing the concemns articulated by the financial
community. Additionally, should the Commission deny PGW’s waiver request, an carfier
decision may enable the Company to institute its option of last resort, a base rate casc with a
request for extraordinary rate relief, in a timeframe that could possibly avoid the assured
downgradc to junk status.

In further support of its Petition for Reconsideration, PGW avers as follows:

DSIE41853.1/P111211-217982 -3-




l. The fundamental conciusion of the Commission in its CRRC Order, which scrves
as the foundation for the remainder of the determinations in the Order, is that PGW failed to
satisfy its burden of proof in showing that its financial condition was so precarious as to warrant
the unique ratemaking relief requested.® As a result, the Order reasoned that a departure from
perceived Pennsylvania ratemaking law and principles was not justified.

2. Given the new actions by the financial communily, the apparent misunderstanding
of the record in this proceeding by the Commission, and the new evidence of PGW’s present
financial condition, this Petition plainly satisfies the Commission’s standard for reconsideration.
That standard is clcar:

[Plarties . . . cannot be permitted by a second motion to review and
reconsider, to raise the same questions which were specifically
decided against them . ... What we expect to sce raised in such
petitions arc new and novel arguments, not previously heard, or
considerations which appear to have been overlooked or not
addressed by the Commission. Absent such matters being
presented, we consider it unlikely that a party will succeed in

persuading us that our initial decision on a matler or issuc was
cither unwisc ot in error.”

The Commonwealth Court has similarly described the Commission’s standard for approaching
reconsideration: “[1]n deciding whether to deny reconsideration, the Commission considers
whether the petitioner has presented new evidence, changed circumstances, or previously

130y

unconsidered law.

3 Order at 8-11.
) Order at 11,
> Duick v. Pennsvivania Gas and Water Company, 56 Pa. PUC 553, 559 (1982) (cmphasis

added); Pa. PUC v. Juckson Sewer Corp., 2001 Pa. PUC LEXIS 44, *6 (samc).

0 JAM. Cab Company, Inc., v. Pa. PUC, 572 A.2d 1317, 1318 (Pa. Cmwlth. 1990)
(cmphasis added).
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3. PGW’s request satisfies this standard in multiple ways. First, as explained in
detail below, the Commission appears to have misunderstood record cvidence in reaching its
fundamental conclusion that PGW somehow failed to meet its burden of proof as to its financial
condition and that its “financial outlook is not as desperate as it scemed.”” Second, an update of
that evidence, reflecting PGW’s current liquidity position, as well as recent actions by bond
insurers, and onc of PGW's principal bond rating agencies serve to provide compelling additional
cvidence of the Company's financial crisis® and constitute changed circumstances justifying
reconsideration.

L. PGW Met its Burden of Proof and Its Financial Condition Justifies the CRRC.

4. As noled, the Commission concluded that PGW failed to carry its burden of
proving that its financial condition was sufficiently poor to warrant any special action at this
time.” In reaching this determination, the Commission pointed to PGW’s end of year cash
projections of $31-$36 million, achicved as result of the City of Philadelphia’s waiver of the $18
million per year City Payment and the two-year deferral of PGW's payback of the $45 million
line of credit.' Additionally, the Commission also took special note of PGW's cfforts to

finalize a $53.4 million natural gas storage payment deflerral arrangement, which, at that time,

7 Orderat 11,
§ Consolidated Proceceding, PGW St. CP-1R at 2; PGW M.B. at Appendix A.

? Orderat 11.

10 Order at 10. The Commission also curiously cited to Fitch’s recognition of this aid from

the City as evidence of anticipated cash flow improvement. /d. But, the Commission
failed to quote Fitch’s next sentence which found PGW wanting despite the City’s help:
“None of these positive steps were sufficient o stave off the current downgrades.” PGW
St. CRRC-5. Exh. TEK-2.

DS 833 /PHIZ11-217982 -5-



was anticipated to defer $30 million in gas payments beyond August 31, 2004."" The
Commission’s Order clearly envisioned the $30 million in gas storage payment deferral as an
additional cash flow bencfit beyond the Company’s end-of-year cash projections, produced by
the City’s largesse which would increase PGW’s end-of-year cash to some $60 million,

5. However, the Commission appears to have made a fundamcental and scrious
miscalculation of PGW's financial condition. The $31 to $36 million figure that the Commission
cites is not primarily the result of the City grant-back and loan deferral. Rather, the $31 (o $36
million end-of-ycar cash figure is primarily and substantially the result of PGW's already
accounted-for deferral of gas storage payment obligation ($30 million of which was then
projected to affcct PGW's cash Mlow by August 31, 2004). In other words, the Commission's
understanding that PGW will have $31 to $36 million in liquidity (i.e., cash and available short-
term borrowing) at fiscal ycar end plus an additional $30 million becausc of the deferral is
fundamentally incorrect.

6. When the gas storage deferral is properly removed from consideration, PGW’s
truc cash position, based upon the evidence that was before the PUC when it made its decision
falls to virtually zero for fiscal year end 2004. As PGW’s Mr. Bogdonavage testified during the
hearings, PGW needs the availability of cash in the fall and carly winter period to pay operating
expenses and (0 continue gas purchases during that period when customer billings and revenues
arc still low, prior to the onset ol cold weather and associated higher customer gas billings and

reccipls,u Accounting for the City’s grant back of the $18 million City payment, the

a Order at 10-11.

12 PGW St. CRRC-1 at 7.

DSHA 853 1/PNHI1211-21 7982 -6 -



Company’s end of year liquidity had the potential to reach $1-$6 million.'*  Thus, the $30
million derived from the deferral of the gas storage payments — which must be paid in FY 2005
{which begins in a little over one month) — is nccessary 1o achicve the $31-$36 million figure
rclicd upon by the Commission in its inding regarding PGW’s [inancial condition.

7. When considering the financial position of the Company, it is necessary (o
exclude the effects of the gas storage deferral arrangement because the transaction 1s a one-lime
arrangement which merely transfcrs PGW's payment obligation for injecling natural gas into its
storage facilities from the end of FY 2004 to the winter of 2005, creating no additional cash
working capital of any kind" and there is no assurance that PGW will be able to replicate a gas
payment deferral arrangement in FY 2005."

8. Morcover, an updatc of those projections in the CRRC record as reflected in the
verified statement of Joseph Bogdonavage (attached as Appendix “A™), shows that these figures
actually overstate PGW's likely end of year cash position. Even considering the effect of the gas
storage deferral, PGW projects that its end of year cash (including the City Payment waiver) will
be just $28 million.'® With the one time gas storage deferral arrangement backed out, PGW's

permanent cash working capital would be a negative $6.5 million."”

t CRRC Procceding, PGW Rejoinder Exh. 1 (JRB); Tr. 311-12.

4 CRRC Proceeding, Tr. 311-13; 348-49; App. A, hereto.

3 Appendix “A” hereto, Bogdonavage Ver. St., § 3.

e See, App. A, Attach. 1, p. 1. The gas storage paymenl defcrral is now projecied lo defer
$34.5 million in payments from end of year FY 2004 into the winter of FY 2005. App.
A, Y a).

17

App. A, Attach. 1, p. 2.
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9. These figurcs obviously do not prove PGW’s financial health. Instcad, they
conclusively disprove it. This, in fact, is why PGW is on the brink of being downgraded to junk
status. Accordingly, the Commission, by virtue of the $30 million error and these updated facts
must reconsider its conclusion .

10. Importantly, these cash projections already take account of the improvement to
historic levels in PGW’'s collections that the Company expects to experience in FY 2004. In the
rebuttal testimony of PGW's Randall Gyory, presented in the Consolidated Proceeding, Mr.
Gyory updated PGW'’s collections efforts, testifying that the Company will probably end the
fiscal ycar at about its historic collections ratc 0f92%." Notwithstanding this collections level
(and assuming the additional cash resulting from the City 's waiver of the City Payment), as the
attached cash flow analysis shows, PGW's end of year cash will still be under $30 million and
substantially negative if the effects of the gas storage deferral arrangement are removed.

