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Philadelphia Gas Worksr Base Rate Filing

52Pa. Code $ 53.52

$ 53.52. Applicabtlity; public utilities other than canal, turnpike, tunnel, bridge and wharf
companies.

(a) Whenever a public utility, other than a canal, tumpike, tunnel, bridge or wharf company files
a tariff, revision or zupplement effecting changes in the terms and conditions of service rendered
or to be rendered, it shall submit to the Commission" with the tariff, revision or supplement,
statements showing all of the following:

(l) The specific reasons foreach change.

RESPONSE: PGW is seeking this rate increase to fund its post-retirement benefit
obligation. Please see the testimony of PGW witnesses Bogdonavage, Bisgaier, Kikla and
Hershey for additional information. PGW is proposing an increase in Residential and
Commercial delivery charges and a decrease in Commercial, Philadelphia Housing Authority
(Rate PHA and General Service) and Municipal delivery charges. Please see the testimony of
PGW witnesses Dybalski and Gorman for an explanation of the delivery charge
increaseVdecreases in each rate class.

(2) The total number of customers served by the utility.

RESPONSE: Please see the schedules that are attached in the response to $ 53.52(bX3).

(3) A calculation of the number of customers, by tariff subdivision, whose bills will
be affected by the change.

RESPONSE: Please see the schedules that are attached in the response to $ 53.52(b)(3).

(4) The effect of the change on the utility's customers.

RESPONSE: Please see the schedules that are attached in the responses to $ 53.52(b)(3)
and $ 53.52OX4).

(5) The direct or indirect effect of the proposed change on the utility's revenue and
expenses.

RESPONSE: Please see the direct testimony of Joseph Bogdonavage (PGW St. 2) and
the accompanyrng Exhibits JRB-I and JRB-2A/2B.
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52 Pa. Code $ 53.52

(6) The effect of the change on the service rendered by the utility.

RESPONSE: The changes to rates will not have any effect on the service currenfly
rendered by PGW.

(7) A list of factors considered by the utility in its determination to make the change.
The list shall include a comprehensive statement about why these factors were chosen and the
rclative importance of each. This subsection does not apply to a portion of a tariffchange
seeking a general rate increase as defined in 66 Pa. C.S. $ 1308 (relating to voluntary changes in
rates).

RESPONSE: Not applicable.

(8) Studies undertaken by the utility in order to draft its proposed change. This
paragraph does not apply to a portion of a tariffchange seeking a general rate increase as defined
in 66 Pa. C.S. $ 1308.

RESPONSE: Not applicable.

(9) Customer polls take and other documents which indicate customer acceptance and
desire forthe proposed change. If the poll or other documents reveal discemible public
opposition, an explanation of why the change is in the public interest shall be provided.

RESPONSE: No customer polls or other documentation regarding customer acceptance
or desire for the proposed change exists.

(10) Plans the utility has for introducing or implementing the changes with respect to
its ratepayers.

RESPONSE: The Company will notif its customers of the proposed increase by meo"*
of a billing insert in compliance with the Commissions regulations as codified at 52 Pa.Code $
53.45.

(11) FCC, FERC or Commission orders or rulings applicable to the filing.
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52 Pa. Code $ 53.52

RESPONSE: There are not any FERC or Commission rulings directly applicable to this
change.
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52 Pa. Code $ 5352

$ 53.52. Applicability; public utilities other than canal, turnpike, tunnel, bridge and wharf
companies.

(b) Whenever a public utility other than a canal, turnpike, tunnel, bridge or wharf company files
a tarifi revision or supplernent which will increase or decrease the bills to its custom€rs, it shall
submit in addition to the requirements of subsection (a), to the Commission, with the tariff,
revision or zupplement, statements showing the following:

(l) The specific reasors for each increase or decrease.

RESPONSE: PGW is seeking this rate increase to fund its post-retirement benefit obligation.
Please see the testimony of PGW witnesses Bogdonavage, Bisgaier, Kikla and Hershey for
additional information. PGW is proposing an increase in Residential and Commercial delivery
charges and a decrease in Commercial, Philadelphia Housing Authority @ate PHA and
General Service) and Municipal delivery charges. Please see the testimony of PGW witresses
Dybalski and Gorman for an explanation of the delivery charge increases/decreases in each rate

class.

@ The operating income statement of the utility for a l2-month period, the end of which
may not be more than 120 dap prior to the filing. Water and wastewater utilities with annual

revenues under $100,000 and municipal corporations subject to Commission juisdiction may
provide operating income statements for a l2-month period, ttre end of which may not be more
than 180 days prior to the filing.

RESPONSE: Please see attached.

(3) A calculation of the number of customers, by tariffsubdivision" whose bills will be
increased.

RESPONSE: Please see attached.

(4) A calculation of the total increases, in dollars, by tariffsubdivision, projected to an annual
basis.

RESPONSE: Please see attached.
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(5) A calculation of the number of customers, by tariff subdivision, whose bills will be
decreased.

RESPONSE: See answer to 53.52(b)(3).

(6) A calculation ofthe total decreases, in dollars, by tariff subdivision, projected to an annual
basis.

RESPONSE: See answer to 53.52(b)(3).
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Philadelphla Gas Worksr Base Rate Filing

52 Pa. Code $ 53.52

$ 53.52. Applicability; public utilities other than canal, tumpike, tunnel, bridge and wharf
companies.

(c) If a public utility files a tarifi revision or supplement which it is calculated will increase the
bills of a customer or a group of customers by an amount, when projected to an annual basis,
exceeding 3% of the operating revenues of the utility-subsection OX4) divided bythe
operating revenues of the utility for a l2-month period as defined in subsection (bX2For which
it is calculated will increase the bills of 5% or more of the nurnber of customers served by the
utility-subsection (bX3) divided by subsection (a)(2!-it shall submit to the Commission with
the tariff, revision or supplement, in addition to the statements required by subsections (a) and
(b), all of the following information:

(1) A staternent showing the utility's calculation of the rate of rehrn or operating ratio (if the
utility qualifies to use an operating ratio under $ 53.54 (relating to small water and wastewater
utililities) eamed in the l2-month period referred to in subsection OX2), and the anticipated
rate of refum or operating ratio to be earned when the tariff, revision or supplement becomes
effective. The rate base used in this calculation shall be supported by summaries of original
cost for the rate of retum calculation. When an operating ratio is used in this calculation, it
shall be supported by studies of margin above operation and maintenance expense plus
depreciation as referred to in g 53.54(bX2XB).

RESPONSE: Not applicable.

(2) A detailed balance sheet of the utility as of the close of the period referred to in
subsection OX2).

RESPONSE: Please see attached.

(3) A sunmary, by detailed plant accounts, of the book value of the property of the utility at
the date ofthe balance sheet required by paragraph (2).

RESPONSE: Please see attached.

(4) A staternent showing the amount of the depreciation reserve, at the date of the balance
sheet required by paragraph (2), applicable to the property, summarized as required by
paragraph (3).

RESPONSE: Please see attachsd.
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52?a. Code $ 53.52

(5) A statqnent of operating income, setting forth the operatrng revenues and expenses by
detailed accounts for the l2-month period ending on the date of the balance sheet required by
paragraph (2).

RESPONSE: Please se attached.

(6) A brief description of a major change in the operating or financial condition of the utility
occurring between the date of the balance sheet required by paragraph (2) and the date of
tansmittal of the tariff, revision or supplernent. As used in this paragrap]r" a major change is
one which materially alters the operating or financial condition of the utility from that reflected
in paragraphs (1H5).

RESFONSE: There has not been any major change in the operating or financial condition of
the utility.



58.52 (cX2)

PGW

BALANCE SHEETS AUGUST 31, 2OO9 AND 2OO8

(Thousands of Dollanr)

ASSETS

Line
No. 2009 2008

1

2

3

4

5

6

7

E

I

Utillty Plant - At Orlglnal Gost

In seMcg
Under constuc{ion

Total

Less accumulated depreciation

Utility plant- net

Slnking tund - rcvenue bonds

Gapital lmprcvement funds

Restrictod Inves0nent (Gity of Philadelphlal

Restrlcted investnent Workers' Gompengation

$ 1,754,2W
30,953

1,785,250

o0E.783)

1,076,87

1't0,227

62,714

2,593

1,665,593
46,969

1,732,562

(670,467)

1,062,095

106,19E

111,207

2,383

Gunent Aesets

10 Cash and temporary inveetments

Accountrs Gceivable
'11 Customers
12 Others
13 Accrued gas revenues
14 Accumulated provisions for uncollectble accountg

15 Accounts receivable - net

16 Mabrials and supplies
17 Othercunent asseb and defened debite

18 Tdal CunentAssets

19 Unamortlzed bond issuance coet

Unamoftized loss-toacquircd debt

OfterAesots

Defered Environmental

2A

21

22

13,750

220,132
2,122
6,251

(123.009)

105,496

125,423
4,895

245,1U

27,516

79,945

9,233

14,232

49,33E

222,880
8,714
8,145

(140.€5)

99,304

187,539
5,620

341,E07

38,738

47,502

20,475

12,650

23 TotalAsaets $ 1,632,091 $ 1,743,455::



53.52 (cX2)

PGW

BAIANCE SHEETS AUGUST 3I, 2OO9 AND 2OO8

(Thou$n6of Dollarr)

EQUIWAND L]ABILITIES

2009 2008
Line
No.

Clty equlty

Long tenn debt:
Clty of Phlladelphla bonds

lesued

1989
1990
1994
199E
1999
2401
2@2
2003
20u
2006
2047
2009

Orhinal arount Curent oodion

$ 243,619 226,46

97,619

132,520
50,421

183,880
291,185
176,28A
1?p.,225
125,000
186,705
207,820
313,390
2,f5,350

TECA - 1lth 'C"
TECA- 12th "A"
Subodinate tease Obligations
1997 23,000

Total lssued
Unamortized debt discounUpremium

Total Long Term Bond Debt

Notes payable (City of Phila.)

Total Long Term D€bt

Cunurt Llabllltes

Not€8 payable
Accounb payable
Cun€nt portion of long tem debt
Customers' deposits
Olher cunent liabilitie3 and defuned credits
Accrued accountg:

lnleresl, taxes and waoes
Distribution to the City

Total Cunent Liabilities

Other Llabllltler

Total Equlty and Llabllltlee

12,245
2,655
2,700
2,670
7,550

13,460

3,170
,,u:

-

46,045
2.'lw

48,175

5,064

81,365
22,630

5,815
89,915

't32,675
187,010

239,13s
311,690

16,818

J

1,092,117

. 22.17',t.

1,114,488

1,114,488

46,20;
48,175
4,24

't6,203

15,948
3.000

133,755

't40,229

5,064

93,610
25,285
8,515

92,s85
1|40,225
200,170
280,49
242,305

0
15,314

J

1,103,827
23.336

1,127,',163

1,127,163

90,000
67,508
76,030

7,325
32,581

15,821
3.000

292,265

2
3
4
5
6
7
6
I

10
11
't2
13
14
15

16

17
18

19

20

21

$ 1,632,091 $ 1,743,.155

22
23
24
25
26

27
28

29

30

s1
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53.52 (c)(4)

PHILADELPHIA GAS WORKS
DEPRECIATION BY PUC CODE
YEAR ENDED AUGUST 31,2OO9

PUC CATEGORY cosT ACCUTTIULATED
DEPRECIATION

YTD
DEPRECIATION

304 Land and Land Riohts 1.452.885.00
305 Structures & lmprovement 19.287.4r',6.54 10.349.606.06 536,832.18
306 Boiler Plant Equip. 2.872,318.73 1.655.563.37 106,889.36

307 Other Power Equip. 229.144.00 161.569.10 3.753.09
311 Liquefied Petroleum Gas 't,424547.00 1.278.406.97
317 Purification Eouio. 13.120.00 11.774.06
318 Residual Refinino Eouio 8.489.00 7.618.14
319 Gas Mixinq Equip. 162.00 102.05 2.23
320 Other Equip. - Prod. 21.957.668.24 11,935,260.86 669.485.79
360 Land and Land Riqhts 327.799.59
361 Structures & lmprovement 8.574.796.97 4.763.478.29 185.684.44

362 Gas Holders 33,728,730.33 28.886.815.90 792,827.26
363 -NG Puritication Equip. 251,469.62 218.528.49 495.34
364 -NG Liquefaction Equip. 31,083,659.53 1 1.767.459.98 858.326.03
365 -NG Vaoorization Eouio. 13.502.593.09 9,831,564.84 327.696.27
366 -NG Comoressor Eouio. 16.416.377.67 7.152,978.26 298.663.60
367 -NG Measurino & Requlator 6.220.025.10 3,223,989.37 168.510.63

368 -NG Other Equip. - Stor 17.750,932.83 6.932.091.55 423.163.38
374 [and and Land Riqhts 100.977.00
375 Structures & lmprovement 2.682,986.00 2,359,356.26 27.509.17

376 Mains 601.960,689.34 205.077.013.67 9.675,210.23
377 lompressor Station Equip. 1.254,695.00 1.214.156.00 2,260.92

378 Vleas, & Resulator Station 16,623,015.91 9.770.091.09 333,572.94
380 Services ss6.953.924.28 229.046.600.22 14.382,020.03
381 Meters s7,008,331.93 27.427.934.66 1,599,602.84

382 Meter lnstallations 99.796.025.08 30.556,428.01 2.372.057.58
383 douse Requlators 1.814.331.34 999.626.81 34.090.31

384 'louse Reoulator Install 4.671.213.49 3.282.159.73 96.433.23
385 Industrv Mesa. & Reoulator 313.528.00 164.199.88 8,433.46
387 Cther Equip. - Distr. 6.223J94.16 3.275.683.70 242.455.12

389 Land and Land Riqhts 3.712,767.00
390 Structures & lmprovement 70.166.975.27 26,503.960.56 1.36/.,228.52

391 Sffice Fumiture & Eouio. 92.678.661.76 33.616,283.00 2.873.240.4
392 Fransoortation Eouio. 28.069.917.70 19.702.494.01 1.778.444.87

393 Stores Eouip. 755r'.22.00 466,000.26 20.268.03
394 Iools. Shop & Garaoe Eouip. 8.910.823.70 4.281.996.99 311.291.89
396 Power Operated Equip. 482.442.79 409,923.84 9.525.05

397 Communacations Equip. 20.387.001.72 9.527.190.18 876,426.32
398 N4iscellaneous Eouio. 4.627.820.29 2.924.804.69 151.105.96

Grand Total 1.754.296.869.00 708.782,710.85 40.490.506.51

Cost of Removal 1.709,904.00

TOTAL 42.200.410.51



53.52 (cX6)

PH|LADELFIIA GAS WORKS
STATETENT OF OPERATI}IG IIICOTE

TWELVE XTONT|S EIIDED AUGT ST 31. 200s

OPERATING REVENUES

480.0
18',t.O

1f.2.0
483.0
,f89.3
,095.0

Acrplj!!.iSggg

903.0
879.0
880.0

487.0
488.0

SALES OF GAIS

R$identlal Sales
Commercial & lndustlal Sales
PubllcAuthority Sales
Sales for Resale
Gas Transpoftalion Servlce Sales
Other Gas Rwsnugg

Total Gas Revenues

APPLIA}ICE REVEI{UE
Customer Records & Collec0on
customer lnstallationg
Other Expenses

OTHEROPERANilG
Forfeited Dbcounts
Miscellarrcous Serylca Rer.snue

TOTAL OPERATIT{G REVEilUE

2,734j18
7,077487

OPERATIIIG & IIAII{TEIIAI{CE EXPEiISES

700.0 - 708.0 Steam Production
710.0 -742.0 Manufactured Gas Producton
800.0 - 813.0 Oth€r Gas Supply
8,10.0 - 843.s Oth6r Storage
850.0 - 870.0 Transmlsslon
871.0-894.0 Dbriblnion
901.0 - 905.0 CustomerAccounls
907.0-910.0 CustomerSeMce
920.0 - 931.0 Admlnlstratlv€ & General

Total O&M Expenee$

OTHER EXPENSES
403.0 Depreciation Expenses
408.1 TaGs Other than lncome Taxes

Total Depreclatlon and Taxes

TOTAL OPERATIilG EXPETISES

(1,269,362)
(2,225,il$)

(il7,473,7351
(9,738,860)
(1,800,680)

(60'086'53'{}
(71,120,037)

(6,176,125)
(101,,t9628,O.

$ (801,187'28'{)

(37,781,59'l)
(6,588,227)

oTHER r{COtrtE
117.0
418.0
.f19.0

121.0
426.3
.126.5

INTEREST
427.0
428.0
428.1
429.0
,lil1.0
.0:12.0

Omer Non Operatlng Income
Non Operatiq Rental Income
Interest & Dlvlclencl lncome
Mlscellaneous Non Operatng Income
Reserved Penalties
Other Deduc'lions

Totral Other Incorne

lnterest on Long Term Debt
Amonization of Debt DFcounl & Expense
Amorlization of Loss on Requlred Debt
Anortlzatlon of Prcmlum on Debl
Other Inbr€st Experceg
Alo €nce for Borow€d Furds Us€d Dudr€ Construdion

Total lnbrest

ltETiltcoilE

(4,f,369,818)

37,058
il,173

5,513,186
6,620,03E

12,240,455

(63,601,r/0)
(3,678,75n
(9,603,053)
2,576,579

(4,853,244)
217,137

$ (78,912,808)

3 17,21r,140

-

668,932,805
184,098,260
24,777,8U

6,866
24,913,047

7,737:t31
910,,f65,963

1,0!q
9.310,816

9,506,252
157,564

92t

i57.



Philadelphia Gas \{orks'Base Rate Ftling

52 Pa. Code $ 53.52

$ 53.52. Applicabittty; publtc utilitles other than canal, turnpike, tunne! bridge and wharf
companles.

(d) If a utility renders more than one time of public service, such as electric and gas,

information required bV $$ 53.51 - 53.53 (relating to information furnished with the filing of rate
changes), except subsection (cX2), relates solely to the kind of service to which the tariffor tariff
supplement is applicable. In subsection (c)(2), the book value of the property used in fumishing
each type of pubic service, as well as the depreciation reserve applicable to the property, shall be
shown separately.

RESFONSE: Not applicable.



Philadelphia Gas Works' Base Rate Filing

II. RATE OF RETI]RN

A- ALL UTILITIES

tr.A.l. Provide capitalization and capitalization ratios for the last five-year period
and projected through the next two years. (with short-term debt and without short-term
debt.) (Company, Parent and Sptem (consolidated)).

tr.A.l.a. Provide year-end interest coverages before and after taxes for the
last three years and at latest date. (Indenture and SEC Bases.) (Company, Parent
and System (consolidated)).

tr.A.I.b. Provide year-end preferred stock dividend coverages for last
three years and at latest date (Charter and SEC bases).

RESPONSE: Notapplicable.



Philadelphia Gas Works' Base Rate Filing

II. RATN OF RETURN

II.A.2. Provide latest quarterly frnancial report (Company and ParenQ.

RESPONSE:

PGW's unaudited financial report for the twelve months ended August 31,
2009 is attached.



FINANCIAL REPORT

FOR THE TWELVE MONTHS ENDED AUGUST 31, 2OO9

UNAUDITED



2008
Actua!

Llne
No.

UTIAUDITED
PGW

STATEfiIENTOF ITICOf,IE
NIELVE TIONTHS EI{DED AUOUST 3I, 2OO9 AND 2OO8 VUITH COilIPARISONS

(fhousand! of Dolla|E)

2009-ffiffi
I | 78,0E7
2 19,215
3 735,.157
.t 8,607
5 fl,931t
6 8a{t,035
7 9,592
8 8a9,627

Ooeiatlno levenuoa
Non-heatlng
Gar tranrport aewlce
Heatlng
Appllance E Other Rwenues
Unbllled gar adJustment

Totel grt revanueg
Other operatln g revenuea

Total operatlng trvon ue!

llatural gas
Other rew m.terlal
SUBTOTAL FUEL

col{TRrBtmoil mARGI{

Gas Prcc.33lng
Fleld Sowlcec
Dbtdbuuon
Colloctlon
Apprcprlatlon for uncollcctlblc rroonrc
Customel gorylaoa
Account tanagement
tlerketlng
Admlnlstr.tlve & General
Health lnsur'nce
Capltaltsed Frlnge Beneflt3
Gapltaltsed Admln. Charge€
Penslon3
Other Post-Employment Beneflts
Tares
BTI Cost (Benefltsl
Coet Savlngr

Totrl operatlng expenser

Operatlng lncome befom depreclatlon

Depreclatlon
Le€s depreclatlon dbtrlbutod lhru clearlng accountg

ffot dep|lclauon
Total operatlng expensea

$ 87,295 $ 84369
u,s13 tl,E'0

820,142 989,765
9 3ll 9,029

Incre6or(Decn€re)
Actual 2009 w BrdEetffi-
| (17,074) (20)

(2,6e7) (e)
(,t49,623) (r5)

282 3

{r6}

I
t0
11

511,938
38

511,970

12 337,65t

t3 14,{3E
t1 tt,126
{5 17,319
16 8,141
17 97,000
t8 12,305
19 7,006
20 2,628
21 14,00r
22 y,226
23 {10,331}u 0,180)25 1+25E
26 25,8:!4
27 5577
2E
29-

'30 a2,748

3l 94,905

32 42,868
33 -_--Efgl3a __9$!3!-35 79d.,28

ll,40l

514
(646)

3,O77
(t27't

(2,0fi)
(8r31
(23)

(628)

{3,651}
5t0

1,30E
500

{,006
394

(2111
8,3?/5
2,rp6 .

1,48.

10.123

3

3
(21

t7
(81

tq
(51

(15)
(201

I
(1z',,
(4
7
2

(3)

I

36 55,38'l Operatlng Income
31 15,732 . Interwt and othor Income
3E 71,113 lncome betore Intonst

39 56,075
40 12,269
41 (338)
12 88,0t6

lntenst
Long term debt
Other
Allowance for funds uled duilng constructlon

Not lntgrsst oxpenge
(E73) ___g3g-67,214 11,699

172l

54,968
13,,119

8,830
2,.11!9

18
19

17

{r.E93t r,580 (3,473) r
919,768 1,Ut2,283 (172,185' (16)

9,673 12,266 - (2,595) (211

929ift 1,1U,521 (175,080)

545,E59 732,322 (186,f8:3) (25)
fi31 5 fl81 

-

545,8.16 7323n {t8g.|8r) (25)

383,593 372,19

18,779 16,265
37,727 38,375
2t,059 17,982
8,723 9150

{a000 u,011
12,857 't3,510
7,525 7,54E
3,4:18 4,064

3E,360 4E,01't
37,061 36,551
(0,284) (10,592)
(8,973) (7,.781
16'426 14,,019
25,052 25,55E
6,580 6,799
4,655 fi,670)

r {4166}

261.930 280,652

121,665 111,92

63,602
't5,558
l4n

78,913

42,200 4210E (208) (0)
(4,/1r.9) (5,159) '110

37,71t1 37,U9 532
845,567 7,030,228 (1&r,OZt1 (r8)

83,884 74,293 9,591 l3
12,210 1{,528 7',|1 6
96,,t24 85,t19 10,305 12

.lit t 3,107 l{et Income $ 17,211 I t8,605 | (1,394)



PGW

BALAI{CE SHEETS AUGUST 3r, 2009 AND 2008

(Thoutands of Dollars)

ASSETS

Line
No. 2009 2008

Utlity Plant. At Origlnal Gost

1 ln service
2 Under consttrdion

3 Total

4 Less acqrmulated depreciation

5 Uility plant - net

6 Sinklng fund - ruvenue bonds

7 Capital improvement funds

8 Reetricted investnent {Gity of Philadelphia)

9 RestrictedlnveetnentWorkerc'Compensatlon

Gunont Assets

10 Cash and temporary investaents

Accounb receivable
Customerc
Others
Accrued gas revenues
Accumulated provisions for uncolledible accounte

Accounts receivable - net

Materlals and supplies
Other cJnent assets and defened debits

Total Gunent Assets

Unamortlzed bond bsuance cost

Unamortized loss-raacquired debt

O0rerAssets

Defetrpd Envl ronmental

11
12
13
14

15

16
17

18

19

20

21

22

$ 1,7il,297
30,953

1,785,250

c/08,783)

1,078,&7

110,227

62,714

2,593

1,6E5,593
46,969

1,732,562

" (670,467)

1,062,095

106,198

'111,207

2,383

49,338

222,880
8,714
E,145

(140,435)

99,304

187,539
5,626

341,807

3E,738

47,902

20,475

12,650

13,750

22A,132
2,122
6,251

(123.009)

105,496

125,023
4,895

249J6/.

27,516

79,945

9,233

. 14,232

23 Total Assets $ 1,632,091 $ 1,743,455

-:



PGW

BALANCE SHEETS AUGI'ST 3t, 2OO9 AT{D 2OO8

(Thousands of Dollall)

EQUITYAND LIABILITIES

2009
Line
No.2006

Clty equlty

Long term debt:
Clty of Phlladolphla bonds

lssued

1989
199)
1991
1998
1999
2001
2002
2003
2004
2006
2007
20@
TECA- 11th',C"
TECA - 1ah "A',
Subordlnale Lease Obligalions
1997

Total lssued
Unamo.tized debl discounl/premium

Tolal Long Term Bond Debt

Notes payable (City of Phila.)

Total Long Term Debt

Currlnt Llabllltlss

Notes payable
Accounts payable
Cunent portion of long tem debt
Custome]s deposits
Olh€r cunonl liabilities and defened credits
Accrued a@ounts:

Inter$t, taxan and wager
Dislribution to the City

Toial Cunent Liabililies

Other Llabllltlee

Total Equlty and Llabllltles

Oiloinal amount Current portion

23.000

132,5n
50,421

183,880
287,16
176,2W
120,22s
125,000
180,705
207,820
313,390
245,3s0

:
't2,245
2,655
2,700
2,670
7,550

13,460

3,170
1,595

,t6,045
2.130

48,175

u'*1

81,365
22,@0

5,815
89,915

132,675
187,010

239.135
311,690

16,818

J

1,092,117
22.371

1,114,488

1,114,488

4,205
48,175
4,224

16,203

15,948
3.000

133,755

140,225

5,064

90,610
25,26

8,515
c2,586

1&,n5
200,470
280,454
242,305

0
15,314

J

1j03,827
23,336

1,127j63

1;t27J63

90,000
67,508
76,030

7,325
32,581

15,821
3.000

292,265

$ 243,619 226,408

97,619

2
3
4
5
6
7
E
9

10
11
12
13
14
15

16

17
18

19

20

21

$ 1,632,091 $ 1,743,455

22
23
24
25
26

27
28

29

30

q.,l



Philadelphia Gas Works' Base Rate Filing

II. RATE OF RETITRN

II.A.3. Provide latest Stockholder's Report (Company and ParenQ.

RESPONSE:

PGW does not issue a Stockholder's Report. Attached is Philadelphia Gas
Works' audited 2008 financial report.



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Basic Financial Statements and Supplementary Information

August 31,2008 and2007

(With Independent Auditors' Report Thereon)
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t(Pfiic tlF
1601 Mcrkst Sireer
Ph*adelphb. PA rgtg}Z4$t

Independent Auditors' Report

The Controller of the City of Philadelphia and
Chairman and Members of the
Philadelphia Facilities Managernent Corporation

Philadelphia, Pennsylvania:

We have audited the accompanying balance sheets of Philadelphia Gas Works (the Company), a
component unit of the City of Philadelphia, as of August 31, 2008 and 2007, and the related statements of
revenues and expenses, cash flows, and changes in fund equify, as ofand for the years then ended. These
financial statements are the responsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall flrnancial statement presantation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial staternents referred to above present fairly, in all material respects, the
financial position of Philadelphia Gas Works as of August31,2008 and2007, and the changes in its
financial position and its cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.

The required supplernentary information of managernent's discussion and analysis on pages 3 to 12 and the
schedules of pension funding progress, other postemployment benefits funding progress, and other
postanployment benefit employer contributions on pages 52 to 54 is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepted accounting
principles. This supplementary information is the responsibility of the Company's management. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not
audit such information and express no opinion on it.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary information included on pages 55 to 58 is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audits of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.
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As discussed in note l(n), the Company adopted the provisions of Governmental Accounting Standards
Board Statement (GASB) No. 45, Accounting and Financial Reporting by Employers for Postemployment
BeneJits Other Than Pensions, and GASB Statement No. 50, Pension Disclosures, as of September l,
2006.
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Management's Discussion and Analysis

August3l,2008 and2007

The narrative overview and analysis of the financial statements of Philadelphia Gas Works (the Company or
PGW) for the years ended August3l, 2008 and,2007 have been prepared by PGW's management. The
information presented here is unaudited and should be read in conjunction with additional information contained
in PGW's financial statements.

Financial Highlights

. The fiscal year (FY) 2008 reflected a 16.9% wanner than normal winter. The FY 2008 period was 0.7Yo
warner than the prior year and firm gas sales decreased by 2.4 Billion cubic feet (Bcf). In addition, the
Weather Normalization Adjustment (WNA), which was in effect from October 2007 through May 2008,
resulted in heating customers receiving charges totaling $12.2 million as a result of the ternperatures
experienced during the period. FY 2007 reflected a 16.6%o warmer than normal winter. The FY 2007
period was 1.2o/o wartner than the prior year; however, firm gas sales increased by 2.0 Bcf. In addition, the
WNA, which was in effect from October 2006 through May 2007, resulted in heating customers receiving
charges totaling $6.5 million as a result of the temperatures experienced during the period.

o PGW achieved a collection rate of 95.5o/o in the current period, 95.8% in FY 2007 and96.6Yo in FY 2006.
The collection rate of 95.5% is calculated by dividing the total gas receipts collected in FY 2008 by the
total gas billings that were applied to PGW customers' accounts from September 1 through August 31. The
same methodology was utilized in FY 2007 and FY 2006, respectively.

o The Company adopted the provisions of Governmental Accounting Standards Board (GASB) Statement
No. 45 (GASB 45), Accounting and Financial Reporting by Employers for Postemployment Benefits Other
Than Pensio,ns, as of September l, 2006 and had a zero net Other Postemployment Benefits (OPEB)
obligation at transition. PGW adopted the provisions of GASB 45 a year earlier than required by
GASB because the Company is a component unit of the City of Philadelphia (the City) for financial
reporting purposes and the Company's FY 2007 financial statements will be consolidated into the City's
financial statements for the fiscal year ended June 30, 2008. The difference between the FY 2008 Annual
Required Contribution (ARC) of $44.1 million and the expenses paid by the Company of $18.3million
resulted in a liability of $25.8 million which has been recorded in other liabilities and deferred credits and
expensed in FY 2008. The difference between the FY 2007 ARC of $45.2 million and the expenses paid by
the Company of $18.8 million resulted in a liabiliry of $26.4 million which was recorded in other liabilities
and deferred credits and expensed in FY 2007.

o GASB Statement No.49, Accounting and Financial Reporting far Pollution Remediation Obligations
(GASB 49), is effective for the Company's fiscal year beginning September 1, 2008; however, the
Company has chosen to implement the provisions of GASB 49 a year earlier than required by
GASB because the Company is a component unit of the City for financial reporting purposes and the
Company's FY 2008 financial statements will be consolidated into the City's financial statements for the
fiscal year ended June 30, 2009. This statement establishes a framework for the recognition and
measurement of pollution remediation liabilities. A pollution rernediation obligation addresses the current
or potential detrimental effects of existing pollution by participation in pollution remediation activities.

(Continued)
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Prior to the implementation of GASB 49, the Company recognized liabilities related to its voluntary
participation in remediation activities under Pennsylvania Act2, Land Recycling and Environmental
Remediation Standards Act of 1995, which established the land recycling program, and its mandatory
participation in activities under Pennsylvania Act32, Storage Tank and Spill Prevention Act of 1989,
which established a comprehensive program to prevent leaks and spills from underground and above
ground tanks in accordance with existing U.S. generally accepted accounting principles (U.S. GAAP)
related to the accrual of liabilities.

The Company revised its methodology for estimating its pollution rernediation obligations to conform with
GASB 49 in the current year, which resulted in an additional $8.3 million liability which is reflected in
other liabilities and deferred credits at August 31, 2008. GASB 49 requires pollution remediation liabilities
to be measured at the beginning of the first period presented in the financial statements. The Company has
not restated prior periods and instead recognized the effect of GASB 49 implernentation in the current year,
because the increase in the liability related to the implementation of GASB 49 is not material.

In accordance with U.S. GAAP for regulated entities, the Company has also recognized the long-term
portion of its environmental remediation liability as a regulatory asset because based on available evidence
it is probable that the previously incuned costs will be recovered through rates.

Overview of the Financial Statements

The discussion and analysis are intended to serve as an introduction and overview of PGW's basic financial
statements. PGW's financial statements are comprised of:

Financial statements provide both long-term and short-term information about PGW's overall financial
condition, results of operations, and cash flows.

The notes to financial stotements provide additional information that is essential to a full understanding of the
data presented in PGW's financial statements. The notes can be found immediately following the basic financiaL
statements-

The financial statements report information about PGW as a whole using accounting methods similar to those
used by private sector business. The four statements presented are:

The statement ofrevenues and expenses presents revenue and expenses and their effects on the change in equity
during the fiscal year. These changes in equity are recorded as soon as the underlying event giving rise to the
change occurs, regardless ofwhen cash is received or paid.

The balance sheet includes all of PGW's assets and liabilities, with the difference between the two reported as
equity. Over time, increases or decreases in fund equity are indicators of whether PGW's financial position is
improving or deteriorating.

The statement of cash flows provides relevant information about the cash receipts and cash payments of an
enterprise during a period and the impact on PGW's financial position.

(Continued)
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The statement of changes in fund equity provides a rollforward of the fund equity balance of PGW based upon
the results from the statement of revenues and expenses.

Condensed Statements of Revenues and Expenses

(Thousands of dollars)

Years ended August 31

Total gas revenues
Other rwenues

Total operating revenues

Total operating expenses

Operating income

Interest and other income
Total interest expense

83t,428
1 8.1 99

840,105
19,246

929,961
24,007

Excess (deficiency) of
revenues over (under)
expenseS

849,627

794,246

55,381

' 15,732
(68,006)

s 3,107

39,603

13,073
(68,780)

(16,104)

73,929

8,518
(65,687\

16,759

859,351

8t9,748

953,968

880,040

Operating Revenues

Operating revenues in FY 2008 were $849.6 million, a decrease of $9.8 million or l.lo/o from the Fy 2007 level.
The decrease in FY 2008 was due to a milder winter. Operating revenues in FY 2007 were $359.4 million, a
decrease of $94.6 million ot 9.9o/o from the FY 2006 level. The decrease in FY 2007 was principally due to lower
fuel costs which are a component of operating revenues through the gas cost rate (GCR). Please see the
discussion of the cost of fuel in the Operating Expenses section below.

Total sales volumes, including gas transportation deliveries, in FY 2008 increased by 2.5 Bcf to 66.3 Bcf or 3.9%
from FY 2007 sales volumes of 63.8 Bcf. In FY 2007 total sales volumes increased by 4.4 Bcf to 63.8 Bcf or
7.4o/o from FY2006 sales volumes of 59.4 Bcf. Firm gas sales of 45.5 Bcf were 2.4Bcf or 5.0Vo lower than
FY2007 firm gas sales of 47.9 Bcf were 1.7 Bcf or 3.7o/ohigher than FY2007. Intemrptible customer sales
decreased by 0.9 Bcf compared to FY 2007 and increased by 0.3 Bcf compared to FY 2006. Gas transportation
sales in FY 2008 increased by 5.9 Bcf to 19.0 Bcf from the l3.l Bcf level experienced in FY 2007. In FY 2007
the volume increased by 2.4 Bcf to 13. I Bcf from the 10.7 Bcf level experienced in FY 2006.

The number of customers served by PGW at the end of FY 2008 decreased by 0.2Yo from the previous year to
approximately 505,000 customers. The number of customers served by PGW at the end of FY 2007 and FY 2006
were approximately 506,000 and 486,000, respectively. Commercial accounts were approximately 25,000,
reflecting no change from the previous two fiscal years. Industrial accounts decreased by ll.l% from the prior
year's level to 800. Industrial accounts were 900 and 1,000 customers in FY2007 and FY2006, respectively.

(Continued)
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Residential customers decreased to 479,000 customers, a decrease of 1,000 from the prior year. The number of
residential customers in FY 2007 increased to approximately 480,000 customers, an increase of 20,000 over the
FY 2006 level.