11. Recent Actions by the Financial Community Further Warrant Reconsideration or
Clarification.

[1.  Changed circumstances, prompted by the recent actions of the financial
community, also demonstrate that the Company’s financial condition is on the brink ol a
downgrade to junk bond status and, specifically, that the Commission’s conclusion that PGW's
financial situation would not harm its access to the financial markets for its planned issuance of

$125 to $150 million in new bonds is erroneous.'” As Mr. Gyory related in the Consolidated

Investigation into Financial and Collections Issues Regarding the Philadelphia Gas
Works, Docket Nos. P-00042090; R-00049157; M-00021612; and P-00032061
("Consolidated Proceeding"). The Commission is empowered to take administrative
notice of these procecdings. See Level 3 Communications v. Marianna & Scenery Hill
Telephone Co., 2002 Pa. PUC LEXIS 50 (2003). PGW Statement CP-1R at 6.

t Order at 9.
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Proceeding, PGW belicved at that time that its planned bond issuance this fall would only be
insured at the AAA level to $50 million at most.

12, Indecd, PGW’s most recent information is that it will likely only be able to insure
approximatcly $25-50 million, well short of the $150 million that PGW needs, and may not be
able to obtain insurance for any ofit.® Asaresult, PGW projects that, as a consequence, it will
be forced to reduce the issuance to just $125 million and to issue the remaining $100 million in
bonds at its current BBB- rating (onc level above junk status).” 1f it issucs the full $125 million,
the resulling financing costs will be in the area of $40 million higher than a totally insured
issuance (over the next 20 years).*> OF course, this cxtra financing expensc will fall squarcly on
the shoulders of PGW's customers.

13. Additionally, since the Commission’s issuance of its CRRC Order, S&P has
released a new Bulletin reemphasizing PGW's current negative financial outlook and reaffirming
its warnings of further downgrades:

Standard & Poor’s Ratings Scrvices said that the Pennsylvania
Public Utilities Commission’s {(PUC) dccision yesterday Lo r¢ject
Philadclphia Gas Works' (PGW) request to cstablish a special
surcharge to help defray the cost of its uncollectible billings is
another unfavorable development for PGW’s credit quality. The
investment-grade rating on PGW?’s senior revenue bonds (BBB-
/Negative) remains tenuous. Still, the PUC’s decision in and of
itsell does not have an immediate impact on the ratings on PGW.
However, it highlights the difficulty of PGW’s financial situation,
which could lead to lower ratings in the near term. The ratings on
PGW have historically benefited from a supportive relationship
with the PUC. The PUC’s recent decision points to the potential

for a less supportive relationship going forward. Should the
regulatory environment affect the company’s ability to access

App. A, 1 4.
“ Id.

2 Consolidated Proceeding, PGW Statement No. CP-1R at 2,
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short-term or long-term financing or lead to gas supplicrs placing

additional liquidity demands on PGW, the ratings could be

lowered. High debt levels, slim financial margins, and weak

collection rates that are cxacerbated by high gas prices remain the

primary drivers for the company. The outlook on PGW is

ncgative.™

14.  Thesc developments prove that PGW’s financial crisis 1s severe and that the

current facts are worse than judged 1o be the casc by this Commission in its Order of July 8, 2004
and warrant the Commission's reconsideration and reversal of its decision. The bond rating
agencies and insurcrs understand that PGW is financially strapped, and clearly the CRRC will
allay their concerns and help to stabilize the Company’s financial position by providing a

backstop to insure minimum levels of collections and corresponding cash working capital.

III.  None of the Other Stated Legal or Policy Concerns Raised By the Commission
Warrant Rejection of the CRRC,

15. Nothing in Pennsylvania law or cstablished ratemaking principles preclude the
reconsideration of the Commuission’s decision and the implementation of the CRRC to address
PGW’s pressing financial concerns. The CRRC Order, itself, acknowledgces that single issuc
ratemaking is permitted under Section 1307 of the Code.® Nor would the prohibition against
retroactive ratemaking affect more than the Company’s atlempt to address the cash receipts

shortfall from the current fiscal year in its requested “e-factor.”

S&P Bulletin: “Adverse Regulatory Decision For Philadelphia Gas Works Detracts
From Credit Quality,” July 9, 2004 (Attached as Appendix B herclo).

2 Order at 13,

PGW docs not concede the correctness of the retroactive ratemaking conclusion as to the
current shortfalls, While the Commission stated that uncollectible expense matters are
typically considered in a base rate case (Order at 14), and that these expenses arc not
unanticipated because they arc provided for through a specific uncollectible accounts
allowance in base rates (Order at 16), both asscrtions miss the mark under these
circumstances. The fact that uncollectible expense matters are fypically addressed in base
rate cascs, ot that they arc so anticipated and cver-present that they have their own

DSHARS31/PHI211-2074982 - 10 -



16.  The Commission also rejected PGW's petition in part on its findings that the
CRRC would place the burden from non-paying gas customers on paying customers,”® and that it
would require customers with good payment records to bear some financial risk that PGW might
mismanage collections efforts (although no mismanagement was found),”’ thereby resulting in
rates that were not just and rcasonable. But, such results are part of ratemaking. All paying
utihity customers (and customers of any business, for that matter) must pay a portion of the costs
attributable to non-paying customers and with it bear the risk that not all utility collection efforts
will be as successful as desired. There is nothing new or unusual here -- it is the very rcason for
the existence of uncollectible cxpensc accounts, and the traditional allowance for utilitics 1o
recover the cost of non-payers in rates.2*

17.  The fact that uncollectibles cxpenscs must be recovered from paying customers
totally supports, not negates, PGW's CRRC Petition. Ultimately, all customers who can pay

should be required to pay, and PGW is secking Chapter 56 waivers to enhance the cfficacy of its

recognized catcgory in base rates, proves nothing concerning the recoverable nature of
these cxpenses as sought by PGW. Reducced to its simplest statement, the Commission’s
ruling is that uncollectible expenses cannol be considered "unanticipated” or
"extraordinary” because they in fact exist, and are specifically allowed as a catcgory of
basc rates. By this rcasoning, however, no cxpense is ever unanticipated or
cxtraordinary, and therefore no expense recovery above that already included in base
rates cver should have been allowed by the Commission or upheld in Pennsylvania
courts. Yet, Pennsylvania law often has allowed just that. PGW CRRC M.B. at 29-38.
Merc foreseeability of costs, and allowance in base rate cases generally, raiscs no bar to
recovery through other, tailored mechanisms, and to suggest otherwise requires reversal
of a large and distinct body of law.

20 Order at 24, 25.
2 Order at 15, 19,

2 In fact, both OCA witness LcLash (Tr. at 441) and OSBA witness Knecht (OSBA St. 1 at
2) agreed that provision for uncollectible expense was a normal part of utility base
ratcmaking.
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collections procedures in order to find a way to produce the material cash improvement
demanded by S&P and reduce the burden on customers with good payment records. The simplc
fact that PGW must recover its uncollcetibles expensc through paying customers, though, is no
evidence that resulting rates will be unjust or unreasonable, and the Commission shouid
reconsider its conclusion on this point. Even if the Commission holds to its determination that
these ratemaking principles impede the establishment of the CRRC, they all devolve from
Chaptcr 13 of the Public Utility Code, and the Company’s {inancial condition warrants a
departure from and, if necessary, watver of the same.”

18. Finally, there should be no factual issucs as to the calculation of the surcharge
preventing reconsideration. The Commission raised a concern over potential ambiguity
regarding the effect of the $36 million "black box™ settiement in the last ratc case in that 1t did
not specify the effect of the scttiement on PGW's previously authorized $55.7 million
uncollectibles account expense.’ However, this concern is casily resolved. The testimony in
this procceding made clear that the most the $36 million could do was add another $2.7 million
to the $55.7 million figure, raising it to $58.4 million.”’ The Commission certainly can factor
that amount into the cash receipts reconciliation equation and fashion the appropriate relief.

v, The OTS Proposal Should Have Been Accepted Absent the CRRC.

19.  The Commission also rcjects the OTS proposal for many of the same rcasons il

used to deny PGW’s Petition.”* The Commission does nol and could not reject the primary

& 66 Pa. C.S. § 2212(c).
3 Order at 19,
. CRRC Procceding, Tr. at 422; PGW St. CRRC-1R at 10,

12 Order at 24.
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reason underlying the OTS proposal: that the cash flow mcthod of regulation does not
adequately protect PGW from undercollections of uncollectible cxpense associated with high gas
costs.” For this reason, the Commission should reconsider its decision and adopt a modified
OTS proposal should it continue to refuse to adopt the CRRC.*

20.  The Commission has an opportunity to rectify this imbalance, and should do so on
reconsideration. Should the Commission fail to rectify this situation, it would in cssence be
taking PGW's property in violation of duc process of law,

V. In the Alternative, The PUC Should Certily PGW?’s Chapter 56 Waiver Requests
for Direct and Expedited Commission Decision.