Operating Expenses

Total operating and maintenance expenses, including fuel costs, in FY 2008 werc $794.2 million, a decrease of
$25.5million or 3.1%o from FY2007. Total expenses decreased by $60.3million or 6.9Vo from FY2007
compared to FY 2006. The decrease for FY 2008 reflects substantially lower nafural gas utilization and an
increase in refunds received from pipeline suppliers. The decrease for FY 2007 reflects substantially higher
natural gas prices from FY 2006.

Cost of Fuel - The cost of natural gas utilized decreased by $27 .3 million or 5 .lo/o to $5 12.0 million in FY 2008
compared with $539.3 million in FY 2007. The average commodity price per Thousand cubic feet (Mcf)
increased by $0.2S or $l3.5million, while the volume of gas utilized decreased by 4.6 Bct,7.9Yo or
$37.6million. In addition, pipeline supplier refunds in FY2008 increased by $l0.0million while demand
charges increased by $6.8 million, compared to Fy 2007.

The cost of natural gas utilized decreased by $85.8million or 13.7o/o to $539.3million in FY2007 compared
with $625.1 million in FY 2006. The average commodity price per Mcf decreased by nearly $2.02 or
$117.2 million, while the volume of gas utilized increased by 3.0 Bcf, 5.4Yo or $30.6 million, in FY 2007 despite
a l.Zo/q decrease in degree days from FY 2006. In addition, pipeline supplier refunds in FY 2007 decreased by
S0.2 million while demand charges increased by $0.7 million, compared to FY 2006.

Variations in the cost of purchased gas are passed through to customers under the GCR provision of PGW's rate
schedules. Over-recoveries or under-recoveries of purchased gas costs are subtracted from or added to gas
revenues and are included in current assets or current liabilities, thereby eliminating the effect that recovery of
gas costs would otherwise have on net income.

The average natural gas commodity prices for utilized gas for FY 2008, FY 2007, and FY 2006 were $8.48,
$8.23, and $10.25 per Mcf, respectively.

Other Operating Expenses - Expenditures for street operations, infrastructure improvements, and plant
operations in FY 2008 were $68.9 million, down from the FY 2007 total of $69.5 million as a result of lower
labor costs and up from the FY 2006 total of $66.1 million as a result of an increase in the value of gas used from
the time customers request shutoff to the occupancy of the premise by a subsequent customer. This cost was
partially reduced by lower operating expenses due to wanner weather conditions. In addition, the cost for
customer services, collection and account management, marketing, and the administrative area increased by
$4.9million or 5.7Yo in FY2008 primarily due to costs related to the business transformation initiative and a
decrease in the gas used by the utility. This category decreased by $a.1 million or 4.5Yo in FY 2007, which was
offset somewhat by higher premiums for active and retired ernployee health insurance coverage. Pension costs
decreased by $l.0million and $2.3million in FY2008 and FY2007, respectively, based on the most recent
actuarial valuation ofthe pension plan.

(Continued)
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Provision for Uncollectible Accounts - The provision for uncollectible accounts in FY 2008 totaled
$37.0 million, a decrease of $3.0 million or 7.5Yo lower than FY 2007, which totaled $40.0 million. a decrease of
$0-l million or 0.3%o compared to FY 2006 based on the most recent accounts receivable collectibility
evaluation. The accumulated provision for uncollectible accounts at August3l,2008 reflects a balance of
$140.4million, compared to the $150.2million balance in FY2007 and $168.9million in FY2006. PGW is
committed to continuing its collection efforts in an attempt to reduce outstanding delinquent account balances
and to provide assistance to those customers who quali$r for low-income grants and payment programs to help
those customers maintain their gas service.

Depreciation Expense - Depreciation expense increased by $3.1 million in FY2008 compared with FY2007.
Depreciation expense increased by $1.? million in FY 200? compared with FY 2006. The effective composite
depreciation rates for FY 2008, FY 2007 and FY 2006 were 2.4yo,2.3yo and 2.3o/o, respectively. Cost of removal
is charged to expense as incurred.

Interest and Other Income - Interest and other income was $2.7 million greater than FY 2007 as the result of
increased earnings on higher restricted fund balances. Interest and other income in FY 2007 was $4.6 million
greater than FY 2006 as the result of increased earnings rates on higher resfricted fund balances-

Interest Expense - Total interest expense decreased by $0.8 million or l.lYoin FY 2008 compared with FY 2007
and increased by $3.lmillion or 4.7%o in FY2007 compared with FY2006. Interest on long-term debt was
$3.9 million higher than the FY 2007 level as a result of the full year effect of the FY 2007 issuanc€ of revenue
bonds in May 2007. Other interest costs decreased by $4.8 million or 28.0o/o in FY 2008 principally due to the
reduction in the borrowing cost of the commercial paper program. Other interest costs increased by $2.2 million
or 14.6%o in FY2007 and increased by $4.0million or36.4Yo in FY2006 reflecting additional costs associated
with PGW's commercial paper program and the amortization of the loss on reacquired debt.

(Continued)
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Excess (Deficiency) of Revenues Over (Under) Expenses - In FY 2008, the Company's excess of revenues over
expenses was $28.9 million prior to recording the expense of $25.8 million related to OPEB. As a result, the
Company ended with an excess of revenues over expenses of $3.1 million. The Company had an excess of
revenues over expenses of $10.3 million in FY 2007 prior to recording the expense of $26.4 million related to
OPEB and $16.8 million in FY 2006.

Condensed Balance Sheets

(Thousands ofdollars)

Assets

Utility plant, net
Restricted investment funds

Current assets:
Accounts receivable (net of

accumulated provision for
uncollectible accounts of $ 140,435,
$150,23 l, and $168,889 for 2008,
2007, and 2006, respectively)

Other current assets and defened
debits, cash and cash equivalents, gas
inventories, materials, and supplies

Total current assets

Other assets and deferred debits

Total assets

Fund Equity and Liabilities

Fund equity
Total long-term debt

Current liabilities:
Note payable
Current portion of long-term debt
Other current liabilities and deferred

credits

Total current liabilities

Other liabilities and deferred credits

August 3l

74,360

341,807 255,754

8 1,729,665 t,714,940 1,506,010

$ 1,062,095
z|g,7gg

99,304

242,503

1,040,373
277,139

r,447,648
135,625

88,618

205,093

293,701

r03,727

394181

105.975 106.983

226,408
1,127,163

90,000
76,030

t26,235

292,265

83,829

r,729,665

223,301
L,201,792

51,600
86,995

103,276

241,871

239,405
1,076,131

55,000
39,591

73,854

47 -976

168,445

22,029

Total fund equity and
liabilities 1,506,010714.940
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Assets

Utility Plant - Utility plant, net of depreciation, totaled $ 1,062.1 million in FY 2008, an increase of $21.7 million
or2.lo/o compared with the FY 2007 balance of $l,040.4million. The FY 2007 balance of $l,040.4million,
increased by $32.8million or 3.3Yo compared with the FY 2006 balance of $l,007.6million. Capital
expenditures for construction of distribution facilities, purchase of equipment, information technology
enhancernents, and other general improvements were $6l.2million in FY 2008 compared to $69.1million in
FY 2007 and $60.7 million in FY 2006. PGW funded capital expenditures through drawdowns from the Capital
Improvement Fund in the amounts of $60.9 million, $60.7 million and $63.1 million in FY 2008, FY 2007 and
FY 2006, respectively. The major capital expenditures are associated with PGW's gas supply infrastructure,
namely, gas mains and customer service lines.

Restricted Investment Funds - Restricted investment funds decreased by $57.4 million in FY 2008 primarily due
to the drawdown from its Capital Improvement Fund offset by interest income. lnterest income on these funds, to
the extent not drawn, is reflected as an increase and approximated $2.7 million in FY 2008 and $6.8 million in
FY 2007. A drawdown from the Sinking Fund's capitalized interest account in the amount of $0.1 million was
utilized to offset the debt service payment in FY 2007. In FY 2006, this amount was $6.0 million.

Accounts Receivable - In FY 2008 accounts receivable (net) of $99.3 million increased by $10.7 million, or
l2.l% from FY 2007 due to firm transportation suppliers' billings and an increase in participation in the
Customer Responsibility Program (CRP). Accounts receivable (net) increased by $14.3 million, or l9.2Yo in
FY2007 compared to FY 2006. The accumulated provision for uncollectible accounts, totaling $140.4million
decreased by $9.8 million in FY 2008 and totaled $150.2 million in FY 2007 and $168.9 million in FY 2006.

Other Current Assets and Deferred Debits, Cash and Cash Equivalents, Gas Inventories, Materials, and
Supplies - In FY 2008 cash and cash equivalents were $49.3 million, a decrease of $2.4 million from FY 2007
und total"d $5l.7million in FY 2006. bas storage increased by $4l.4million or 29.9o/o. The increase in gus
inventory reflects an increase in the gas cost per Mcf plus an increase in the amount of storage at year-end.
Materials and supplies of $187.5 million, which principally include gas inventory, maintenance spare parts, and
material, increased by $39.2 million and were $147.3 million in Fy 2007 and $149.4 million in Fy 2006. Other
current assets and deferred debits totaled $5.6million in FY 2008, up $0.1 million from FY 2007.In FY2007
other current assets and deferred debits totaled $5.6 million, down $19.6 million from Fy 2006, primarily due to
the recovery of under-recovered GCR amounts from the prior year.

Other Assets and Deferred Debits - In FY 2008 other assets and deferred debits including unamortized bond
issuance costs, unamortized loss on reacquired debt, and a deferred regulatory asset for environmental expenses
totaled $106.0million, an increase of $2.3million from FY 2007,mainly due to an increase in the workers'
compensation injuries and damages reserve. In FY 2007 the total was $ 103.7 million and reflected an increase of
$3.3 million from FY 2006. The major portion of this change was related to the bond issuance costs on the
$313.4 million of debt issued in FY 2006, offset partially by deferred environmental costs.
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Liabilities

Long-Term Debt - Long-term debt, including the current portion and unamortized discount and premium, totaled
$1,203.2 million in FY 2008, $85.6 million less than the previous year as a result of the Company paying offthe
City Loan and normal debt principal payments. This represents 84.2% of total capitalization in FY 2008.
Long-term debt, including the current portion and unamortized discount, premium, and note payable - City L,oan
totaled $l,288.8million in FY 2007, Sl73.l million greater than the previous year as a result of principal
payments on outstanding debt and the issuance of the Seventh Series and Nineteenth Series revenue bonds during
FY 2007. This represents 85.2% of total capitalization in FY 2007 The total long-term debt for FY 2006 totaled
$l,l15.7 million, which represented 52.3% of total capitalization.

Debt Service Coverage Ratio and Ratings - PGW has a mandatory debt service coverage ratio of 1.50 times debt
service on the 1975 Ordinance Bonds and the 1998 Ordinance Bonds, respectively. In FY 2008, the debt service
coverage was at 4.28 times debt service on the outstanding 1975 Ordinance Bonds and 1.88 times debt service on
the Senior 1998 Ordinance Bonds compared to debt service coverage ratios of 3.70 and 2.00 times, respectively,
in FY 2A07 and 3.36 and 1.94 times, respectively, in FY 2006. PGW's current bondratings axe "Baa2" from
Moody's Investors Service (Moody's), "BBB-' from Standard and Poor's Ratings Service (S&P), and "BBB-"
from Fitch Ratings.

Short-Term Debt - Due to the highly seasonal nature of PGW's business, short-term debt is utilized to meet
working capital requirernents. PGW, pursuant to the provisions of the City of Philadelphia Note Ordinance, may
sell short-term notes in a principal amount, which together with interest, may not exceed $200.0 million
outstanding at any one time as compared to $150.0million in FY 2006. The letter of credit supporting PGW's
commercial paper program fixed the maximum level of outstanding notes plus interest at $150.0 million in
FY 2008 and FY 2007, respectively. These notes are intended to provide additional working capital and are
supported by an irrevocable letter of credit and a security interest in PGW's revenues. The notes outstanding at
August3l,2008 had a weighted average interest rate of 1.63% and a remaining weighted average time to
maturity of 6l days. The principal amounts outstanding at August3l,2008 and2007 were $9O.0million and
$51.6 million, respectively. In addition, the City provided PGW with a $45.0 million, 0.0% interest loan in FY
2001. In FY 2007, PGW paid $2.0million of the loan leaving an outstanding balance of $43.0million. In
FY 2008, PGW paid $20.5 million and $22.5 million in December 2007 and August 2008, respectively to
completely repay the remaining balance of the loan.

Liquidity/Cash Flow - At Decernber 18, 2008, $2.0 million was available from the Commercial Paper Program.
Additionally, PGW had $l I1.7 million available in its Capital Improvement Fund to be utilized for construction
expenditures. These funding sources may be utilized during the fall and early winter period to provide liquidity
until billings from the winter heating season are collected. The cash balance at December 18, 2008 was
$65.5 million.

Accounts Payable - In FY 2008 accounts payable ihcreased $6.9 million or ll.4Yo compared with FY 2007
primarily due to an increase in natural gas payables. In FY 2007 accounts payable increased $3.1 million or 7.8Yo
compared with FY 2006 reflecting a $3.3 million increase in accounts payables associated with natural gas
partially offset by a $0.2 million decrease in trade payables.
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Other Liabilities and Deferred Credits - In FY 2008 other liabilities and deferred credits totaling $83.8 million
increased $35.8 million compared to FY 2007. In FY 2007 other liabilities and deferred credits totaling
$48.0 million increased $26.0 million compared to FY 2006. The increase in FY 2008 is the effect of recording
the change in the liability for OPEB in the amount of $25.8 million, an increase in the injuries and damages
reserve and an increase in the environmental remediation liabilitv. The increase in FY 2007 is the effect of
recording the liability for OPEB in the amount of $26.4 million.

Other Financial Factors

The City has made a major commitment to PGW by granting back its annual $18.0 million payment, in each of
the last three fiscal years, thereby improving PGW's overall liquidity position. PGW must continue to focus its
efforts on becoming a competitive utiliry in the deregulated marketplace. PGW remains committed to achieving
its tradition of providing high-quality service to customers, while continuing as a valuable enterprise of the City.

The Company's total OPEB actuarial accrued liability as of August 31, 2008 was $591.6 million if the Company
continued to provide for its OPEB obligations on a pay-as-you-go basis. The Company's actuarial accrued
liability would be reduced to $382.7 million if the Company adopted a policy of funding its ARC. The ARC
represents a level of funding that, if paid on an ongoing basis, is projected to cover nor*Jl costs each year and
amortize any unfunded actuarial liabilities (or funding excess) over a period of 30 years. The actuarial valuation
utilized a discount rate of 8.25% for purposes of developing the liabilities and ARC to dernonstrate the effect of
funding the Plan. This rate is based on the investment return expected on investments segregated in a funded
trust.

The annual OPEB cost was $52.3 million for the fiscal year ended August 31,2008 and is projected to increase
to $70.2 million per year over the ensuing 2}-year period on a pay-as-you-go basis. The annual OPEB cost was
$45.2 million for the fiscal year ended August 31, 2007.

On December 22, 2006, PGW filed for a $100.0 million base rate increase with the Public Utility Commission
(PUC). On September 28,2007, the PUC approved a rate increase of $25.0 million. PGW appealed this decision
to Commonwealth Court on or about October 18, 2007 and this matter is still pending in the courts. The
$25.0 million rate increase was implemented in Novernber 2007,

In November 2008, the Company filed for an extraordinary or emergency base rate increase of approximately
$60.0million or 5.2o/o and simultaneously requested an $85.0million or 7.4o/o decrease in the GCR for a net
2.2o/o overall rate decrease of approximately $25.0 million. The proposed base rate increase will serve several
purposes. First, the increase will cover the additional financing costs that the Company anticipates it will incur in
the next few months. Second, the increase will improve the Company's financial position so as to enhance its
ability to access the financial markets and maintain its bond rating. Third, the increase will provide additional
liquidity and financial flexibility in this tight credit market. On December 18, 2008, the PUC issued its decision
approving a base rate increase of $60.0 million or 5.2o/o and a decrease in the GCR of $ 107.0 million for a net
decrease in rates of $47.0 million or 4.2o/o. These rates are effective as of January l,2009.
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The Company had $90.0 million of commercial paper that was outstanding at August31,2008. Subsequent to
year-end, all outstanding commercial paper matured, and additional commercial paper was issued. As of
December 18, 2008, $148.0 million of commercial paper was outstanding which matures on February 12,
February 13 and March 12,2009.

Asof Decemberl8,2008, $271.4 millionof theSixthSeriesBondsareheldbytheprovidersof theStandby
Bond Purchase Agreement as bank bonds. The providers of the Standby Bond Purchase Agreement continue, on
a weekly basis, to remarket the bonds in accordance with the bond authorization. The Standby Bond Purchase
Agreement expires on January 26, 2009. If the Standby Bond Purchase Agreement is not renewed, and no
substitute liquidity facility is provided, any bank bonds held at that time will be amortized in ten pa)ments
payable the first business day of July and the first business day of Decernber for the next five years. The
Company has therefore recorded as current debt at August3l, 2008 one tenth of the outstanding Sixth
SeriesBonds as of August3l, including $l.gmillion due to mature in 2009 under the original amortization
schedule and an additional $29.3 million for a total of $3 I .2 million.

The fair value of the interest rate swap as of December 18, 2008 was negative $72.6 million. This means that the
Company would have to pay this amount to terminate the swap. Per the swap agreement, the refunding or
defeasance of the Sixth Series Bonds, in whole or in part, without the prior written consent of both the
counterparty and the insurer, may constitute an event of termination unless certain conditions are met. There is a
termination risk related to the interest rate swap agreement if PGW's bond rating falls below Baa2 or BBB
(Moody's/S&P). Because the City's swap payments are insured by Financial Security Assurance Inc. (FSA) as
long as FSA is rated at or above A2 or A (Moody's/S&P) the termination event based on the City's rating is
stayed. Neither the Company's credit rating nor FSA's credit rating has declined below the levels required in the
agreement as of December 18, 2008.

Contacting the Company's F'inancial Management

This financial report is designed to provide the citizens of Philadelphia, customers, investors, and creditors with a
general overview of PGW's finances and to demonstrate PGW's accountability for the money it receives. If you
have questions pertaining to this report or need additional financial information, please contact Philadelphia Gas
Works, 800 W. Montgomery Avenue, Philadelphia,PA,lgl2} or on the Web at www.pgworks.com.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Balance Sheets

August3l,2008 and2007

(Thousands ofdollars)

Assets

Utility plant, at original cost:
ln service
Under construction

Total

Less accumulated depreciation

Utility plant, net

Restricted investment funds:
Sinking fund, revenue bonds
Capital improvernent fund
City of Philadelphia
Workers' compensation escrow fund

Total restricted investment funds

Current assets:
Cash and cash equivalents
Accounts receivable (net of provision for uncollectible accounts

of $140,435 and $150,231 for 2008 and2007, respectively)
Gas inventories, materials, and supplies
Other current assets and deferred debits

Total current assets

Unamortized bond issuance costs
Unamortized losses on reacquired debt
Other assets and deferred debits

Total assets

See accompanying notes to financial statements.

2008 2007

1,685,593
46,969

1,633,300
48.013

1,732,562

670,467

1,962,095

106,t98
lll,207

2,383

,,,J"

I ,68 1,3 l3

640,940

040.373

102,438
172,134

&3
t.924

277 t39

49,338

99,304
187,539

5,626

51,698

88,618
147,770

5.615

341,84',1

38,738
47.902
t9.33s

$ 1,729,665

293,701

42,096
53,359
9,292

1,714,940

l3 (Continued)



PHILADELPIIIA GAS WORI(S
(A Component Unit of the City of Philadelphia)

Balance Sheets

August 3 l, 2008 and, 2007

(Thousands ofdollars)

Fund Equity and Liabilities

Fund equity:
Deficiency of capital assets, net of related debt
Restricted
Unrestricted

Total fund equity

Long-term debt:
Revenue bonds

Total long-term debt

Current liabilities:
Note payable
Current portion ofrevenue bonds
Note payable - City Loan
Accounts payable
Customer deposits
Other current liabilities and deferred credits
Accrued accounts:

lnterest, taxes, and wages
Distribution to the City

Total current liabilities

Other liabilities and deferred credits

Total fund equity and liabilities

See accompanying notes to financial statements.

2008 2007

(4,466)
108,581
122,293

(5,690)
105,005
r23.986

226,408 223,301

163t27 1,201,792

90,000
76,030

67,508
7,325

32,581

15,821
3,000

292,265

83,829

1,729,665

1,201,792

51,600
43,995
43,000
60,615

9,049
15,524

15,088
3,000

241,871

47,976

1,714,940

r63127
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Statements of Revenues and Expenses

Years ended August 3 l, 2008 and 2007 i

(Thousands ofdollars)

Operating revenues:
Gas revenues:

Nonheating
Gas transport service
Heating

Total gas revenues

Appliance and other revenues
Other operating revenues

Total operating revenues

Operating exp€nses:
Natural gas
Gas processing
Field services
Distribution
Collection and account managemenl
Provision for uncollectible accounts
Customer services
Marketing
Administrative and general
Pensions
Other postemployment benefits
Taxes

Total operating expenses before depreciation

Depreciation
Less depreciation expense included in operating expenses above

Total depreciation

Total operating expe{rses

Operating income

Interest and other income

Income before interest expense

Interest exp€nse:
Long-term debt
Other
Allowance for funds used during construction

Total interest expense

Excess (deficiency) ofrevenues over (under) expenses

See accompanying notes to financial statements.

2008 2007

78,687
19,215

733,526

90,798
12,949

736,3s8

831,428

9,607
9,592

849,627

840,105

9,398
9,848

539,300
16,240
36,100
l7,ll9
15,221
40,000
11,783
2,418

56,8 19

15,217
26,421
6,730

783.368754,722

42,969
3344

51t,976
14,436
37,126
17,319
15,M7
37,000
123As
2,628

60,716
t4,258
25,834
5,677

39,708
3,328

39,524

794,246

55,3 81

56,075
12,269

(338)

68,006

36,380

819,748

39,603

13,073

52,676

52,146
17,M2

(408)

68,780

l5

3,107



PHILADELPHIA GAS WORKS
(A Component Unit of the Cify of Philadelphia)

Statements of Cash Flows

Years ended August 3 l, 2008 and 2007

(Thousands ofdollars)

Cash flows from operating activities:
Receipts from customers
Payments to suppliers
Payments to anployees
Claims paid
Other receipts

Net cash provided by operating activities

Cash flows from noncapital financing activities:
Interest
Interest payments on notes payable
Net repayments of notes payable
Loan &om City of Philadelphia
Restrictd City Loan deposit
Distribution to the City of Philadelphia
Grant back of distribution from the City of Philadelphia

Net cash used in noncapital financing activities

Cash flows from capital and related financing activities:
Proceeds from long-term debt issued
Redernption of long-term debt
Long-term debt issuance costs
Long-term debt premium, discount, and issuance losses
Purchases of capital assets
Principal paid on long-term debt
Interest paid on long-term debt
Capital improvernent fund deposits
Drawdowns on capital improvonent fund
Interest income on capital improvement fund
Interest income on sinking fund
Sinking tund (deposits)
Other invesnnent income

Net cash used in capital and related financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Reconciliation ofoperating income to net cash provided by operating activities:
Operating income
Adjustments to reconcile operating income to net cash provided by

operating activities:
Depreciation and amortization expense
Change in assets and liabilities:

Receivables, net
Inventories
Accounts payable
Other liabilities and deferred credits
Other assets and deferred debits

Net cash provided by operating activities

See accompanying notes to financial statements.

$ 834,000
(65e,e6e)
( 105,5e6)

(2,691)
24,500

90,244

863,658
(63t,475)
( 106,018)

(2,es8)
28,800

$2.407

3,548
(4,099)
38,400

(43,000)
643

(r8,000)
18,000

(4,508)

<etzul
(41,830)
(s4,076)

60,926
8,089
3,460

(3,75e)
338

4,766
(8,0e8)
(3,400)
(2,000)

(643)
(18,000)

r8,000

(e,37s)

245,350
(45,450)
(5,652)
(4,133)

(69,105)
(38,045)
(46,e13)

{re3,170)
60,672
4,497
t,996

(8,086)
408

(88,0e6) (e7,63t)

(2,3ffi\ 45,oot

51,698 6,697

39,603

36,732

? 1R7

1,668
3,133

3r,366
36,1 l 8

l6

$ 49,338 51,698

55,381

39,8t2

(l1,2ls)
(3e,76e)

6,892
50,879

( I I,736)

s 90,244 152,007



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Statements of Changes in Fund Equity

Years endedAugust 31,2008 and2007 '

(Thousands of dollars)

20072008

Fund equity balance, beginning ofthe year
Excess (deficiency) ofrevenues over (under) expenses
Distribution to the City of Philadelphia
Grant back of distribution from the City of Philadelphia

Fund equity balance, end ofthe year

See accompanying notes to financial statements.

223,301
3,107

(18,000)
18,000

239,405
(16,104)
(18$00)

18,000

226,408 223,301

I'I



PHILADELPHIA GAS WORIG
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 3 l, 2008 and, 2007

(1) Summary of Signi{icant Accounting Policies

The accounting methods anployed by the Philadelphia Gas Works (the Company) are in conformity with
U.S. generally accepted accounting principles (U.S. GAAP) and are in accordance with City of
Philadelphia (the City) reporting requirements.

As described in note 2, the Company, is a component unit of the City, and consequently follows
accounting principles promulgated by the Governmental Accounting Standards Board (GASB) as they
apply to proprietary fund-type activities. In accordance with GASB Staternent No.20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities That Use Prcprietary Fund
Accounting, the Company does not apply accounting standards promulgated by the Financial Accounting
Standards Board (FASB) issued after Novernber 30, 1989. FASB Statement No. 71, Accounting for the
Effects of Certain Types of Regulation, is applicable to the Company- Under FASB Statement No. 71,
certain assets or liabilities may be created by actions of regulatory bodies.

The principal accounting policies within this framework are described as follows:

(a) Regulation

Prior to July 1, 2000, the Company was under the regulatory jurisdiction of the Philadelphia Gas
Commission (PGC). The PGC had the authority to set the Company's rates and tariffs. The PGC also
approved the Company's annual Operating Budget and reviewed the Company's Capital Budget
prior to approval by the City Council of the City (City Council).

Effective July l, 2000, and pursuant to the passage of the Pennsylvania Natural Gas Choice and
Competition Act (the Act), the Company came under the regulatory jurisdiction of the Pennsylvania
Public Utility Commission (PUC). Under the PUC's jurisdiction, the Company filed a restrucfuring
plan on July l, 2002, which among other things, provided for an unbundled tariff permitting
customer choice of the commodity supplier by September l, 2003. Under the Act, the PUC is
required to follow the "same ratemaking methodology and requirements" that were previously
applicable to the PGC when determining the Company's revenue requirements and approving overall
rates and charges. The PGC continues to approve the Company's Operating Budget and review its
Capital Budget. The Company's Capital Budget must be approved by City Council.

The Company, as of September 1,2003, is operating under its Restructuring Compliance Tariff. The
Restructuring Compliance Tariff Rates are designed to maintain revenue neutrality and the Tariff
Rules and Regulations are designed to comport with the Pennsylvania Public Utility Code.

(b) Operating Budget

On May 29, 2008, the Company filed its fiscal year (FY) 2009 Operating Budget. The PGC
conducted informal discovery concerning this budget in July and August 2008 and public hearings in
September 2008. The PGC authorized interim spending authority of $88,140,000 for the period
September l, 2008 through December 31, 2008, pursuant to a Motion, dated September23,2008. A
final Order approving interim spending was approved by the Commission at its September 23,20A8
meeting. Briefs were filed on October 15, 2008, a Recommended Decision was received on
October 27 ,2008 and a final budget approval was granted by the Commission on December 2,2008.

18 (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Staternents

August 31,2008 and20A7

On July 13,2007, the Company filed its FY 2008 Operating Budget. The PGC conducted hearings
concerning this budget in August 2ffi7 and. approved the Company's proposed operating revenues
and expenses with net adjustments of $4,197,000.

(c) Capital Budget

On April 21,2008, the Philadelphia Facilities Management Corporation (PFMC) Board approved the
Company's Request to file an amendment to the FY 2008 budget in the amount of $2,300,000 for
funding to support the Risk-Based Collections and Field operations projects. These projects are
critical efforts in support of the Company's Business Transformation effort. The Commission, after
review and evaluation, approved a recommendation to City Council supporting the Company's
amendment on July 2, 2A08. City Council approved the Commission's recommendation on
October 23,2N8 and the Mayor signed the ordinance on November 5, 2008.

On January 2, 2008 the Company filed a proposed FY 2009 Capital Budget in the amount of
$73,436,000. After review and evaluation, the PGC on April30, 2008 approved a recommendation
to City Council for a budget of $71,956,000. The Gas Commission's recommendation was approved
by City Council on June 19, 2008 and the ordinance signed by the Mayor on July 2,2008.

On September 27,2007 the Company filed with the PGC a proposal to amend the approved FY 2008
Capital Budget for two new lines iterns totaling $1,433,000. These line items were Supplemental
Funding - Consolidate Fire Protection System - Richmond Plant for $1,1?1,000 and Disaster
Recovery for Richmond and Passyunk Plants for $262,000. On October 23,2007 the Company filed
a proposal to further amend the budget by adding another new line item. Partial Reauthorization -
Customer Service Data Warehouse for $169,000. Concurrently, the Company proposed a reduction
of $1,523,000 in FY 2008 budget authorization to compensate for the additional funding requested.
The Commission, after review and evaluation, recommended that City Council approve an amended
budget for FY 2008 in the amount of $70,727,000. Subsequently, City Council approved the PGC's
recommendation on March 6, 2008, with the Mayor signing the budget ordinance on March 12,
2008.

On January 2, 2007, the Company filed with the PGC its FY 2008 Capital Budget requesting
spending authority in the amount of $118,243,000. This budget request was amended by the
Company to reflect the deferral of two projects, Construction of ,Phase II Liquefied Natural Gas
(LNG) Replacanent and Implementation of Billing Collection Customer Service (BCCS) for a
reduction of $47,300,000. The PGC conducted hearings concerning this budget in February 2007.
Briefs were filed on March 13,2007. The Hearing Examiner issued a Recommended Decision on
March 27, 2007 for consideration by the Commissioners further reducing the budget by $295,000.
The PGC's Resolution and Order recommending approval of the FY 2008 Capital Budget to City
Council was passed on April 25,2007. This recommendation of $70,648,000 was approved by City
Council on June 15,2007. The Mayor.of the City signed the Ordinance approving the FY2008
Capital Budget on September 20,2007.

l9 (Continued)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and?N7

Base Rates

In November 2008, the Company filed for an extraordinary or emergency base rate increase of
approximately $60,000,000 or 5.2o/o and simultaneously requested an $85,000,0A0 at 7.4Yo decrease
in the GCR for a net 2.2o/o overall rate decrease of approximately $25,000,000- The base rate
increase will serve several purposes. First, the increase will cover the additional financing costs that
the Company anticipates it will incur in the next few months. Second, the increase will improve the
Company's financial position so as to enhance its abilify to access the financial markets and maintain
its bond rating. Third, the increase will provide additional liquidity and financial flexibility in this
tight credit market. On December 18, 2008, the PUC issued its decision approving a base rate
increase of $60,000,000 or 5.2% and a decrease in the GCR of $107,000,000 for a net decrease in
rates of $47,000,000, or 4.2Yo. These rates are effective as of January 1,2009.

On Decernber 22,2006, the Company filed for a $100,000,000 base rate increase with the PUC. The
funds provided by this increase in base rates were to be used to pay increased operating and
maintenance costs, establish an adequate level of working capital, repay the $45,000,000 City loan,
reduce the outstanding level of short-term commercial paper, provide a source of internal funds for
capital expenditures, meet bond covenant requirements in each fiscal year, and provide funds for
long-temr debt reduction. On September 28, 2007 , the PUC approved a rate increase of $25,000,000
which was effective in November 2A07. The Company appealed this decision to Commonwealth
Court on or about October 18, 2007 and this matter is pending in the courts.

The previous increase in base rates of $36,000,000 was approved by the PUC on April12,2002.

Weather Nornalizption Adjustment Clause

The Weather Normalization Adjustrnent Clause (WNA) was approved by PUC Order dated
August 8, 2002. The purpose of the WNA is to neutralize the impact of weather on the Company's
revenues. This allows the Company to achieve the recovery of appropriate costs as authorized by the
PUC. The WNA results in neither a rate increase nor a rate decrease, but acts as a billing adjustment.
The main benefits of the WNA are the stabilization of cash flow and the reduction of the need for
short-term borrowing from year to year. The WNA is applied to customer invoices rendered during
the period of October I through May 31 of each year for each billing cycle. The WNA will continue
in place unless the PUC issues an order directing that it be discontinued. The Company cannot
predict when the PUC will complete its review of the WNA, and the review was not completed as of
August 3 l, 2008. The adjustments for the years ended August 3 l, 2008 and 2007 were an increase in
billings of $12,238,000 and $6,498,000, respectively.

Gas Cost Rate

The Company's single greatest operating expense is the cost of natural gas. The rate charged to the
Company's customers to recover these eosts is called the gas cost rate (GCR) factor. The GCR
reflects the increases or decreases in natural gas costs and the cost of other raw materials. This GCR
mechanism provides the flexibility to rapidly reflect current conditions without the time delay
inherent in full base rate alteration. The intent is to achieve an annual balance between the costs
incurred for fuel and their pass through to customers.

(e)

a
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PHILADELPTIIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August31,2008 and2007

At the end of the fiscal year, costs recovered through the GCR are compared to the actual cost of fuel

and other specific costs. Customers are then credited or charged for over-recov€ry or under-recovery
of costs. The GCR may be adjusted quarterly or in the subsequent fiscal year to reflect the

under-recovery or over-recovery. Changes in the GCR impact the reported amounts of gas revenu€s

and operating expenses, but do not affect operating income or net income. The Company at

August 31, 2008 defened approximately $15,494,000 for GCR under-recovery.

GCR effective dates and rates

Effective date
GCR rate
per Mcf* Change

September 1,2008
June 1,2008
March 1,2008
December I,2AQ7
September I,2007
June 1,2007
March 1,2007
December I,2006
September 1,2006
Prior
* Mcf - Thousand cubic feet

@) Utility Plant

s t2.6527
13.0236
r0.7226
t0.5779
10.1 108

10.725r
10.4338
10.9119
11.2558
12.5632

(0.370e)
2.3010
0.1447
0.467t

(0.6143)
0.2913

(0.4781)
(0.343e)

0s474)

Utility plant is stated at original cost. The cost of additions, replacements, and betterments of units of
property are capitalized and included in the utility plant accounts. The cost ofproperly sold or retired

is removed from the utility plant accounts and charged to accumulated depreciation. Normal repairs,

maintenance, the cost of minor properfy items, and expenses associated with retirernents are charged

to operating expenses as incurred.

In a previous rate order, the PGC disallowed the accrual of the net negative salvage component in
depreciation. Cost of removal in the amounts of $2,847,000 and $2,542.000 was charged to expense

as incurred in FY 2008 and FY 2007, respectively, and is included in depreciation expense in the

statements of revanues and expenses. Depreciation is calculated on an asset-by-asset basis on the

estimated useful lives of plant and equipment on a straight-line method. The composite rate for FY
2008 and FY 2007 was 2.4o/o and 2.3o/o, respectively. The composite rates are supported by a

depreciation study of utilify plant as of August3l,2004. The effective composite depreciation rates,

as a percentage of cost, for FY 2008 were as follows:

Production plant 0.14% - 4.39%
Transmission, distribution, and storage 0.18% - 4-07%

General plant |.62%-9-97%

The next depreciation study is scheduled to be completed in FY 2010.

2l (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and207

Allowance for funds used during construction (AFUDC) is an estimate of the cost of funds used for
construction purposes. The AFUDC, as calculated on borrowed funds, reduces interest expense. The
AFUDC rate applied to construction work in progress was 4.960/o in FY 2008 and FY 2007,
respectively.

The following is a summary of utility plant activity for the fiscal years ended August3l, 2008 and
2007, respectively (thousands of dollars):

Ausust 31. 2008
Beginning Additions Retirements f,nding
balance and transfers and transfers balance

Land $
Distribution and collection

systems
Buildings and equipment

Total utility plant
at historical cost

Under constnrction
Less accumulated

depreciation foc
Distribution and

collection systems
Buildings and equipment

5,267

I,221,067
406.966

328

52,843
9,792

5,595

(2,474) 1,271,396
(8,156) 408,602

1,633,300

48,013

62,923

61,879

(10,630)

(62,923)

1,685,593

46,969

(556,620) (28,609)* 2,768 (582,461)
(84,320) (tt,4t2)* 7,726 (88,006)

Utility plant net $-1919fl3_ __glJu_ ----lgj,05e)_ Jp62,aes_

Cost of removal in the amounts of $2,847 and $2,542 was charged to expense as incurred in FY 2008
and FY 2007, respectively, and is not included in accumulated depreciation.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August3l,2008 and2007

August 3l,20Aj
Beginning

balance

s 5,267

1,161,705

388,697

1,555,669

65,t22

Additions Retirements
and transfers and transfers

Ending
balance

Land
Distribution and collection

systems
Buildings and equipment

Total utility plant,
at historical cost

Under construction
Less accumulated

depreciation for:
Distribution and

collection systems
Buildings and equipment

61,537
25,500

{2,11s)
(7,23r)

(9,406)

(87,164)

5,267

1,221,067

1,633,300

48,013

87,037

70,055

(532,763) (26,261)* 2,404 (556,62A)
(80,380) (10,905)* 6,965 {84,320)

(h)

Utility plant, net $_199z,619_ __--19129]]_ _1,04q:li_

* Cost of removal in the amounts of $2,847 and 52,542 was charged to expense as incurred in FY 2008
and FY 2007, respectively, and is not included in accumulated depreciation.

Revenue Recognition

The Company is primarily a natural gas distribution company. Operating revenues include revenues
from the sale of natural gas to residential, commercial, and industrial heating and nonheating
customers. The Company also provides natural gas transportation service. Appliance and other
revenues primarily consist of revenue from the Company's parts and labor repair program. Revenue
from this program is recognized on a monthly basis for the life of the individual parts and labor
plans. Additional revenue is generated from collection fees and reconnection charges. Other
operating revenues primarily consist of finance charges assessed on delinquent accounts.

Operating expenses include the cost of natural gas and the related costs incurred through the
processing, distribution, and delivery of natural gas to residential, commercial, and industrial heating
and nonheating customers.

Revenue includes amounts related to gas that has been used by customers but has not yet been billed.
Revenues are recognized as gas is distributed. Estimated revsnues from gas distributed and unbilled,
less estimated uncollectible amounts, are accrued and included in operating revenues.

Castomers (Unaudited)

The Company's service territory encompasses the City. Of the Company's approximately 505,000
customers at August3l, 2008, nearly 95.0% were residential. Of the Company?s approximately
506,000 customers at August 31, 2007, nearly 94.3% were residential.

(t)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Staternents

August 3 l, 2008 and 2007

The Company offers a discounted payment plan for current receivables with a possible forgiveness
of arrearages in tbree years. The total number of customers with discounted payment plans as of
August 31,2008 and,2007 was approximately 77,000 and 78,000, respectively.

The Senior Citizen Discount also provides customers with a discounted payment plan. The total
number of customers receiving the discount as of August3l,2008 and2007 was approximately
40,000 and 44,000, respectively.

Provision for Uncollectible Accounts

The Company estimates its accumulated provision for uncollectible accounts based on a financial
analysis and a collectibility study performed at the fiscal year-end. The methodology used in
performing the collectibility study has been reviewed with the PGC. For FY 2008 and FY 200?,
management has provided an accumulated provision for uncollectible accounts in excess of the
collectibility study results based on its analysis of historical aging data. The actual results of the
Company's collection efforts could differ significantly from the Company's estimate.

Due to the seasonal nature of the business, the Company carries credit balances in accounts
receivable primarily as a result of prepayment by budget customers. Credit balances of $19,014,000
and $17,166,000 for FY 2008 and FY 2007, respectively, have been reclassified to accounts payable
at year end.

Gas Inventories, Materials, and Supplies

Gas inventories, materials, and supplies, consisting primarily of fuel stock, gases stored to meet peak
demand requirements, and spare parts, are stated at average cost at August 31, 2008 and 2007, x
follows (thousands of dollars):

(k)

20072008

Gas inventory
Material and supplies

Total t87,539 r47,770

Bond Issuance Costs, Debt Discount, and Premiunt

Discounts or premiums and bond issuance costs arising from the sale of revenue bonds are amortized
using the interest method over the term of the related bond issue.

Losses on Reacquired Debt

Losses on reacquired debt are deferred and amortized, using the interest method, to interest expense
over the shorter of the life of the refunding bond issue or the remaining original amortization period.

t79,751 138,388
9,3827.788

(t)

(m)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Staternents

August 31,2008 and2007

Pensions and Postemployment BeneJits

The Company sponsors a public employee retirement system (PERS), a single-employer
defined-benefit plan, to provide pension benefits for all of its employees. The pension plan
(the Pension Plan) is noncontributory, covering all employees and providing for retirement payments
for vested employees at age 65 or earlier under various options, which includes a disability pension
provision, a preretirement spouse or domestic partner's death benefit, a reduced pension for early
retirement, various reduced pension payments for the election of a survivor option, and a provision
for retirement after 30 years of service without penalty for reduced age. In accordance with
Resolutions of the PGC, Ordinances of City Council, and as prescribed by the City's Director of
Finance, the Pension Plan is being funded with contributions by the Company to the Sinking Fund
Commission of the City. Management believes that the Pension Plan is in compliance with all
applicable laws.

The Company sponsors a single employer defined benefit healthcare plan and provides
posternployment healthcare and life insurance benefits to approximately 1,920 and 1,935
participating retirees and their beneficiaries and dependents for FY 2008 and FY 2007, respectively,
in accordance with their retiree medical program. The Company also provides such benefits to
approximately 1,699 andl,720 active ernployees and their dependents for FY 2008 and FY2007,
respectively, by charging the annual insurance premiums to expense.

GASB Staternent No.45 (GASB 45), Accounting and Financinl Reporting by Employers for
Postemployment Benefits Other Than Pensions, becomes effective for the Company's fiscal year
beginning Septanber 1,2007. This Statement requires the Company to account for and report the
value of its future other postanployment benefit (OPEB) obligations currently rather than on a
pay-as-you-go basis. The Company adopted the provisions of GASB 45 as of September 1, 2006.
The Company had a zero net OPEB obligation at transition. As discussed in note 11, the difference
between the FY 2008 annual OPEB expense of $44,114,000 and the expenses paid by the Company
of $18,280,000 resulted in an increase in the liability of $25,834,000 which has been recorded in
other liabilities and deferred credits and expansed in FY 2008.

Additionally, the Company adopted the provisions of GASB Staternent No. 50, Pension Disclosures,
which more closely aligns the financial reporting requirernents for pensions with those of OPEB, as

of September l, 2006.

Cash Equivalents

For the purpose of reporting cash equivalents, all nonrestricted highly liquid investments with
original maturities of three months or less are considered cash equivalents.

Reserve for Injaries and Damages

The Company is principally insured through insurance carriers; however, the Company is required to
cover settlement of claims, which are excluded under the provisions of such insurance policies. An
estimated liabiliry has been established, in accordance with PGC regulations, for settlements to be
paid by the Company in the next fiscal year.

(o)

(p)
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Estimated losses from claims for occurrences not covered by insurance, which will not be paid in the
next fiscal year, have been accrued and deferred. Such liabilities have been established based upon
Company history and consultation with counsel. Such expenses axe expected to be recovered through
future rates. Charges against the reserve are made as claims are settled.

Segment Information

All of the Company's assets and operations are employed in only one segment, local transportation
and distribution of natural gas in the City.

Estimates

In preparing the financial statements in conformity with U.S. GAAP, management uses estimates.
The Company has disclosed in the financial statements all estimates where it is reasonably possible
that the estimate will change in the near terrn and the effect of the change could be material to the
financial statements.

Pollation Remediation

GASB Staternent No.49 (GASB 49), Accounting and Financial Reporting for Pollution
Remediation Obligations, is effective for the Company's fiscal year beginning September l, 2008,
however, the Company has chosen to implement the provisions of GASB 49 a year earlier than
required by GASB because the Company is a component unit of the City for financial reporting
requirements and the FY 2008 financial statements will be consolidated into the City's financial
statements for the fiscal year ended June 30,2009. This statement establishes a framework for the
recognition and measurement of pollution remediation liabilities. A pollution remediation obligation
addresses the current or potential detrimental effects of existing pollution by participation in
pollution remediation activities.

Prior to the implementation of GASB 49, the Company recognized liabilities related to its voluntary
participation in rernediation activities under Pennsylvania Act 2, Land Recycling and Environrnental
Remediation Standards Act of 1995 (Act 2), which established the "land recycling program, and
related to its mandatory participation in activities under Pennsylvania Act32, Storage Tank and Spitt
Prevention Act of 1989 (Act 32), which established a comprehensive program to prevent leaks and
spills from underground and above ground tanks in accordance with,existing U.S. GAAP related to
the accrual of liabilities.

Under Act 2, the Notice of Intent to Remediate (NIR) process was conducted by the Company in
October of 2004 and a total of four Public Involvement Plan meetings were conducted at multiple
City Recreation Centers throughout Philadelphia during February and March of 2005. In March of
2005 (after the public meetings were conducted), the Company submitted a series of five Remedial
Investigation Reports (RIRs) to the Act 2- for review. In July 2005, the Act 2 program approved all
five RIRs submitted in March 2005.

In accordance with GASB 49, the Company revised its methodology for estimating its pollution
remediation obligations to the effective cash flow method, in which measurement is based on the
outlays expected to be incurred as a sum of probability-weighted arnounts in a range of possible

(s)
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estimated amounts. The Company's liability is based on a combination of internal and external cost
estimates for the specific remediation activities agreed to as part of Act 2 and Act 32 rernediation
efforts, adjusted as additional information becomes available.

Estimated site liabilities are determined based upon existing remediation laws and technologies,
specific site consultants' engineering studies, or by extrapolating experience with environmental
issues at comparable sites. Estimates may change substantially as additional information becomes
available regarding the level of contamination at specific sites, available remediation methods, price
changes, changes in technology, or changes in applicable regulations.

The implementation of GASB 49 resulted in an additional $8,300,000 liability which is reflected in
other liabilities and deferred credits at August3l,2008. Although GASB49 requires pollution
remediation liabilities to be measured at the beginning of the first period presented in the financial
statements, because the increase in the liability related to the implementation of GASB 49 is not
material, the Company has not restated prior periods and instead recognized the effect of GASB 49
implementation in the current year.

In accordance with U.S. GAAP for regulated entities, the Company has also recognized the
long-term portion of its environmental remediation liability as a regulatory asset because based on
available evidence it is probable that the previously incurred costs will be recovered through rates.

(t) Reclassiftcations

Certain prior year amounts have been reclassified to conform to current year presentation.

(2) Ovrnership and Management and Related-Parfy Transactions and Balances

The Company is a component unit of the City. As of January 1, 1973, under the terms of a two-year
agreement automatically extended for successive two-year periods unless canceled upon 90 days' notice by
the City, the Company is being managed by the PFMC. The agreement, as amended, provides for
reimbursement to PFMC of actual costs incurred in managing the Company, not to exceed a total of the
prior fiscal year's maximum amount adjusted to reflect the percentage change in the Consumer Price Index
for All Urban Consumers (CPI-U) All Items Index, Philadelphia, Pennsylvania, United States Department
of Labor, Bureau of Labor Statistics, as most recently published and available to the Director of Finance of
the City on March I of each such fiscal year. In FY 2008, the applicable maximum amount was calculated
to be $1,011,000. In FY 2007, the applicable maximum amount was calculated to be $976,000. The
agreemant requires the Company to make annual payments of $18,000,000 to the City. In Fy 2008 and FY
2007, the Company made the annual payment of $18,000,000 to the City. The City then granted the
$18,000,000 back to the Company in both years.

The Company engages in various other transactions with the City. The Company provides gas service to
the City. Operating revenues include $13,914,000 and517,245,000 in FY 2008 and FY 2007, respectively,
relating to sales to the City. Water and sewer services and licenses are purchased from the City. Such
purchases totaled $616,000 and $615,000 in FY 2008 and FY 2007, respectively. Net amounts receivable
from the City were $375,000 and $240,000 at August 3 I , 2008 and 2A07 , respectively.
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Certain activities of the PGC are paid for by the Company. Such payments totaled $788,000 and $684,000
in FY 2008 and FY 2007, respectively.

(3) Cash, Cash Equivalents, and Investments

(a) Cash and Cash Equivalents

Cash and cash equivalents consist primarily of bank deposits, money market accounts, and
repurchase agreements. Bank balances of such deposits and accounts at August3l,2008 and2007
were $52,504,000 and $54,892,000, respectively. Book balances of such deposits and accounts at
August3l, 2008 and,2007 were $49,338,000 and $51,698,000, respectively. Federal depository
insurance on these balances at August 31, 2008 and2007 was $158,000 and$222,000, respectively.
The rernaining balances are not insured.

For the Company's cash equivalents, the Company's cash balances fluctuate significantly during the
year. Excess cash balances are usually invested in money market accounts and repurchase
agreements.

The highest balance of money market accounts during the fiscal years ended August31,2008 and
2007 were $135,200,000 and $157,200,000, respectively. Money market accounts with a carrying
amount (at fair value) of $51,200,000 and $53,702,000 at August 31, 2008 and 20A7, respectively,
are included in the balances presented above.

The highest balance of repurchase agreernents during the fiscal year ended August3l, 2008 was
$62,600,000. There were no repurchase agreements outstanding at August 31,2008 and2007.

@ Restricted Investment Funds

The investments in the Company's Sinking Fund, Capital lmprovement Fund, Workers'
Compensation Escrow Fund, and City Loan Escrow Account consist primarily of a Guaranteed
Investment Contract (GIC), U.S. Treasury and government agency obligations, corporate obligations,
and money market accounts. These investments are maintained by the City or in the Company's
name by its agent. The balance of the Capital Improvement Fund at August 31, 2008 and 2007 was
$l I1,207,000 and $172,134,000, respectively. The unexpended Capital Improvement Fund proceeds
are restricted to the purchase of utility plant. In FY 2008 and FY 2A07, the Company utilized the
Capital Improvement Fund to provide liquidity for the additions to utility plant.

Investments are recorded at fair value except for certain money market funds recorded at amortized
cost. The adjustment to market value for the Capital Improvernent Fund resulted in a loss of $7 1,500
at August 31,2008. The adjustment to market value for the Capital lmprovement Fund resulted in a
gain of $8,000 at August 31,2007. The adjustment to market value for the Sinking Fund resulted in
gains of S242,000 and $214,000 at August 31,2008 and2007, respectively.

Pursuant to the Pennsylvania Department of Labor and Industry Bureau of Workers' Compensation
Self-Insurance policy, the Company has to establish and maintain a restricted trust account. As of
August 3 I , 2008 and 2007 , the trust account balances were $2,383,000 and $ I ,924,000, respectively.
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The following is a schedule that details the Company's investments in the Capital Improvement
Fund (thousands of dollars):

August 31, 2008
Weighted
averag€

Fair maturity Credit Rating
Investment type value (years) rating agency

U.S. govemment agencies
and instrumentalities:

Federal Home Loan
Mortgage Corporation
medium term notes $ 32.244 0.4608 AaalAAA Moody'VS&P

Federal Home Loan
Mortgage gold
partner certificate

Federal National
Mortgage Association
global benctnnark notes

Federal National
Mortgage Association
mediumterm notes

Federal Home Loan Banks 9,405 0.8250 AaalAiav{ Moody's/S&P

Total U.S. government
agencies and
instrumentalities 50,517

Corporate obligations:
Goldman Sachs Group senior

unsubordinate
Prioca Global
Societe Generale National

Association commercial paper 4,950 1.6694 N/A/A-I+ S&P
HSBC Finance Corporation

commercial paper

American Express commercial
paper

Banco Santander PR San Juan
certificate ofdeposit

Bank of Florida certificate of
deposit

49t t.6694 N/A

7,129 0.2794 AaalAAA Moody's/S&P

1,248 1.8506 Aaa/AAA Moody'VS&P

968 0.7083 Aa-lAA3 Moody's/S&P
997 0.2917 AalAA3 Moodv's/S&P

985 4.2443 Pl/A-l+ Moody's/S&P

985 0.2403 Pl/A-l+ Moodv's/S&P

98 0.0280 FDIC Insured

99 0.1043 FDIC Insured
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Investment Wpe

average
Fair maturity Credit Rating
value (years) rating agency

99 0.0180 FDIC Insured

99 0.0205 FDIC Insured

98 0.1876 FDIC Insured

98 0.1298 FDIC Insured

Bridgewater Savings Bank
certificate of deposit $ 98 0.0208 FDIC Insured

Countryrvide Bank certifi cate
ofdeposit

Eurobank Hato Rey
certificate ofdeposit

First Suburban National Bank
certificate ofdeposit

lronstone Bank certificate of
deposit

97 0.1835 FDIC Insured

Mutual Bank certificate of deposit 99 0.0745 FDIC Insured
Ravenswood Bank certificate

ofdeposit

Total corporate
obligations 9,770

Total fair value of
investments 60,287

Cash and cash equivalents:
Citigroup Funding Inc.

commercial paper 4,966 0.1474 N/A/A-l+ S&P
UBS Finance Delaware LLC

commercial paper 2,988 0.0595 N/A/A-I+ S&P

Total cash and cash
equivalents 7,954

Money market:
Morgan Stanley Prime Portfolio

InstitutionalClass Funds 21,772 N/A N/A
First American Govemment

Obligations Fund Class Z 13,884 N/A N/A
First American Prime Obligations

Class Z 6,847 N/A N/A

Total money market 42,503

Accrued interest 
^rtTotal fair value of

investmenls,
including
cash deposits $_lll-,207_

Portfolio weighted modified duration 0.5898
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-

average
Fair maturity Credit Rating

Investment type value (years) rating agency

U.S. govemmant agencies and
instrumentalities:

Federal Home Loan Banks
discount note S 2.369 A.L9l7 AaalAAA Moodv's/S&P

Federal National Mortgage
Association note 3,293 0.4194 AaaiAr$ Moody's/S&P

Total U.S.
government
agencies and
instrumentalities 5,662

Corporate obligations:
American Express commercial

paper
General Electric commercial

paper
HSBC Finance commercial

paper
JP Morgan Chase & Co

Global Sr Holding Co note
Goldman Sachs Group global

note 994 0.3750 Aa3/AA- Moodv's/S&P

Total corporate
obligations 4,485

Total fair value of
investments 10,147

Money market:
First American Prime

Obligations Fund Class Z 16l,965 N/A N/A

Total money market 161,965

Accrued interest -
Total fair value of

investments,

including
cash deposirs $ __172J34_

Portfolio weighted modifi ed
duration 0.3304

492 0.2861 Pl/Al Moodv's/S&P

1,004 0.2889 Pl/A1 Moody's/S&P

1,003 0.2972 Pl/Al Moody's/S&P

992 0.4194 Aa2lAA- Moodv's/S&P
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The following is a schedule that details the Company's invesftnents in the Sinking Fund (thousands
of dollars):

August 31, 2fi)8
Weighted

average

Fair maturity Credit Rating
Investment type value (years) _ rating _gg:I_

Guaranteed investment contracts

U. S. government obligations:

U.S. Treasury notes

Total U.S. government

obligations

U.S. government agencies and

instrumentalities:

Federal Home Loan Mortgage
Corporation medium term notes

Federal National Mortgage
Association medium term notes

Federal Home Loan Banks

Corporate obligations:

Wells Fargo note

Associates Corp National Association
Procter & Gamble Company

Cash and cash equivalents:

U.S. Treasurv bills

Money market:

Fidelity Institutional
Government Portfolio Class Il

Portfolio weighted modified duration

* The credit rating ofthis investment is unrated.

$ 48,129 12.5000 * *

16,806 2.5158 Aaa/AAA Moody'VS&P

16,806

10,176 2.0177 Aaa/AAA Moody'VS&P

5,152 2.1446 Aaa/AAA Moody's/S&P
16,514 1.951I Aaa/tuM Moody'VS&P

Total U.S. govemment agencies

and instrumentalities 31.842

2,688 0.5861 Aal/AA+ Moody's/S&P
2,610 0.1694 Aa3/AA- Moody'VS&P
1,293 0.2917 Aa3lAA- Moody'VS&P

Total corporate obligations 6,591

Total fair value of investments 103,368

1,860 0.01 11 , AaalAAA Moodv'VS&P

Total cash and cash equivalents 1,860

N/A N/A

Total money market

Total fair value ofinvestnents,
including cash deposits $ 106,198

970

)z

1.9002
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Aueust 31. 2007
Weighted
average

Fair maturity Credit Rating
Investment tyae value (years) _ rating agency

Guaranteed investment contracts $ 49,504 13.5000 ;t :t

U.S. government obligations:
U.S. Treasurv notes 7.294 1.6153 AaalAAA Moodv's/S&P

Total U.S. government
obligations 7,294

U.S. govemment agencies
and instrumentalities:

Federal National Mortgage
Corporation debentures

8,810 1.8329 AaalAAA Moody's/S&P

5,861 2.3328 AaalAAA Moody'VS&P

Corporate obli gations:

Procter & Gamble note

192 N/A N/A

6.973 2.0417 AaalAAA Moodv'VS&P
Fedeml Farm Credit Bank bonds 4,680 1.3717 AaalAAA Moody's/S&P
Federal Home Loan

Mortgage Corporation bonds 10,396 1.9650 AaalAAA Moody's/S&P
Federal Home Loan

Mortgage Corporation
debentures

Federal National Mortgage
Association notes

Federal Home Loan
Mortgage Corporation notes 6,358 1.3568 AaalAAA Moody'VS&P

Total U.S. government
agencies and
instrumentalities 43.078

l-265 1.2917 Aa3/AA- Moodv'VS&P
U.S. Bank National Association 1,105 0.8750 Aa?/AA Moody'VS&P

Total corporate
obligations 2,370

Total fair value
of investments 102,246

Money market:
Fidelity Institutional

Government Portfolio Class II

Total money market

Total fair value of
investments, including

t92

cash deposits $__l-02,438_

Portlolio weighted modifi ed duration
* The credit rating of this investment is unrated.

33
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The following is a schedule that details the Company's investments in the Workers' Compensation
Fund (thousands of dollars):

August 31, 2008
Weighted
average

Fair maturity Credit Rating
Investment type value (years) rating agency

Money market:
First American Treasury

Obligations Fund $ 2,383 N/A N/A N/A

Total money market 2,383

Total fair value of
investments,
including cash
deposits $ 2,383

August 31, 2007
Weighted
average

Fair rnaturity Credit Rating
Inveslnent type value (years) rating agency

Money market:
First American Treasury

Obligations Fund $ 1,924 N/A N/A N/A

Total money market 1,924

Total fair value of
investments,

including cash

deposits $_-_-l-,nj-

(c) Interest Rate Risk

It is the policy of the City to diversiS its investment portfolios. Portfolio diversification is employed
as a way to control interest rate risk. Investments shall be diversified as to maturifies, and as to kind
of investment to eliminate the risk of lossi which might result from over concentration of assets in a
specific maturity, in a specific kind of a security, or from a specific issuer.
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(d) Credit Risk

The City has adopted an investment policy relating to the investments of the Company. Per the
investment policy, the Company's allowable investments are: (l) bonds or notes of the
U.S. government; (2) U.S. Treasury obligations, including STRIPs; receipts indicating an undivided
interest in such U.S. Treasury obligations; and stripped coupons held under book-entry with the New
York Federal Reserve Bank; (3) U.S. agency obligations rated AaalAAA by Moody's Investor
Services or Standard & Poor's; (4) collateralized certificates of deposit; (5) bankers accqrtances,
Eurodollars deposits, and Euro certificates of deposit that are collateralized; (6 ) commercial paper
rated MlGl or Al+ by Moody's Investor Services and Standard & Poor's, respectively; (7) general
obligation bonds of corporations rated AA or better by Moody's Investor Services or Standard &
Poor's, with a maturify of two years or less (except the Sinking Fund); (8) collateralized mortgage
obligations and pass+hrough securities rated AA or better by Moody's Investor Services or Standard
& Poor's or collateralized with securities that meet the Company's own investment criteria, with a
maturity of two years or less (except the Sinking Fund); (9) money market mutual funds, as defined
by the Securities and Exchange Commission; (10) repurchase agrsements collateralized either
through acfual delivery ofeligible collateral or through segregation ofcollateral by a depository that
is holding the counterparty's securities, provided such collateral meets the Company's own
investment criteria; and (11) obligations of the Cornmonwealth of Pennsylvania
(the Commonwealth) or any municipality or other political subdivision of the Commonwealth,
registered or otherwise as to principal and interest, with a maturity of two years or less (except the
Sinking Fund).

Authorized investments for Sinking Fund Portfolios are dictated by the First Class City Revenue
Bond Act. This also includes any investment vehicle permitted for any Commonwealth of
Pennsylvania state agency.

Custodial Credit Risk

The Company has selected custodian banks that are members of the Federal Reserve Systern to hold
its investments. Delivery of the applicable investment documents (e.g., contracts, securities, and
safekeeping receipts) to the Company's custodian is required for all investments. For secured
transactions, such as repurchase agreements, either the title to or a perfected security interest in the
securities, along with any necessary transfer documents, must be transferred to the custodian. Such
transactions will always use delivery versus payment procedures.

Concentration of Credit Risk

More than 5.0% of the Company's investments are in the First American Government Obligations
Fund Class Z, U.S. Treasury notes, Morgan Stanley Prime Portfolio Institutional Class Fund, Federal
Home Loan Banks, Federal Home Loan Mortgage Corporation medium term notes and the GIC with
Financial Security Assurance Inc. (FSA) Capital Markets Services, LLC. These investments
represent 6.32% and 7.65%o, 9.glyo, ll.79o/o, 19.30% and 21.90o/o, respectively, of the Company's
total investments.

(e)

6)
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Deferred Costs

In compliance with orders issued by the PGC, the cost of projects that produce benefits over an extended
period is deferred. Such costs are being amortized to expense over a period matching their useful lives,
which range from two to ten years. There is no retum on the asset being charged to the customers. During
FY 2008, there were costs of $157,000 incurred for rate case expenses and $437,000 incurred for the
PUC's management audit that will be amortized over a four-year period and a seven-year period,
respectively. The unamortized costs included in other assets and deferred debits were $607,000 and
$324,000 as of August31,2008 and2007, respectively. The unamortized costs included in other current
assets and defened debits were $210,000 and $397,000 as of August 31, 2008 and2A0T,respectively.

In accordance with U.S. GAAP for regulated entities, the Company has recognized the long-terrn portion
of its environmental remediation liability as a regulatory asset because based on available evidence it is
probable that the previously incurred costs will be recovered through rates. As a result of settlements
during FY 2008 by the Company's insurance carriers associated with environmental remediation costs, the
Company received $1,100,000. Environmental remediation costs of approximately $652,000 in FY 2008
were offset by these insurance settlements, and the remainder was deferred. The Company estimates
additional expenditures to be approximately $21,600,000 as discussed in note 12.

Deferred Compensation Plan

The Company offers its employees a deferred compensation plan (the Plan) created in accordance with
Internal Revenue Code Section457. The Plan, available to all Company ernployees with six months of
service, permits them to defer a portion of their salary until future years. The Company provides an annual
10.0% matching contribution up to $500 that immediately vests to the employee. The Company
contributed $361,000 and $365,000 for the years ended August 31, 2008 and2007 , respectively.

Notes Payable

Pursuant to the provisions of certain ordinances and resolutions of the City, the Company may sell
short-term notes in a principal amount that, together with interest, may not exceed $200,000,000
outstanding at any one time. These notes are intended to provide additional working capital. They are
supported by an irrevocable letter of credit and a subordinated security interest in the Company's revenues.

A new Series E of the tax-exempt commercial paper program was instinrted on January 18, 2006,
concurrently with the expiration of Series D. Under the new credit agreement, the commitment amount was
increased from $100,000,000 to $150,000,000. The credit agreement was further amended and restated as
of May 22,2007 to reflect a new term and rate structure. The expiration of the credit agreement was
extended to May 29,2010.

The notes outstanding at August3l,2008 had a weighted average interest rate of 1.63% and remaining
weighted average time to maturity of 6l days. The principal amount outstanding at August3l,2008 and
2007 was $90,000,000 and $51,600,000, respectively.

(s)
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Commercial paper activify for the years ended August3l,2008 and2007 was as follows (thousands of
dollars):

V"rr""a"a 4"g".tllff....._Beginning Ending

(7)

balance Additions Deletions balance

Commercial paper 51,600 97,900 49,500 90,000

Year ended August 31,20Q7
Beginning Ending
balance Additions Deletions balance

Commercial paper $ 55,000 94,9A0 98,300 51,600

See note 8(e) for detail of the Note Payable - City Loan.

GCR Tariff Reconciliation

During the fiscal years ended August3l,2008, 2007, and 2006, the Company's actual gas costs were
below its billed gas costs by approximately $30,503,000, $24,904,000, and $8,466,000, respectively.

Natural Gas Pipeline Supplier Refund

The Company received refunds including interest in FY 2008 in the amount of $10,660,000 related to
Federal Energy Regulatory Commission (FERC)/Pipeline Rate Cases. This amount was utilized as a
reduction in the cost of gas for reconciliation purposes in the calculation of the GCR for FY 2008.

The Company received refunds including interest in FY 2007 ia the amount of $648,000 related to
FERC/Pipeline Rate Cases. This amount was utilized as a reduction in the cost of gas for reconciliation
purposes in the calculation of the GCR for FY 2007.

Long-Term Debt and Other Liabilities

The following summary of long-term debt consists primarily of bonds issued by the City under agreements
whereby the Company must reimburse the City for the principal and interest payments required by the
bond ordinances for the fiscal years ended August 31, 2008 and 2007 (thousands ofdollars):

August3l,2008 August3l,2ffi7--Tirrrent
portion Long-term Total portion Long-term Total

(8)

Revenue bonds
Unamortized discount
Unamortized premium

Total revenue bonds

Note Payable - City Loan

Total

$ 73,941
(482)

I,103,828 1,t77,769
(4,46e) (4,e5 l)

2,57r .27,804 30,375

16,030 t,127,r63 1,203,t93

41,830 1,176,368
(51r) (4,e5 l )
2.6',r6 30,375

1,2 18,198
(s,462\
33,051

t,245,787

43,000

43,995 1,20r,792

43,000

$ 76.030 r,r27,t63 r,203.t93 86,995 t2}l,'192 1,288,787
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The following is a summary of activity related to revenue bonds and other liabilities and defened credits
and the respective balances for the fiscal years ended August 3 I , 2008 and 2007 (thousands of dollars):

- . - Year ended August 31, 2008
Beginning Ending
balance Additions Reductions balance

Revenue bonds

Other liabilities and defened
credits:

Forward rate agreement $ 8,431

Other postemployment
benefits

$ 1,218,198 (40,4291 1.177.769::::

(624) 7,807
Claims andjudgments 3,1I I 2,966 6,A77

, 17,690Environmental clean-up 1.0,013 7,677

26,421 25,934

Total other
liabilities and
deferred credits $ 47,976 36,477 (624) g3,g2g

-::
Year ended Ausust 31. 2007

-
balance Additions Reductions balance

$ 1,055,039 246,655 (93,495) l,21g,lgg

{625) 8,431
(788) 3,1 I I

939 10,013

26,421

deferred credits S 22,0'29 27,360 (1,413) 4i,976
:::::=:=:*:i:=:

Liability amounts due within one year are reflected in the other current liabilities and deferred credits line
ofthe balance sheet.

Revenue bonds

Other liabilities and deferred
credits:

Claims and judgments
Environmental clean-up
Other postemployment

benefits

Total other
liabilities and

Forward rate agre€ment $ 9,056
3,899
9,074

26,421
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Principal maturities and scheduled
dollars):

Fiscal year ending August 3 l:
2009*
2010
20tl
2012**
20r3
2014 -20t8
2019 -2023
2024 -2028
2029 -2033
2034 -2038

Total

interest payments for revenue bonds are as follows (thousands of

Revenue bonds
Net swap

Interest amountPrincipal

44,625
46,365
46,977
41,797
45,055

229,965
242,520
244,915
140,565
95,095

(5,717)
(5,682)
(5,648)
(5,611)
(5,573)

(25,374)
(t9,042)
(9,787)
(e2

92,141
9I,648
90,006
83,091
94,751

397,053
360,571
316,795
174,692
103,270

Total

53,233
50,965
48,677
46,9r5
45,269

197,562
t37,093
81,657
35,093
8,175

*{.

(a)

$ 1,177,769 699,639 (83,410) 1,793,998

This does not include $29,317,000 of Sixth Series Bonds that is included in current liabilities due to
the scheduled expiration of the Standby Bond Purchase Agreement as described in note 15. This
amount is included in the years in which principal matures according to the original maturity
schedule.

Future debt service is calculated using rates in effect at August 31, 2008 for variable rate bonds. The
net swap payment amounts were calculated by subtracting the future variable rate interest payments
subject to swap agreements from the synthetic fixed-rate amount intended to be achieved by the
swap amount.

Tax Exempt Capital Accumulator (TECA) accretions for the 11 "C" Series in the amount of
$4,643,000 are not included in the principal amount in FY 2012.

Bond Issuances

2007 Ordinances

On March 21,2007 , the Mayor signed two bills into law authorizing the City to issue revenue bonds.
The first bill signed by the Mayor constituted the Nineteenth Supplemental Ordinance to the General
Gas Works Revenue Bond Ordinance of 1975 (the 1975 General Ordinance). This ordinance
authorizes the City to issue revenue bonds for the following purposes: (a) the current refunding of a
portion of the outstanding City of Philadelphia, Pennsylvania Gas Works Revenue Bonds, Fifteenth
Series (1975 Refunded Bonds); (b) paying the costs of issuing the Nineteenth Series Bonds; and
(c) paying any other Project Costs (as defined in the Act).
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The second bill signed by the Mayor constituted the Eight Supplemental Ordinance to the General
Gas Works Revenue Bond Ordinance of 1998 (the 1998 General Ordinance). This ordinance
authorizes the City to issue revenue bonds for the following purposes: (a) providing funding for the
capital projects included in the capital program of the Company as from time to time included in the
capital budgets of the Company, as approved by City Council; (b) advance refunding of the 1998
Refunded Bonds, which were issued under the 1998 General Ordinance; (c) payrng the costs of
issuing the Seventh Series Bonds and the required deposits to the 1998 Ordinance Sinking Fund
Reserve; and (d) paying any other Project Costs (as defined in the Act).

1998 Ordinance Seventh Series Bonds

On May 15,2007, the Company issued $230,900,000 of Seventh SeriesBonds for the purpose of
providing funds for the financing of the capital projects included in the capital program of the
Company, and for the purpose of redeeming and refunding, on a current basis, a portion of the
outstanding Second Series B, Third Series and Fourth Series Bonds. The refunded par amounts of the
Second Series B, Third Series and Fourth Series Bonds were: $7,500,000, $3,145,000, and
$20,005,000, respectively. The Seventh Series Bonds contained new money debt issued in the
amount of $200,000,000. This new debt was issued under the 1998 Ordinance. The interest rate on
the $ 137,720,000 of Serial Bonds ranged from 4.0Yo to 5.0%o. The interest rate on the $93,180,000 of
Term Bonds was 5.0%. The bonds, consisting of Serial Bonds and Term Bonds, have maturity dates
through 2037.

1975 Ordinance Nineteenth Series Bonds

On May 15,2A07, the Company issued $14,450,000 of Nineteenth Series Bonds for the purpose of
redeeming and refunding, on a current basis, the outstanding Fifteenth Series Bonds previously
issued under the 1975 Ordinance. This new debt was issued under the 1975 Ordinance. The interest
rate on the Serial Bonds was 5.0%. The bonds, consisting of Serial Bonds, have maturity dates
through 2023.

2006 Ordinances

On December22,2005, the Mayor signed an ordinance into law authorizing the City to issue
revenue bonds for the purpose of (a) refunding all or a portion of the following Series of Gas Works
Revenue Bonds (the 1998 General Ordinance): First Series B, Second Series A, Third Series, Fourth
Series, and Fifth Series; (b) paying the costs of issuing the bonds and making any required deposits
to the Sinking Fund Resewe; and (c) paying any other Project Costs, which may include, without
limitation, the repayment to any fund of the City or to accounts of the Company of amounts
advanced for Project Costs.