21 At the very lcast, the recent negative actions and statements of the financial
community require certification of PGW’s Waiver Petition directly to the Commission for its
adjudication. As the Commission is aware, the Company initially sought a July 8, 2004, decision
date for its Petition. Also, PGW did not opposc a rcquest by the OCA o disposc of the ALJ’s
Recommended Decision in the Commission’s Consolidated Proceeding, of which the waiver
request is a part. The PUC denied both requests. The limitations placed on the Company’s

access to the capital markets, the new Bulletin by S&P forecasting more financial trouble for the

3 CRRC Proceeding, OTS St. 1 at 9-13. Obviously, since the same mechanism causes both
PGW's current and expected future cash undercollections, (Tr, at 418), the OTS proposal
should be modified to permit recovery of current undercollections as well.

34

As OTS proved, and no party disputed, PGW as a cash-flow regulated company will
automatically suffer from cash undercoliections when its gas cost rate ("GCR"") exceeds
the GCR uscd in the last fully litigated base rate case. This operates as a simple fact of
mathematics, and through no fault on the part of PGW. PGW will always be under-
compensaled for uncollectibles expense in this instance, which will negatively impact its
cash flow. This is a unique characteristic of a cash-flow regulated company, and calls for
a flexible approach 1o cnsure that PGW is not denied funds to which it is entitled.

DSH:41883.1/PIT21 1-217982 -13-



Company, and the upcoming evaluation by Moody’s"® all warrant prompt and direct action by the
Commission on PGW’s requested waivers — the only remaining mechanism under consideration
by the PUC [lor achieving material improvement in PGW’s collections and cash margins in the
near term as required by the rating agencies.™®

22, It is very important that such expedited ruling on the Chapter 56 waivers occur by
mid-August for two reasons. First, Moody’s will issue its report on PGW in carly Scptember.
The Commission support for the waivers could be significant in averting their downgrade.
Second, the carlier the waivers are adopled, the more likely will be the success of PGW’s
collections cffort prior to wintcr,

23. PGW has contacted the partics to the Consolidated Proceeding and Action
Alliance et. al., and the OCA have authorized PGW to indicale that they do not opposc PGW's
request that the Commission expedite the decision on PGW's Chapter 56 Waiver Petition by
issuing an order bypassing the recommended decision process (as it did with the CRRC), and
certifying the record, on the Chapter 56 Waiver Petition to it. Thesc parties are expressing their
non-opposition only to that portion of PGW's reconsidcration petition having to do with
expediting the decision on PGW's Chapter 56 Waiver petition and do not join in any other

portion of PGW's Petition {or Reconsideration.

. On June 8, 2004, Moody’s indicated that it will review the Company’s condition and

ratings within 90 days. Moody’s Investors Service Global Credit Research Rating
Update - PGW (Junc §, 2004).
www.moodys.com/moodys/cust/research/genoa/report/rating%20Updale8062. PGW
CRRC M.B. at 5. This 90 day pcriod is sct to expirc on approximately September 6,
2004.

36 Consolidated Proceeding, PGW M.B. at 12-21.
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WHEREFORE, Philadclphia Gas Works respectlully requests that, for the rcasons stated
herein, this Commission should reconsider its decision in this case and approve the CRRC.
Alternatively, should it decline to reconsider its CRRC Order, the Commission should cxpedite
the decision on PGW's Chapter 56 Waiver Petition by issuing an order bypassing the
recommended decision process (as it did with the CRRC), certifying the record on the Chapter
56 Waiver to it, and issuing a favorable ruling as quickly as possible. (The remaining issucs
raised by the Commission in its June 2, 2004, consolidation order may still be the subject of a
recommended decision).

Respectlully submitted

Do ! CMM

Danicl Clearfield, Esq.
Mark Stewart, Esq.
Woll, Block, Schorr and Sohs Cohen LLP
212 Locust Street, Suite 300
Harrisburg, PA 17101
(717)237-7173

Of Counsel:

Greg Stunder, Esq.

Philadelphia Gas Works

800 West Monigomery Ave.

Philadelphia, PA 19122

Dated: July 22, 2004
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APPENDIX A

VERIFIED STATEMENT OF JOSEPH BOGDONAVAGE

I, Joseph R. Bogdonavage hereby state as follows:

l. Based upon available actual data and estimates and projections for the remainder
of FY 2004 (12 months ending August 31, 2004), PGW will have $28 million in total available
liquidity (cash and availablc short term borrowing) at year end (Attachment 1, p. 1) which
already reflects the impact of the following steps taken by PGW to improve liquidity:

a) The current projected effect of the natural gas storage payment deferral
transaction with onc of PGW's natural gas supplicrs. PGW is projecting that this
transaction will defer $34.5 million of gas purchascs into FY 2005, If the natural gas
storage deferral transaction had not occurred, PGW would have ended the year with
negative $6.5 million in available liquidity.

(1) The natural gas storage payment deferral transaction does not
crcate additional cash working capital -- it merely delays PGW's payment obligation into

FY 2005, thereby adding to PGW's cash working capital needs at that time.

b) The waiver by the City of the $18 million dollar annual payment.

c) The deferral by the City of repayment of the $45 million city loan.

2. Current projections of year-end cash available — the $28 million cited above ~
show potential for a severe cash shortfall and could delay the timely payment of obligations as
they become due. Such a cash shortfall could make it difficult for PGW to purchasc gas to
supply our customers during the cold weather period.

3. There is no basis for assuming that PGW will be able to successfully ncgotiate a

natural gas storage payment deferral transaction for FY 2005 or thereafler.

DSIEAIRS3 /P21 [-21T082



4, PGW?’s most recent information is that it will be able to insurc only approximately
$25-50 million of its contemplated bond issuance this fall, well short of the $150 million that
PGW had originally planned, and it may not be able to obtain insurance [or any of the issuance.
PGW projects that, as a consequence, it will be forced to reduce the issuance o just $125 million
and to issuc the non-insured bonds at its current BBB- rating (one level above junk status). 1f it
issues the full $125 million, the resulting financing costs will be in the arca of $40 million higher

than a totally insured 1ssuance (over the next 20 years).

DSHAI833. /P02 -21 7982
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VERIFICATION

1, Joseph R. Bogdonavage, hereby verify that I am Senior Vice President of
Finance for the Philadelphia Gas Works and that ] am authorized to make this verification on
behalf of the Philadelphia Gas Works, and that the information contained in the foregoing
Verified Staternent is true and correct to the best of my knowledge, information and belief. This
verification is made subject to the penalties relating to unswomn falsification to authorities as

prescribed by 18 Pa. C.S. § 4904,

Dated: July 22, 2004

k. TOTAL PRGE.RZ Hex
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This report was reproduced from Standard & Poor's RatingsDirect, the premier source
of real-time, Wab-based credit ratings and reseasch from:an organization that has been

a leadsr in objective credit analysis for more thani140 years. To preview this dynamic
on-line product, visit our RatingsDirect Web site at

www.standardandpoors.com/ratingsdirect, Click here to apply for 8 FREE 30-day triall
- |
Your Connection to Standard & Poor's

Public Finance State & Local Gov't. -- East
Ratings Team ‘

Standard & Poor's is pleased to provipe ongoing service to the
investment community. ;

BULLETIN: Adverse Regulatory Decision for
Philadelphia Gas Works Detracts From Credit
Quality
Jeanny Silva, New York!(1) 212-438-1776

1
NEW YORK (Standard & Poor's) July 8, 2004--Standard & Poors Ratings Services said
that the Pennsylvania Public Utilities Commissiorl's (PUC) decision yesterday to reject
Philadelphia Gas Works' (PGW) request 1o eslablish a special surcharge to help defray
the cost of its uncollectible billings is another untavorable development for PGW's credit
quality. The investment-grade rating on PGW's sgnior revenue bonds (BBB-/Nagative)
remains tenuous. Stiil, the PUC's decision in and!of itselt does not have an immediate
impact on the ratings on PGW. However, it hl’ghli&hts the difficulty of PGW's financial
situation, which could lead to lower ratings in the jnear term. The ralings on PGW have
historically benefited from a supportive re!ationsh?p with the PUC. The PUC's recent



decigion points to the petential tor a less supporti\'re relationship going forward. Should
the reguliatory environment affect the company's ability to access short-term or long-
term financing or lead to gas suppliers placing additional !(quidity demands on PGW,
the ratings could be lowered. High debt levels, slifn financial margins, and weak
collection rates that are exacerbated by high gas prices remain the primary drivers for
the company. The oullook on PGW is negative. I

{

l
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CERTIFICATE OF SERVICE

I hereby certily that I have on July 21, 2004, served a truc copy of the forcgoing

document of Philadelphia Gas Works’ upon the participants listed below in accordance with the

requircments ol § [.54 (relating to service by a participant).

VIA FIRST CLLASS MAIL AND E-MAIL

Tanya McCloskey, Esq.

James Mullins, Esq.

Steve Keene, Esq.

Office of Consumer Advocale

5th Floor, Forum Place Bldg.

555 Walnut Street

Harrisburg, PA 17101-1921

E-mail: TmcCloskev@dpaoca.ory
Skcencfpaoca.org

Johnnie Simms, Esq.

Richard A. Kanaskie, Esq.
Office of Trial Staff

PA Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265
E-mail: josimms@state.pa.us

Steven Gray, Esq.

Office of Small Business Advocale
Commerce Building, Suite 1102
300 North 2nd Strect

Harrisburg, PA 17101

E-mail: sgray@state.pa.us

Richard Leclash

18 Seventy Acre Road
Redding, CT 06896

E-mail: lelash@sprintmail.com

DS139992, |

Greg Stunder, Esquire

Philadclphia Gas Works

800 W. Montgomery Avenue
Philadelphia, PA 19122

E-mail: gregstunder@peworks.com

Charis Mincavage, Esquire
McNEES, WALLACE, NURICK
100 Pine Strect

P.O. Box 1166

Harrisburg, PA 17108-1166
E-mail: Cmincavage@bmwn.com

Philip Bertoccl, Esq.

Edward A. McCool, Esq.
Community Legal Services
1424 Chestnut Street
Philadelphia, PA 19102

Fax: (215) 981-0434

E-mail: pbertocci@clsphila.org

Robert D. Knecht

Industrial Economics Incorporated
2067 Massachusetls Avenuc
Cambridge, MA 02140

E-mail: rdk@indecon.com

Christopher Craig, Esq.

)
Scnator Fumo's Office I s
Main Capital = = —
Room B438 oS
Harrisburg, PA 17120 = o oy
E-Mail: ccraig@fumo.com ~o i,
La T s
§
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. '
=



Renardo L. Hicks, Esq.
Anderson Gulotta & Hicks, PC
1110 N. Mountain Rd.
Harrisburg, PA 17112

Email: rhicks@aghweb.com

Barbara Greening, Esq.
1904 Green Strect
Philadelphia, PA 19130

Adrienne Glenn
6342 Ardlcigh Street
Philadeiphia, PA 19138-1002

Edward Morrison
767 Cinnaminson Street
Philadelphia, PA 19128

Dated: luly 22, 2004
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Philip L. Hinerman, Esq.

Fox Rothschild LLP

2000 Market Street, 10th FL
Philadelphia, PA 19103-3291

E-mail: phinerman(foxrothschild.com

Jamcs P. Leonard, Esq.

Cooper Leonard & Schafler, LL.C
1525 Locust St., 13" Fl.
Philadelphia, PA 19102

E-mail: cooperlconardsch@aol.com

D 1L

Daniel Clearfield, Esq.
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COMMONWEALTH QF PENNSYLVANIA

DATE: July 29, 2004
SUBJECT: P-00042090 UHEUMENY
TO: Law Bureau

2 \¢(:\

FRoyL\A\J)James J. McNulty, Secretary
-\._’_;J

hY
[\

\\.___,) AUG 02 2004

Philadelphia Gas Works

Attached is a copy of a Petition for
Reconsideration, filed by Philadelphia Gas Works, in
connection with the above docketed proceeding.

This matter 1s assigned to your Bureau for
appropriate action.

Attachment

cC: FUS
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G5| COMMUNITY

LEGAL SERVICES, INC. FAR AN

0)
1424 Chestnut Strcet, Philadelphia, PA 19102-2505 /
Phone: 215.981.3700, Fax: 215.981.0434 / /

Web Address: www.clsphila.org 4//
August 2, 2004 o % 7

James J. McNulty, Secretary Filed by Federal Express
Pennsylvania Public Utility Commission

Commonwealth Keystone Building, 2™ Floor, 7 North

400 North Street

Harrisburg, PA 17120 B :" EU Wﬁ E Nwﬁa

Re: Pennsylvania Public Utility Commission v. PGW
Petition of Philadelphia Gas Works to Establish Cash Receipts Reconciliation Clause
Docket Nos. R=86949+57 P-00042090

Dear Secretary McNulty:

Community Legal Services, Inc. represents Action Alliance of Senior Citizens of
Greater Philadelphia, the Association of Community Organizations for Reform Now
(ACORN), and the Tenants’ Action Group (TAG) (collectively “Action Alliance, et al.”)

in the above-captioned matter.

Enclosed please find for filing an original and three (3) copies of the Answer of
Action Alliance, et al. to Petition for Reconsideration of Philadelphia Gas Works.

This Answer is timely filed pursuant to 52 Pa.Code §1.11(a)(2) providing for filing
by overnight express package delivery. As evidenced by the attached Certificate of
Service, all active parties to the proceeding are being served with copies of this Answer
by e-mail and/or by First Class U.S. Mail.

Very truly yours,

l ) (& T?J’-«J\"’ S
PHILIP A. BERTOCCI RE CE! VED

Attorney for Action Alliance, et al. AUG 0 2 7004
PAP
cc: Certificate of Service gggggﬁwg ggngM!SSION
AU

Charles E. Rainey, Jr., ALJ ?

\
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BEFORE THE @/
PENNSYLVANIA PUBLIC UTILITY COMMT

Pennsylvania Public Utility : Docket No. R=660F5157—
Commission : Docket No. P-00042090
V.

Philadelphia Gas Works : *I‘| Lﬂ H M E

Petition of Philadelphia Gas Works to Establish : :
. @E@E‘E‘E

a Cash Receipts Reconciliation Clause
SEP 23 2004

ANSWER OF ACTION ALLIANCE, ET AL. TO PETITION FOR
RECONSIDERATION OF PHILADELPHIA GAS WORKS
Action Alliance of Senior Citizens of Greater Philadelphia, Association of
Community Organizations for Reform Now (ACORN) and Tenants’ Action Group
(TAG) (collectively “Action Alliance, et al.”) answer the Petition for Reconsideration of

Philadelphia Gas Works as follows:

Introduction.

In its July 8, 2004 Opinion and Order (hereinafter “CRRC Order”) denying the

Petition of Philadelphia Gas Works to Establish a Cash Receipts Reconciliation Clause



(hereinafter “CRRC Petition”), the Commission properly considered and assessed the
significance of the steps PGW and the City had taken to improve PGW’s projected
FY2004 year end cash situation, including waiver of the $18 million City payment for
five years,' deferral of the due date for the $45 million City Advance,” a $53.4 million
natural gas payment deferral arrangement,’ the improvement in its collections ratio from
the low FY2003 levels to the 90.5-93% range,’ and the resulting projections of a year end
cash balance between $31 and $36 million.> The Comimission correctly conciuded that
PGW'’s “financial outlook was not as desperate as it seemed at the time the Petition was
filed.™® In the Commission’s analysis, there was no “$30 million error” and no
“misunderstanding of the financial evidence presented in the record.” Furthermore, as the
Commission made clear in its Opinion, the CRRC was not in any event a proper response
to the alleged cash flow problems, because it was illegal — violating the constitutionally
based (and non-waivable) “just and reasonable” standard, not authorized by Section 1307

of the Public Utility Code, and violative of such regulatory prohibitions as retroactive

' CRRC Order, at 9 and 10.
2 CRRC Order, at 9 and 10.
3 CRRC Order, at 10-11.

* CRRC Order, at 9 and 28.
5 CRRC Order, at 10.

8 CRRC Order, at 11.



ratemaking and single issue ratemaking.’