1998 Ordinance Sixth Series Bonds

On January 26,2006, the Company issued $313,390,000 of Sixth SeriesBonds, maturing at various
dates through 2031, for the purpose of redeeming and refunding, on a current basis, all of the First
Series B and a portion of the outstanding Second Series A, Third Series, and Fourth Series City of
Philadelphia, Pennsylvania, Gas Works Revenue Bonds previously issued under the 1998 Ordinance.
The refunded par amounts of the First Series B, Second Series A, Third Series, and Fourth
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Series Bonds were: 9103,550,000, $79,355,000, 599,915,000, and $2,295,000, respectively. As of
August 31,2007, there were no Fifth Series Bonds refunded. The $313,390,000 of Serial Bonds have
a variable rate set through a weekly reset mode and are paid monthly and are secured with a Standby
Bond Purchase Agreement, which expires January26,2009. As discussed in note 15, substantially
all of the Sixth Series Bonds are held by banks under the Standby Bond Purchase Agreement at
December 18,2008.

The Bonds were issued on a parity with other Senior 1998 Ordinance Bonds issued under the 1998
General Ordinance, but are subordinated in right of payment and security to all bonds issued and
outstanding under the General Gas Works Revenue Bond Ordinance of 1975, approved on May 30,
1975, Bill No. 1871, as amended and supplemented from time to time (the 1975 General Ordinance
and together with the 1998 General Ordinance). The Bonds were also issued on parity with the
Obligations of the City to make periodic payments due under a Qualified Swap being entered into
between the City and the counterparty in connection with the issuance of the bonds.

Debt Coverage und Sinking Fund Requirements

Under the terms of both general ordinances, the City is required to maintain rates to allow the
Company to satisfr 1975 and 1998 revenue bond debt coverage ratio requirements. The Company
has satisfied the debt coverage requirements in FY 2008 and FY 2007.

Also provided by both general ordinances is the establishment of a sinking fund into which deposits
are made sufficient to meet all principal and interest requirements of the bonds as they become due.
Both general ordinances also provide that sinking fund reserves be maintained as part of the Sinking
Fund, which have previously been funded from the proceeds of each series of bonds in an amount
equal to the maximum annual debt service requirement on the bonds of each respective General
Ordinance in any fiscal year.

Monies in the Sinking Fund reserves are to be applied to the payment of debt service if, for any
reason, other monies in the Sinking Fund should be insufficient.

The revenue bonds are, and will be, equally and ratably collateralizedby a security interest in all of
the Company's project revenues, as defined in the general ordinances, and monies in the Sinking
Fund.

Po(ions ofcertain revenue bonds were issued as zero-coupon securities. Interest on these securities
is accrued and compounded on the payment dates of the current interest bonds within the issue. The
accrued interest is reported as long-term debt.

fnterest Rate Swap Agreement

Obiective - In January 2006, the City entered into a swap to synthetically refund all or a portion of
several series of outstanding bonds. The swap structure was used as a means to increase the City's
savings, when compared with fixed-rate bonds at the time of issuance. The intention of the swap was
to create a synthetic fixed rate structure.

(c)
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Terms - The swap, executed with the counterparty, commenced on January 26,20M and will mature
on August l, 2031. Under the swap, the City pays a fixed rate of 3.6745% and receives a variable
rate computed as the lesser of (i) the actual bond rate and (ii) the SIFMA Municipal Swap Index until
Septernber l, 201I on which date the variable interest rate received will switch to 7Ao/o of one month
LIBOR until maturity. The rates are based on an amortizing notional schedule (with an initial
notional amount of $313,390,000). As of August 31, 2008, rates were as follows:

Terms Rates

lnterest Rate Swap
Fixed payment to counterparfy under Swap
Variable payment from counterparty under Swap
Net interest rate swap payments
Variable rate bond coupon payments
Synthetic interest rate on bonds

Fixed
SIFMA

Weekly resets

3.674s%
(1.8400)
1.8345
2.u00
3.8745

As of August 31,2008, the swap had a notional amount of $311,615,000 and the associated variable
rate bond had a $31 1,615,000 principal amount. The bonds and the related swap agreernent mature
on August 1,2031.

Fair value - As of August 31, 2008, the swap had a negative fair value of $14,285,000. This means
that the Company would have to pay this amount to terminate the swap. Subsequently, the negative
fair value has increased as discussed in note 15.

Rfufts - As of August 31,2008, the City is not exposed to credit risk because the swap had a negative
fair value. Should interest rates change and the fair value of the swap become positive, the City
would be exposed to credit risk in the amount of the swap's fair value. The swap includes an
additional termination event based on credit ratings. The swap may be terminated if the ratings of the
counterparty falls below .A.3 or A- (Moody'VS&P), unless the counterparty has: (i) assigned or
transferred the swap to a parfy acceptable to the City; (ii) provided a credit support provider
acceptable to the City whose obligations are pursuant to a credit support document acceptable to the
City; or (iii) executed a credit support annex, in form and substance acceptable to the City, providing
for the collateralization by the counterparty of its obligations under the swap.

A termination event may also occur if the rating on the Company's Bonds falls below Baa2 or BBB
(Moody's/S&P). However, because the City's swap payments are insured by FSA, as long as FSA is
rated at or above A2 or A (Moody's/S&P), the termination event based on the City's ratings is
stayed. As of December 18, 2008, neither the Company's nor FSA's credit ratings have fallen below
these levels.

The City is subject to traditional basis risk should the relationship between SIFMA and the bonds
change; if SIFMA resets at a rate below the variable rate bond coupon payments, the synthetic
interest rate on the bonds will increase. In addition, after Septernber l, 2011, the City would be
exposed to (i) basis risk, as reflected by the relationship between the rate payable on the bonds and
70o/o of one month LIBOR received on the swap, and (ii) tax risk, a form of basis risk, where the City
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is exposed to a potential additional interest cost in the event that changes in the federal tax systern or
in marginal tax rates cause the rate paid on the outstanding bonds to be greater than the 70% of one
month LIBOR received on the swap.

Forward Rate Agreement and Guaranteed fnvestment Contructs

On August 23,2002, the Cify entered into GICs in connection with a portion of its 1975 and 1998
Ordinance Sinking Fund Reserves for the Company. At settlernent, approximately 65.0Yo of the
Sinking.Fund Reserves, from the two ordinances, totaling $61,396,000 were invested in the GICs. In
exchange for this investment, the Company received an up-front payment of $21,800,@0 in lieu of
receiving interest payments over the life of the GICs. The life of the Forward Rate Agreement is l8%
years, with 12% yearc remaining at August 31, 2008.

The GICs are recorded at fair value in the Sinking Fund and had fair values of $48,129,000 and
$49,504,000 at August 3 1, 2008 and 2007, respectively.

The Company also paid $1,650,000 to terminate an existing Forward Rate Agreernent as part of this
transaction. Of the ranaining net proceeds of $20,150,000, $8,596,000 was allocated to the 1975
Sinking Fund Reserve and $11,554,000 was allocated to the 1998 Sinking Fund Reserve. For debt
service coverage pu{poses, the $20,150,000 was considered "project revenues" in FY 2002. For
financial statement purposes, the $8,596,000 was recorded as revenue in FY 2002 in the category of
interest and other income. This amount is nonrefundable and was granted to the Company by the
City.

Under the 1998 Ordinance, the Company is entitled to the eamings on the portion of the Sinking
Fund allocated to bonds issued under the 1998 Ordinance. Therefore, the $l1,554,000 received under
the 1998 ordinance was deferred and is being amortized on a straight-line basis over the life of the
agreement. The unamortized balance of the proceeds was $7,807,000 and $8,431,000 at August 31,
2008 and 2007, respectively.

Note Payahle - City Loan

On November 15, 2000, the Mayor signed an ordinance authorizing the City to advance in whole or
in part, up to $45,000,000 to the Company, to provide liquidity in the winter of 2000-2001. The loan
from the City canied no interest. The loan repayment period was extended to August 2008.

The loan from the City was subordinate to the Company's other repayment obligations on its revenue
bonds and commercial paper program. The outstanding balance of the City loan was $43,000,000 at
August 31,2007. The remaining balance of the City loan was remitted to the City in payments of
$20,500,000 and $22,500,000 in December 2007 andAugust 2008, respectively.

(e)
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(9) Defeased Debt

Defeased debt of the Company (bonds issued by the Company payable from the proceeds of irrevocably
pledged assets) at August 31, 2008 was as follows:

7th Series
12th Series B
2nd Series
3rd Series
4th Series

Latest date
maturing to

3n5n3
5/t5/20
7/I/29
8lU3L
8tr/32

Interest rate
Bonds

outstanding

6.00% $ 10,675,000
7.00 47,91A,000
5.00 84,640,000
5.50 99,445,W0
5.25 20,005,000

The Company issued $230,900,000 of Sevenfh Series Bonds during FY 2007. The proceeds of
$30,900,000 from the sale were utilized to refund a portion of the Second Series B, Third Series, and
Fourth Series Bonds, in the amounts of $7,500,000, $3,145,000, and $20,005,000, respectively. The
refunding of this existing debt resulted in an accounting loss of $2,218,000. This loss is being deferred and
amortized as interest expense over the life of the new bonds. The refunding generated a present value
savings of $2,146,000.

The investments held by the trustee and the defeased bonds are not recognized on the Company's balance
sheets in accordance with the terms of the Indentures of Defeasance. The investments pledged for the
redernption of the defeased debt have maturities and interest payments scheduled to coincide with the
trustee cash requirements for debt service.

The assets pledged, primarily noncallable U.S. government securities, had a market value of $278,271,000
at August 31, 2008, bearing interest on face value from 43Ao/o to 5.89%.

(10) Pension Costs

(a) Plan Descrtpfion

The Company sponsors a public employee retirement system (PERS), a single-employer
defined-benefit plan, to provide pension benefis for all of its employees, whose annual covered
payroll (which was substantially equal to total payroll) was $105,596,000 and $106,018,000 at
August 3 l, 2008 and 2007,respectively.
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At September 1,2007, the beginning of the plan year of the last actuarial valuation, the Pension Plan
membership consisted of:

Retirees and beneficiaries curtently
receiving benefits and terminated
employees entitled to benefits, but
not yet receiving them $

Current employees:
Vested
Nonvested

Total current employees 1,665

Total membership $ 3,816

The Pension Plan provides retirernent benefits as well as death and disability benefits. Retirement
benefits vest after five years of credited service. Employees who retire at or after age 65 are entitled
to receive an annual retirement benefit, payable monthly, in an amount equal to the greater of:

. I.25o/o of the first S6,600 of Final Average Earnings plus 1.75% of the excess of Final Average
Earnings over $6,600, times years of credited senrice, with a maximum af 60%; of the highest
annual earnings during the last l0 years ofcredited service, or

. 2o/o of total earnings received during the period of credited service plus 22.5%o of the first
$1,200 annual amount, applicable only to participants who were employees on or prior to
March 24,1967 .

Final Average Earnings are the employee's average pay, over the highest five years of the last
ten years of credited service. Employees with 15 years of credited service may retire at or after
age 55 and receive a reduced retirement benefit. Employees with 30 years of service may retire
without penalty for reduced age.

Covered employees are not required to contribute to the Pension Plan. The Company is required by
statute to contribute the amounts necessary to fund the Pension Plan. Benefit and confibution
provisions are established by City ordinance and may be amended only as allowed by City
ordinance.

The City issues a publicly available financial report that includes financial statements and required
supplementary information fior the Pension Plan. The report may be obtained by writing to the
Director of Finance of the City.

2,15I

1,395
270
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(h) Annual Pension Cost, Contributions Reqaired, and Contrihuti.ons Mude

Normal
cost

Amortization
of the

underfunded
balance Contributions

Fiscal year:
2008
2007
2006

$ 8,085,000
7,693,000
7,617,000

6,173,000
7,524,000
9,946,040

14,258,000
15,217,000
17,563,000

Withdrawals from pension assets of $18,564,000 and $16,776,000 in FY 2008 and FY2007,
respectively, were utilized to meet beneficiary payment obligations.

The Company's annual pension cost is equal to its annual required contribution (ARC). The ARCs
were determined based on an actuarial study, or updates thereto, using the projected unit credit
method. Significant actuarial assumptions used for the above valuation include a rate of return on the
investment of present and future assets of 8.25% per year compounded annually; projected salary
increases of 3.0% of the salary at the beginning of the next threeyears, ther'4.25%io of the salary at
the beginning of the fourth and subsequent year; and retirements that are assumed to occur prior to
age62, at a rate of 10.0% at ages55 to 6l and 100% at age62. The assumptions did not include
postretirement benefit increases. These actuarial assumptions are consistent with the prior fiscal year.

The actuarial asset value is equal to the value of the firnd assets as reported by the City with no
adjustments. The unfunded actuarial accrued liability is being amortized over l0 years.

The Pension Plan funding policy provides for periodic ernployer contributions at actuarially
determined rates that, expressed as percentages of annual covered payroll, are sufficient to
accumulate assets to pay benefits when due. Level percentages of payroll employer contribution
rates are determined using the Projected Unit Credit actuarial funding method. The Pension Plan had
an actuarial value of assets of $416,183,000 and an actuarial accrued liabitity of $482,380,000
resulting in a funded ratio of 86.28% based on a biennial actuarial valuation of the pension fund as of
Septernber | , 2007 . The resulting unfunded actuarial accrued liability of $ 66,197 ,00A was 62.690/o of
covered payroll of $105,596,000.

(c) Histurtcal Trend Information (Unaudited)

Historical trend information reflecting funding progress and contributions made by the Company is
presented in the supplernental schedule of pension funding progress (unaudited).
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(11) Other Postemployment Benefits

(a) Plan Description

The Company sponsors a single employer defined benefit healthcare plan and provides
posternployment healthcare and life insurance benefits to approximately 1,920 and 1,935
participating retirees and their beneficiaries and dependents for FY 2008 and FY 2007, respectively,
in accordance with their retiree medical program. The Company also provides such benefits to
approximately 1,699 and,1,720 active employees and their dependents for FY 2008 and FY2007,
respectively, by charging the annual insurance premiums to expense. The annual covered payroll
(which was substantially equal to total payroll) was $105,596,000 and $106,018,000 at August3l,
2008 and 2007, respectively.

The Company pays 100.0% of prerniums for basic medical, hospitalization, and prescription drugs
incurred by retirees and their dependents. The Company also pays a portion of the premium for life
insurance for each eligible retiree. Currently, the Company provides for the cost of healthcare and
life insurance benefits for retirees and their beneficiaries on a pay-as-you-go basis.

Total expense incurred for healthcare amounted to 534,226,000 and $36,111,000 in FY 2008 and
FY 2007, respectively, of which approximately 48.1% and 52.0Yo, respectively, represents paynents
on behalf of retired employees and their dependents. Employees and retirees contributed $1,477,000
and $1,470,000 in FY 2008 and FY 2007, respectively, towards their healthcare. These contributions
represent the additional cost ofhealthcare plans chosen by ernployees and retirees above the basic
plan offered by the Company. Total praniums for group life insurance were $2,103,000 and
$2,080,000 in FY 2008 and FY 2007, respectively. The amount attributed to retirees was
approximately 71.0% and 76.30/o in FY 2008 and FY 2007, respectively. The contribution
requirements of nonunion plan members are established by management and may be amended. The
contribution requirements for union plan members are subject to collective bargaining.

The Plan does not issue a stand-alone report and therefore the Company has included the schedule of
employer contributions as a supplemental schedule (unaudited).

(b) Actuarial Valuation and Assumptions

The Company engaged an actuarial consulting firm to provide an actuarial valuation of the
Company's OPEB obligations as of August3l,2007. The actuarial valuations involve estimates of
the value of reported amounts and the assumptions about the probability of events far into the future.
Acfuarially determined amounts are subject to continual revision, as actual results are compared to
past expectations, and new estimates are made about the future. The calculations were based on the
types of benefits provided under the terms of the substantive plan at the time of the valuation.

The projected unit cost method was utilized in the valuation to develop the actuarial accrued liability
and normal cost. Under the projected unit cost method, the present value of benefits is allocated
uniformly over the employee's expected working lifetime. The actuarial accrued liability is that
portion of the present value of projected benefits, which has been accrued during the employee's
working lifetime from hire to valuation date. The normal cost represents the amount charged for
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services earned during the current reporting period. The normal cost is calculated by dividing the
present value of projected benefits for an employee by the total service.

The valuation was prepared utilizing certain assumptions, including the following:

o Economic assumptions - the discount rate and healthcare cost trend rates

The report utilized a 5.0%o discount rate for purposes of developing the liabilities and ARC on
the basis that the Plan would not be funded. This rate is based on the investmenr rerun
expected on the Company's general investments, because the Company has not funded the
Plan for FY 2008.

Year:
I
2
J

4
5
6
1

8 and beyond

r0.0%
9.0
8.0
7.0
6.0
5.0
4.5
4.5

rc.0%
9.0
8.0
7.0
6.0
5.0
4.5
4.5

45%
4.5
4.5
4.5
4.5
4.5
4.5
4.5

. Benefit assumptions - the initial per capita cost rates for medical coverage, and the face
amount of Company-paid life insurance

o Demographic assumptions - including the probabilities of retiring, dying, terminating (without
a benefit), becoming disabled, recovery from disability, election (pa*icipation rates), and
coverage levels

(e) Annual Postemployment Benefit Cost, Contributions Required, and Contributions Made

The ARC for FY 2008 is estimated to be $44,114,000 which is also the annual OPEB cost. The
amount paid by the Company for retiree benefits in FY 2008 was $18,280,000, consisting of
$16,788,000 of healthcare expenses and 91,492,000 of life insurance expenses. The difference
between the ARC and the expenses paid resulted in an increase in the OPEB liability of $25,834,000.
This amount has been recorded in other liabilities and deferred credits and has been expensed in
FY 2008.

As of August3l,2008, the actuarial acclued liability forbenefits was $591,599,000, all of which
was unfunded and the ratio of the unfunded actuarial accrued liability to the covered payroll was
560.3%. Historical trend information reflecting funding progrcss and contributions rnade by the
Company is presented in the Schedule of Other Postemployment Benefits Funding Progress
(unaudited).

Ifealthcare Cost Trend Rates

48 (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August3l,2008 and2007

(d) Other Coverage Information

Also, the Company has entered into several one-year contracts to provide healthcare for both active
and retired ernployees that are experience rated, and premiums are adjusted annually; in addition, the
Company has in place approximately $161,320,000 of group life insurance coverage for both active
and retired ernployees, which is retrospectively rated on a monthly basis. The Company also has in
place approximately $120,807,000 of accidental death and dismemberment insurance coverage for
active employees.

(12) Pollution Remediation

Total pollution rernediation obligations at August3l, 2008 are $21,600,000, which reflect the
implementation of GASB 49 as described in note l(t). The Company's prior year liability was $13,349,000
as measured prior to the implementation of the effective cash flow method under GASB 49.

(13) Risk Management

The Company is exposed to various risks of loss related to torts, theft of, damage to, and destruction of
assets, errors and omissions, injuries to employees, and natural disasters. While self insured for many risks,
the Company purchases insurance coverage where appropriate. The Company's real and personal property
is insured against the risk of loss or damage in the amount of $250,000,000, subject to a $500,000 per
accident deductible at the Richmond and Passyunk Plants and a $100,000 deductible per accident at all
other locations. There are separate sublimits for flood and earth movement at select locations. The
Company's Properfy Insurance includes coverage for damage incurred from a terrorist attack. In addition
the Company maintains boiler and machinery, blanket crime, and other forms of properfy insurance.

The Company maintained $210,000,000 in liability (including terrorism) coverage, insuring against the
risk of damage or injury to the public with a per occurrence self insured retention of $500,000; however,
effective Septanber l, 2007 , the self insured retention was increased to $ 1,000,000.

The Company maintains statutory limits for Workers' Compensation (including terrorism) with a $500,000
per occurrence self insured retention.

The Company maintains a $10,000,000 Public Officials Liability (Directors and Officers Liability) policy
with a $500,000 retention.

Claims and settlement activify for occurrences excluded under the provisions of insurance policies for
injuries and damages are as follows (thousands of dollars):

Current year
Beginning of claims and
yearreserve adjustments

Current
End of year liabilify

reserve amount
Claims
settled

Fiscal year ended August 3 I :

2008 $
2007
2006

8,468 7,7 57 (2,691)
8,059 3,367 (2,958)
8,510 2,808 (3,259)

13,534
8,468
8.059

7,456
5,357
4,r59
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August3l,2008 and2007

(14) Commitments and Contingencies

Commitments for major construction and maintenance contracts were approximately $8,727,000 as of
August 31,2008.

The Company is committed under various noncancelable operating lease agreements to pay minimum
annual rentals as follows (thousands of dollars):

Fiscal year ending August 31:
2009
2010
20tr
2012

Rent experse for the fiscal years ended August 31, 2008 and 2007 amounted to $910,000 and $932,000,
respectively.

The Company, in the normal course of conducting business, has entered into long-tenn contracts for the
supply of natural gas, firm transportation, and long-term firm gas storage service. The Company's
cumulative obligations for dernand charges for all of these services are approximately $5,100,000 per
month.

The Company has entered into seasonal confacts with suppliers providing the Company the ability to fix
the price of the purchase of natural gas during the period from November l, 2008 through March 31,2009.

The Company's FY 2009 Capital Budget was approved by City Council in the amount of $71,956,000.
Within this approval, funding is provided to continue the implementation of an l8-mile Cast lron Main
Replacernent Program. Main replacement cost for this program in FY 2009 is expected to be $15,606,000.
The total six-year cost of the Cast lron Main Replacement Program is forecasted to be approximately
$99,256,000.

The FY 2009 Capital Budget also includes $2,486,000 for the purchase of replacement Automatic Meter
Reading (AMR) units. The total six-year cost of this program to replace AMR units is approximately
$7,889,000.

(15) Subsequent Events

(a) Commercial Paper

As discussed in note6, $90,000,000 of commercial paper was outstanding at August3l, 2009.
Subsequent to year-end, all outstanding commercial paper matured, and additional commercial paper
was issued. As of December 18, 2008, $148,000,000 of commercial paper was outstanding which
matures on February 12, February 13 and March 12,2009.

440
79
42

6
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(b)

(c)

PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

Emergency Rate Relief

As discussed in note 1(d), in November 2008 the Company filed for an extraordinary or emergency
base rate increase of approximately $60,000,000 or 5.2Yo and simultaneously requested an
$85,000,000 or 7.4Vo decrease in the GCR for a net 2.2o/o overull rate decrease of $25,000,0000. On
December 18, 2008, the PUC issued its decision approving a base rate increase of $60,000,000 or
5.2%o and a decrease in the GCR of $107,000,000 for a net decrease in rates of $47,000,000 or 4.2o/o.
These rates are effective as ofJanuarv 1. 2009.

Sixth Series Bonds

As discussed in note 8(b), as of December 18,2008, $271,370,000 of the Sixth Series Bonds are held
by the providers of the Standby Bond Purchase Agreement as bank bonds. The providers of the
Standby Bond Purchase Agreement continue, on a weekly basis, to rernarket the bonds in accordance
with the bond authorization. The Standby Bond Purchase Agreement expires on January 26, 2009. If
the Standby Bond Purchase Agreanent is not renewed and no substitute liquidity facility is
provided, any bank bonds held at that time will be amortized in ten payments payable the first
business day of July and the first business day of December for the next five years. The Company
has therefore recorded as current debt at August3l, 2008 one tenth of the outstanding Sixth
SeriesBonds as of August3l, including $1,900,000 due to mature in 2009 under the original
amortization schedule and an additional $29,300,000 for a total of $31,200,000.

Swap - Skth Series Bonds

As discussed in note 8(c), the Cily entered into a swap related to the Sixth Series Bonds. The fair
value of the interest rate swap as of December 18, 2008 was negative $72,600,000. This means that
the Company would have to pay this amount to terminate the swap. Per the swap agreement, the
refunding or defeasance of the Sixth Series Bonds, in whole or in part, without the prior written
consent of both the counterparty and the insurer, may constitute an event of termination unless
certain conditions are met.

Additionally, note 8 identifies a termination risk related to the interest rate swap agleement if
the Company's bond rating falls below Baa} or BBB (Moody's/S&P). Because the City's swap
payments are insured by FSA as long as FSA is rated at or above M or A (Moody's/S&P)
the termination event based on the City's rating is stayed. Neither the Company's credit rating
nor FSA's credit rating has declined below the levels required in the agreement as of
December 18,2008.

(d)
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Actuarial valuation
date

PHILADELPHIAGAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplemenhry Information (Uaaudited)

Schedule of Pension Funding Progress

(Thousands ofdollars)

(b) (bXa)
(a) Actuarial Unfunded UAAL (OAAL)

Actuarial accrued (overfunded) (a/b) as s perccnt
value of liability AAL Funded Covered ofcovered
ass€ts (AAt) (UAAL IOAALI) ratio payrolt payrolt

$3s6,000 $427,W6 $7 t,006 83.37% $ 10r,200 70.16%
366,783 436,2ss 69A72 84.08 102,500 67.78
383,517 450,866 67,349 85.06 102,544 65.68
411,886 474,2s0 62364 86.85 106,018 s8.82
416,183 482,380 66,t97 86.28 105,596 62.69

September 1,2003*
September 1,2004**
September 1,2005+
September 1,2006#
September 1,2007+f+
* 

l-h9-reguire{ supplementary information is based on a biennial actuarial valuation of the pension fund for the plan year September l,
2003 through August 3 l, 2004.

tt The required supplementary informatioo is based on a biennial actuarial valuation ofthe pension fund as updated for the plan year
September l, 2004 through August 3 l, 2005.

+ The_required supplementary information is based on a biennial achrarial valuation of the pension frmd for the plan year September l,
2005 tbrough August 31,2006.

++ The required supplementary information is based on a biennial actuarial valuation ofthe pension fimd as updated for the plan year
September 1,2006 through August 31,2007.

fl The_required supplemerrtary information is based on a biennial achrariat valuation ofthe pension fund for the plan year September 1,
2007 through August 31,2008.

See accompanying independent auditors' report.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Schedule of Other Poslemployment Benefits Funding Progress

(Thousands ofdollars) l'

tb) (b)-(a)
(a) Actuarial Unfunded

Actuarial rccrued (overfunded) (rib)
UAAL(OAAT)

rs a percent
Actuarial valuation value of Urbility AAL Funded Covered ofcovereddate rssetsrssets (AAL) (UAAL IOAALI) ratioratio payroll payroll

August 3 l, 2007
August 3 l, 2008

See accompanying independent auditors' report.

s573,734 $573,734 $106,018 54t.t70/o
591,599 591,599 105,596 560.25
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PHILADELPIIIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Schedule of Other Postemployment Benefits Employer Contributions

(Thousands of dollan)

Year-end

Annual
required Percentage

contribution contributed

August 31,20A7
August 31,2008

See accompanying independent auditors' report.

$ 45,237 4t.60%
44.1t4 41.44
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PHILADDLPIIIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Net Assets (City Format)

August 31, 2008 and2007

(Thousands of dollan)

2008 2001

Assets:
Cash on deposit and on hold
Equity in pooled cash and investments
Equity in treasurer's account
Investments
Intemal balances
Amounts held by fiscal agenl
Noies receivable
Taxes receivable
Accounts receivable - net
Interest and dividends receivable
Due from other govemments
Restricted assets
Inventories
Unamortized loss and discount
Other assets
Properfy, planl and equipmenl
Accumulated depreciation

Total assets

Liabilities:
Notes payable
Vouchers and accounts payable
Salaries and wages payable
Accrued exp€nses
Funds held in escrow
Due to other govemments
Deferred revenue
Current portion of long-term obligations
Noncurrent portion of long-term obligations
Unamortized gain and premium

Totat liabilities

Net assets:
Invested in capital assets, net of related debt
Restricted for:

Capital projects
Debt service
Community development projectr
Behavioral health programs
Intergovemmental fi nancing
Emergency phone system
Rate stabilization

Unrestricted

Total net assets

See accompanying independent auditors' report.

493:

6

nn,too

2t9,788
187,539

52,852
63,699

1,732,562
(670,467)

tr,un,

6
48

88,570

zll,tlg
147,7"10
58,819
55,982

1,681,313
(64A,940)

1,734,615 1,720,398

$ 90,000
67,508
3,430

la7,4u

31,&l
73,942

1,103,827
30,375

$ ____llo8,ry_

g (4,466)

108,581

r1) )q l

s 226,408

94,600
60,615

2,797
ur,ort

20,4rr
41,930

1,176,369
33,051

_JAe7,oe7_

(5,690)

105,005

w,gaa
223.30r
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PHILADELPHIAGAS WORKS
(A Component Unit of the City of Philadelphia)

Supplernental Staternents of Activities (City FormaQ

Years ended August 31, 2008 and 2007 i

(Thousands of dollars)

Ausust 31. 2008

Charges for grants and grants and
Expenses

$ (740,81e)
(56,075)
(3e,s24)

(2s,834)

servrces contributions contributions Total

Gas services
Interest on debt
Unallocated depreciation
Other posternployment

benefits

Total

Gas services
Interest on debt
Unallocated depreciation
Other posternployment

benefits

840,035 25,324* 124,540
(s6,07s)
(3e,s24)

(2s,834)

3,107

* lncludes $ I 5,732 of interest and other income and $9,592 of other operating revenues.

Aueust 31. 2fi)7

Charges for grants and grants and
Expenses

$ (773,581)
(s2,r46)
(36,380)

(26,42r)

services contributions contributions Total

84e,503 22,Y* 98,843
(s2,r46)
(36,380)

(2612r\
Total

* Includes $ I 3,073 of interest and other income and $9,848 of other operating revenues.

See accompanying independent auditors' report.

$ (888,528) 849,503 22,921* (16,104)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Revenues, Expenses, and Changes in Fund Net Assets (City Format)

Years ended August 3 l, 2008 and 2A07

(Thousands ofdollars)

2007

Operating revenues:
Charges for goods and services
Sales of land and improvements
Rentals and concessions
Miscellaneous operating revenues

Total operating revenues

Operating expenses:
Personal services
Purchase of services
Material and supplies
Employee benefits
Indemnities and taxes
Depreciation and amortization
Cost of goods sold
Other

Total operating expenses

Operating income

Nonoperating revenues (expenses):
Operating grants
Passenger facility charges
Other income
Interest income
Debt service - interest
Other expenses

Total nonoperating expenses

Income (loss) before transfers

Transfer in
Transfer out
Capital contributions

Change in net assets

Net assets - beginning of year

Net assets - end ofyear

See accompanying independent auditors' report.

(54,637) (60,868)

(94,981) (99,941)

83t,428

18,199

849,627

73,35r
75,640
6,216

41,488

42,868
511,976

840,105

19.246

859,351

74,054
76,299
4,290

41,863

39,708
539,300

751,539

98,088

1,834
13,897

(56,075)

3,107

18,000
(18,000)

775.514

83,837

t,laz
11,811

(52,146)

(16,104)

18,000
(18,ooo)

3,107

223,301

(16,104)

239.405

57
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Schedule of Interfund Transfers

Year ended August 31, 2008

(Thousands ofdollars)

Due to the City, Septernber 1,2007
Accrued distributions
Payments to the City

Due to the City, August 31, 2008

See accompanying indepandent auditors' report.

$ 3,000
19,000

(18,000)

$ 3,000

s8



Philadelphia GaS Works' Base Rate Filing

II. RATE OF RETT]RN

II.A.4. Provide latest Prospectus (Company and Parent).

RESPONSE:

The latest bond prospectus dated August 13,2009 is attached.

Book 1: 
$5g,2g5,ooo

CITY OF PHILADELPHIA, PENNSYLVANIA
GAS WORKS REVENUE REFUNDING BONDS

EIGHTH SEzuES A
(1 998 GENERAL ORDINANCE)

Book 2:

$255,000,000
CITY OF PHILADELPHIA, PENNSYLVANIA

GAS WORKS REVENUE REFUNDING BONDS
EIGHTH SERIES

(l 998 GENERAL ORDTNANCE)
CONSISTING OF:

$105,000,000 $50,000,000
GAS WORKS REVENUE GAS WORKS REVENUE

REFUNDING BONDS REFUNDING BONDS
EIGHTH SERIES B EIGHTH SERIES C

(1998 GENERAL ORDINANCE); (1998 GENERAL ORDINANCE);

$50,000,000 $50,000,000
GAS WORKS REVENUE GAS WORKS REVENUE

REFUNDING BONDS REFLINDING BONDS
EIGHTH SERIES D EIGHTH SERIES E

(1998 GENERAL ORDINANCE); (1998 GENERAL ORDINANCE)



New lssue (See "RATINGS" herein)
Book-Entry Only

ht tlte opinion oJ Cct-Bond, Cou,nsel, under etist;i:ttg sntufuq regu,la,tiorls, rulings, ond court dccision^s, assuming th&t the Ci'W

com'plies ,wtth couenants relati,ng to certain requ'ireftLsnts of the Intsmat Reuefiue Code of 1986, as anzenfled, intsrest on the Boruls w'il| wt
be irrcIud,ibte in tlw gross ,income oJ the hnlders th,ereof Jor Jed.eral incorne ta{ purposes, is evem.pt from ind;iuiductl and corporate federul'
alterrmtioe minhnum tat ("AMT'), and is rmt inrtu,ctiblz in odjusted curyent eanti.ngs for puposes oJ corporate AMT' Utlder th'e laus
of thc Corwnonnoealth oJ PennsEluani,a, as macte.d and conshued on the da,te hereof, i'nte.rest on the Bonds i,s exem'pt frvrn PennsElaoni,a
personal income tat: and tlte Boruls are euemptfi'orn Pattxyhania. personal pope,rtSl tffi:es. See "TAX MATTERS" hsrein.

Dated: Date of Delivery

$58,285,000
CITY OF PHILADELPHIA, PENNSYLVANIA

GAS WORKS REVENIJE REFI]NDING BONDS
EIGHTH SERIES A

( 1998 GENERAL ORDINANCE)
Due: August l, as shown on the inside cover page

The City of Philadelphi4 Pennsylvania Gas Works Revenue Refunding Bonds, Eighth Series A (1998 General Ordinance) in the original aggregate
principal amount of $58,285,000 (the .Eighth Series A Bonds" or the "Bonds") are issued pu$uant to the Act, the 1998 General Ordinance, the
Ninth Supplemental Ordirunce and the Bond Authorization (as such terns are deflned herein). The Bonds are issua,ble as fully registered bonds in
denominations of $5,000 or any integpl multiple thereof, and will mature in the aggregate principal amounts and bear interest at the rates set forth on
the irside cover hereof. The Bonds, when issued, witl be registered in the name of Cede & Co., as registered owner and nominee of The Depository
Trust Company CmC"), which wlll act as securities depository for the Bonds. Purchases of the beneficial ownership interests in the Bonds will be

made in book-entry only forrn Purchasers will not receive certificate representing their ownership interests in the Bonds during the period in which
Cede & Co. is the owner of the Bonds, as nominee of DTC. References herein to the bondholders, Holders and registered owners shall mean Cede &
Co., as aforesaid, and shall not mean the Beneficial Owners of the Bonds. See 'DESCRIPIION OF THE BONDS - Book-Entry Only Systerl"

The principal of ttre Bonds ispayable at the corporate trqst offrce of U.S. Bank NationalA.ssociation, as FiscalAgent ard Sinkir$ Fund Depository
for the Bonds (the "Fiscal Agent), in Philadelphia Pennsylvania, at the times and in the anrounts set forth herein. Interest on the Bonds is payable

semiannually on: (i) each August 1 and February 1, commencing February t, 2010 by check mailed by the Fiscal Agent to the persons in whose names

the Bonds are registered on the fifteenth day of the month preceding such interest payment date. So long as DTC or its nominee, Cede & Co., is the
registered owner of the Bonds, principal of and interest on the Bonds are payable directly to Cede & Co. for redistribution to Participants and in turn
to Beneficial Orrners as described herein For so long as any puchaser is the Beneffcial Owner of Bonds, such purchaser must maintain an account
with a broker or dealer who is, or acts through, a Participant to receive payment of the principat of and interest on such Bonds.

The Bonds are not subject to optional redemption prior to maturity.

TIIE BONDS DO NOT PLEDGE THE CREDIT OR TAXNG POWER OF THE CITY OF PHILADELPHIA (-CITY) OR CREATE ANY DEBT

OR CIIARGE AGAINST THE TAX OR GENERAL REVENUES OF THE CITY OR CREATE A LIEN AGAINST ANY CMY PROPERTY OTHER TTIAN

CERTAIN REVENTIES AND ruNDS OF fiIE PHII.ADELPHIA GAS WORKS ("PGW OR'GAS WORKS") REFERRED TO I{EREIN.