The Commission should therefore deny PGW’s Petition for Re;:onsideration on
those grounds alone. PGW offers non-record evidence concerning the July 9, 2004
Standard & Poor’s Bulletin, its current cash flow projections for FY2004 and allegations
concerning the relative availability of bond insurance as it attempts to make a bond
issuance in the $100-150 million rangé. Taken at face value, the cash projections are not
materially different from the updated cash projections which PGW offered during the
CRRC hearings and which were the primary basis for its claim that a CRRC was
appropriate. As for the claims that a CRRC is dictated by the rating agencies if a
downgrade is to be avoided, the new non-record evidence is no more convincing than
what has been previously submitted and does not exhibit changed circumstances. The
basic theme of t-he rating agencies is not that a CRRC is required if PGW is to avoid a
downgrade, but rather continues to be the more generalized demand that PGW must
improve its collections ratio above the 87% FY2003 levels to at least its historical 92%

level, with further improvement over time.
Response to numbered allegations.

1. No response is required. The Commission’s CRRC Order speaks for itself.

7 CRRC Order, at 11-19.



2-3. Action Alliance, et al. is without sufficient knowledge or information to form
a belief about the truth of PGW'’s allegations concerning the new actions of the financial
community and the new evidence of PGW's present financial condition, which are
therefore denied. As set forth above, it is further denied that the Commission’s CRRC
Order reflects any misunderstanding. No response is required to the cénclusions of law
contained in these averments.

4-5. Denied. Action Alliance, et al. submit that PGW misunderstands the
Commission’s CRRC Order on these points.

6-7. Denied. To the contrary, when considering whether PGW will have a cash
crisis at the end of FY2004, it is quite proper to take into account the effects of the gas
storage deferral arrangement on available cash as of the end of FY2004.

8.-10. Action Alliance, et al. is without sufficient knowledge or information to
form a belief about the truth of PGW’s allegations concerning current projections and
inferences to be drawn therefrom, which are therefore denied. By way of further answer,
$28 million in year end cash is a vastly greater amount than PGW has had in recent
years.®

11-12. Action Alliance, et al. are without sufficient knowledge or information to
form a belief about the truth of PGW’s allegations concerning the conditions under which

PGW will make its next bond issuance, which are therefore denied.

® Action Alliance Cross -Examination Exhibit 1; Transcript at 334-336.

4



13-14. Denied. It is specifically denied that the S&P Bulletin supports PGW’s
claim that the CRRC is necessary in order to avert a downgrade; to the contrary, as the
S&P Bulletin itself states, the PUC’s denial of the CRRC Petition “does not have an
immediate impact on the ratings of PGW.” By way of further answer, Standard and
Poor’s indicates no specific manner in which PGW collections are to be improved, but
has maintained that there must be material improvement at least to the historical 92%
level at the present time, and further improvement over time. Action Alliance, et al.
submit that such improvement may be accomplished within the current Chapter 56
framework, without either a CRRC or Chapter 56 Waivers. Reconsideration of the
CRRC Order is not warranted.

15-20. It is denied that PGW’s discussion of the legal and/or policy issues
discussed in the Commission’s Order states grounds for reconsideration; to the contrary,
PGW merely reargues issues that were briefed to the point of exhaustion by PGW and
other parties prior to the CRRC Order.’

21-23. Action Alliance, et al. do not oppose PGW’s request that the Commission
expedite the decision on PGW’s Chapter 56 Waiver Petition by issuing an order
bypassing the recommended decision process and certifying the record on that Petition
directly to the Commission. It is within the Commission’s discretion concerning whether

such expedited treatment is appropriate, especially given the fact that the Commission in

° See, e.g., PGW Main Brief, at 29-51; Action Alliance, et al. Main Brief, at 24-34;
OCA Main Brief, at 15-26.



its June 2, 2004 Order exhibited an intention that the issues raised by the CRRC and PGW
collections generally be addressed expeditiously.'

Action Alliance, et al. deny that the S&P Bulletin or other recent actions of the
financial community alleged by PGW “require” such certification; to the contrary, the
financial community only requires that PGW maintain its collections at the 92% historical
level in the present, a material improvement over its FY2003 record, and continue to take
appropriate actions for to improve further. It is denied that granting any of the requested
Chapter 56 waivers is necessary to improve PGW’s collections; to the contrary, as
already demonstrated, PGW has the ability to improve its collections within the existing
Chapter 56 framework.

WHEREFORE, Action Alliance, et al. respectfully request that PGW’s Petition for
Reconsideration be denied.

()L@f ( TS dcoen

PHILIP A. BERTOCCI, ESQUIRE
LAURA MOSKOWITZ, ESQUIRE

Attorneys for Action Alliance, et al.

COMMUNITY LEGAL SERVICES, INC.
1424 Chestnut Street, 4® Floor
Philadelphia, PA 19102

August 2, 2004 Tel. (215) 981-3702

' Investigation Into Financial and Collections Issues Regarding the Philadelphia Gas
Works, Docket Nos. P-00042090, R-00049157, M - 00021612, P-00032061 (Order entered June
2, 2004).



VERIFICATION

I, Philip A. Bertocci, Esquire, attorney for Action Alliance, et al., hereby state that
the facts contained in the foregoing Answer true and correct to the best of my knowledge,
information and belief, that I am duly authorized to make this Verification, and that [
expect to be able to prove the same at a hearing held in this matter. [ understand that the
Statements herein are made subject to the penalties of 18 Pa.C.S. §4904 (relating to
unsworn falsification to authorities).

Date: August 2, 2004 ﬂﬁ‘f C ‘—/?J-«J\—o s

PHILIP A. BERTOCCI




CERTIFICATE OF SERVICE

[ hereby certify that I have this day served a copy of this Answer upon the
following parties in the manner described below:

Dated: August 2, 2004

BY E-MAIL AND FIRST CLASS U.S. MAIL, POSTAGE PREPAID.

Daniel Clearfield, Esquire

Mark Stewart, Esquire

Wolf, Block, Schorr & Solis-Cohen, LLP
212 Locust Street, Suite 300
Harrisburg, PA 17101
dclearfieldzdwolfblock.com

Johnnie E. Simms, Esquire
Pennsylvania Public Utility Commission
Office of Trial Staff

Commonwealth Keystone Bldg., 2 West
P.O. Box 3265

Harrisburg, PA 17120
josimms(@state.pa.us

Stephen Keene, Esquire

Office of Consumer Advocate
Forum Place Building, 5 Floor
555 Walnut Street

Harrisburg, PA 17101-1921

skeene@paoca.org

Christopher B. Craig, Esquire

Senate Democratic Appropriations
Committee

Room 545, Main Capitol Building

Harrisburg, PA 17120

ceraigi@fumo.com

Gregory J. Stunder, Esquire
Philadelphia Gas Works

800 W. Montgomery Avenue
Philadelphia, PA 19122
greg.stunder@pgworks.com

Steven C. Gray, Esquire

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2™ Street

Harrisburg, PA 17101
sgray(@state.pa.us

David M. Kleppinger, Esquire
Charis Mincavage, Esquire
McNees, Wallace & Nurick
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166
cmincavage@mwn.com

Renardo L. Hicks, E u1re
Anderson, Gulotta

1110 N. Mountain Road
Harrisburg, PA 17112 AUG
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Philip L. Hinerman, Esquire Ward Smith, Esquire

Fox Rothschild, LLP Exelon Business Services Co,
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PA Public Urility Commission pe = m
Commonwealth Keystone Bldg., Z2nd Floor, = 3 (o]
400 North Strect P.O. Box 3265 z &
Harrisburg, PA 17105-3265
Re:  Philadelphia Gas Works Cash Receipts Reconciliation
Clause, Docket No. Re08849+57 .ﬂ fg r? .
Petition of Philadelphia Gas Works to Establish a Cash L5 L4 d § ;gﬁ E’ k{,, e
Receipts Reconciliation Clause, Docker No. P-00042090 CEELI L ly é’_ L’i\; !