TI{E BONDS S}IALL BE ISSUED ON A PARITY WITH OTHER SENIOR 1998 ORDINANCE BONDS ISSIIED IJNDER THE 1998 GENERAL

ORDINANCE BUT S}IALL BE SI,'BORDINATED IN RIGI{T OF PAYMEM AND SECTJRITY TO AI,L BONDS ISSUED AND OT'TSTANDING UNDER

TTIE 1975 GENERAI, ORDINANCE (AS DEFINED HEREIN), AS DESCRIBED IN THIS OFFTCIAL STATEMENT.

The proceeds of the Bonds, together with other arxailable monies and proceeds of the Variable Rate Bonds (as hereirufter deffned)' are being
used for the purpose of providing firnds for any or all of the following purposes: (i) the current refi:nding of all of the outstanding City of Philadelphia
Perursykania, Gas Works Revenue Bonds (1998 General Ordinance) Sixth Series (the "Refunded Bonds'); (ii) panng the costs ofterminating a portion

ofthe Swap Agreement (as such term is deffned herein) for the Refunded Bonds; and (iii) paying the costs ofi$suing the Bonds and the Variable Rate

Bonds and any required deposits to the Sinking Fund Reserve established under the 1998 General Ordinance (collectively, tile "2009 Project").

On the date of issuance of the Bonds (the "Issue Date"), the City expects to issue four additional series of paxity Ga.s Works Revenue Bonds
(1998 General Ordinance): its Gas Works Revenue Refunding Bonds Eighth Series B (1998 General Ordinance) (the "Eighth Series B Bonds"), its Gas

Works Revenue Refunding Bonds Eighth Series C (1998 Generat Ordinance) (the "Eighth Series C Bonds"), its Gas Works Revenue Refunding Bonds

Eighth Series D (1998 Generat Orctinance) (the "Eighth Series D Bonds") and its Gas Works Revenue Refunding Bonds Ei€hth Series E (1998 General

Ordinance) (the "Eighth Series E Boncls" together with the Eighth Series B Bonds, the Eighth Series C Bonds and the Eighth Series D Bonds, the
"Variable Rate Bonds"), the proceeds ofwhich, together with other available monies and the proceeds ofthe Eighth Series A Bonds, will be appliedto
fund the 2009 Project. Upon the issuance of the Bonds and the Variable Rate Bonds, the Refunded Bonds will no longer be Outstanding. The issuance

and delivery ofthe Bonds is conditioned on the issuance and delivery ofthe Variable Rate Bonds on the Issue Date.

The Vadable Bate Bonds will be ofiered pursuant to a separate Official Statement and will be sold, on ttre same date ae the Bonde'
by the Cit;l pnmrant to s{eparate bond purchxe agteemetrts. This Offici8f Statement only provides idornation with respect to the
Eiglhth Series A Bonds.

TIIE COVEB PAGE CONTAINS CERTAIN INFOBMATION FOR QUICK BEr.EBENCE ONLY. IT IS NOT A SUMMABY OF TEIS
ISSUE. PR,OSPECTM INVESTORS MUST READ THE EIIITIBE OFFICIAL STATEMENT TO OBTAIN INT'ORMATION ESSENTIAL TO
MAKING AN INFORMED INVESTMENT DECISION.

The Bonds are ofrered when, as and if issued and accepted by the Underwriters, subject to the prior sale, withdrawal, or modification of the
offer without notice, and subject to the approval as to the legality of the issuance of the Bonds by Blank Rome LLP and Andre C. Dasent, P.C.'

Co-Bond Counsel, both of PNladelphia, Pennsylvania Certain legal matters will be passed upon for the Underwriters by Saul Ewing LLP and Kelly,

Monaco and Naples, LLP both of Philadelphia, Pennsylvani4 Co-Cotursel to the Underwriters. Certain legal matters will be passed upon for the City
of Phitadelphia by the City of Philadelphia law Department. Certain legal matters will be passed upon for Philadelphia Gas Works by the Of0ce of
GeneralCourselofthePhiladelphiaGasWorksandbyEckertSeamansCherinandMellott,LLCofHarrisburg,Pennsylvania Itisanticipatedthatthe
Bonds will be available for delivery through the facilities of DTC in New York, New York on or about August 20, 2009-

GOLDMAN, SACHS & CO.

LOOP CAPITAL
Siebert Brandford Shank & Co.. LLC

BARCLAYS CAPITAL
Ramirez & Co.. Inc.

Dated: Aug$t, 13, 2fil9

MERRILL LYNCH & CO.

Wells Fargo Securities



Due
(Aueust l)

20t0
2011
2012
2013
2014
z0t5
2016
2A77

CUSIP No.r
717823 2V9
717823 2W7
717823 2X5
717823 2Y3
717823 2Z.0

717823 3A4
717823 3B.2
717823 3C0

I\IATURITY SCHEDULE

$58,2t5,1n0
City of Philadelphia, Pcnnsylvania

Gas Works Revenue Refrrnding Bonds
Eighth Series A

(1998 Generel Ordinance)
Consisting of:

Amount Interest Rate Yield

$ 1,595,000 4.00o/o 2.85o/o

1,635,000 4.00 3.27
1,70s,000 5.00 3.6s
5,315,000 5.00 4.13
10,130,000 5.00 4.63
13,770,000 5.00 4.88
t2,295,000 5.00 5.10
r 1,840,000 5.25 5.28

Reglistered trademark of Amsican Bankers Association. CUSIP numbers are provided by Standard & Poor's, CUSIP Service Brreau. a division of the

IvlcGaw-Hill Compmies, Inc. The CUSIP numbers listed above are being prcvided mlely for tfie convenimce of Bondholdm only at the tire of isswce of
the Bmds ad dre City does not make my represfrtation witb rcspect to sch numbers or mdcrtake any responsibility for their accuracy now or at my time in

the lirnre. Th€ CUSP nmber for a specific matwity is subjet to being chmged after the issmcc of the Bonds as a mult of vsim sbsqutrt actions
ircluding, but not limited to, a refiuding in whole or in part of such manrity or as a result of dre pmmnent of rccondary maftet portfolio imunnce m other

similar enhacemenl by investore that is applicable m all c a portion ofcenain maluities ofthe Bords.
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IN CONNECTION WITH THIS OFFERING. TFIE I.INDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS THAT STABILZE OR MAINTAIN TTM MARKET PRICE OF TI-IE BONDS AT A
LEVEL ABOVE THAT WHICH MIGHT OTFIERWISE PREVAIL TN THE OPEN MARKET. SUCH
STABILIZING, IF COMMENCED. MAY BE DISCONTINUED AT ANY TIME.

THE ORDER AND PLACEMENT OF MATERIALS IN THIS OFFICIAL STATEMENT,INCLUDING
TFTE APPENDICES. ARE NOT TO BE DEEMED TO BE A DETERMINATION OF RELEVANCE,
MATERIALIry OR IMPORTANCE. AND THIS OFFICIAL STATEMENT.INCLUDING THE APPENDICES,
MUST BE CONSIDERED IN ITS ENTIRETY. TFIE OFFERING OF TFTE BONDS IS MADE ONLY BY
MEANS OF THIS ENTIRE OFFICIAL STATEMENT.

No dealer, brokeq salesperson or other person has been authorized by the City, PCW or the Underwriters to
give any information or to make any representations, other than those contained in this Official Statement and, if
given or made, such other information or representations must not be relied upon as having been authorized by any

of the foregoing. This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor
shall there be any sale of the Bonds by any person in any jurisdiction in which it is unlawful to make such offer,
solicitation or sale. The information set forth herein has been obtained from PGW and other sources which are

believed to be reliable, buto as to information from other sources, is not guaranteed as to accuracy or completeness
by PGW. The information and expressions of opinion herein are subject to change without notice and neither the

delivery of this Offrcial Statement nor any sale made hereunder shall, under any circumstances, create any
implication that there has been no change in the affairs of PGW or with respect to other matters set forth herein since

the date hereof or the date as of which particular information is given, if earlier.

The Underwriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Official Statement in accordance with and as part of their
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriters do not guarantee the accuracy or completeness of such information. The
information and the opinions expressed herein are subject to change without notice, and neither the delivery of this
Official Statement nor any sale made hereunder shall, under any circumstances, create any implication that there has

been no change in the operations of the Philadelphia Gas Works or the City of Philadelphia since the date hereof, or
as to the information under "PGW BUDGET, RATES AND FINANCES - Fiscal Years 2007 and 2008 Operating
Budgets," since August 31, 2008.

This Official Statement is not to be construed as a contract with the purchasers of the Bonds. All
summaries of statutes and documents are made subject to the complete text of such statutes and documents,
respectively, and do not purport to be oomplete statements ofany or all ofsuch provisions.

This Official Statement is submitted in connection with the sale of the Eighth Series A Bonds referred to
herein and may not be reproduced or be used, as a whole or in part, for any other purpose.

The Bonds have not been registered under the Securities Act of 1933, as amended, in reliance upon
an exemption contained therein, and have not been registered or qualified under the securities laws of any
state.

THE BONDS HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY.

If and when included in this Official Statement, the words "expectso" "forecasts," "projects," "outlook,"
"intends," "anticipates," "estimateso" "assumes," and analogous expressions are intended to identify forward-looking
statements and any such statements inherently are subject to a variety of risks and uncertainties that could cause

actual results to differ materially from those that have been projected. Such risks and uncertainties that could affect
the revenues and obligations of PGW include, among others, changes in economic conditions, mandates from
regulatory authorities, lack of approval, in whole or in part, of requests by PGW from regulatory authorities and

conditions and circumstances, many of which are beyond the control of PGW. Such forward-looking statements

speak only as of the date of this Official Statement. The City disclaims any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statement contained herein or to reflect any changes in



PGW's expressions with regard thereto or any change in events, conditions or circumstances on which any such

statement is based.

This Official Statement speaks only as of the date printed on the cover page hereof. The information
contained herein is subject to change. The Of{icial Statement will be made available through the Electronie
Municipal Market Access System ("EMMA"), which, effective July 1, 2009, is the sole Nationally Recognlzed
Municipal Securities Information Repository.
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OFFICIAL STATEMENT

$58185,000
CITY OF PHILADELPHIA, PENNSYLVANIA

GAS WORKS REVENUE REF'UNDING BONDS
EIGHTH SERIXS A

(1998 GENERAL ORDINANCE)

INTRODUCTION

General

This Official Statement, including the cover page, inside front cover page, table of contents, tables and
appendices, sets forth information with respect to the issuance by the City of Philadelphia Pennsylvania (the "City")
of $58,285,000 aggregate principal amount of its Gas Works Revenue Refunding Bonds, Eighth Series A (1998
General Ordinance) (the "Eighth Series A Bonds" or the "Bonds"). The Bonds are being issued as Senior 1998

Ordinance Bonds, as defined in this Official Statement, pursuant to (i) the First Class City Revenue Bond Act of the
Commonwealth of Pennsylvani4 Act No. 234, approved October 18, 1972, P.L. 955 (the "Act"), (ii) the General
Gas Works Revenue Bond Ordinance of 1998, approved on May 30, 1998, Bill No. 980232, as amended and
supplemented from time to time and, in particular, as supplemented by the Ninth Supplemental Ordinance, approved
June 3, 2009, Bill No. 090322 (the "Ninth Supplemental Ordinance") (collectively, the "1998 General Ordinance")
and (iii) the Bond Authorization adopted by the Bond Committee of the City (consisting of the Mayor, City Solicitor
and City Controller and acting by a majority thereof) on August 13,20A9 (the "Bond Authorization").

The Bonds shall be issued on a parity with other Senior 1998 Ordinance Bonds issued under the 1998
General Ordinance but shall be subordinated in right of payment and security to all bonds issued and outstanding
under the General Gas Works Revenue Bond Ordinance of 1975, approved on May 30, 1975, Bill No. 1871, as

amended and supplemented from time to time (the "1975 General Ordinance" and, together with the 1998 General
Ordinance, the "General Ordinances"), as described herein. The Bonds shall also be issued on a parity with the
obligation of the City to make periodic payments (but not termination payments) due under any Qualified Swaps (as

defined in the 1998 General Ordinance) including the Qualified Swap in the notional amount of $31 1,615,000 (the

"Swap Agreement") between the City and JPMorgan Chase Bank, National Association entered into in connection
with $313,390,000 City of Philadelphia Gas Works Revenue Bonds, Sixth Series (1998 General Ordinance),
provided, however, the Qualified Swap Provider shall have no lien on and security interest in the Sinking Fund or
the Sinking Fund Reserve. In connection and concurrently with the issuance of the Bonds, a portion of the Swap
Agreement related to the Sixth Series Bonds will be terminated. Upon the issuance of the Eighth Series B Bonds,
Eighth Series C Bonds, Eighth Series D Bonds and Eighth Series E Bonds (herein defined), portions of the Swap
Agreement in notional amounts equal to the principal amounts of the Eighth Series B Bonds, the Eighth Series C
Bonds, the Eighth Series D Bonds and Eighth Series E Bonds, respectively, will be related to the Eighth Series B
Bonds, Eighth Series C Bonds, Eighth Series D Bonds and Eighth Series E Bonds, as more fully described below
under "INTRODUCTION - Interest Rate Swap Agreement." Upon the issuance of the Eighth Series A Bonds,
Eighth Series B Bonds, Eighth Series C Bonds, Eighth Series D Bonds and Eighth Series E Bonds, the Swap
Agreement will remain outstanding with $105,000,000 notional amount related to the Eighth Series B Bonds,
$50,000,000 notional amount related to the Eighth Series C Bonds, $50,000,000 notional amount related to the
Eighth Series D Bonds and $50,000,000 notional arilount related to the Eighth Series E Bonds.

The pledge of Gas Works Revenues (as defined in the 1998 General Ordinance) to secure the Senior 1998

Ordinance Bonds issued under the 1998 General Ordinance (including the Bonds) is at all times subject and
subordinate to the pledge of Project Revenues (as defined in the 1975 Ceneral Ordinance) under the 1975 General
Ordinance securing the 1975 Ordinance Bonds.

The City's fiscal year begins on July I and ends on June 30 of the following calendar year. ll'lre term
"Fiscal Year" when followed by a year and used in connection with the Cify refers to the fiscal year of the City
ending June 30 of that year. For example, 'Fiscal Year 2009" when used in connection with the City refers to the



frscal year ending June 30, 2009. The fiscal year of th€ Philadelphia Gas Works ("PGW" or the "Gas Works")
begins on September I and ends on August 31 of the following calendar year. The terrn "Fiscal Year" when
followed by a year and used in connection with the Gas Works refers to the fiscal year of the Gas Works ending
August 3l of that year. For example, "Fiscal Year 2009" when used in connection with PGW refers to the fiscal
year ending August 31.20A9. Certain capitalized terms used in this Official Statement and not otherwise defined
are defined in APPENDIX D - "Summaries of the Act and Legislation Authorizing the Issuance of the Bonds."

This introduction is a brief description of certain mafters described in this Official Statement and is
qualified by reference to the entire Official Statement. Prospective purchasers ofany ofthe Bonds should read this
Official Statement, including the cover page, inside front cover page, table of contents, tables and appendices, in its
entirety. The information contained herein is subject to change. All estimates and assumptions of financial and

other information are based on information currently available" are believed to be reasonable and are not to be

construed as assurances ofactual outcomes.

If and when included in this Official Statement, the words "expects," "forecasts," "projects," "outlook,"
"intends," "anticipates," "estimates," "assumes," and analogous expressions are intended to identify forward-looking
statements and any such statements inherently are subject to a variety of risks and uncertainties that could cause

actual results to differ materially from those that have been projected. Such risks and uncertainties that could affect
the revenues and obligations of PGW include, among others, changes in economic conditions, mandates from
regulatory authorities, lack of approval, in whole or in part, of requests by PGW from regulatory authorities and

conditions and circumstances, many of which are beyond the control of PGW. Such forward-looking statements
speak only as of the date of this Official Statement. The City disclaims any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statement contained herein or to reflect any changes in
PGW's expressions with regard thereto or any change in events, conditions or circumstances on which any such

statement is based.

The Philadelphia Gas Works

The Gas Works presently consists of real and personal property owned by the City and used for the

acquisition, manufacture, storage, processing and distribution of natural gas within the City, and all property, books
and records employed and maintained in connection with the operation, maintenance and administration thereof.
See "PHILADELPHIA GAS WORKS" herein.

PGW serves the entire 129 square mile area contained within the boundaries of the City and is the
distributor and principal supplier of natural gas in the City. PGW has no dishibution mains and provides no service
to customers outside the City limits. As of March 31,2009, PGW served approximately 518,000 customers.

The Philadelphia Home Rule Charter provides for a Gas Commission (the "Gas Commission") to be

constituted and appointed in accordance with the provisions of contracts between the City and the operator of PGW
as may from time to time be in effect, or, in the absence of a conffact, as may be provided by ordinance. For details
of the Gas Commission's various responsibilities and oversight of the operations of PGW, sse "CITY
GOVERNMENTAL OVERSIGHT - Gas Commission" herein.

Since January | , 1973, PGW has been managed by the Philadelphia Facilities Management Corporation
("PFMC"), a not-for-profit corporalion, pursuant to an agreement between the City and PFMC dated December 29,

1972, as amended, authorized by ordinances of City Council (the "Management Agreement"). See

"PHILADELPHIA GAS WORKS - Management Agreement."

Rates and charges of PGW are fixed by the Public Utility Commission of the Commonwealth (the 'PUC").
The PUC has acknowledged that it is obligated to establish rates that permit PGW to meet all of its bond ordinance
covenants in the General Ordinances. See "PHILADELPHIA GAS WORKS - Effects of the Natural Gas Choice
and Competition Act" and "PGW BUDGET, RATES AND FINANCES" herein for a further discussion of PGW's
budget process and recent rate proceedings.



PGW's Basic Financial Statements and Supplementary Information as of and for the years ended
August 31, 2008 and 2007 (with Independent Auditor's Report thereon) are presented in APPENDIX A. For certain
information regarding the government of and fiscal affairs of the City, see APPENDIX C * "Certain Information
Conceming the City of Philadelphia."

Prior Issues of.Gas Works Revenue Bonds

Since 1975, the City has issued nineteen (19) separate series of Gas Works Revenue Bonds and one
Revenue Bond Anticipation Note (collectively, together with any bonds issued under the 1975 General Ordinance to
refund any such bonds, the "1975 Ordinance Bonds"), all pursuant to the Act and the 1975 General Ordinance. As
of March 31,2009, $263,053,000 aggregate principal amount of 1975 Ordinance Bonds remained outstanding. The
1975 Ordinance Bonds were all issued on a parity basis and share equally and ratably in the pledge of revenues
provided for in the 1975 General Ordinance. In the 1975 General Ordinance, the Cfu has, for the security and
payment of all 1975 Ordinance Bonds issued under the 1975 General Ordinance, granted a security interest in all
rents, rates and charges imposed or charged by the City upon the owners or occupants of properties connected to,
and upon all users of, gas distributed by the Gas Works and all other revenues derived therefrom (the "Project
Revenues," as such term is defined in the 1975 General Ordinance), and all accounts, contract rights and general
intangibles related thereto and all proceeds of the foregoing. The 1975 Ordinance Bonds are secured solely by
monies derived, directly or indirectly, fiom PGW's Project Revenues as provided in the Act and the 1975 Ceneral
Ordinance, as amended and supplemented. 1975 Ordinance Bonds of all series issued or to be issued are issued on a
parity basis and share equally and ratably in the pledge or Project Revenues provided for in the 1975 General
Ordinance.

Pursuant to the 1998 General Ordinance, all 1998 Ordinance Bonds (as defined below) are subordinated in
right of payment and security to the 1975 Ordinance Bonds. 1998 Ordinance Bonds may be issued as Senior 1998

Ordinance Bonds ("Senior 1998 Ordinance Bonds") or Subordinate 1998 Ordinance Bonds ("Subordinate 1998

Ordinance Bonds"). Senior 1998 Ordinance Bonds are all issued on a parity basis and share equally and ratably in
the pledge of revenues provided for in the 1998 General Ordinance. Senior 1998 Ordinance Bonds subordinated in
right of payment and security to the 1975 Ordinance Bonds, but are prior in right of payment and security to
Subordinate 1998 Ordinance Bonds. Subordinate 1998 Ordinance Bonds are all issued on a parity basis and share

equally and ratably in the pledge ofrevenues provided for in the 1998 General Ordinance, subjecl to the prior right
of payment and security of the 1975 Ordinance Bonds and the Senior 1998 Ordinance Bonds and to payments due to
issuers of Credit Facilities related to Senior 1998 Ordinance Bonds. In the 1998 General Ordinance, the City has
pledged for the security and payment ofall bonds issued under the 1998 General Ordinance a lien on and security
interest in all Gas Works Revenues (as defined in the 1998 General Ordinance) all accounts, contract rights and
general intangibles representing the Gas Works Revenues and all funds and accounts established under the 1998
General Ordinance. Such lien is subject to the prior pledge and lien on the Project Revenues created by the 1975

General Ordinance forthe benefit of the 1975 Ordinance Bonds. Gas Works Revenues and ProjectRevenues are

treated by PGW as the same revenues and include grants from the City, properly authorized, including, if applicable
and if so authorized, any grant back to PGW of any portion of PGW's Base Payment to the City. See 'SOURCES
OF PAYMENT AND SECLIRITY FOR THE BONDS - Priority ir Application of Revenues."

Since 1998, the City has issued seven (7) separate series of Gas Works Revenue Bonds (collectively,
together with any bonds heretofore or hereafter issued under the 1998 General Ordinance including the Bonds, the
"1998 Ordinance Bonds") pursuant to the Act and the 1998 General Ordinance. As of March3l, 2009,
$902,420,000 aggregate principal amount of Senior 1998 Ordinance Bonds and $10,1 15,000 aggregate principal
amount of Subordinate 1998 Ordinance Bonds were outstanding under the 1998 General Ordinance. In the 1998
General Ordinance, the City covenanted that it would not issue any additional bonds under the 1975 General
Ordinance except to refund outstanding 1975 Ordinance Bonds.

Authorization to Issue the Bonds

The Bonds are being issued as Senior 1998 Ordinance Bonds pursuant to the Act, the 1998 General
Ordinance, the Ninth Supplemental Ordinance and the Bond Authorization.



The Bonds

The Bonds will be dated the date of delivery, and will bear interest from such date. Interest on the Bonds
will be payable on each August I and February l, commencing February l, 2010. The Bonds will be issued as fully
registered bonds in the aggregate principal amount set forth on the inside cover page hereof in denominations of
$5,000 or any integral multiple thereof. The principal of the Bonds will be payable at the corporate trust oftice of
U.S. Bank National Association (the "Fiscal Agent") in Philadelphia, Pennsylvania. Interest on the Bonds will be

paid by check mailed by the Fiscal Agent to the person in whose names the Bonds are registered on the fifteenth day
of the month preceding such interest payment date; except in the case of any default by the City in payment of
interest due, interest shall be payable to the persons in whose names the Bonds are registered on a special record
date as determined by the Fiscal Agent. See "DESCRIPTION OF THE BONDS" herein. Registered Owners of at
least $1,000,000 aggregate principal amount of the Bonds may elect to receive interest payments by wire transfer if
so requested in a written notice provided to the Fiscal Agent not less than ten (10) days prior to the relevant interest
payment date.

Initially the Bonds will be available in book-entry form only. See "DESCRIPTION OF THE BONDS -Book-Entry Only System" herein.

The Bonds axe not subject to optional redemption prior to maturity.

Purpose ofthe Bonds

The proceeds of the Bonds, together with other available monies and the proceeds of the Variable Bonds
(as hereinafter defined), are being used for the purpose of providing funds for any or all of the following purposes:
(i) the cunent refunding of all of the outstanding City of Philadelphia, Pennsylvania, Gas Works Revenue Bonds
(1998 General Ordinance) Sixth Series (the "Refunded Bonds"); (ii) paying the cosJs of terminating a portion of the
Swap Agreement for the Refunded Bonds; and (iii) paying the costs of issuing the Bonds and the Variable Rate
Bonds and any required deposits to the Sinking Fund Reserve established under the 1998 General Ordinance
(collectively, the "2009 Project").

The proceeds of the Bonds which remain available for the payments of the costs of redemption of the
Refunded Bonds after payment of financing costs and the required deposit into the 1998 Ordinance Sinking Fund
Reserve will be used on the date of the issuance of the Bonds to redeem a portion of the Outstanding Refunded
Bonds.

Upon the issuance of the Eighth Series A Bonds, Eighth Series B Bonds, Eighth Series C Bonds, Eighth
Series D Bonds and the Eighth Series E Bonds, the Refunded Bonds will no longer be Outstanding.

Additional Expected PGW Financing

On the date of issuance of the Bonds (the "Issue Date"), the City expects to issue four additional series of
parity Gas Works Revenue Bonds (1998 General Ordinance): its Gas Works Revenue Refunding Bonds Eighth
Series B (1998 General Ordinance) (the "Eighth Series B Bonds"), its Gas Works Revenue Refunding Bonds Eighth
Series C (1998 General Ordinance) (the "Eighth Series C Bonds"), its Gas Works Revenue Refunding Bonds Eighth
Series D (1998 General Ordinance) (the "Eighth Series D Bonds") and its Gas Works Revenue Refunding Bonds
Eighth Series E (1998 General Ordinance) (the "Eighth Series E Bonds" together with the Eighth Series B Bonds,
the Eighth Series C Bonds and the Eighth Series D Bonds, are collectively referred to herein as the "Variable Rate

Bonds"). Proceeds of the Variable Rate Bonds, together with other available monies and the proceeds of the Eighth
Series A Bonds, will applied on the Issue Date to the current refunding of the Refunded Bonds, paying the costs of
terminating a portion of the Swap Agreement for the Refunded Bonds and paying the costs of issuing the Variable
Rate Bonds and the Eighth Series A Bonds and any required deposits to the Sinking Fund Reserve established under
the 1998 General Ordinance. The issuance and delivery ofthe Bonds is conditioned on the issuance and delivery of
the Variable Rate Bonds on the Issue Date.



The Eighth Series B Bonds, issued in the original aggregate principal amount of $105,000,000 will be

secured by an irrevocable, direct pay letter ofcredit, issued for the benefit ofthe Eighth Series B Bonds, subject to
certain terms and conditions, by Wachovia Bank, National Association.

The Eighth Series C Bonds, issued in the original aggregate principal amount of $50,000,000 will be

secured by an irrevocable, direct pay letter ofcredit, issued for the benefit ofthe Eighth Series C Bonds, subject to
certain terms and conditions, by The Bank of Nova Scotia, acting through its New York Agency.

The Eighth Series D Bonds, issued in the original aggregate principal amount of $50,000,000 will be

secured by an irrevocable, direct pay letterofcredit. issued forthe benefit ofthe Eighth Series D Bonds, subjectto
certain terms and conditions, by The Bank of America, N.A.

The Eighth Series E Bonds, issued in the original aggregate principal amount of $50,000,000 will be
secured by an irrevocable, direct pay letter ofcredit, issued for the benefit ofthe Eighth Series E Bonds, subject to
certain terms and conditions, by JPMorgan Chase Bank, Natioaal Association.

The Variable Rate Bonds will be offered pursuant to a separate Official Statement and will be sold
by the City, on the same date as the Bonds, pursuant to separate bond purchase agreements. This Official
Statement provides information only with respect to the Eighth Series A Bonds.

Security for the Bonds

The Bonds are secured solely and payable solely from the Gas Works Revenues as provided in the Act" the
1998 General Ordinance and the Ninth Supplemental Ordinance. Such pledge of Gas Works Revenues is subject
and subordinate to the prior pledge of Project Revenues granted by the 1975 General Ordinance. Neither the general

credit nor the taxing power of the City is pledged to any such payment.

The City has pledged and granted a security interest on a parity basis in all Gas Works Revenues and the
proceeds thereoffor security and payment ofall 1998 Ordinance Bonds, including the Bonds, and for securify and
payment of all periodic payments (but not termination payments) due from the City under any Qualified Agreement
(except that the Swap Provider shall have no right or claim at any time to amounts on deposit in the Sinking Fund or
the Sinking Fund Reserve). The City has covenanted in the Ninth Supplemental Ordinance that, so long as any of
the Bonds shall remain Outstanding, all pledged Gas Works Revenues shall be deposited and held in and disbursed
from one or more unsegregated accounts of PGW. Pursuant to the 1998 General Ordinance, all monies deposited in
the 1998 Ordinance Sinking Fund (including the 1998 Ordinance Sinking Fund Reserve), are subject to a security
interest in favor of all Holden of 1998 Ordinance Bonds until such monies are properly disbuned. See "SOURCES
OF PAYMENT AND SECURITY FOR THE BONDS- Pledge of Revenues and Funds" and "REMFDIES OF
BONDHOLDERS" herein. The pledge of the Gas Works Revenues to secure the Senior 1998 Ordinance Bonds
issued under the 1998 General Ordinance (including the Bonds) is at all times subject and subordinate to the pledge
ofProject Revenues underthe 1975 General Ordinance securing the 1975 Ordinance Bonds.

In the 1998 General Ordinance, the City covenants to impose, charge and cotlect in each Fiscal Year, rates
and charges which, together with all other Gas Works Revenues to be received in such Fiscal Year, shall be
sufficient to meet, among other things, debt service coverage requirements as specified in the 1998 Ceneral
Ordinance (the "1998 Ordinance Rate Covenant"). See 'SOURCES OF PAYMENT AND SECURITY FOR THE
BONDS - Rate Covenant and Rate Requirements" and APPENDIX D - "Summaries of the Act and Legislatian
Authorizing the Issuance of the Bonds" herein.

The 1998 General Ordinance permits the issuance of additional bonds which may be Senior 1998

Ordinance Bonds or Subordinate 1998 Ordinance Bonds. See "ADDITIONAL BONDS - Additional 1998
Ordinance Bonds" herein.

The 1998 General Ordinance establishes the 1998 Ordinance Sinking Fund Reserve which is established in
the 1998 Ordinance Sinking Fund as a separate account which is held for the benefit of owners of all bonds issued



under the 1998 General Ordinance. See " SOURCES OF PAYMENT AND SECURITY FOR TFm BONDS -Sinking Fund Reserve" herein.

The 1998 Generai Ordinance permits the City to enter into a Qualified Swap or Exchange Agreement with
respect to a series of bonds or a portion thereof. The Ninth Supplemental Ordinance authorizes Qualified Swap and
Exchange Agreements with respect to the Eighth Series B Bonds, the Eighth Series C Bonds, the Eighth Series D
Bonds and the Eighth Series E Bonds. Payments, other than termination payments, due to the issuer of a Qualified
Swap related to Senior 1998 Ordinance Bonds are payable on a parify with debt service on Senior 1998 Ordinance
Bonds, except that the Qualified Swap shall have no right or claim at any time to amounts on deposit in the 1998

Ordinance Sinking Fund or the 1998 Ordinance Sinking Fund Reserve. On January 20,2006, the City entered into
the Swap Agreement in connection with the Sixth Series Bonds. Upon issuance of the Bonds a portion of the Swap
Agreement related to the Sixth Series Bonds will be terminated. See "INTRODUCTION - Interest Rate Swap
Agreement" herein. There are curently no other Qualified Swaps or Exchange Agreements to which the City is a
party underthe 1998 General Ordinance.

Interest Rate Swap Agreement

The City entered into the Swap Agreement with JPMorgan Chase Bank, National Association (the "Swap
Provider") in connection and concurrently with the issuance of the Sixth Series Bonds. Upon issuance of the Bonds,
a portion of the Swap Agreement related to the Sixth Series Bonds will be terminated. Upon the issuance of the

Variable Rate Bonds, a portion of the Swap Agreement in notional amounts equal to the principal arnounts of the

Eighth Series B Bonds, the Eighth Series C Bonds, the Eighth Series D Bonds and the Eighth Series E Bonds,
respectively, will be related to portions of the Variable Rate Bonds as follows: $105,000,000 notional amount
related to the Eighth Series B Bonds, $50,000,000 notional amount related to the Eighth Series C Bonds,
$50,000,000 notional amount related to the Eighth Series D Bonds and $50,000,000 notional amount related to the

Eighth Series E Bonds. The Swap Agreement will provide, in general, that the City will pay to the Swap Provider
semiannually on each February I and August I a fixed rate paymcnt of 3.6745% on an amended notional amount
equal to $255,000,000, amortizing in accordance with the principal amortization schedules of the Eighth Series B
Bonds, the Eighth Series C Bonds, the Eighth Series D Bonds and the Eighth Series E Bonds, as set forth in the

Swap Agreement, and that the Swap Provider will pay to the City on the first day of each calendar month a floating
rate payment equal to t}te lesser of the interest rate on the Eighth Series B Bonds, the Eighth Series C Bonds, the
Eighth Series D Bonds and the Eighth Series E Bonds, and the Securities Industry and Financial Markets
Association (the "Swap Index"), on the notional amount from time to time outstanding, to and including August 1,

201 1, and thereafter a floating rate payment equal to 707o of one-month LIBO& on the notional amount from time
to time outstanding. The amendment of the Swap Agreement will not alter the City's obligation to pay the principal
of, premium, if any, and interest on the Bonds.

The Swap Agreement constitutes a Qualified Swap under the 1998 General Ordinance. The City's
paym€nt obligations under the Swap Agreement are payable solely from Gas Works Revenues. The City's
scheduled periodic payments due under the Swap Agreement are payable on a parity with the Senior 1998

Ordinance Bonds (except that the Swap Provider shall have no right or claim at any time to amounts on deposit in
the 1998 Ordinance Siaking Fund or the 1998 Ordinance Sinking Fund Reserve). PGW calculates required sinking
fund deposits for purposes of compliance with the 1998 General Ordinance Rate Covenant without regard to the

effect of the Swap Agreement. See " SOURCES OF PAYN4ENT AND SECURITY FOR THE BONDS - Pledge of
Revenues and Funds" herein.

Under certain circumstances (including certain events of default with respect to the City or the Swap

Provider), the Swap Agreement could terminate in whole or in part prior to its stated termination date. Following
any such early termination of the Swap Agreement, either the City or the Swap Provider, as applicable, may owe a

termination payment to the other, depending upon market conditions. If at the time of an early termination of the

Swap Agreement long-term interest rates are significantly lower than they were when the Swap Agreement was

executed and delivered, the City could owe a substantial termination payment to the Swap Provider. Any
termination payments owed by the City will be subordinate to the City's obligation to make all payments due and

owing on Senior 1998 Ordinance Bonds (including the Bonds) and periodic payments due tmder the Swap

Agreement.



The City's payments under the Swap Agreement, including any termination payment due in connection
with a termination at the direction of Financial Security Assurance, Inc., the insurer of the Swap Agreement, but
excluding all other termination payments, under the Swap Agreement is guaranteed by Financial Security Assurance
Inc. under a Swap lnsurance Policy. Financial Security Assurance Inc. has certain rights under the Swap
Agreement, including rights to consent to the designation of an Early Termination Date upon the occurrence of
certain events and the right to designate an Early Termination Date with r€spect to the City if an event of default
under the Swap Agreement occurr with respect to the City as a defaultingparty.

Independent Consultant's Engineering Report

To establish that Project Revenues and Gas Works Revenues will be sufficient to amortize all bonds
outstanding under the 1975 General Ordinance and the 1998 General Ordinance, the Act and the General Ordinances
require a finding to be made in the supplemental ordinance authorizing the issuance of a series of bonds that the
pledged Project Revenues or Gas Works Revenues (as the case may be) will be sufficient to comply with the
corresponding rate covenant and to pay all costs, expenses and payments required to be paid from Project Revenues
or Gas Works Revenues (as the case may be) in the order of priority set forth in the respective General Ordinance
and to pay any prior or parity charges on such pledged Project Revenues or Gas Works Revenues (as the case may
be) and the principal and interest on such series ofbonds. The finding is to be based on a report ofthe chieffiscal
officer of the City frled with City Council and supported by appropriate schedules and summaries. As provided by
the Act, the report of the chief fiscal o{ficer of the City may be based on a report of an independent engineer
employed by the City to evaluate PGW. Black & Veatch Corporation ("Black & Veatch"), a consulting company
independent of the City and PGW, was retained to evaluate PGW. Black & Veatch submitted a report dated May 4,
2009, which is appended hereto as APPENDIX B (the "Independent Consultant's Engineering Report" or the "2009
Report"). In its report, Black & Veatch has opined and concluded, based upon its investigation, that:

o PGW is a competently managed and operated gas distribution utility. PGW and its facilities are

organized, operated and maintained at a level equal to, or in excess of, regulatory requirements
and generally accepted industry practices. The System is in good operating condition.

. Based upon Black & Veatch's evaluation of financial projections, and certain assumptions with
respect to the System that Black & Veatch believes to be reasonable, and on the basis ofactual and
estimated future annual financial operations of the System (including the projects to be established
with the proceeds of the Bonds), tle System will yield Project Revenues (which are pledged under
the 1975 General Ordinance and the 1998 General Ordinance) over the arnortizalion periods of the
bonds issued under the 1975 General Ordinance and the 1998 General Ordinance which will be

sufficient to (a) meet all expenses of operation, maintenance, repair and replacement of the
System, (b) meet all reserve or special funds required to be established under the 1975 General
Ordinance and the 1998 General Ordinance, (c) mest the principal of and interest on all bonds
(including the Future Bonds (as such term is defined in APPENDIX B hereof)) issued under such
Ordinances, as the same shall become due and payable, and (d) provide such surplus requirements
as are contained in the respective rate covenants ofthe 1975 General Ordinance and the 1998

General Ordinance. The Project Revenues forming the basis of Black & Veatch's opinion comply
with the requirements of &e definition of Project Revenues contained in Section 2 ofthe Act.

o The Project Revenues and Gas Works Revenues which are pledged as security for the bonds
issued under the 1975 General Ordinance and the 1998 General Ordinance, respectively, are
currently, and are projected to be, sufficient to comply with the Rate Covenants set forJh in
Section 4.03(b) of the 1975 General Ordinance and Section 4.03(b) of the 1998 General
Ordinance.

The capital improvements proposed during the projection period, September l, 20A9 through
August 31,2A14, should, along with continued good operation and maintenance practices, enable
PGW to maintain its system in good operating condition. Review of present management
practices indicates that good operation and maintenance is likely to continue.



. Contracted PGW gas supplies plus: (a) spot market purchases, (b) anticipated additional
contracted supplies plus supplemental gas capacities, as well as (c) the pipeline transport capacity
to move these supplies to PGW, are adequate to meet PGW's projected demand on a day of
maximum demand, in an hour of maximum demand, and during a year of maximum demand.

Independent Consultant's Assumptions with Respect to City Payments

PGW makes an annual base payment of $18 million to the City. The City agreed to forego the $18 million
annual payment in Fiscal Year 2004. For Fiscal Years 2005, 2006,2007,2008 and 2009,the City made a grant to
PGW equal to the annual payment received from PGW in such fiscal years, and the Cify's Eighteenth Five-Year
Plan contemplates that in each of the Fiscal Years 2010 through 2014,the Cify will make a gant to PGW equal to
the annual payment received from PGW in such Fiscal Years.

Continuing Disclosure

The City will enter into a Continuing Disclosure Agreement (the "Continuing Disclosure Agreement") with
Digital Assurance Certification, L.L.C. with respect to the Bonds. See "CONTINUING DISCLOSUREU herein and
the form of Continuing Disclosure Agreement attached hereto as APPENDIX E.

Miscellaneous

Any quotation from, and summaries and explanations of, the Constitution and laws of the Commonwealth
and ordinances of the Cify contained herein do not purport to be complete and are qualified in their entirety by
reference to the official compilations thereof, and all references to the Bonds are qualified in their entirety by
reference to the definitive forms of the Bonds. All capitalized terms used herein, unless otherwise defined herein,
shall have tlre meanings ascribed to them in the Act and the General Ordinances. See "APPENDIX D" herein.

Copies of the Act, the General Ordinances and the Supplemental Ordinances are available from the Office of the
Director of Finance, 13th Floor, Municipal Services Building, l40l John F. Kennedy Boulevard, Philadelphia,
Pennsylvania 19102.

PLAN OF FINANCE AND ESTIMATED SOURCES AND USES OF FUNDS

Plan of Finance

The proceeds of the Bonds, together with other available monies and proceeds of the Variable Rate Bonds,
are being used for the purpose of providing funds for any or all of the following purposes: (i) the current refunding
of all of the Refunded Bonds; (ii) paying the costs of terminating a portion of the Swap Agreement for the Refunded
Bonds; and (iii) paying the costs of issuing the Bonds and the Variable Rate Bonds and any required deposits to the

Sinking Fund Reserve established under the 1998 General Ordinance.

A portion of the proceeds of the Bonds will be used on the Issue Date to redeem a portion of the Refunded
Bonds.



Estimated Sources and Uses of Funds

The sources and uses of funds are estimated to be as follows:

Estimated Sources:

Principal Amount of the Bonds $58,285,000.00
Net original issue premium ofthe Bonds 422,616.90
Equity contribution from PGW 5,616,826.95
Proceeds of the Variable Rate Bonds 255.000.000.00

IotalSourscs

Estimated Uses:

Redemption of the Refunded Bonds
Termination of a portion of the Swap
Agreement
Costs of Issuancer

IolallJses

$3lllJzt 44:1,85

$312,23r,826.95

3,791,000.00
3,301.6r6.90

$r9J2u4:1,85

tlncludes the fees and expenses of various counsel and the Fiscal Agent, consultant's fees, fees of
accountantso fees of financial advisor, swap advisor fees, bank fees and letter of credit fees related to the Variable
Rate Bonds, rating agency fees, printing and publication costs, contingency, Underwriters' discount, and other
expenses related to the issuance ofthe Bonds.

DESCRIPTION OF THE BONDS

General

The Bonds will be dated the date of delivery and will bear interest from such date payable on each
August I and February 1, commencing February l, 2010. The Bonds will be issued as fully registered bonds in the
aggregate principal amounts set forth on the inside front cover page hereof. The Bonds will be issued in
denominations of $5,000 or any integral multiple thereof. The Bonds, when issued, will be registered in the name of
Cede & Co., as nominee for The Depository Trust Company ("DTC"), one bond for each maturity of the Bonds.
Purchases of beneficial interests in the Bonds will be made in book entry only form (without certificates) in the
denomination of $5,000 or any integral multiple thereof.

The principal of, and premium, if any, on the Bonds will be payable at the principal corporate trust office of
the Fiscal Agent in Philadelphi4 Pennsylvania. Interest on the Bonds, when due, will be paid by checks, mailed by
the Fiscal Agent to the persons in whose names the Bonds are registered on the fifteenth day of the month preceding
each interest payment date. So long as the Bonds are in book entry form, the principal of and interest on such Bonds
are payable by check mailed to or by wire transfer of funds to Cede & Co., as nominee for DTC as registered o$ner
thereof for redistribution by DTC to the Direct Participants {as defined herein) and in turn to [ndirect Participants (as

defined herein) or Beneficial Owners (as defined herein) as described under "Book Entry Only System" below.
Registered Owners of at least $1,000,000 aggregate principal amount of a series of Bonds may elect to receive
interest payments by wire tmnsfer" provided that notice is provided to the Fiscal Agent not less than ten (10) days
prior to the relevant interest payment date. In the event of any default by the City in the payment of interest due on
any interest payment date, such defaulted interest shall be payable to the persons in whose names such Bonds are
registered at the close of business on a special record date which shall be established, with notification to
Bondholderc as provided in the 1998 General Ordinance.



Book-Entry Only System

The information in this section has been provided by DTC and is not to be deemed to be a
representation of the City, PGW or the Underwriters.

DTC, New York, New York, will act as securities depository for the Bonds. The Bonds will be issued as

fully-registered Bonds registered in the name of Cede & Co. (DTC's partnership nominee) or such other name as

may be requested by an authorized representative of DTC. One fully-registered certificate will be issued for each

maturity of the Bonds, each in the aggregate principal amount of such maturity, and will be deposited with DTC.

DTC, the world's largest securities depository, is a limited-purpose trust company organized under the New
York Banking Law, a "banking organization" within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a "clearing corporation" within the meaning of the New York Uniform Commercial Code,

and a "clearing agency" registered pursuant to the provisions of Section 17A of the Securities Exchange Act of
1934. DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues,

corporate and municipal debt issues, and money market instruments (from over 100 countries) that DTC's
participants ("Direct Participants") deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities, through electronic computerized
book-entry transfers and pledges befween Direct Participants' accounts. This eliminates the need for physical
movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and

dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation ('DTCC'). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are registered

clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system is also

available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and

clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either directly
or indirectly ("lndirect Participants"). The DTC Rules applicable to its Participants are on file with the Securities
and Exchange Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of the Bonds under the DTC system must be made by or through Direct Participants, which will
receive a credit for the Bonds on DTC's records. The ownership interest of each actual purchaser of each Bond
("Beneficial Owner") is in turn to be recorded on the Direct and tndirect Participants' records. Beneficial Owners
will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however, expected to
receive written confirmations providing details of the transaction, as well as periodic statements of their holdings,
from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of
ownership interests in the Bonds are to be accomplished by entries made on the books of Direct and Indirect
Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing
their ownership interests in the Bonds, except in the event that use of the book-entry system for the Bonds is
discontinued.

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in the

name of DTC's partnership nominee, Cede & Co., or such other name as may be requested by an authorized
representative of DTC. The deposit of Bonds with DTC and their registration in the name of Cede & Co. or such

other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual

Beneficial Owners of the Bonds; DTC's records reflect only the identity of the Direct Participants to whose accounts

such Bonds are credited, which may or may not be the Beneficiat Owners. The Direct and Indirect Participants will
remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
anangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.
Beneficial Owners of Bonds may wish to take certain steps to augment the transmission to them of notices of
significant events with respect to the Bonds, such as redemptions, tenders, defaults, and proposed amendments to the
Bond documents. For example. Beneficial Owners of Bonds may wish to ascertain that the nominee holding the
Bonds for their benefit has asreed to obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial
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Owners may wish to provide their names and addresses to the registrar and request that copies of notices be
provided directly to them.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the Bonds
unless authorized by a Direct Participant in accordance with DTC's Procedures. Under its usual procedures, DTC
mails an Omnibus Proxy to an issuer as soon as possible after the record date. The Omnibus Proxy assigns Cede &
Co.os consenting or voting rights to those Direct Participants to whose accounts the Bonds are credited on the record
date (identified in a listing attached to the Omnibus Proxy).

Payments of principal, premium, if any, and interest on the Bonds will be made to Cede & Co., or such
other nominee as may be requested by an authorized representative of DTC. DTC's practice is to credit Direct
Participants' accounts upon DTC's receipt of funds and corresponding detail information from the City or the Fiscal
Agent, on payable date in accordance with their respective holdings shown on DTC's records. Payments by
Participants to Beneficial Owners will be governed by standing instructions and customary practices, as is the case

with Bonds held for the accounts of customers in bearer form or registered in "street name," and will be the
responsibility of such Participant and not of DTC, the City or the Fiscal Agent, subject to any statutory or regulatory
requirements as may be in effect from time to time. Payments of principal, premium, if any, and interest on the
Bonds to Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is the
tesponsibility of City or the Fiscal Agent, disbursement of such payments to Direct Participants will be the
responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the responsibility of
Direct and Indirect Participants.

DTC may discontinue providing its services as depository with respect to the Bonds at any time by giving
reasonable notice to the City or the Fiscal Agent. Under such circumstances, in the event that a successor depository
is not obtained, Bond certificates are required to be printed and delivered.

The information in this section concerning DTC and DTC's book-entry system has been obtained from
DTC, and the City takes no responsibility for the accuracy thereof.

TI{E CITY, PGW AND THE FISCAL AGENT CANNOT AND DO NOT GIVE ANY ASSURANCES
THAT DTC, T}TE DIRECT PARTICIPANTS OR TTIE INDIRECT PARTICIPANTS WILL DISTRIBUTE TO
T}IE BENEFICIAL OWNERS OF THE BONDS (1) PAYMENTS OF PRINCIPAL OR INTEREST ON TFIE
BONDS, (2) CONFTRMATION OF BENEFICIAL OWNERSHIP INTEREST IN THE BONDS, OR(3) NOTICES
SENT TO DTC OR CEDE & CO., ITS NOMINEE, AS TFIE REGISTERED OWNER OF THE BONDS, OR
THAT THEY WILL DO SO ON A TIMELY BASIS, OR THAT DTC, DIRECT PARTICTPANTS OR INDIRECT
PARTICIPANTS WILL SERVE AND ACT IN TTIE MANNER DESCRIBED IN THIS OFFICIAL STATEMENT.
T}IE CURRENT 'RULES* APPLICABLE TO DTC ARE ONFILE WITH T}IE SECURITIES AND EXCHANGE
COMMISSION, AND THE CURRENT'PROCEDURES'OF DTC TO BE FOLLOWED IN DEALING WITH
DIRECT PARTICIPANTS ARE ON FILE WITH DTC.

NEITHER THE CITY, PGW NOR THE FISCAL AGENT SHALL HAVE ANY RESPONSIBILITY OR
OBLIGATION TO ANY DIRECT PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER
OR ANY OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE FISCAL AGENT AS
BEING A BONDHOLDER WITH RESPECT TO (I) THE BONDS; (2) TFIE ACCURACY OF ANY RECORDS
MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; (3) TFtr
PAYMENT BY DTC OR ANY DTRECT PARTICTPANT OR TNDIRECT PARTICIPANT OF ANY AMOLI{T
DUE TO ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL OR INTEREST ON THE BONDS;
(4) T}IE DELIVERY BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT OF ANY
NOTICE TO ANY BENEFICIAL OWNER WHICH IS REQUTRED OR PERMITTED UNDER TFTE TERMS OF
THE 1998 GENERAL ORDINANCE TO BE GIVEN TO BONDHOLDERS; OR (5) ANY CONSENT GI-N OR
OTHER ACTION TAKENBY DTC AS REGISTERED OWNER OF THE BONDS.

The City may determine to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, Bond certificates will be prepared and delivered as described in the
Ninth Supplemental Ordinance.
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So long as Cede & Co. is the registered owner of the Bonds as nominee of DTC, references herein to the

Holders, holders, owners or registered owners of such Bonds shall mean Cede & Co. and shall not mean the
Beneficial Owners of the Bonds.

In the event that the Book-Entry-Only System is discontinued and the Beneficial Owners become registered

owners of the Bonds, the following provisions applicable to registered owners would apply: (i) Bonds may be

exchanged for an equal aggregate principal amount of Bonds of the same maturity and series in other authorized
denominations. upon surrender thereof at the designated corporate trust office of the Fiscal Agent; (ii) the transfer of
any Bonds may be registered on the books maintained by the Fiscal Agent for such purpose only upon the surrender

thereof to the Fiscal Agent together with a duly executed assignment in form satisfactory to the City and the Fiscal

Agent; and (iii) for every exchange or registration of transfer of Bonds, the Fiscal Agent may impose a charge

sufficient to reimburse it for any tax, fee or govenrmental charge required to be paid with respect to such exchange

or registration oftransfer ofthe Bonds.

Optional Redemption

The Bonds are not subject to optional redemption prior to maturity.

Transfer of Bonds

Bonds are transferable and exchangeable by the Registered Owners thereofat the designated corporate trust
office of the Fiscal Agent in Philadelphi4 Pennsylvania in the manner and subject to the limitations contained in the

and 1998 General Ordinance and the Ninth Supplemental Ordinance. The Fiscal Agent shall not be required to issue

or to register the transfer of or exchange any Bonds during the period five (5) days prior to any interest payment date

for such Bonds.

SOURCES OF PAYMENT AND SECURITY FOR THE BONDS

Pledge of Revenues and Funds

The Bonds are being issued as Senior 1998 Ordinance Bonds and are secured solely by and payable solely
from Gas Works Revenues and the 1998 Ordinance Sinking Fund, including the 1998 Ordinance Sinking Fund
Reserve therein, as provided in the Act, the 1998 General Ordinance and the Ninth Supplemental Ordinance. Gas

Works Revenues include all operating and non-operating revenues of the Gas Works derived from its activities and

assets involved in the supply, manufacture, storage and distribution of gas, including all rents, rates and charges

imposed or charged by the City upon the owners or occupants ofproperties connected to, and upon all users of, gas

distributed by the GasWorks and all other revenues derived therefrom and all other income derived by the City from
the Gas Works. Revenues derived from activities unrelated to the supply, manufacture, storage and distribution of
gas or assets related thereto shall not be included in Gas Works Revenues, provided that the Gas Works receives fair
payment for the use of gas related assets and personnel of the Gas Works used in such activities, which payments

shall be included in Gas Works Revenues. At such time as there are no 1975 Ordinance Bonds outstanding, Gas

Wor'ks Revenues shall not include any portions of the Gas Works' rents, rates and charges, if any, which are

securitized and sold pursuant to the 1998 General Ordinance.

The Act subjects all monies deposited in the 1998 Ordinance Sinking Fund. including the 1998 Ordinance
Sinking Fund Reserve, to a security interest for the 1998 Ordinance Bonds until such monies are properly disbursed

and provides that no bonds issued under the Act shall pledge the credit or ta"ring power of the City or create any debt
or charge against the tar or general revsnues ofthe City or create any lien against any property ofthe City otler than

Gas Works Revenues and monies deposited in the 1998 Ordinance Sinking Fund.

The pledge of the Gas lYorks Revenues to secure the Senior 1998 Ordinance Bonds issued under the
1998 General Ordinance (including the Bonds) is at all times subject and subordinate to the pledge of Pro.iect
Reverues under the 1975 General Ordinance securing the 1975 Ordinance Bonds. Gas Works Revenues and

Project Revenues are treated by PGW as the same revenues and include grants from the City, properly authorized,
including, if applicable and if so authorized, any grant back to PGW of any portion of PGW's Base Payment to the
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City. See "SECURITY - Priority in Application of Revenues." As of March 3I,2009, $263,053,000 aggegate
principaf amount of 1975 Ordinance Bonds remained outstanding under the 1975 General Ordinance, 89A2,42A,000
aggregate principal amount ofsenior 1998 Ordinance Bonds and $10,115,000 ofSubordinate 1998 Ordinance
Bonds were outstanding under the 1998 General Ordinance.

PGW has sold the right to receive the earnings through the year 2019 on approximately $53.6 million of
deposits (of total deposits of slightly more than $98.0 million) in the 1975 Ordinance Sinking Fund Reserve and the
1998 Ordinance Sinking Fund Reserve pursuant to two separate investment agreements among FSA Capital Markets
Services LLC, the Fiscal Agent and the City (the "Guaranteed Investment Contracts") dated August 23, 2002.
PGW's proceeds from the Guaranteed Investment Contracts of approximately $20.1 million were treated as Project
Revenues under the 1975 General Ordinance and Gas Works Revenues under the 1998 General Ordinance in the
year received. The portion of such earnings on the 1975 Ordinance Sinking Fund Reserve and the 1998 Ordinance
Sinking Fund Reserve which has been sold pursuant to the Cuaranteed lnvestment Contracts no longer belongs to
PGW and therefore does not constitute Project Revenues or Gas Works Revenues and are not subject to the lien and
security interest of the 1975 General Ordinance or the 1998 General Ordinance.

Covenant Against Commingling with Other City Funds

The City has covenanted in the Ordinance and the Ninth Supplemental Ordinance that so long as any of the
respective Eighth Series Bonds remain outstanding, all pledged Gas Works Revenues shall be deposited and held in
and disbursed from, one or more unsegregated accounts of PGW which shall be separate from and not commingled
with the consolidated cash account of the City or any other account of the City not held exclusively for PGW
purposes. See "RJMEDIES OF BONDHOLDERS."

The proceeds of the Bonds which remain available for payment of the costs of refunding of the Refunded
Bonds, after payment of the Termination Payment, financing costs and the required payment into the 1998
Ordinance Sinking Fund Reserve, will be used on tfte Issue Date to redeem a portion of the Refunded Bonds.

The effectiveness ofthe separation ofproceeds ofthe Bonds and revenues from other City accounts may be

limited under certain circumstances, including a bankruptcy iiling by the Cify. See "SOURCES OF PAYMENT
AND SECURIry FOR THE BONDS'' and ''REMEDTES OF BONDHOLDERS'' herein. Pursuant to the 1998
General Ordinance, all monies deposited in the Sinking Fund established under the 1998 General Ordinance
(including the 1998 Ordinance Sinking Fund Reserve), are subject to a security interest in favor of all Holders of the
Bonds until such monies are properly disbursed. See "SECURITY - Pledge of Revenues and Funds" herein.

Priority in Application of Revenues

Project Revemres - 1975 Ordinance Bonds

The I 975 General Ordinance creates a lien on and pledge of all Project Revenues of PGW for the benefit of
the Holders of 1975 Ordinance Bonds and creates a priority in application of Project Revenues in each Fiscal Year
as follows:

First, to Net Operating Expenses (i.e. Operating Expenses exclusive of City Charges);

Second, to required payments into the 1975 Ordinance Sinking Fund to pay the principal of, and interest
on, all 1975 Ordinance Bonds and, if required, to accumulate funds in, or to restore any deficiency in, the 1975

Ordinance Sinking Fund Reserve;
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Third, to the payment of any general obligation bonds which have been adjudged to be self-liquidating on
the basis of expected revenues from PGW;l

. Fourth, to the payment of interest and sinking fund charges of other general obligation debt incurred for
PGW'and

Fifth, to the payment of City Charges,2 including any Base Payment due to the City.l

City Charges are the proportionate charges for services performed for the Gas Works by all officers,
departments, boards or commissions of the City which are contained in the computation of Operating Expenses of
the Gas Works including without limitation, the expenses of the Gas Commission and also means the base payments

to the City contained in the agreement between the City and the manager of the Gas Works and all other payments

made to the City from Project Revenues. During PGW's Fiscal Years 20A4-2008, City Charges exclusive of the

$18,000,000 Base Payment and of rate hearing charges have averaged approximately $1,451,000 per year.

The 1975 General Ordinance provides that all interest and income earned on monies held in the 1975

Ordinance Sinking Fund Reserve may, to the extent not required to comply with the requirements of the 1975

Ceneral Ordinance relating to the 1975 Ordinance Sinking Fund Reserve, and to the extent not sold pursuant to the

Guaranteed Investment Contracts referred to under 'SOURCES OF PAYMENT AND SECURITY FOR TFIE
BONDS - Pledge of Revenues and Funds" above, be transferred to the operating funds of PGW to be applied as

Project Revenues in accordance with the terms of the 1975 General Ordinance. To the extent that in any Fiscal Year
a balance remains in the Project Revenues (after application under the 1975 General Ordinance as modified by the
1998 General Ordinance and the 2005 Note Ordinance), such balance, upon approval of the Gas Commissioa, may
be paid to the City, provided that in a given Fiscal Year such balance does not exceed the amount of the 1975

Ordinance Sinking Fund Reserve earnings transferred to the operating funds of PGW during the same Fiscal Year.

Gas Worlcs Revenues - 1998 Ordinance Bonds

The 1998 General Ordinance creates a lien on and security interest in all Gas Works Revenues for the

benefit of the Holders of the Bonds and creates a priority in application of Gas Works Revenues in each Fiscal Year
as follows:

First, to Net Operating Expenses (i.e. Operating Expenses exclusive of City Charges) then payable;

Second, to debt service on the 1975 Ordinance Bonds issued under the 1975 General Ordinance and

amounts required to be paid into the Sinking Fund Reserve under the 1975 General Ordinance;

Third, to debt service on Senior 1998 Ordinance Bonds, payments (other than termination payments) due to
the issuers of Qualified Swaps and Exchange Agreements related to Senior 1998 Ordinance Bonds and payments

due in respect of obligations of the Gas Works to The Philadelphia Municipal Authority existing on the date of
adoption of the 1998 General Ordinance (such obligations to The Philadelphia Municipal Authority being referred to
herein as the "Prior Obligations");

Fourth, to payments due to issuers of Credit Facilities related to Senior 1998 Ordinance Bonds;

No general obligation debt of the City desuibed in items Third and Fourth above is currently outstanding.

City Charges include charges for services performed for PGW by various City departments, including the

expenses of the Gas Commission. During PGW's Fiscal Years 2004 through 2008, City Charges
(exclusive of the $18,000,000 Base Payment and of rate hearing charges) have averaged approximately

$ I ,45 1,000 per year.

The City's Eighteenth Five-Year Plan contemplates that in each of the Fiscal Years 2010 through 2014,the
Cify will make a grant to PGW equal to the annual payment received from PGW in such Fiscal Years.
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Fifth, to debt service on Subordinate 1998 Ordinance Bonds and payments due in respect of obligations of
PGW on a parity with Subordinate 1998 Ordinance Bonds (including notes issued under the City's General
Inventory and Receivables Financing Act and the Note Ordinance, as supplemented, or any similar ordinance, and
amounts payable to the provider of a Credit Facility in respect of such notes) and payments (other than termination
payments) due to the issuers of Qualified Swaps and Exchange Agreements related to Subordinate 1998 Ordinance
Bonds;

Sixth, to payments due to issuers of Credit Facilities related to Subordinate 1998 Ordinance Bonds;

Seventh, to required payments of the Rebate Amount to the United States;

Eighth, to replenishment of any deficiency in the Sinking Fund Reserve;

Ninth, to payment of general obligation bonds of the City adjudged to be seltliquidating from Gas Works
Revenues';

Tenth. to debt service on other general obligation bonds issued for the Gas Worksr and

Eleventh, to City Charges2 and any other proper purpose of the Gas Works (including any termination
payments to issuers of Qualified Swaps and Exchange Agreements), except Unrelated Expenses.

Operaling Exoefises

Operating Expenses are defined in the 1975 General Ordinance and the 1998 General Ordinance as all costs
and expenses of the Gas Works necessary and appropriate to operate and maintain the Gas Works in good operable
condition during each Fiscal Year, and include, without limitation, the manager's fee, salaries and wages, purchases
of service by contract, costs of materials, supplies and expendable equipment, maintenance costs, costs of any
property or the replacement thereof or for any work or project, related to the Gas Works, which does not have a
probable useful life of at least five years, pension and welfare plan and workmen's compensation requirements,
provision for claims, refunds and uncollectible receivables and for City Charges, all in accordance with generally
accepted municipal accounting principles consistently applied, but shall exclude depreciation and interest and
sinking fund charges. The 1998 General Ordinance, however, excludes Unrelated Expenses (consisting of those
expenses which are unrelated to the supply, manufacture, storage and distribution of gas or assets related thereto)
from the definition of Operating Expenses.

Rate Covenant and Rate Requirements

1975 Ordinance Bonds

The 1975 General Ordinance contains the 1975 Ordinance Rate Covenant requiring that, so long as 1975

Ordinance Bonds are outstanding, at a minimum, the City impose, charge and collect in each Fiscal Year, such gas

rates and charges as shall, together with all other Project Revenues to be received in such Fiscal Year, equal not less

than the greater of (a) the sum of all Net Operating Expenses payable during such Fiscal Year plus (i) 150% of the
debt service requirements for such year on all outstanding 1975 Ordinance Bonds and (ii)the amount, if any,
required to be paid into the 1975 Sinking Fund Reserve during such year, or (b) the sum of all Net Operating
Expenses payable during such Fiscal Year plus (i) the debt service requirements for such year on all outstanding
1975 Ordinance Bonds and all outstanding City general obligation bonds issued for improvements to PGW and
(ii) all amounts, if any, required during such year to be paid into the 1975 Sinking Fund Reserve. For a further

No general obligation debt of the City described in items Ninth and Tenth above is currently outstanding.

City Charges include charges for services performed for PGW by various City deparrments, including the
expenses of &e Gas Commission. During PGW's Fisca! Years 2004 through 2008, City Charges
(exclusive of the $18,000,000 Base Payment and of rate hearing charges) have averaged approximately
$ 1.45 1.000 per year.
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discussion of the 1975 Rate Covenant and other rate requirements applicable to PGW, see "PGW B[IDGET,
RATES AND FINANCES - Debt Service Coverase Ratio."

1998 Ordinance Bon*

The 1998 General Ordinance contains a covenant that requires the City, for so long as the 1998 Ordinance
Bonds are outstanding, at a minimum, to impose, charge and collect in each Fiscal Year of the Gas Works such gas

rates and charges as shall, together with all other Gas Works Revenues to be received in such Fiscal Year, equal not
less than the greater of (a) or (b) below:

(a) The sum ofi

(i) all Net Operating Expenses payable during such Fiscal Year;

(ii) all principal of and interest on 1975 Ordinance Bonds issued and outstanding
under the 1975 General Ordinance payable during such Fiscal Year and amounts required to be paid into the Sinking
Fund Reserve under the 1975 General Ordinance during such Fiscal Year;

(iii) 150% ofthe amount required to pay Sinking Fund deposits required during such
Fiscal Year in respect of all Outstanding Senior 1998 Ordinance Bonds and 100% of the amounts payable in respect

of the Prior Obligations during such Fiscal Year;

(iv) the amount required to pay Sinking Fund deposits required during such Fiscal
Year in respect of all Outstanding Subordinate 1998 Ordinance Bonds and other obligations of the Gas Works on a
parity with Subordinate 1998 Ordinance Bonds payable during such Fiscal Year;

(v) the amount, if any, required to be paid into the Sinking Fund Reserve during
such Fiscal Year;

(vi) the Rebate Amount required to be paid to the United States during such Fiscal
Year; and

(vii) the amounts required to be paid to the issuers of Credit Facilities and the
providers of Qualified Swaps and Exchange Agreements during such Fiscal Year; or

(b) The sum of:

(i) all Net Operating Expenses payable during such Fiscal Year;

(ii) all principal of and interest on 1975 Ordinance Bonds issued and outstanding
under the 1975 General Ordinance payable during such Fiscal Year and amounts required to be paid into the Sinking
Fund Reserve under the 1975 General Ordinance during such Fiscal Year;

(iii) all Sinking Fund deposits required duriag such Fiscal Year in respect of all
Outstanding 1998 Ordinance Bonds and all amounts payable in respect of obligations of the Gas Works which are

on a parity with any of the 1998 Ordinance Bonds and in respect of general obligation bonds issued for
improvements to the Gas Works and all amounls, if any. required during such Fiscal Year to be paid into the Sinking
Fund Reserve:

(iv) the Rebate Amount required to be paid to the United States during such Fiscal
Year; and

(v) the amounts required to be paid to the issuers of Credit Facilities and the
providers of Qualified Swaps and Exchange Agreements during such Fiscal Year.
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ln calculating PGW's compliance with the rate covenant with respect to 1998 Ordinance Bonds set forth
above, required sinking fund deposits are calculated without regard to the effect of any Qualified Swap. For a

further discussion of the Rate Covenant and other rate requirements applicable to PCW, see "PGW BUDGET,
RATES AND FINANCES - Debt Service Coverase Ratio."

Sinking Fund

1975 Ordinance SinkinE Fund

Pursuant to the Act, the 1975 General Ordinance establishes the 1975 Ordinance Sinking Fund for the
benefit and security of the Holders of all 1975 Ordinance Bonds to be held separate and apart *om all other
accounts of the City and directs the Director of Finance to deposit therein from the pledged revenues in each Fiscal
Year such amounts as will, together with interest and profits eamed and to be eamed on investments held therein, be

sufficient to accumulate, on or before each interest and principal payment date of the 1975 OrdinanceBonds, the
amounts required to pay the principal of and interest on the 1975 Ordinance Bonds then becoming due and payable.
It is the current practice of the City to make deposits into the 1975 Ordinance Sinking Fund on or immediately prior
to the date on which debt service payments are due. To the extent monies are on deposit in the 1975 Ordinance
Sinking Fund which are not currently required for the payment of debt service, such monies shall be invested at the
direction and under the management of the Director of Finance. The 1975 Ordinance Sinking Fund is a consolidated
fund for the equal and proportionate benefit of the Holders of all 1975 Ordinance Bonds from time to time
outstanding under the 1975 General Ordinance and may be invested and reinvested on a consolidated basis. Interest
and profit from any such investment shall be added to the 1975 Ordinance Sinking Fund and credited in reduction of
or to satis$r required deposits into the 1975 Ordinance Sinking Fand. The 1975 Ordinance Sinking Fund, including
the 1975 Ordinance Sinking Fund Reserve estqblished therein, is established solely for the benefit and security of
the Holders of 1975 Ordinance Bonds. Neither Holders of 1998 Ordinance Bands, including the Bands, nor q

Qualified &vap Provider of Qualified Swaps, shall have any claim to amounts in the 1975 Ordinance Sinking Fund.

1998 Ordinance Sinkins Fund

PursuanJ to the Act, the 1998 General Ordinance eslablishes the 1998 Ordinance Sinking Fund for the
benefit and security of the Holders of all 1998 Ordinance Bonds to be held in the name of the City separate and apart
from all other accounts of the City and directs the Director of Finance to deposit therein &om the Gas Works
Revenues in each Fiscal Year such amounts as will, together with interest and profits eamed and to be earned on
investments held therein, be sufficient to accumulate (exclusive of the amount in the Sinking Fund Reserve), on or
before each interest and principal payment date of the 1998 Ordinance Bonds, the amounts required to pay the
principal of and interest on the 1998 Ordinance Bonds then becoming due and payable. It is the curent practice of
the City to make deposits into the Sinking Fund on or immediately prior to the date on which debt service payments
are due. To the extent monies are on deposit in the Sinking Fund which are not currently required for the payment
of debt service, such monies shall be invested at the direction and under the management of the Director of Finance
of the City. The 1998 Ordinance Sinking Fund is a consolidated fund for equal and proportionate benefit of the
Holders of all 1998 Ordinance Bonds from time to time Outstanding under the 1998 General Ordinance and may be
invested and reinvested on a consolidated basis. The principal ofand interest and profits (and losses, ifany)realized
on investments in the 1998 Ordinance Sinking Fund shall be allocated pro rata among the series of 1998 Ordinance
Bonds or the specific 1998 Ordinance Bonds in respect of which such investments were made without distinction or
priority. Payments shall be made from the 1998 Ordinance Sinking Fund in the order of priority set fodh in the
1998 General Ordinance, except that monies (and the investments thereof) specifically deposited for the payment of
any particular installment of principal, interest (including capitalized interest) or premium in respect of particular
1998 Odinance Bonds shall be held and applied exclusively to the payment of such particular principal, interest or
premium. The 1998 Ordinance Sinking Fund. including the 1998 Ordinance Sinking Fund Reserve estqblished
therein, is estqblished solelyfor the benefit of the Holders of 1998 Ordinance Bonds, including the Bonds. Neither
Holders of 1975 Ordinance Bonds nor a QualiJied Swap Pro,-ider of a Qualifed Swap shqll h6ve any claim ta
amounts in the 1998 Ordinance Sinking Fund.
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Sinking Fund Reserve

1975 Ordinance Sinkins Fund Reserve

The 1975 General Ordinance establishes the 1975 Ordinance Sinking Fund Reserve as part of the 1975

Ordinance Sinking Fund. The City is required to deposit in the 1975 Ordinance Sinking Fund Reserve from the
proceeds of sale of each series of 1975 Ordinance Bonds an amount equal to the maximum amount required in any
Fiscal Year to pay the principal ofand interest on the 1975 Ordinance Bonds ofsuch series coming due and payable
in that Fiscal Year unless the supplemenfal ordinance authorizing the series of 1975 Ordinance Bonds authorizes the
accumulation from Project Revenues of a reserve of such amount over a period of not more than six Fiscal Years
after the issuance and delivery of the 1975 Ordinance Bonds. The money and investments {valued at market) in the
1975 Ordinance Sinking Fund Reserve must be held and maintained, at all times, in an amount equal to the
maximum principal and interest requirements of all outstanding 1975 Ordinance Bonds in any subsequent Fiscal
Year. The City verifies the value of amounts in the 1975 Ordinance Sinking Fund Reserve on a periodic basis. As
of March 31, 2A09, the value of the funds and investments on deposit in the 1975 Sinking Fund Reserve was
required to be at least $32.3 million, and the amount in the 1975 Ordinance Sinking Fund Reserve met this
requirement.

If, at any time and for any reason, the monies in the 1975 Ordinance Sinking Fund (other than the 1975

Ordinance Sinking Pund Reserve) are insufficient to pay, as and when due, debt service on iury 1975 Ordinance
Bonds, the 1975 Ordinance Sinking Fund Depositary is required to pay over to the Fiscal Agent, from the 1975

Ordinance Sinking Fund Reserve, the amount of the deficiency. The 1975 Ordinance Sinking Fund and 1975

Ordinance Sinking Fund Reserve are managed by, and invested and reinvested under the direction of, the Director of
Finance of the City. The 1975 General Ordinance provides that interest and income earned on monies held in the
1975 Ordinance Sinking Fund Reserve may be transferred and paid by the Director of Finance to the operating funds
of PGW and applied as Project Revenues in the manner described under "SOURCES OF PAYMENT AND
SECURITY FOR THE BONDS- Priodty in Application of Revenues." The 1975 Ordinance Sinking Fund
Resertte is established solely for the benefit and security af the Holders of 1975 Ordinance Bonds. Neither holders
of 1998 Ordinance Bonds, including the Holders of the Bonds, nor a Qualified Swap Provider, shall have any claim
to amounts in the 1975 Ordinance Sinking Fund Reserve.