Dear Scererary McNuley:

On behalf of Philadelphia Gas Works, enclosed for filing please find an original and
rhree copres of its Answer to the Defacto Motion to Strike of the Office of Consumer Advocate
or, In the Alternative, Motion to Reopen the Record, with regard to the above referenced
matter. A copy has been served on the parties listed on the attached Certificare of Service.

ark S. Stewart
For WOLF, BLOCK, SCHORR and SOLIS-COHEN LLP
MSS/jls
cnclosure
ce: Terrance ). Fitzpatrick, Chairman wfenc.
Raobert K. Bloom, Vice-Chairman wfenc.
Glen R. Thomas, Commissioner wfenc.
Kim Pizzingrilli, Commissioner wfenc.
Wendell F. Holland, Commissioner
Hon. Charles H. Rainey, Jr. wfenc
Robert Young, Esq., Law Bureau

Office of Special Assistants wienc. )
Avrtached Certificate of Service wfenc.
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSI

Pennsylvania Public Utility Commission,
V. : R-000404-0-1—

Philadelphia Gas Works

Petition of Philadelphia Gas Works to Establisha P-00042090
Cash Receipts Reconciliation Clause :

PHILADELPHIA GAS WORKS’ ANSWER TO THE 9 L
DEFACTO MOTION TO STRIKE OF THE OFFICE OF
CONSUMER ADVOCATE OR, IN THE ALTERNATIVE, MOTION
TO REOPEN THE RECORD

Philadelphia Gas Works (“PGW™ or the “Company”) respectfully submits this Answer (o
the Defacto Motion to Strike of the Office of Consumer Advocate (“OCA”), pursuant to 52 Pa.
Code § 5.103(c). In the alternative, PGW moves to reopen the record in the above-captioned
matter for the narrow purpose of the admission of certain verified or otherwise public
information contained in the appendices to PGW’s Petition for Reconsideration.

On July 22, 2004, PGW filed a Petition for Reconsideration of the Commission’s July 8,
2004 Order denying its proposed Cash Receipts Reconciliation Clause. PGW’s Petition was

based on new facts and changed circumstances regarding its rapidly and dramatically

deteriorating financial condition that occurred after the CRRC hearings and the Commission’s
decision. On August 2, 2004, the OCA filed an Answer to PGW’s Petition, which expressly
asked the Commission to disregard this new evidence. As such, the OCA’s Answer is, in reality,

a defacto motion to strike the appendices. Accordingly, PGW submits this Answer to the OCA’s

defucto motion. g T) R e 11T g e
Eﬁ DELREYE
Ty 3
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The OCA’s motion is fundamentally flawed for two reasons. First, the motion fails to
recognize PGW’s right to present new evidence and arguments, as well as changed
circumstances, justifying its Petition. Indeed, the Commission’s standard for reconsideration
demands that the Company do just that.' Second, the OCA’s motion elevates form far above
substance, advocating, in essence, that the Commission procedurally fiddle while Rome burns.
The new facts, arising after the hearings and July 8 Order, compellingly demonstrate that PGW’s
financial condition has become even worse (and continues to worsen),2 and that its likelihood of
being downgraded to junk bond status has arguably increased, in the intervening time period. In
fact, as recently as August 3, Standard & Poor’s has again publicly assessed PGW’s negative
outlook, strained cash and liquidity position, and its potential for further downgrade absent
material improvement in collections and cash receipts beyond the expected 90-92% levels.?
Suggesting that the Commission strike and ignore these new facts due to an alleged procedural

nicety is unreasonable and unjust.

' Stateoff' v. GTE North, Inc., 1995 Pa. PUC LEXIS 127, **8-9 (quoting Duick v.
Pennsylvania Gas and Water Company, 56 Pa. PUC 553, 559 (1982)) (“Pctition for
Reconsideration is properly the Commission where it pleads newly discovered evidence
... or a change in circumstances”).

PGW’s financial situation has become even more dire. At the time of its Petition for
Reconsideration, PGW anticipated being able to insure $25-3$50 million of its $125
million bond issuance (already reduced by $25 million due to the insurance difficulties).
Petition at 49 11-12. PGW has now learned that no insurers are willing to underwrite any
of its planned bond issuance duc to its poor financial condition. This new fact means
that, if the Company proceeds with a reduced $100 million bond issuance, it will face a
new total of $50 million in additional interest costs over the life of the bonds. Aff of those
costs will fall on customers.

3 Standard & Poor’s Ratings Direct, PGW Summary (August 3, 2004), attached hereto as
Appendix A. See
www.ratingsdirect.com/Apps/BD/controller/Article?id=388388&tvoe=&output Tvp.
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Alternatively, if such action is deemed necessary by the Commission, PGW moves that
the record in the above-captioned matter be reopened for the limited purpose of admitting
Appendices A and B to PGW’s Petition for Reconsideration. Finally, even if the Commission
were to not consider the new data in relation to the CRRC issue, the new facts still strongly
support the Company’s alternative relief of dispensing with the ALI’s Recommended Decision
on its proposed Chapter 56 Waiver Petition and certifying it for direct Commission action as
soon as possible. Significantly, the OCA did not oppose PGW’s request in this regard.’

In further answer to OCA’s defucto motion and in support of its alternative Motion to
Reopen, PGW avers as follows:

1. The OCA, in its Answer to PGW’s Petition for Reconsideration, asks the
Commission to discard or strike the new facts set forth in Appendices A and B to PGW’s
Petition. The new data, in the form of a Verified Statement by its Senior Vice President of
Finance and a public bulletin by Standard & Poor’s (“S&P”), included: an update to PGW'’s
financial projections showing its end of year cash being as much as $8 million worse than
anticipated, or a negative $6.5 million if the one-time gas storage deferral monies are excluded
from the calculation; information concerning PGW’s inability to insure its August 2004 bond

issuance beyond $25-$50 million and, consequently, its need to reduce that 1ssuance by at least

In addition, OSBA supports the alternative relief requested in the Petition.

The OCA’s considerable discussion of the “normahzation” of the gas storage deferral
reflects its misunderstanding of the significance of the end of year cash balance and its
persistence in attempting to treat PGW as an investor owned, as opposed to cash flow
regulated, company. The end of the year cash balance is significant for PGW, as it is not
for other jurisdictional companies, because it indicates the cash available to pay
obligations, including a major debt service payment, before winter bills are paid. When
the cash balance is as low as it has been, it indicates that PGW may not have the ability to
meet its obligations with a potential cascading impact on ability to purchase natural gas
and to access capital markets.

DS11:45324.1/PHI211-217982 -3-



$25 million; and a public statement by S&P explaining that PGW’s outlook had grown even
more negative, as the Commission’s CRRC rejection suggested “the potential for a less
supportive relationship [with the PUC] going forward,”® and that a downgrade to junk status
remained a serious threat.

2. None of the data contained in the appendices existed at the time of the May 2004
CRRC hearings or the closing of the record in this proceeding (to the extent it ever was formally
closed given the Commission’s incorporation of the matter into an overarching and ongoing
investigation and 1ts certification of the issue for direct action). With the exception of the facts
regarding the inability to obtain sufficient bond insurance (which were testified to in the July 6
hearing in the Commission’s investigation/Chapter 56 waiver proceeding and therefore are not
extra-record), all of the new data arose after the Commission’s decision on the CRRC.

3. Nonetheless, the OCA attacks these new facts and changed circumstances and
asks that the Commission not consider them in rendering its decision on reconsideration. The
OCA makes this argument despite acknowledging that new facts or arguments or changed
circumstances are a prerequisite for reconsideration.” Moreover, the OCA contends that —
somehow — the Company should have presented this data from July in proceedings held in May.*

The OCA’s request is flawed and must be denicd.

6 Petition at Appendix B.

OCA Answer at 3-4, Paradoxically, the OCA opposes PGW’s Petition because it
allegedly fails to raise new facts or arguments warranting relief, while at the same time it
objects to, and asks the Commission to strike, the Company’s evidence of the new and
changed facts proffered in the appendices. The OCA’s contradiction exposes the flaws in
its motion, and the Commission should reject the same.

OCA Answer at 7. Amazingly, the OCA criticizes PGW for not presenting the S&P
Bulletin — a statement issued on July 9 — during the May CRRC hearings or as a late-filed
exhibit. /d. Given that the hearings took place roughly two months before the document

DSH:45324.1/PHI211-217982 -4-




4, Nothing in the Commission’s standard for reconsideration requires that such
requests be based upon record evidence. The standard is set forth in the Company’s Petition:

A Petition for Reconsideration, under the provisions of 66 Pa.C.S.
703(g), may properly raise any matters designed to convince the
Commission that it should exercise its discretion . . . Parties . . .
cannot be permitted by a second motion to review and reconsider,
to raise the same questions which were specifically decided against
them. What we expect to see raised in such petitions are new and
novel arguments, not previously heard, or considerations which
appear to have been overlooked or not addressed by the
Commission. Additionally, a Petition for Reconsideration is
properly before the Commission where it pleads newly discovered
cvidence, alleges errors of law, or a change in circumstances.”