1998 Ordinance Sinking Fund Resene

The 1998 General Ordinance establishes the 1998 Ordinance Sinking Fund Reserve as part of the 1998
Ordinance Sinking Fund. The City is required to deposit to the credit of the 1998 Ordinance Sinking Fund Reserve
from the proceeds of sale of each series of bonds issued under the 1998 General Ordinance and/or Gas Works
Revenues an amount which, together with other amounts in the Sinking Fund Reserve, equal the maximum amount
required in any Fiscal Year to pay principal of and interest on the 1998 Ordinance Bonds of such series coming due
and payable in that Fiscal Year. In lieu of a deposit to the credit of the 1998 Ordinance Sinking Fund Reserve or in
substitution for amounts in the 1998 Ordinance Sinking Fund Reserve, the City may provide one or more letters of
credit or other Credit Facilities in the same aggregate amount, issued by a provider or providers whose credit
facilities are such that bonds secured by such credit facilities are rated in one of the three (3) highest rating
categories by Moody's lnvestors Service. Inc., Fitch Ratings or Standard & Poor's Ratings Service, a Division of
The McGraw-Hill Companies, Inc., all in the manner described under "The 1998 General Ordinance - Sinking
Fund and Sinking Fund Reserve" in APPENDIX D. Upon the issuance of the Bonds, the City shall deposit an

amount of cash into the 1998 Ordinance Sinking Fund Reserve and/or purchase one or more surety bonds, or letters
of credit such that the aggregate of such cash andlor surefy bonds or letters of credit shall be equal to the Sinking
Fund Reserve Requirement for the Outstanding Bonds under the 1998 Ordinance.

If, at any time and for any reason, the monies in the 1998 Ordinance Sinking Fund (other than the 1998
Ordinance Sinking Fund Reserve) are insuffrcient to pay, as and when due, debt service on any bond or bonds
secured by the 1998 Ordinance Sinking Fund Reserve, the 1998 Ordinance Sinking Fund Depositary is required to
pay over to the Fiscal Agent, from the 1998 Ordinance Sinking Fund Reserve, the amount of the deficiency. If by
reason of such withdrawal (including draws on any Credit Facilities held to satisfu the Sinking Fund Reserve
Requirement) or for any other reason there shall be a deficiency in the 1998 Ordinance Sinking Fund Reserve, the
City has covenanled to restore such defrciency (either by a deposit of funds or the reinstatement of the cash limits of
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the Credit Facilities) within twelve (12) months. The 1998 Ordinance Sinking Fund Reserve shall be valued by the
Sinking Fund Depositary promptly after any withdrawal from the 1998 Ordinance Sinking Fund Reserve or any
other event indicating a possible deficiency in the 1998 Ordinance Sinking Fund Reserve and on August 3t of each
Fiscal Year of PGW. As of March 31, 2009, the value of the funds and investments on deposit in the 1998

Ordinance Sinking Fund Reserve was required to be at least $67.2 million and the amount in the 1998 Ordinance
Sinking Fund Reserve met this requirement. The 1998 Ordinance Sinking Fund and 1998 Ordinance Sinking Fund
Reserve are managed by, and invested and reinvested under the direction of, the Director of Finance of the City.
The 1998 Ordinance Sinking Fund Reserve is established solely for the benefit and security ofthe Holders of ./998
Ardinance Bonds, including the Bonds. l,{either Halders of 1975 Ordinance Bonfu nor Qwlified Swap Providers
shall hove any claim on amounls in the 1998 Ordinance Sinking Fund Reserve.

ADDITIONAL BONDS

Additional 1975 Ordinance Bonds

The 1975 General Ordinance permits the issuance of additional 1975 Ordinance Bonds on a parity with
other cunently outstanding 1975 Ordinance Bonds. The 1998 General Ordinance limits the issuance of additional
1975 Ordinance Bonds, providing that they may only be issued to refund prior 1975 Ordinance Bonds. In order to
issue 1975 Ordinance Bonds to refund prior 1975 Ordinance Bonds, among other requirements, it is necessary that a
financial report of the chief fiscal officer of the City be provided which determines that, over the amortization period
of the additional 1975 Ordinance Bonds. estimated Proiect Revenues will be sufficient to meet the 1975 Ordinance
Rate Covenant.

Additional 1998 Ordinance Bonds

The 1998 General Ordinance permits the issuance of additional 1998 Ordinance Bonds which may be either
Senior 1998 Ordinance Bonds, on a parity with outstanding Senior 1998 Ordinance Bonds, including the Bonds, or
Subordinate 1998 Ordinance Bonds. All 1998 Ordinance Bonds issued under the 1998 General Ordinance are
subordinated to the 1975 Ordinance Bonds. In order to issue additional 1998 Ordinance Bonds, among other
requirements, it is necessary that a financial report of the chief fiscal officer of the City be provided which
determines that, over the amortization period of the additional 1998 Ordinance Bonds, estimated Gas Works
Revenues will be sufficient to meet the 1998 Ordinance Rate Covenant.

Bond Anticipation Notes

The Act authorizes the City to issue revenue bond anticipation notes as well as Gas Works Revenue Bonds.
Section l6 of the Act provides that the City may issue its revenue bond anticipation notes which shall be payable by
exchange foro or out of the proceeds of the sale of, a designated series of revenue bonds referred to in the bond
anticipation notes. The reference to the revenue bonds shall specify a maximum rate of interest to be bome by said
bonds and may provide that said bonds shall be offered for sale, but if no proposals shall be received, the sole
remedy of the Holders of the revenue bond anticipation notes shall be either to accept the bonds at the specified
maximum interest rate, or to extend the maturity of the revenue bond anticipation notes for one or more specified
additional periods of not less than six months during which additional offers of the bonds may be made. At the
present time, there are no bond anticipation notes outstanding and the City has no present intention to issue revenue
bond anticipation notes.

OTHER OUTSTANDING DEBT OBLIGATIONS

Short-Term Borrowings

Cas Works Notes. The City is authorized to issue, from time to time, bonds or notes (collectively, the "Gas
Works Notes") pursuant to The Cif of Philadelphia Municipal Utility Inveniory and Receivables Financing Act of
the Commonwealth of Pennsylvania (the "lnventory and Receivables Financing Act") and the General lnventory and
Receivables Gas Works Revenue Note Ordinance of 2005 (Bill No. 051138, approved December 22,20til, us

amended by an Ordinance (Bill No. 070047, duly adopted by City Council on March l, 2007 , and signed by the
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Mayor on March 15,2AA7) (the "Amendment") (collectively, the "Note Ordinance") in amounts, as approved by the
Mayor, the City Controller and the City Solicitor or any two of them (the "Committee"), in a principal amount not to
exceed, in the aggregate, $200,000,000 at any one time outstanding. Such amount can, in the fulure, be increased or
decreased by action of City Council. The proceeds of the Gas Works Notes may be used to finance or refund the
costs of acquisition or funding of Inventory or Receivables (as such terms axe defined in the Note Ordinance) of
PCW or to refund Gas Works Notes. The Gas Works Notes are junior in priority of payment to the 1975 Ordinance
Bonds and the Senior 1998 Ordinance Bonds and are on a parity with Subordinate 1998 Ordinance Bonds and
payments due in respect of obligations on a parity with Subordinate 1998 Ordinance Bonds. The Note Ordinance
provides that the final maturity date of Gas Works Notes shall be no later than the earlier of 27A days after their
respective dates of issuance, 13 months from the date of initial issuance of any installment of any Gas Works Note
undertheNoteOrdinanceorAugust3l,2010. AsofJune30,2009,therewerenooutstandingGasWorksNotes
issued under the City's commercial paper program for PGW. Payment of the principal of and interest on all Gas
Works Notes outstanding is secured by a letter of credit issued by JPMorgan Chase Bank, National Association,
which expires on May 29,2010. See APPENDIX B - "lndependent Consultant's Engineering Report - Projected
Revenue Requirements" and "- Adequacy of Projected Revenues to Meet Projected Revenue Requirements Under
Ordinance Requirements."

The Note Ordinance requires establishment of a sinking fund for the benefit and security of the Holders of
each series of the Gas Works Notes. The City covenants to deposit to the credit of the sinking fund for the Gas

Works Notes from Gas Works Revenues such amounts as will, together with interest and profits eamed and to be

earned on investments held therein, be sufficient to pay, on or before each payment date of the Gas Works Notes, the
amount required, after taking into account amounts paid from refunding Gas Works Notes and credit support
instruments, to pay the Gas Works Notes then becoming due and payable.

Interfund Borrowins. It is PGW's practice to make interfund loans from various consolidated accounts of
PGW for payment, as necessary, of PGW obligations, including debt service on bonds issued under the General
Ordinances. PGW anticipates that it will reimburse such accounts as revenues are received by the end of each Fiscal
Year during which such withdrawals were made.

City Loan

On November 27 ,2A00, the City and PGW, acting through PFMC, entered into a Loan Agreement pursuant
to which the City agreed. subject to certain terms and conditions, to loan S45,000,000 to PGW (the "City Loan").
The City Loan did not bear interest. Prqceeds of the City Loan were deposited to the credit of a segregated account
held by PGW and eamings on such account were transferred to the Cify. The City Loan was unsecured and was

subordinated in priority of payment to the 1975 Ordinance Bonds, the Senior 1998 Ordinance Bonds, the

Subordinated Bonds and the Gas Works Notes. On August 29,2008 PGW satisfied the City Loan in full and the

City Loan is no longer outstanding.
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REMEDIES OT' BONDHOLDERS

Remedies under the Act and the 1975 General Ordinance available to Holders of the 1975 Ordinance
Bonds and remedies under the Act and the 1998 General Ordinance available to Holders of 1998 Ordinance Bonds,
including Holders of the Bonds, and to any trustee for Bondholders appointed by the Holders af 25Yo in principal
amount of any series of bonds in default, are described in the summaries contained in APPENDIX D hereto. In
addition to the remedies described therein, Bondholders or a trustee therefor are entitled under the Pennsylvania
Uniform Commercial Code to all remedies of secured parties in respect of the Project Revenues or Gas Works
Revenues (as the case may, be) and the funds on deposit in the respective Sinking Funds; including the respective
Sinking Fund Reserves. The remedies of the Holders of 1998 Ordinance Bonds are subject to the prior lien of the
Holders of 1975 Ordinance Bonds on Project Revenues. So long as DTC or its nominee is the Registered Owner,
the remedies of Beneficial Owners are exercisable by means of written instructions given by them, as trarsmitted
through the respective Participants, to DTC.

Limitation on Remedies of Bondholders

The ultimate enforcement of Bondholders' rights upon any default by the Cif in the performance of its
obligations under the Act, the 1975 General Ordinance, the 1998 General Ordinance, the Ninth Supplemental
Ordinance, the Bond Authorization and the Bonds will depend upon the application of remedies provided in the Act,
the 1998 General Ordinance, the applicable Supplemental Ordinance and other applicable laws. Litigation may be

necessary to obtain relief in accordance with these remedies. Such litigation may be protracted and costly.
Remedies such as mandamus, specific performance or injunctive relief are equitable remedies that are subject to the
discretion of the courts.

The following references to the United States Bankruptcy Code (the "Bankruptcy Code") and certain
provisions of the Intergovernmental Cooperation Act (hereinafter defined) should not be construed as implying that
the City has any expectation or plan to seek to invoke the provisions of such statutes or that if the City were to seek

to invoke such provisions. that the consent of the Governor of Pennsylvania (the "Govemor") would be obtained.
Further, such references are not intended to imply that even if the City were to file for protection under the

Bankruptcy Code. any proposed restructuring would include a dilution of the sources of payment of and security for
the Bonds. The statutory provisions of the Bankruptcy Code pertaining to the City have not been subject to
extensive interpretation by the courts and there can be no assurance that the following discussion accurately reflects
the interpretation that a court might make.

Enforcement of Bondholders' rights may be limited by, and is subject to, the provisions of the Bankruptcy
Code, as now or hereafter enacted, or to other laws or legal or equitable principles which may aflect the enforcement
of creditors' rights. The lntergovernmental Cooperation Authority Act for Cities of the First Class (53 P.S.

sq 12720.101 etg9g.) (the "lntergovemmental Cooperation Act"), enacted in 1991, prohibi* the City fiom filing a

petition for relief under the Bankruptcy Code, I I U.S.C. 901, et seq. ("Chapter 9"), as long as the authority created

thereunder has outstanding any bonds issued pursuant to the lntergovernmental Cooperation Act- Ifno such bonds

are outstanding, the Intergovemmental Cooperation Act requires written approval by the Governor of the City's
petition and plan following a hearing, prior to a filing under Chapter 9 by the Cify. There are currently bonds

outstanding that were issued under tfte Intergovernmental Cooperation Act, which bonds are scheduled to mature at

various dates to and including the year 2023, subject to redemption prior to maturity. See "Background - The
Pennsylvania Intergovernmental Cooperation Authority" in APPENDIX C. If the Cif were to obtain authorization
from the Governor to file a petition under Chapter 9 of the Bankruptcy Code and in fact filed such a petition, the

enforcement of Bondholders' rights and remedies might be limited.

The filing of a petition under Chapter 9 operates as an automatic stay of the commencement or conlinuation
of any judicial or other proceeding against the debtor or its property. However, a petition filed under Chapter 9 does

not operate as a stay of application of pledged special revenues to the payment of indebtedness secured by such

revenues. Special revenues include receipts derived fiom the ownership or op€ration of systems that are used to
provide utility services and the proceeds of borrowings to finance such systems and would include the pledged
Project Revenues or Gas Works Revenues (as the case may be). The Bankruptcy Code further provides that special

revenues acquired by the debtor after commencement of a Chapter 9 case shall remain subject to any lien resulting
from any security agreement entered into by the debtor before the cornmencement. However, the lien on special
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revenues derived &om a system will be subject to the payment of the necessary operating expenses of that system.
Therefore, Gas Works Revenues acquired by the City before and after the filing of a Chapter 9 petition will remain

subject to the lien of the 1998 General Ordinance and the Ninth Supplemental Ordinance in favor of Holders of the
Bonds, but will be subject to the payment of PGW's necessary operating expenses as determined by the City (and
subject and subordinate to the pledge of Project Revenues under the 1975 General Ordinance for the security and
payment of the 1975 Ordinance Bonds). These operating expense payments could be inconsistent with the
requirement in the 1975 General Ordinance with respect to the 1975 Ordinance Bonds, that, under certain
circumstances, at least 50% of the Project Revenues be deposited in the 1975 Ordinance Sinking Fund on a daily
basis. If the pledged Project Revenues or Gas Works Revenues cannot support both the applicable debt service
requirements and operating expenses of PGW, it is possible that payments to Holders of the Bonds may be reduced.
The Bankruptcy Code also provides that a kansfer ofproperty ofa debtor to or for the benefit ofa bondholder, on
account of such bond, may not be avoided as a preferential transfer.

Unless a debtor consents or the plan proposed under Chapter 9 provides, the bankruptcy court may not
interfere with any of the property or revenues of a Chapter 9 debtor or with such debtor's use or enjoyment of any
income producing property. Accordingly, if the City should decide to use the proceeds of the Bonds or the Project
Revenues or the Gas Works Revenues (as the case may be) pledged for the benefit of the Sondholders other than to
benefit the Gas Works, it is unclear whether a bankruptcy court would have the power to interfere with that decision.
Even if a bankruptcy court had such power, the court, in the exercise of its equitable powers, could refuse to require
the Cify to use the proceeds of the Bonds and the Project Revenues or the Gas Works Revenues (as the case may be)
to pay Holden of the Bonds, could permit a subordination of the liens to new bonds if the former were found more
than "adequately protected" or could avail itselfofa broad range ofequitable remedies.

Under the Bankruptcy Code, a debtor may file a plan for the adjustment of its debts which may include
provisions modifying or altering the rights of creditors generally, or any class of them, secured or unsecured. The
plan, when confirmed by the court, binds all creditors who had notice or knowledge of the case and discharges all
claims against the debtor provided for in the plan, unless excepted from discharge by the plan. No plan may be

confirmed unless certain conditions are met, among which are that the plan is in the best interests of creditors, is
feasible and has been accepted by each class of claims impaired thereunder. Each class of claims has accepted the
plan if the votes of at least two-thirds in dollar amount and more than one-half in number of the allowed claims of
the class that are voted are cast in favor of the plan. Even if the plan is not so accepted, it may be confirmed if the
court finds that the plan is fair and equitable and certain other tests are met. Thus, under the provisions of the
Bankruptcy Code, a plan of adjustment could be imposed on the Bondholders that would give them less than their
anticipated rate of interest on the Bonds or possibly even less than a full return of their principal and/or extend the
time for payment of principal of or interest on the Bonds.

PHILADELPHIA GAS WORKS

General

PGW consists of real and personal property owned by the City and used for the acquisition, manufacture,
storage, processing and distribution of natural gas in the City, and all property, books and records employed and
maintained in connection with the operation, maintenance and administration of PGW. Included among such assets,

in addition to an extensive distribution system, are facilities forthe liquefaction, storage and vaporization of natural
gas to supplement the natural gas supply from pipeline transmission companies and facilities for storage. Such
facilities include two liquefied natural gas ("LNG") plants.

Of total billed gas revenues for the twelve month period ended August 31, 2008, approximately 72Vo were
derived from residential customers, approximately 25o/o were derived from commercial and industrial custorners and
approximately 3Yowerc derived from municipal and housing authority customers.

For an explanation of revenues and expenses, see "PGW BUDGET, RATES AND FINANCES,'
'MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL
CONDITION" and APPENDIX B. See also the table entitled "Historical Revenues and Debt Service Coverage"
below for future debt service payments.
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PGW Service Area, Gas Sales, and Accounts Receivable

PGW, the nation's largest municipally-owned gas utility, purchases, sells and distributes gas within the
limits of the City. The City's boundaries enclose an urbanized area of 129 square miles in southeastern
Pennsylvania along the Delaware River. Within these boundaxies, PGW maintains a distribution system with
approximately 3,024 miles of gas mains and approximately 466,814 service lines serving slightly more than a half
million customers. The mix of sales to PGW's customers, net of transportation sales, during each of the five Fiscal
Years ended August 31, is shown in the following table:

PERCENT OF GAS SALES FORTHE
YEARS ENDED AUGUST 31*

Residential
Commercial and Industrial

2004 2005
71.0 70.3
25.9 26.9

2006 2007 2008
70.9 71.7 74.3

25.7 25.0 22.9

3.4 3.3 2.8

100.0 100.0 100.0
Municipal andHousing Authority 3.1 2.8
TOTAL 100.0 100.0

*This information was obtained from PCW's historical records.

Five Year Summary of Gas Sales

Total gas sales for PGW are comprised of sales to firm and intemrptible customers. Firm customers
receive gas service under various schedules which anticipate no interuptions in the delivery of natural gas. Firm
service is sold to residential, commercial, and industrial customers, the Philadelphia Housing Authority and the City
depending on the type of service required and represent ed 96.2% of total gas sales by volume in Fiscal Year 2008.

Intemrptible sales service is offered to customers under schedules or contracts which anticipate and permit
intemrptions on short notice, generally in peak-load periods. Intemrptible gas service is sold to high volume
commercial and industrial customers and represented3.So/o of total gas sales in Fiscal Year 2008.

Gas Sales in Fiscal Year 2008 totaled 47.3 Bcf a reduction of 3.3 Bcf from the 2007 period.. Temperatures

during the 2008 heating season were warrner than normal and consistent with the prior year resulting in3,746 degree

days a decrease of 27 degree days or 0.7% less than experienced during the previous fiscal year. Sales to firm
customers of 45.5 Bcf were 2.4 Bcf lower than in Fiscal Year 2007. Associated intemrptible revenues decreased by
15.lo/o ta $26,679,000 reflecting a decrease of 0.9 Bcf in sales.

Gas Sales in Fiscal Year 2007 totaled 50.6 Bcf an increase of I .9 Bcf from the 2006 period. Temperatures

during the 2007 heating season were warmer than normal and slightly warmer than the prior year resulting 'n 3,773

degree days a decrease of46 degree days or 1.2 % less than experienced the previous fiscal year. Sales to firm
customers of 47 .9 Bcf were I .7 Bcf higher than in fiscal year 2A06. Associated interruptible revenues decreased by
6.20/oto $31,439,000 reflecting a slight increase of 0.3 Bcf in sales.

Gas Sales in Fiscal Year 2006 totaled 48.7 Bcf, a reduction of 9.6 Bcf from the 2005 period. Temperatures

during the 2006 heating season were warrner than normal and significantly warmer than the prior year resulting in
3,Sl9degreedays,adecreaseof50Sdegreedaysorll.T%lessthanexperiencedthepreviousfiscal year. Salesto
firm customers of 46.2 Bcf were 7,6 Bcf less than in Fiscal Year 2005. Associated interruptible revenues decreased

by 25.1% to $33,509,000 reflecting a 2.1 Bcf or 46.20/o decrease in sales.

Gas Sales in Fiscal Year 2005 totaled 58.3 Bct a reduction of 2.0 Bcf from the 2004 period. Temperafures

during the 2005 beating season were wanner than normal but slightly colder than the prior year resulting in 4,327
degree days, an increase of40 degree days or lolo greater than experienced in the previous fiscal period. Sales to
firm customers of 53.8 Bcf were 2.4 Bcf less than in the Fiscal Year 2004. Associated intemlptible revenues rose by
38.0% or $12.274.00A to $44.678"000 million reflectine a 0.4 Bcf or 9.9o/oincrease in sales.
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Gas Sales in Fiscal Year2004 totaled 60.3 Bcf, adeclineof 7.8 Bcf-fromthe 2003 period. Temperatures
during the 2004 heating season were warmer than normal and significantly warmer than the previous year resulting
in 1,287 degree days, a reduction of507 degree days or 10.6% less than experienced in the prior fiscal period. Sales

to firm customers of 56.2 Bcf were 5.8 Bcf less than in the Fiscal Year 2003. Associated intemlptible revelues
decreased by 17 .7o/o or $6,986,000 to $32,404,000 reflecting a 2.0 Bcf or 32.7o/o decline in sales.

Natural Gas

In Fiscal Year 2008 natural gas costs decreased by $27,358,000 or 5.1% from the prior year to a level of
$51 1,938,000 million. Natural Gas utilization requirements declined by 4.6 Bcf reflecting a migration of gas sales

customers towards transportation gas. The reduced natural gas utilized volume resulted in a $37,641,000 decrease

compared to the 2007 Fiscal Year. Natural gas prices increased slightly, resulting in an increase of $ 13,502,000,
2.7o/o or 25 cents per Mcf. Pipeline demand charges increased $6,793,000 compared to Fiscal Year 20Q7. Pipeline
refunds increased $ I 0,01 2,000 in Fiscal Year 2008 compared to Fiscal Y ear 2007 as a result of a large one time
pipeline settlement.

In Fiscal Year 2007 natural gas costs decreased by $85,781,000 or 13.7o/o from the prior year to a level of
$539,296,000. Natural gas utilization requirements rose by 3.0 Bcf despite a heating season very similar to the prior
fiscal year. The additional utilized volume resulted in a $30,573,000 increase compared to the 2006 Fiscal Year.
Natural gas prices fell resulting in decrease of $117,227,000, 19.7o/o or $2.02 per Mcf. Pipeline demand charges
increased $700,000 while natural gas refunds received from pipeline supplier settlements decreased $200,000.

In Fiscal Year 2006 natural gas costs increased dramatically by $l15,375,0A0 or 22.6%o from the prior year
to a level of $625,076,000. Gas utilization requirements declined by 9.9 Bcf reflecting a significantly warmer 2006
heating season, resulting in a$66,072,000 decrease compared to the 2005 Fiscal Year. A significant rise in the cost
of natural gas totaling $195,578,000,53.0o/o or $3.55 per Mcf more than offset the reduced volume of gas utilized.
Pipelinedemandchargesdecreasedby$13,866,000. Pipelinerefundsincreasedby$200,000fromFiscalYear2005.

In Fiscal Year 2005, natural gas costs increased dramatically by $58,833,000 or 13.0% from the prior year
to a level of $509,701,000. Sendout requirements declined by 3.6 Bcf reflecting continued customer conservation.
The heating season was slightly colder than the Fiscal Year 2004 period, resulting in a $20,211,000 decrease rvhen
compared to the 2004 Fiscal Year. Also, continued escalating prices for natural gas totaling $73,347,000 per Mcf
more than offset the lower volume of gas utilized for sendout. Pipeline demand charges increased by $6,150,000,
while the level of natural gas refunds received from pipeline supplier settlements rose by $453,000 compared to the
Fiscal Year 2004 period.

In Fiscal Year 2004, natural gas costs rose by $23,436,000 or 5.5Yo from the previous yearto a level of
$450,868,000. Sendout requirements declined by 7.4 Bcf, reflecting a wanner heating season compared to the much
colder Fiscal Year 2003 winter period, resulting in a $35,813,000 decrease compared to the 2003 Fiscal Year. In
addition, a significant rise in the cost of natural gas totaling $51,777,524, 15.7o/o or 75.5 cents per Mcf more than
offset the reduced volume of gas utilized for sendout, while pipeline demand charges rose by $1,915,000. The level
of natural gas refunds received from pipeline supplier settlements declined to $136,000, $5,555,000 less than the
prior year.

Accounts Receivable

Accounts receivable (net) of $99,304,000 increased by $10,686,000 or nearly 12.1%o*om August 31,2407
to August 31,2008, mainly due to firm transportation suppliers'billings and an increase in participation in the
Customer Responsibility Program (CRP). The accumulated provision for uncollectible accounts totaling
$140,435,000 dereased by $9,796,000 and should be satisfactory to cover uncollectible amounts in the estimated
accounts receivable balance at August 31, 2008.
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ACCOUNTS RECEIVABLE, RESERVE FOR BAD DEBT EXPENSE; NET WRITS-OFF EXPENSES'
DELINQUENT C{.JSTOIVIERS AND REI'ENI"IE STATIS?]CS

(DOLLAR ANIOLTNTS IN THOT'SANDS)

FISCAL YEAR ENDED.{TIGUST 3I

Actual
2W4

Actual
2005

Actual
2006

Actual
2007

Actual
2008

Billed Gas Revenues During the
Year
Accounts Receivable
Reserve for Bad Debt
Net Accounts Receivable at 8/31

Reserve for Bad Debt as a
Percentage of Accounts Receivable

Net Write-OlTs

Receivable as a Percentage ofBilled
Gas Revenues

Bad Debt Expense:

As a Percentage of Billed Gas
Revenues

295.114 243.249 238.849
(207,480) (168,88e) [s0,23t)
$87,634 $74,360 $88,618

70.3o/o 69.40/o 62.9o/o

$93.160

34.9o/o

s78.732 $58.658

27.Iyo 27.5o/o

$70,424 $40,132 $40,000

8.3o/o 4.5o/o 4.60/o

$786.406 $846.729 $899.174 $868,586 $842,287

323,340
(230.216)

$93,t24

71.2o/o

$69,332

4l.lo/o

$71,000

9.V/o

23.9o/o

165,479

l6.sYo

162,202

16.7o/o

149,72r

239,739
(140,435)

$99,304

58.6Vo

$46,796

28.5o/o

$37,m0

4.4o/o

15.4o/o

t47,010

As a Percentage of Accounts 22.V/o
Receivable

Delinquent Customers at 8/31 t67.576

PGW's most volatile and problematic expense item, outside of natural gas costs is bad debt expense and

associated customer accounts receivable balances Over the past five years, PGW has collected approximately 95%
of annual customer billings. PGW's bad debt expense over the past five years has ranged from $37,000,000 in
Fiscal Year 2008 to $71,000,000 in Fiscal Year2004.

The substantial decreases over the five year period in bad debt expense were primarily due to the increased

collection rate and timely write-off of accounts receivable balances. Enhancements and implementation of Act 201

changes to the billing system have given PGW full functionality to effectively manage its delinquent customer base.

PGW implemented a Collection Renewal Initiative ('CRI") in early Fiscal Year 2004. The CRI effort
covers Customer Service operations involved in the collection of delinquent accounts receivable. The renewal effort
is in response to increasing accounts receivable caused by higher natural gas prices during the winter heating
seasons. Over the past two fiscal periods, PGW has increased its collection rate to 95.5 o/o in 2008 and 95.8% in
2007, respectively. With these collection initiatives in place, PGW believes that the worst of the billing related
problems are in the past.

Management Agreement

PFMC has operated PGW pursuant to the Management Agreement since January l, 1973. Under the

Management Agreement, various aspects of PFMC's management of PGW are subject to review and approval by
the Gas Commission and, where authorization of City Council is required, recommendation of the City's Director of
Finance and/or the Gas Commission. The Gas Commission has various responsibilities for the oversight of the
operations of PGW; the City's Director of Finance oversees ceftain financial practices of PGW; and the City's Law
Department is the designated legal advisor to the Gas Commission and PGW. The Law Department has assigned
the representation of PGW to the Office of General Counsel of PGW. See "CITY GOVERNMENTAL
OVERSIGHT - Gas Commission" and "PGW BUDGET. RATES AND FINANCES" for discussions of the Gas

Commission.
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The term of the Management Agreement commenced on January I,1973 for a period of two years. In the
absence of notice of caacetlation, the term is automatically extended for additional two year periods. The term is

subject to cancellation by the City at any time, or upon the expiration of the two-year period, upon ninety days
notice. No cancellation will be effective unless and until approved by resolution or ordinance of Cify Council.

Management

Under the Management Agreement, PFMC is responsible for providing executive management of PGW.
The Management Agreement states that PFMC shall provide a chief executive officer, chief operating o{ficer, chief
financial officer and other personnel as deemed appropriate by PFMC. Certain PFMC personnel provided to PGW,
including the chief executive officer, chief operating officer and the chief financial officer, are subject to the
approval of the Gas Commission. PFMC' s officers also serve as officers of PGW.

The following are brief biographical descriptions of the current PFMC/PGW Senior Officers:

Thomas E. Knudsen. President and Chief Executive Officer. Mr. Knudsen joined PCW as Interim Chief
Financial Officer in March 2000. He served in that capacity until July 2001 when he was appointed Interim
President and Chief Executive Officer. Mr. Knudsen was appointed to his present position by PFMC in June 2002.
Prior to joining PGW, Mr. Knudsen was the founding partner of The Woodside Group, a management consulting
firm located in Stamford, Connecticut specializing in utility economics and regulation. For over 25 years, Mr.
Knudsen advised industrial, commercial and residential customers and groups, as well as regulatory commissions,
regarding appropriate utility operations, budgeting, pricing and rate design issues. Mr. Knudsen's involvement with
PGW dates from 1986, having served as a consultant to the Public Advocate in all rate and budget proceedings of
PGW before the Gas Commission from 1986 until 2000. His prior experience includes management consulting with
Touche Ross & Co. (now Deloitte & Touche), as Assistant to the Finance Administrator of the City of New York
and the United States Navy Supply Corp. Mr. Knudsen received his Masters of Business Administration degree in
Finance from Columbia University in 1968 and a Bachelor of Arts degree in Economics from Northwestem
University in 1964. He also seryes on the Energy Association of Pennsylvania's Board of Directors and has recently
been reappointed to the American Gas Association's Board of Directors.

Craig E. White. Executive Vice Presideni and Actine Chief Operating Officer. Mr. White was appointed
Acting Chief Operating Officer in July 2001. He is responsible for Field Operations, Customer Service, Sales and
Marketing, Corporate Preparedness, lnformation Services, and Gas Management issues. His previous positions at
PGW include: Senior Vice President, Marketing and Supply Services; Vice President, Marketing and New Business
Development; Manager, Gas Planning & Federal Regulatory Affairs; Administrator, Federal Regulatory Affairs;
Federal Regulatory Specialist; Planning Analyst; Demand Analyst; and Accounting Specialist. Mr. White received
his Bachelor of Science degree in Business Administration from Kutztown University in Kutztown, Pennsylvania,
and Master of Business Administration degree in Financial Management from Drexel University. Mr. White has

been a member of PGW's management team since January 1980. He also serves on the following: American Public
Gas Association's Board, the American Gas Association's Leadership Council and the Energy Association of
Pennsylvania's Executive Gas Board.

Josesh R. Bogdonavage" Senior Vice President - Finance. Mr. Bogdonavage was appointed Senior Vice
President, Finance in November 2000. His responsibilities include the oversight of PGW's Operating & Capital
Budget, Accounting & Reporting, and Treasury functions. Mr. Bogdonavage has over 36 years of diverse
experience in the finance area of PGW. He previously held the positions of Director, Budget & Financial
Forecasting; Manager, Budget & Financial Forecasting; Supervisor, Budget & Financial Forecasting Accounting
Assistant Supervisor; and Budget Analyst. Mr. Bogdonavage is a member of the American Gas Association's
Financial and Administrative Committee and the Energy Association of Pennsylvania's Finance Committee. Mr.
Bogdonavage received his Bachelor of Business Administration in Accounting tn 1972 from Temple University.

Randall J. Gyory. Senior Vice President - Operations & Customer Affairs. Mr. Gyory was appointed
Senior Vice President of Operations and Customer Affairs in August 2007. His responsibilities include overseeing
the Distribution and Field Services Operations, Call Center Operations, Credit and Collections, Regulatory
Compliance, Account Managemenl, Bill Processing, Universal Service Programs, Customer Service Center
Operations, Billing Systern operations and support. Prior to his current position, lv[r. Gyory served as Vice President
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of Customer Affairs. He also managed PGW's Program Management Office and led a team of functional and

business analysts in correcting and improving the billing system software issues associated with the transition from
their legacy billing system to a client server system. In his fwenty-nine years of experience at PGW, Mr. Gyory has

spent the majority of his career in the Distribution Department where he held several positions in Maintenance,
Construction and Engineering. Mr. Gyory received a Bachelor of Science degree in civil engineering from the
University of Pittsburgh.

Thomas L. Kucrynski. Senior Vice President - Offrce of Business Transformation & Information Services.
Mr. Kucrynski was appointed Senior Vice President of Business Transformation and Information Services in
August 2007. Mr. Kuc4ynski rejoined PGW in February 2004 as Vice President - Information Services & CIO. He
has over 30 years of experience in tnformation Technology including l8 years of prior experience at PGW. In his
present position, Mr. Kuczynski is responsible for all aspects of the Office of Business Transformation and
Information Services. He previously held the position of Director of Technology Strategic Planning for PG&E's
National Energy Group ("NEG"). In this role, he was responsible for new technology research and development,
strategy and architecture, business continuify planning, disaster recovery and security. Prior to joining NEG, Mr.
Kuczynski spent one year at Delmarva Power where he provided IT Strategic Planning Services to the Energy
Supply Group. Before Delmarva, Mr. Kucrynski spent l8 years at PGW where he led development efforts for
PGW's customer information system, credit and collection, automated meter reading and distribution leak tracking.
In 1993 Mr. Kuc4,nski was recognized by the American Gas Association with the Distribution Achievement Award
for his efforts in designing and building PGW's first mobile field service system. Mr. Kuczynski is a graduate of La
Salle College in Philadelphia, and the Executive MBA program at University of Maryland University College.

Abby L. Pozefsky. Eso.. Senior Vice President - Administration and General Counsel. Ms. Pozefsky was
appointed Senior Vice President and General Counsel in July 1998, and Senior Vice President, Administration and
General Counsel in 2005. She manages the Human Resources, Organizational Development, Risk Management,
Technical Compliance and Legal Departments. Ms. Pozefsky previously held the position of Chief Deputy Cify
Solicitor of Regulatory Affairs for the City of Philadelphia Law Department, where she was also General Counsel
for the Philadelphia Water Department and Airport. Having been licensed in four states, Ms. Pozefsky practiced law
with a private law firm, a communify legal services organization, and a state attomey general's office, and has

taught on a university level. Ms. Pozefsky received her Bachelor of Arts degree from the University of
Pennsylvania cum laude and a Juris Doctor degree from New York University Law School.

Cristina Coltro. Vice President - Customer Affairs. Ms. Coltro was appointed Vice President of Customer
Affairs in 2007. Her responsibilities include overseeing the Call Center Operations, Credit and Collections,
Regulatory Compliance, Commercial Resource Center, Account Management, Bill Processing, and Customer
Service Center Operations. Prior to her current position, Ms. Coltro served as the Director of Regulatory
Compliance, responsible for the Universal Services progrums, Customer Review Unit, Dispute Resolution Unit,
Program Management Office and Training Departrnent. Ms. Coltro received her Bachelor of Science degree in
Economics from Hunter College, New York, and a Master of Science degree in Energy and Environmental
Management and Policy from the University of Pennsylvania. She also serves on the Utility Emergency Service
funds (UESF) Board of Directors, and is a member of the Energy Association of Pennsylvania and the American
Gas Association Customer Services committees.