The Commonwecalth Court has similarly described the Commission’s standard for approaching
reconsideration: “[I|n deciding whether to deny reconsideration, the Commission considers

whether the petitioner has presented new evidence, changed circumstances, or previously

. 1
unconsidered law.”'°

5. As indicated, the Commission expressly requires parties requesting
reconsideration to “plead” new evidence and changed circumstances. PGW did exactly that by
pleading the facts in Appendices A and B. Moreover, it is axiomatic that new evidence and
changed circumstances will include facts and evidence not in the record at the time the
Commission made its initial decision. Otherwise, such data could never be new, nor could the

circumstances be changed, and it would be nearly impossible for a party to show the requisites

existed and that the CRRC Order was also entered before its release, the OCA’s
suggestion truly would have been an incredible feat!

’ Slatcoff, 1995 Pa. PUC LEXIS 127, **8-9 (quoting Duick v. Pennsyivania Gas and
Water Company, 56 Pa. PUC 553, 559 (1982)) (emphasis added); Pa. PUC v. Juckson
Sewer Corp., 2001 Pa. PUC LEXIS 44, *6 (same).

o J.A.M. Cab Company, Inc., v. Pa. PUC, 572 A.2d 1317, 1318 (Pa. Cmwlth. 1990)
(emphasis added).

DSH:45324.1/PHI211-217982 -5-



demanded by the standard.'' Thus, PGW has a right and duty under this standard to present the
new evidence and changed circumstances justifying reconsideration, which it properly did in
Appendices A and B to its Petition.

6. Moreover, the Commission expressly states that, in secking reconsideration, a

party “may properly raise any matters designed to convince” the PUC to reconsider it order. The

Commission did not say a party may raise “any matters previously placed on the record" that
may convince it to change its mind. “Any matters” must logically include non-record data given
the presumption that the Commission would have already considered matters contained in the
record when rendering the decision under reconsideration.

7. Ultimately, all of this procedural jousting misses the mark. The substance of the
new data cannot be disputed. S&P in fact made the public statements and continued threats of a
downgrade contained in its bulletin. The bond insurers in fact refused to insure at lcast two-
thirds of the proposed bond issuance, and the Company’s end of year cash position has in fact
deteriorated further. Indeed, PGW’s financial condition has worsened even since its Petition for

Reconsideration. On August 3, 2004, S&P again issued a public bulletin detailing PGW’s

negative outlook and potential for further downgrades. Significantly, the newest bulletin
recognizes the anticipated collections rate for FY 2004 of 90-92%, but still repeats the demand
for material improvement above and beyond that level in the near term.'? Also, S&P notes that

PGW’s cash-basis coverage of its fixed charges excluding the City payment dropped to 0.92x in

Alternatively, the granting of a motion to rcopen the record would be a prercquisite to
filing a petition for reconsideration — a requirement that the Commission has never
imposed.

Appendix A hereto at 2.
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2003, and is expected to remain at or below 1x.'? Additionally, there are now no bond insurers

willing to insure any of its proposed $125 million August issuance Consequently, the Company

will again be forced to lower the amount of the issuance, losing funds needed for important
capital improvements, and the interest costs of the issuance will be even greater; some $50
million over the life of the bonds. Such new factors cannot be deemed insignificant by any
rational party, and have even justified extraordinary relief by this Commission on previous
occasions.**

8. All of this new data goes to the heart of the fundamental presumption underlying
the Commission’s rejection of the CRRC: that the Company’s financial condition was not so
bad as to warrant the departures from the ratemaking principles and the policy sacrifices
necessitated, in the PUC’s judgment, by the CRRC. With this presumption no longer valid, the
foundation of the CRRC denial is breached and the Commission should reconsider its decision.
The OCA’s suggestion that the Commission should ignore such significant new evidence due to

some alleged procedural glitch is unreasonable and irresponsible. 13

13 Id.

Petition of Philadelphia Gas Works for Extraordinary Rate Relief Pursuant to 66 Pa.
C.S. § 1308(e), R-00017034F0002, Opinion and Order (April 12, 2002).

The OCA claims that the Commission’s consideration of the S&P bulletin and very real
threat to downgrade the Company to junk status in making its decision on the CRRC
would somehow constitute a ceding of its regulatory responsibility to the rating agency.
Answer at 7. This argument is clearly erroneous. Under the OCA’s warped approach,
giving weight to any evidence in rendering a decision is the same as allowing that
evidence to “dictate” the relief awarded by the Commission and amounts to a cessation of
the PUC’s oversight role. This is nonsense, and no different than PGW attempting to
assert that the Commission allowed those customers who threatened to stop paying their
bills if the CRRC was approved to dictate the denial of the clause and assume the
responsibility of regulating PGW and setting its rates.

DSi1:45324.1/PHI2 1 1-21 7982 -7-



9. Further, the OCA suggests that discovery and full hearings are required to
consider this new evidence.'® However, such a requirement would seriously hamstring the
Commission and prevent it from both assisting a persistently financially troubled utility when
needed and easing such measures as the need subsides.

10. In the alternative, if the Commission determines that only record evidence can
serve as a basis for reconsideration, then PGW moves that the Commission reopen the record in
this matter to admit Mr. Bogdonavage’s Verified Statement (Appendix A) and the S&P bulletin
{Appendix B). Such relief is warranted given the material nature and compelling weight of this
new evidence and the fact that, as newly arising evidence, PGW could not have introduced the
data during the May 2004 CRRC hearings or otherwise. The Company’s Petition for
Reconsideration was also timely under Section 703(f)’s requirements for rehearing.'”

11.  Finally, the OCA’s defucto motion to strike the appendices to PGW’s Petition is
only in relation to the Company’s request for reconsideration of the CRRC denial. OCA does
not oppose PGW’s alternative request that the Commission expedite its decision on the Chapter
56 waivers, nor does it suggest that the materials in the appendices do not support such expedited
action. Accordingly, the new evidence of PGW’s pressing and — as indicated herein regarding
the complete failure to obtain bond insurance — rapidly worsening financial condition lends
strong support to the Commission certifying the Waiver Petition for direct action at the August

19, 2004 Public Meeting.

16 OCA Answer at 6-7.

7 66 Pa. C.S. § 703(f). Nor is PGW’s request dissimilar from the PUC-accepted practice of
utilities updating future test year estimates for known actual changes after hearings or

toward the end of a proceeding. See, e.g., Pa. PUC v. Duguesne Light Company, 59 Pa.
PUC 67 (1985), 1985 Pa. PUC LEXIS 68, **6-11.

DSH:45324.1/PHI211-217982 -8-



WHEREFORE, PGW respectfully requests that the Commission deny the OCA’s request
to discard Appendices A and B to its Petition for Reconsideration. In the alternative, the
Company requests that the Commission reopen the record in this matter and admit the

appendices into evidence.

Respectfully submitted:

aniel Clearfield, Esquire
Mark Stewart, Esquire
Wolf, Block, Schorr & Solis-Cohen LLP
212 Locust Street, Ste. 300

Harrisburg, PA 17101

717-237-7160
Of Counsel:

Greg Stunder, Esq.
Philadelphia Gas Works
800 West Montgomery Ave.
Philadelphia, PA 19122

Dated: August 4, 2004
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Summary: Philadelphia, PA; Utility, GasJ
te: 03-Aug-2004
Effu"ﬁt:fa“ryﬁ:e Jeanng.Sﬂva. New York (1) 212-438-1776; Aneq]sh Prabhu, New York (1) 212-438-1285

Credit Prafile

AFFIRMED

$1860.680 mil. Philadelphia gas wks rev bnds (1958 Gen l&

Ordinance) ser A did 06/01/1988 due 07/01/1899-2014 201

2026 f AAANBBB-(SPUR)
$355.825 mit. Philadelphia gas wks | BBB-

$103.550 mii. Phitadelphia gas wks rev bnds (1398 Gen |

Ordinance) ser B dtd 06/01/1868 due 07/01/2014 2018 2028  AAA/BBB-(SPUR)
$20.010 mil. Philadelphia gas wks rev bnds {Sub1998 Ge

Ondinance) ser C did 06/01/1998 due 07/01/1999-2014 i AALNEBBHSPUR)
$61.960 mil. Philadelphia gas wks rev bnds 16th ser did |

05/07/1999 due 07/01/2000-2009 2013-2015 i AAABBB-(SPUR)
€112.245 mil. Philadelphia gas wks rev bnds 2nd serdid |

0S/07/1899 due 07/01/2000-2029 AANBBB-(SPUR)

$120.225 mil. Philadelphia gas works rav bnds (1898 Gen
Ordinance) third ser dtd 06/01/2001 due 08/01/2003-2019,2021

2031 l AAABBB-(SPUR)
$186.705 mil. Philadelphia gas works rev bnds seventeenth
series (1975 Gen Ordinance) gue 07/01/2005-2022 2026 | AAA/BBB~(SPUR)
£125.000 mil. Philzdelphia gasworks rev bnds fourth serids
{1998 Gen Ordinance} due 08/01/2004-2022 2032 ' AAA/BBB-{SPUR)
OUTLOOK: | NEGATIVE

|
& Rationale |

f

The ratings on Philadelphia Gas Works’ (PGW) seniorlravenye bands (BBB-/Negative) and subordinate
revenue bonds (BB4/Negative) reflact the weak domographics of the utiity’s service area, below-
average collection rates, high debt levels, thin marging, and a strained liquidity pasition. These
weaknesses are pantially offsel by a lack of competitors and modest levals of support from the city of
Philadelphia, Pa, |

PGW is the nation’s targest municipally owned gas utility and the only lacal gas distributor serving
Philadelphiz. The utility serves 408,000 customers ani has about $1 billion in fotal debt outstanding.

[
The utility's weak service lerritory and its low collectiop rates pressure its liquidity. Demagraphics in the
service territory are weak with a dectining population a2nd below-avarage wealth levels. During fiscal
2003, coltection rates at PGW fell to 87% of billed gaé revenues from a historical average of 92%. Low
collection rates reduce the efficacy of the utiiity's gas Fost recavery mechanism and expose PGW to
fugl price risk. I
|

¢
Management's efforts fo address thase low collection rates have included a recent campaign to notify
130,000 delinquent customers of service termination fin the event payment amangements are not made
and increasing eligible customer participation In fade1lai home energy assistance programs such as the
U.S. Departiment of Health and Human Services' Low Income Homea Energy Assistance Program. The
initiatives appear ta be havinp 2 moderate affect on collection rates. For the first eight months of fiscal

|
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2004, collection.rates were up by 4% as compared with the same period in fiscal year 2003. Despite
this positive trend, Standard & Poor’s daes not anticipata PGW's callection rate to exceed 80%-92% for
the year. ¢

|

PGW's debt par customer is currently about $2,000, which is high when comparad with other municipal
utilities. Moreover, the utility’s debt is expected lo increase. PGW does not currently fund any of its
capital expenditures with internal funds. PGW's coliection problems contribute to thin cash margins.
During 2003. cash flow from operations plus certain nondperating revenues over fixed charges declined
to 0.92x from 1.23x in 2002. Going forward, Standard & Roor's projects that, because of its collection
problems, PGW's cash-basis coverage of fixed charges (bxcluding its annual payment to the city) will
remaln at or below 1x. As such, the utllity’s liquidity positibn is likely to reman challengad.

Ristorically, PGW has depended on a variety of one-time] financial transactions o meet coverage of
fixed charges, which, until recently, included a mandatory $18 million payment to the city of
Philadelphia. Other one-time financial ransactions have Jncluded oblaining a $45 million toan from the
city and monatizing guaranteed investment contracts connected with a portion of PGW's sinking fund
reserves, |

!

PGW's competitive pressured are quite limjted, which ree::uces the gas uillity's business rigk. Although
PGW's customers have had retail choice since September 2003, the absence of alternate providers has
effectively secured the utility's position as a requiated rn+nopnly in Philadelphia. The utility's relationghip
to the City of Philadelphia aiso helps o reduce financial risk. Standard & Poor's assumes that the city
will provide modest levels of operational support to PGW going ferward. This support includes a
suspension of FGW's annual payment fo the city for the next five years and a deferral of PGW's $45
million cily loan-related bullet maturity urtit 2008. :

l

}

Liquidity. |
As of June 2004, PGW's unfastricted cash reserves wers $13.3 million, representing less than 10
days cash. Cash flow lrom operations is generally insufficient to cover the utility’s fixed charges in
high gas price years. PGW's liquidity position is chall}anged but currently adequate. Annval transfer-
payment fargivenass fram the City of Philadelphia, lnj the amount of $18 million per year, has helped
improve PGW's immediate liquidity position. Alternative sources of liquidity include an 380 milllan
commercial paper program, tlemporary access 1o cagital improvement program funds, and the ability
to enter into gas storage deferral contracts, PGW's commercial paper program, which s backed by a
letter of credit from JP Morgan Chase Bank, is often fully drawn throughout the year. Currently, the
utllity has about $20 million in commercial paper cutstanding. This amount is expectad to increase to

nearty 550 million by August 2004,

To meed its ongoing liquldity needs, PGW also regull'ny draws on Tunds from its capital improvement
pragrem. Timely access to the capital markets to funjd this program is central 1o PGW's ability to
maintain adequate liquidity, Although gas storags déferral contracts also add to PGW's liguidity by
delaying cash outiays in liquidity-tight summer months, Standard & Poor's believes that these
contracts increase PGW's cost stiucture, which, betause of poor coliection, yltimately reduce the
utility's cash margins.

R L .

Outlook
The outlook on PGW is negative. Ralings will be loweréd if PGW's financial profile weakens aver the
near term and collection rates and cash margins do not Improve materially. Fusthermore, any of the
following events could have negative ratings implicationa: if access {6 short-term borrowing is restricted,
suppliers place additional liquidity demands an PGW, ¢r specified support from the city is not
forthcoming. The current ratings are predicated on the ity providing annual payment forgiveness to
PGW for at least the next four year, and on the city altqwlng PGW to defer its $45 million loan payable
until 2008. In the absence of such support, the ratings will be lowered.

!

i
!
Capyright € 1934.2004 Standord & Poor's, 3 division of The MeGraw-Hll con!panies.



CERTIFICATE OF SERVICE

I hereby certify that | have on August 4, 2004, served a true copy of the foregoing

document of Philadelphia Gas Works’ upon the participants listed below in accordance with the

requirements of § 1.54 (relating to service by a participant).

VIA FIRST CLASS MAIL AND E-MAIL

Tanya McCloskey, Esq.

James Mullins, Esq.

Steve Keene, Esq.

Office of Consumer Advocate

5th Floor, Forum Place Bldg.

555 Walnut Strect

Harrisburg, PA 17101-1921

E-mail: Tmc¢Closkey@paoca.org
Skeenefpaoca.org

Johnnie Simms, Esq.

Richard A. Kanaskie, Esq.
Officc of Trial Staff

PA Public Utility Commission
P.O. Box 32065

Harnisburg, PA 17105-3265
E-mail: josimms{@dstate.pa.us

Steven Gray, Esq.

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101

E-mail: sgray@state.pa.us

Richard Lelash

18 Seventy Acre Road
Redding, CT 06896

E-mail: lelash@sprintmail.com

DSEE3992.

Greg Stunder, Esquire

Philadelphia Gas Works

800 W. Montgomery Avenuc
Philadelphia, PA 19122

E-mail: greg.stunder@pgworks.com

Charis Mincavage, Esquire
McNEES, WALLACE, NURICK
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166
E-mail: Cmincavage@mwn.com

Philip Bertocci, Esq.
Edward A. McCool, Esqg.
Community Legal Services
1424 Chestnut Street
Philadelphia, PA 19102
Fax: (215) 981-0434

E-mail: pbertocci@clsphila.org

Robert D. Knecht
Industrial Economics Incorporatgd;
2067 Massachuselts Avenue
Cambridge, MA 02140
E-mail: rdk@indccon.com

Christopher Craig, Esq.
Senator Fumo's Office
Main Capital

Room B48

Harrisburg, PA 17120
E-Mail: ccraig@fumo.com
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Renardo L. Hicks, Esq.
Anderson Gulotta & Hicks, PC
1110 N. Mountain Rd.
Harrisburg, PA 17112

Email: rhicks@aghweb.com

Barbara Greening, Esq.
1904 Green Street
Philadelphia, PA 19130

Adrienne Glenn
6342 Ardleigh Street
Philadelphia, PA 19138-1002

FEdward Morrison
767 Cinnaminson Street
Philadelphia, PA 19128

Dated: August 4, 2004
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Philip L. Hinerman, Esq.

Fox Rothschild LLP

2000 Market Street, 10th Fl.
Philadelphia, PA 19103-3291

E-mail: phinerman@foxrothschild.com

James P. Leonard, Esq.

Cooper Lconard & Schaffer, LLC
1525 Locust St., 13" Fl.
Philadelphia, PA 19102

E-mail: cooperleonardschdaol.com

N A,

Mark S. Stewart, Esq.