Raquel N. Guzman. Esq.. Vice President - Lesal and Associate General Counsel. Ms. Guanan was

appointed Vice President - Legal in August 2005 and Associate General Counsel in 2003. She, together with the
General Counsel and Assistant General Counsel, is responsible for PGW's Legal Department. Prior to joining
PGW's legal staff, Ms. Guzman was a Deputy City Solicitor for Regulatory Affairs for the City of Philadelphia and
also practiced at a major Philadelphia law firm in its real estate department. She holds a Juris Doctor degree from the
University of Pennsylvania Law School and an undergraduate degree from Harvard College.

Michael W. Handwerk. Vice President - Technical Compliance. Mr. Handwerk was appointed Vice
President of Technical Compliance in September 2005. In this capacity, he is responsible for services to Operations
involving regulatory compliance, chemical laboratory analyses and environmental related activities, as well as

development and implementation of operational changes and best practices. Mr. Handwerk's previous position was
Director, Operations Compliance & Technical Services. He has been with PGW since 1979. Mr. Handwerk is a
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member of the American Gas Association's Operations Safety Regulaiory Action Committee (OSRAC) and the
American Public Cas Association's Operations Committee. He is also a member of the Energy Association of
Pennsylvania's Gas Transmission and Distribution Committee, and the American Chemical Society. Mr. Handwerk
has a B.S. degree in Chemistry from Elizabethtown College, a B.A. degree in Corporate Managemeat from Ursinus
College, and a M.B.A. in Financial Management from Saint Joseph's University.

Steven P. Hershey. Vice President - Regulatorv & External Affairs. Mr. Hershey joined PGW as Vice
President, Community Initiatives in January 2004 and was appointed Vice President - Regulatory & External
Affairs in January 2006. In his current position, Mr. Hershey's primary responsibility is working with the President
and CEO and senior management regarding certain regulatory and stakeholder matters and developing initiatives to
enhance PGW's regulatory and legislative goals as well as improving PGW's relationship with various stakeholders,
including customers. Prior to joining PGW, Mr. Hershey was a partner in the law firm of Eckert, Seamans, Cherin &
Mellott, LLC of Philadelphia, Pennsylvania. He represented clients in matters involving energy,
telecommunications, and utility policy, implementation of competition, rate setting, conservation, customer service
and economics. Prior to becoming a partner at Eckert, Seamans, Cherin & Mellott, LLC, Mr. Hershey was a

Supewising Attomey for Community Legal Services of Philadelphia, Pennsylvania. While at CLS, Mr. Hershey
served as Lead Attomey for the Public Advocate, representing the interests of residential customers of Philadelphia
utilities from 1985 to 1998. Mr. Hershey's involvement with PGW dates back to approximately 1977 when he began
representing PGW's residential customers. Mr. Hershey has more than 30 years of experience in the utility and
energy field, including the practice of law. Mr. Hershey holds a B.A. degree from Hamilton College and a Juris
Doctor degree from Georgetown University Law Center.

Paul A. Mondimore. Vice President - Field Operations. Mr. Mondimore was appointed Vice President,
Field Operations in October 2002. He is responsible for PGW's Distribution and Field Services Departments. He
previously held many positions at PGW in the Distribution Department since commencing employment in June
198 I including: Director, Distribution Department; Project Manager, Mobile Dispatch Project; General Supervisor;
and Supervisor. Mr, Mondimore received his Bachelor of Science degree in Civil Engineering from Drexel
University. He has been a member of the American Cas Association, AGA Best Practices Group and the Energy
Association of Pennsylvania.

Douglas A. Moser. Vice President - Gas Mdnasement. Mr. Moser was appointed Vice Presidenl, Gas

Management in October 2002. He is responsible for PGW's Gas Processing; Gas Supply, Transportation &
Control; Gas Planning, Rates & Federal Regulatory; and Engineering & Facilities Departments. Since commencing
employment in September 1979 at PGW, he has held the following positions: Senior Project Manager in tlre
Strategic Planning Department; Manager, Gas Control and Manager, Gas Acquisition in the Gas Supply
Department; and Engineering Assistant, Production Engineer, Supervisor, Gas Conditioning, and Operations
Engineer in the Gas Processing Department. Mr. Moser received his Bachelor of Science degree in Chemical
Engineering from Pennsylvania State University aad his Master in Business Administration degree from Widener
University.

Jo Ann Muniz. Vice President - Supply Chain. Ms. Muniz was appointed Vice President of Supply Chain
in August 2007. She is responsible for PGW's Fleet Operations, Procurement and Materials Management
Departments. Since commencing employment in July 1980 as an Engineering Assistant in Gas Supply, she has held
many positions at PGW including: Fleet Engineer in Fleet Operations; Staff Engineer in the Engineering
Departrnent; and Internships in Field Services and Customer Affairs; Co-Project Manager of the Work Management
and Mobile Project Team; Project Manager of Customer Service Training and Process Development; Directol
Procurement and Contract Services and Director, Fleet Operations and Materials Management. She most recently
held the position of Director, Support Services. She serves as Chair of the Energy Association of Pennsylvania's
Materials and Procurement Management Committee. She holds a B.S. in Mechanical Engineering from Temple
University and a M.S. in Electrical Engineering from Pennsylvania State University.

William C. Muntzer. Vice President - Human Resources. Mr. Muntzer was appointed Vice President,
Human Resources in August 2008. Mr. Muntzer oversees the administration function of Human Resources and
Labor Relations. He has approximately 27 years experience of utility management in Philadelphia Pennsylvania
Areas of responsibility include project management, local, state and federal regulalory work, advocacy, information
technology, planning, rate design, marketing and utility operations. Mr. Muntzer also has experience in the
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manufacturing sector: responsibilities included inventory control, planning, production scheduling and shippilg.
Recent accomplishments include several major utility initiatives including the implementation of the Pennsylvania
Gas Choice Initiative, replacement of a city wide dispatching system for over 400 field employees, the
refurbishment of a large meter testing facility, and oversight of a Management Audit conducted on behalf of the
Pennsylvania Public Utility Commission. Mr. Muntzer earned his undergraduate and graduate degrees at LaSalle
University's Business School.

Joseoh A. Smith. Vice President - Marketins & Sales. Mr. Smith was appointed Vice President, Marketing
& Sales in May 2005. Mr. Smith oversees the operations of Major Accounts, Sales and Custorner Support and
Business DevelopmenVTechnical Services. He previously held the position of Director, Major Accounts; Manager,
Major Accounts as well as other positions within the Marketing Departrnent. In addition, he has held several
positions in PGW's Field Operations Department. Mr. Smith received his Bachelors Degree in Business
Administration in 2004. Mr. Smith has served as the President of the Association of Energy Engineers (AEE), in
which he now serves as a Board member. He is currently a member of the American Public Gas Association's
Marketing Committee and the American Society of Heating, Refrigeration and Air Conditioning Engineers
(ASHRAE).

John P. Straub. Vice President - Corporate Preparedness. Mr. Straub was appointed Vice President of
Corporate Preparedness (formerly known as Labor, Safety and Preparedness) in April 2003. He is responsible for
matters including Safety, Security, Policies & Procedures, Business Continuity & Disaster Planning, and
Occupational Health & Safety. Mr. Straub previously held the position of Vice President - Human Resources
Department. Before coming to PGW in January 1999, Mr. Straub headed the Special Litigation Group for the City
of Philadelphia's Law Department where he was responsible for the management and superuision of all employment
law related matters and litigation involving the City of Philadelphia. Mr. Straub also previously worked as an
Assistant District Attorney for the Philadelphia District Attorney's office. He holds a Juris Doctor degree from
Temple University School of Law and is a graduate of Villanova University.

Lonaine S. Webb. Vice President - Organizational Develooment. Ms. Webb was appointed Vice President
of Organizational Development in May 2005. She is responsible for Staffing, Performance Management, Succession
Planning, EEO, Affirmative Action, Training and Development and the Leadership Development program. Ms.
Webb previously held the position of Director of Strategic Planning and prior to that Director of Human Resources
for PGW. Before joining PGW, Ms. Webb held various positions in the field of human resources. Previous positions
included Manager of Human Resources, Affirmative Action Officer for Ciba Geigy (now Novartis), as well as

Senior Career Transition Counselor for the Ayers Group of New York. Ms. Webb holds a B.A. degree from State
University of New York-Binghamton. She is a member of SHRM.

Eloise N. Young. Vice President - lnformation Services & Chief Information Officer. Ms. Young was
appointed Chief Information Officer of the Philadelphia Cas Works in August 2007. As CIO, Ms. Young is

responsible for delivering information technology capabilities to PGW. Prior to this appointment, Ms. Young
served in a number of positions in PGW's Information Services Department including Director of Technical Strategy
and Support, Manager of Systems Services, System Administrator in both the Unix and CICS environments, DBA,
and applications developer. Ms. Young received a Bachelor of Science degree in Information Technology from the
University of Phoenix in 2003.

Joseph F. Golden" Jr." Contioller. Mr. Golden was appointed Controller in March 2001. He is responsible
for the treasury and accounting functions at PGW. Prior titles held by Mr. Golden at PGW include: Treasurer;
Manager - Treasury Department; Senior Staff Accountant; and StaffAccountant. Mr. Golden started his career with
PGW in August of 1986. Mr. Golden has prior work experisnce in public accounting, treasury accounting and cash

management, and manufacturing. Mr. Golden holds a Bachelor of Science degree in Accounting from Villanova
University, a Master of Business Administration degree from Drexel Univenity, and a Juris Doctor degree, cum
laude, from Temple University School of Law.

ilIanagement and Governance of the Gas Works

Thomas E. Knudsen was appointed as President and Chief Executive Ofiicer in2002. PGW's permanent
management organization is outlined in the Independent Consultant's Engineering Report attached hereto as

30



APPENDX B. Govemance includes (i) ownership of PGW property and establishment of legislation for the
functioning of PGW by the City; (ii) approval by City Council of capital budgets and certain gas supply contracts for
PGW; (iii) review and approval by the Gas Commission of personnel provided by PFMC and operating budgsts, and
recommendation by the Gas Commission to City Council of certain gas supply contractso real estale matters and
capital budgets; and (iv) provisions of executive management functions aad directions for operation of PGW
facilities by PFMC. PGW personnel are responsible for the day to day management of the construction, operation
and maintenance of the gas system. Any changes in governance of PGW must be made punuant to ordinances
adopted by City Council.

Labor Relations

As of March 2009, PGW employed 1,718 people. Presently, approximately 71% of PGW's employees are

represented by the Gas Works Employees' Union Local 686 ("Local 686"). Local 686 transferred affiliation from
the Service Employees International Union ("SEIU") to the Utility Workers Union of America ("UWUA.) in 2003.
On October 17,2AA6, a new two-year Collective Bargaining Agreement was ratified by the Gas Works Employees'
Union, Local 686 and the UWUA. The two-year extension went into effect on May 19, 2008 and will be valid
through May 15,2010. The Collective Bargaining Agreement includes an incremental wage increase of 3.5% in
May 2009.

Facilities

Gas Facilities. The principal PGW gas facilities include plants for the liquefaction, storage and/or
vaporization of natural gas in the Richmond and Passyunk sections of the City. Located at these plants are two LNG
facilities, a deactivated propane/air facility and two gas holders, one of which has been removed from service,

Gate Stations. Natural gas is received through nine city gate stations from fwo pipeline transmission
companies, Spectra Energy ("Spectra") and Transcontinental Gas Pipe Line Corporation. The facilities at each of
the city gate stations perform two basic functions, metering the flow of gas and controlling the pressure delivered to
PGW's distribution system. Dispatchers at the gas controfcenter, located at PGW's operating offices at 1800 N. 9m

Street, Philadelphia, monitor and control gas flow and pressure from the nine city gate stations to the high pressure

distribution system. The gas control dispatchers also provide direction to the LNG production plant operators
conceming startup, shutdown and gas flow output from the LNG facilities. Operations are facilitated through the
use of a computer system which includes a backup unit and an auxiliary power supply.

Propane/Air Facilitv. The propaneiair facility exists at the Passyunk location only. This facility has been

idle since 1994 due to PCW removing this capacity from service. Its use is not anticipated in the currert six-year
gas supply projection.

Gas Holder Storase Facilities. The Richmond Plant has a low pressure gas holder. The Passyunk Plant
holder has been removed from service. The Richmond holder has an operaling capacity of 1,000 Mcf. It was
installed in the manufactured gas era and is in working order. [t is used to enhance operational flexibility of the
Richmond LNG Plant.

LNG Facilities. There are two LNG facilities, the Richmond Plant and the Passyunk Plant. The smaller
LNG storage and vaporization facility at the Passyunk Plant receives its liquefied gas supply from the larger
Richmond Plant via cryogenic trailer trucks. The Passyunk LNG facility consists of one LNG storage tank of
3,066,000 gallons gross capacity (i.e., the equivalent of 253,300 thousand cubic feet ("Mcf') of natural gas) and two
LNG vaporizers, each having a capacity of 45,000 Mcf per day resulting in 45,000 Mcf per day planned capacity
and 45,000 Mcf per day reserve.

The Richmond LNG plant is one of the largest liquefaction facilities in the United States and also includes
storage and vaporization facilities. A new liquefaction facility was completed and tested in March 2005, which
replaced the original modified liquefaction facility which was subsequently moth balled. The new facility utilizes an

open expander loop technologSr. It has a daily liquefaction capacity of 16,000 to 18,000 Mcf per day. This
technology utilizes energy from the high transmission delivery pressurs ofthe interstate pipeline system throughput
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to run the expander/compressors, significantly reducing fuel requirements. In addition, these facilities have the
capability to liquefy natural gas year round providing greater operational flexibility. Further, this technology utilizes
significantly fewer components than the older modified cascade facility and should result in lower operation and
maintenance costs. The maximum capaciiy of the liquefaction facilities of 1 8,000 Mcf per day will not be available
at all times during the summer months because the demand on the PGW system is not sufficient to create the

throughput necessary to run at this capacity.

The vaporization and storage facilities at the Richmond Plant are not affected by the new liquefaction
facilities. The two storage tanks at the Richmond Plant have a combined gross capacity of 48,970,000 gallons of
LNG (4,045,800 Mcf). Regasification of the liquid natural gas is accomplished with six vaporizers having a total
output of 411,000 Mcf per day plus 100,000 Mcf per day in reserve. The Richmond Plant also has facilities to
receive LNG from and deliver LNG to cryogenic trailer trucks.

Distribution Facilities. The principal gas distribution facilities consist of approximately 3,024 miles of
main, 466,814 service lines, 208 regulator stations, approximately 563,287 meters (of which approximately 519,890
are active) and miscellaneous valves, instruments and other appurtenances. PGW operates five different operating
pressure systems; each system is connected to the others by control regulators. The high-pressure systems operate at
approximately ll0, 60 and 35 pounds per square inch gauge (psig); the intermediate pressure system operates at 5
psig; the low-pressure system operates befween 6 and 9 inches of water column (approximately 0.25 pounds per
square inch). The majority of customers are served from the low-pressure system.

Approximately 53o/o (by length) of the gas mains are cast iron, 33Vo are steel,4o/oare ductile iron, and l0%o

are plastic. Of the steel mains, approximately 49Yo are wrapped, coated, and cathodically protected. Approximately
35% of the service lines are steel (of which l3Yo arc protected) and 640/o are plastic.

Other Facilities. PGW has its executive and operating offices located at 800 West Montgomery Avenue,
which is a 150,000 square foot office building constructed in 1988. The former general office building, located at

1800 N. 9th Street, houses administrative operations in addition to distribution and field service dispatch centers, gas

control dispatching, a customer information center, operating stations, a post office, duplicating center, radio repair
shop, training facilities, parking facilities, telecommunication and warehousing, as well as information systems
center and a metal fabrication shop. Additional facilities include six district offices, the Tioga station for
Distribution crews, two LNG plants, and three operating stations for field service crews. There are also five other
warehousing facilities, a meter shop, and an automotive maintenance and repair facility. The automotive
maintenance and repair facility is responsible for the upkeep of PGW's fleet of approximately 694 vehicles 100

portable compressoru and 42 trailers. PGW also maintains three minor aulomobile repair facilities, bulk fuel
dispensing equipment, and materials and supplies.

Environmental Matters

PGW's operations and facilities are subject to federal, state and local environmental requirements,
including the need to obtain certain permits and approvals. Because these requirements are subject to change,

additional or different requirements may be imposed upon PGW in the future. No assurances can be given that
PGW would be able to fully comply with any such change or requirement, or that compliance with such
requirements would not materially increase PGW's capital or operating costs, or have a material adverse effect on
Gas Works Revenues.

Like many providers of utility services throughout the northeastern United States, PGW has been in
operation for more than 168 years, and many of its facilities were built decades ago. As a result of preliminary
internal environmental evaluations of its facilities, PGW believes that several PGW facilities, which had been used

in gas manufacturing, contain contaminants from those operations or from other sources. Additionally, certain
equipment and fixtures that PGW removed from service years ago may no longer comply with current
environmental requirements. In order to address these issues, PGW and the City voluntarily approached the
Pennsylvania Department of Environmental Protection ("PADEP") and proposed to resolve these issues under
PADEP's Land Recycling and Environmental Remediation Standards (Act 2).
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PGW has determined the extent to which it is necessary to remediate environmental conditions impacting
its facilities through environmental site assessment studies that were conducted by an environmental consulting firm
(the "Firm") on relevant properties in 20A2, 2003 and 2004. In 2004, PGW received a set of five remedial
investigation reports by the Firm that were based upon the findings of the environmental site assessment studies.
Based on the reports developed by the Firm, PGW submitted Notice of Intent to Remediation ("MR") Forms with
copies of the five Firm reports to the PADEP for review at the end of 2004. In early 2005, PGW conducted a series
of public meetings to inform the public of PGW's upcoming remediation projects, and also to address any specific
concerns raised by local residents regarding PGW's future remediation plans.

PGW has developed a project schedule and budget to address and conduct any necessary remedial work for
impacted PGW properties over the next five years. PGW expects that this will provide PGW with allocated
resources in a manner calculated to avoid any material adverse effect on PGW or on PGW's revenues.
Nevertheless, until the Project schedule work plans are finalized with the PADEP, it is not possible to determine
with quantifiable certainty what the costs of several remediation projects will be. Preliminary indications are that
PGW expenditures are estimated to be $10,828,000 over the next six years. These estimates, which were calculated
in accordance with GASB Statement No. 49, Accounting and Financial Reporting for Pollution Remediation
Obligations, may be subject to substantial revision. PGW has recorded a total elvironmental remediation liability of
$24,043,000 through FY 2040 at the end offiscal year 2008 for these and all known estimated future environmental
costs in accordance with GASB 49. The majority of these expenses are expected to be covered by amounts
generated from settlements of PGW's environmental insurance policies.

Gas Supply and Federal Regulation

ln 1992, the Federal Energy Regulatory Commission ("FERC') issued Order 636 which restructured the
interstate pipeline industry to provide non-discriminatory, open-access to all transporters. All interstate pipelines
regulated by the FERC were required to exit the gas supply business Ers a result of Order 636. The interstate
pipelines were historically permitted by the FERC to pass through, on a dollar-for-dollar basis, all of their gas

supply costs to the pipelines' customers. Therefore, the revenues of the pipelines pledged to their bonds remained
unchanged by Order 636 simply because ofthe historical pass-through nature ofthe pipelines' gas supply costs.

In the restructured, unbundled marketplace resulting from Order 636, PGW had to contract individually for
its gas supply, storage and transportation requirements on the pipelines. PGW now has in place firm year round and
seasonal contracts for natural gas supply for its firm requirements. Further, PGW has contracted for natural gas

storage services with four different pipelines operating storage facilities. This permits, among other things, the
injection of summer supply and its storage and subsequent witJrdrawal to meet higher winter demands of its firm
heating customers. Finally, PGW has contracted for firm transportation service with the two directly connected
pipelines, as well as wi:h the necessary upstream pipelines feeding these pipelines, to deliver all volumes purchased,
together with those volumes withdrawn from storage.

The two interstate pipelines delivering natural gas to PGW have limited delivery capacrty and cannot meet
PGW's peak-day or winter season requirements. Therefore, PGW owns and operates supplemental LNG facilities to
meet incremental demand in excess of flowing gas and underground storage supplies. PGW's supplies of natural
gas and LNG are adequate to meet its projected demand under either normal or design (colder than normal)
conditions in the future.

Competition

PGW is subject to the Natural Gas Choice and Competition Act No. 1999-21, PL. 122, 66 Pa. C.S.
Section 2201 et seq. (the "Gas Choice Act"). Pursuant to the Gas Choice Act, customers have the option of choice
among natural gas suppliers on and after September l, 2003. See the section below titled "EFFECTS OF
NATURAL GAS CHOICE AND COMPETITION ACT" for a full discussion of the Gas Choice Act's impact on
competition. PGW competes to supply natural gas to intemrptible customers who are capable of switching to
alternative fuels, including fuel oil, steam, propane and electricity. PGW also competes to supply natural gas to
transportation customers who might seek to buy gas from a competitive natural gas supplier and use PGW's
distribution system for transportation of that gas. PGW has negotiated contracts with such customers. In addilion,
PGW's rate schedules offer gas transportation service, on both a firm and intemrptible basis, to potential customers.
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PGW also has Boiler and Power Plant Services ('BPS") and Load Balancing Service ("LBS") intemrptible sales

rates that pemit discounts to compete with alternative fuels, provided that the rate per Mcf is not less than I 10% of
the monthly weighted average gas costs for gas sold under these rate schedules.

Insurance

PGW is exposed to various risks of loss related to: torts; theft of, damage to, and destruction of assets;

errors and omissions; injuries to employees and natural disasters. While self-insured for many risks, PGW
purchases insurance coverage where appropriate. PGW's real and personal property is insured againsi the risk of
loss or damage in the amount of $250,000,000, subject to a $500,000 per accident deductible at the Richmond and

Passyunk Plants and a $100,000 deductible per accident at all other locations. PGW's property insurance includes
coverage for damages incurred from a terrorist aftack. In addition, PGW maintains boiler and machinery, blanket
crime, and other forms of property insurance.

PGW maintains $210,000,000 in liability (including tenorism) coveftlge insuring against the risk of
damage or injury to the public with a $1,000,000 deductible per occurrence.

PGW is a qualified self insured employer in the Commonwealth of Pennsylvania for workers'
compensation. In addition, PGW maintains excess workers' compensation liability coverage up to $35,000,000 with
a $500,000 per occurrence retention. Above that is another layer of coverage for statutory limits which means that
regardless of the size of the loss, the policy will pay whatever PGW must pay. The excess liability coverage
described above applies after the $500,000 retention is exhausted. PGW is also qualified to self-insure its

automobile liability in the Commonwealth.

PGW maintairs Public Officials (Directors and Officers) liability coverage with a $10,000,000 annual

aggregate limit and a $500,000 retention.

Pension Plan and Other Postemployment Benefits

Pension Plan. PGW maintains a noncontributory pension plan (the "Pension Plan") covering all eligible
employees, which provides certain retirement benefits at age 65, or earlier in certain situations, and certain death and

disability benefits. The Pension Plan currently has an unfunded actuarial accrued liability. In recent years,
payments to beneficiaries under the Pension Plan have exceeded PGW's annual required pension contribution. The

annual required contribution is determined using the most recent actuarial study of the Pension Plan. Based on the

actuarial valuation completed in April, 2008, the Pension Plan had an estimated unfunded actuarial accrued liability
of $64.8 million at the end of Fiscal Year 2008. The unfunded actuarial accrued liability is presently being
amortized over 20 years. In Fiscal Year 2008, PGW's annual required contribution to the Pension Plan was $14.2
million, such contribution consisted of $8.0 million of normal cost and $6.2 million representing partial amortization
of the unfunded balance of the Pension Plan assets. PGW's annual required contribution for Fiscal Year 2009 is
projected to be and budgeted at $14.4 million (consisting of $8.1 million of normal cost and $6.3 million
representing partial amortization of the unfunded balance of Pension Plan assets). See APPENDIX A - '\lotes to
Financial Statements (10) Pension Costs."

Other Postemplovment Benefits. PGW provides certain post-employment health care and life insurance

benefits to approximately 1,920 and 1,935 participating retirees and their beneficiaries and dependents, respectively.
PGW pays up to 100% of premiums for medical, hospital and prescription drug coverage for retirees and their
participating dependents. PGW also pays a portion of the premiums for life insurance for each eligible retiree.
Currently, PGW provides for the cost of health care and life insurance benefits for retirees and their beneficiaries
and dependents on a pay-as-you-go basis. In Fiscal Year 2008, expenditures for such purposes were approximately
$18.3 million and are projected to be approximately $20.9 million in Fiscal Year 2A09.

PGW adopted the provisions of Governmental Accounting Standards Board (GASB) Statement No. 45 (GASB 45),
,4ceounting and Finqncial Reporting by Employers for Postemployment Benefits Other thon Pensians, as of
September 1,2006 and had a zero net Other Postemployment Benefits (OPEB) obligation at transition. PCW
adopted the provisions of GASB 45 a year earlier than required by GASB because PGW is a component unit of the
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City of Philadelphia for frnancial reporting purposes, and its fiscal year 2007 financial statements were consolidated
into the City's financial statements for the fiscal year ended June 30, 2008. The difference between the fiscal year
2008 annual required contribution (ARC) of $44. I million and the expenses paid by the company of $ I 8.3 million
resulted in an additional liability of $25.8 million. bringing the cumulative OPEB liability at the end of fiscal year
2008 to $52.2 million. which is recorded in other liabilities and defened credits.

PGW engaged actuarial consultants to provide an actuarial valuation of PGW's other postemployment
benefits ('OPEB") obligations for cunent retirees and active employees as of August 31,2007. The report, issued in
September 2007, estimated that PGW's total OPEB actuarial accrued liability as of August 31, 2008 was
$591,599,000 (assuming a 5%o discount rate) if PGW continued to provide for its OPEB obligations on a
pay-as-you-go basis. The report further estimated that PGW's actuarial accrued liability would be reduced to
$380,000,000 (assuming an 8.25Yo discount rate) if PGW adopted a policy of funding its Annual Required
Contribution ("ARC"). Based on these estimates, PGW's annual OPEB cost for the then current and estimated
future retirees (taking into consideration projected increases in health care costs) was projected to increase from
$46,291,000 in 2008 (inclusive of the $22,350,000 actually paid) to $70,210,000 per annum over the ensuing
approximate l8-year pedod on a pay-as-you-go basis and from $39,000,000 (inclusive of the $22,350,000 actually
paid) in 2008 to $49,767,00A per annum over the ensuing approximate l8-year period if PGW adopted a policy of
funding its ARC based on a2}-year amortization of the unfunded actuarial accrued tiability.

Litigation

In the ordinary course of their business operations, PGW and/or PFMC are from time to time sued or
threatened with litigation. Most frequently such litigation alleges property damage or personal injury to third
parties. However, other forms of litigation also arise from time to time. PGW is aware of no litigation pending or
threatened in which a final adverse determination, singly or in the aggregate, would have a material adverse effect
on PGW's operations or financial condition. PGW believes it has set aside sufficient reseryes to meet liabilities
arising out of litigation to the extent not covered by insurance. See "PHILADELPHIA GAS WORKS - Litigation
Relating to the Gas Choice Act" below.

Effects of the Natural Gas Choice and Competition Act

In June 1999, the Legislature enacted and the Governor signed the Gas Choice Act, which amended the
Public Utility Code by providing for the implementation of choice of suppliers of natural gas for all retail customers
of gas distribution companies. The Gas Choice Act requires each natural gas utility under Pennsylvania Public
Utility Commission ("PUC") jurisdiction (including PGW) to "unbundle" and establish separate charges for natural
gas supply services and natural gas distribution services. It provided that each natural gas distribution utility will
file a restructuring proceeding with the PUC and, in the context of that proceeding, the utility's tariff has been
revised to reflect the unbundling referred to above and to implement customer choice. In addition, the Cas Choice
Act provided that PGW be subject to regulation by the PUC effective July l, 2000, and directed that PGW file for
restructuring of the rates. PGW filed for restructuring on July l, 2002. Most issues related to restructuring
proceeding were resolved by September 1,20A3, and PGW customers have had the option of choice among natural
gas suppliers effective September 1,2A03 as explained above in the section titled "PHILADELPHIA GAS WORKS

- Competition." PGW will continue to be the supplier of last resort for retail customers who do not choose another
gas supplier in most instances, unless, upon petiti;; of PGW, the PUC approves an alternative supplier of last resort
oro after July l, 2004, the PUC approves a petition from a paffy to serve in that capacity for certain groups of
customers. As of May 1,20A9, no party has petitioned the PUC to serve as an alternative supplier of last resort.

Notwithstanding the initiation of customer choice in gas suppliers, PGW's gas distribution business
remains a regulated monopoly. After the initiation of gas choice, customers may purchase gas from other natural
gas suppliers or choose to continue to buy natural gas from PGW. Whomever consumers choose as their supplier,
all customers continue to receive their gas through PGW's distribution system of mains and pipes to homes and
businesses" and continue to pay a distribution charge to PGW for that service. PGW continues to provide gas to its
customers that elect PGW as their supplier and to those who cannot obtain natural gas from an alternate supplier.
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The structure of the unbundled services and the rates for each service are set forth in PGW's restructured
tariff, which went into effect on September l, 2003 (the "Restructuring Filing"). These unbundled rates are

designed to realize the same level of margin revenues experienced by PGW prior to restructuring.

The Gas Choice Act contains provisions which are designed to (i) preserve the tax-exempt status of bonds
or other obligations issued by the Cify for PGW, including the Bonds, (ii) preserve the abilify of the City to comply
with its covenants, including the City's covenants with respect to the imposition and collection of rates and charges,
to the Holders of such bonds and other obligations, including the Bonds, and (iii) require rates be set for PGW
utilizing the ratemaking methodology and requirements that were applicable to PGWs natural gas distribution
operation prior to the assumption ofjurisdiction by the PUC. The Gas Choice Act provides, among other things:

. As of July 1,2000, PGW is regulated by the PUC and, except as otherwise provided in the Gas

Choice Act, the provisions of the Public Utility Code apply to PGW and the PUC sets rates for PGW's customers.

. Notwithstanding customer choice in gas supplies, PGW gas distribution business will be regulated
as a monopoly.

. In setting rates and notwithstanding any other provision of the Public Utility Code, the PUC must
permit PGW to impose, charge and collect rates or charges as necessary to permit the City to comply with its

covenants to the Holders of any Approved Bonds, as defined in the Gas Choice Act. All bonds issued by the City on
behalf of PGW under the Act, including the Bonds, are Approved Bonds.

o The PUC is obligated to use the same rate-making methodology and requirements used by PGW
until all Approved Bonds are repaid or defeased. The methodolory employed by PGW is a "cash flow" method, not
a "rate of refurn" method.

r The PUC is barred from requiring the City or PGW to take any action (or to omit taking any

action) under the Public Utility Code if such action or omission would have the effect of causing the interest on any
tax exempt bonds issued by the City, including the Bonds, to be includable in the gross income of the Holders of
such bonds for federal income tax purposes.

o The Gas Choice Act permits, but does not require, the PUC to approve a senior citizen discount.
On September 30, 2004, the PUC denied PGW's request to continue the senior discount program for
post-September 1,2003, applicants. Since September l, 2003, the program is not available to new participants.

o Effective June 30, 2000, Gas Commission powers and duties were abrogated to the extent
inconsistent with the Gas Choice Act.

o The City cannot be required to take any action under the Public Utility Code if the effect of the
action is to cause a variance in the City's financial plan approved by the Pennsylvania Intergovernmental
Cooperation Authorify.

o The City's executive or legislative powers to "legislate or otherwise determine the powers,
functions, budgets, activities and mission of PGW" are not abrogated or limited.

Senior Citizen Discount Program

The Senior Citizen Discount Program is a closed program. PGW currently has approximately 37,000
participants in its Senior Citizen Discount Program. All padicipants currently in the program were "grandfathered"
in when the PUC discontinued it in September 2003. ln 2004 there were approximately 70,000 "grandfathered"
participants in the program. The senior citizen discount amounts to a2Ao/o reduction on the paxticipant's total gas

bill each month.
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Act 201 - 
rrfts5p6a5ible Utility Customer Protection ActI

In November 2004, the Pennsylvania Legislature passed and the Governor signed Act 201, entitled the

"Responsible Utility Customer Protection Act." Under specified conditions, PGW may shut off service to
delinquent customers during the winter and on Fridays. To shut off service to non-low-income customers during
winter months, PGW is no longer required to first obtain PUC permission. PGW may now require customers whose
service has been shut offto pay past due bills, arrange for a payment agreement, pay a reconnect fee, and/or pay a
deposit before it restores service. Act 201 also permits PGW to hold any adult living in a home where service has

been shut offaccountable for all or part of an overdue balance before the adult can obtain service in his or her name.

Act20l provides a number of other tools to help PGW collect payment. Under Act 201:

l. The time allowed to terminate service following shut-off notification was extended to 60 days.

2. Shut-offwith notice is permitted if the customer does not pay a required deposit, does not follow
through with payment arrangements or refuses to allow PGW access to its equipment.

3. Shut-off without notice is permitted for theft of service, obtaining service through fraud,
tampering with a gas meter or unsafe service conditions.

4. Winter (December 1- March 3l) termination is now permitted under specified conditions without
PUC prior approval ifthe customer's household income exceeds 150 percent ofthe federal poverty
level.

CITY GOVERNMENTAL OVERSTGIIT

Gas Commission

The Management Agreement provides for a five member Gas Commission consisting of the City
Controller, two members appointed by City Council and two members appointed by the Mayor, and vests in the Gas

Commission the responsibility for overseeing the operation by PfMC of PCW. The City Controller holds office
during his incumbency. The members appointed by the City Council and the Mayor each serve for terms of four
years and hold office until their successors are appointed and qualified. The current members of the Gas
Commission are listed below:

Marian B. Tasco. Chairwoman. Ms. Tasco represents the Ninth District in Cify Council where she also
serves as Majority Leader. Councilwoman Tasco was appointed to the Gas Commission by City Council on
August 2, 1992 and has served as Chairwoman since that time. She was reappointed to the Gas Commission by City
Councif on January 24,2008 for a term ending January 7,2012.

Alan L. Butkovitz. Mr. Butkovitz is the City Controller of the City. Mr. Butkovitz has served as

Controller and a member of the Gas Commission since January 2,2006. Mr. Butkovitz's current term expires on
January 3, 2010. He has duly appointed Harvey M. Rice, Fint Deputy City Controller, and Robert Jaffe, Director of
Legal Policy for the City Controller's Office, to serve as an Altemate Commissioner in his absence.

Carmen E. Adames. Ms. Adames is the President of Adames Professional Services, an accounting and
business consulting firm primarily serving Hispanic-owned businesses. She is the past Treasurer and past President
of the Philadelphia Hispanic Chamber of Commerce. She was appointed to the Gas Commission by Mayor
Michael A. Nutter on March 26,2008.

Royal E. Brown. Mr. Brown is the Vice President, Treasury Services for Independence Blue Cross. Mr.
Brown was appointed to the Gas Commission by then Mayor Edward G. Rendell on August 8, 1996 and has served
continuously since that time. He was reappointed to the Gas Commission by Mayor Michael A. Nutter on
Nlarch 26, 2008.
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Curtis Jones. Jr. Mr. Jones represents the Fourth District in City Council where he also serves as Chairman
of the Committee on Transportation & Public Utilities. He was appointed to the Gas Commission by City Council
on January 24,2AAg for a term ending January 7,2012.

The Management Agreement grants the Gas Commission certain specified powers and duties and other
powers not specifically granted to PFMC. The powers and duties granted to the Gas Commission include the fixing
of PGW rates and charges (now the jurisdiction of the PUC), approval of personnel provided by PFMC, review of
gas supply contracts for approval by City Council, approval of changes in tests and standards of gas quality and

pressure, approval of PGW's operating budget, review of PGW's capital budgets and recommendations thereon to
City Council, approval ofcertain loans (but not issuance ofbonds), access to and review ofall books, records and

accounts of PGW, prescription of insurance requirements, promulgalion of standards for procurement and disposal

of material, supplies and services and approval of all real property acquisitions, sales and leases for further approval
of Cify Council.

PGW BUDGET. RATES AND FTNANCIS

The revenues which PGW uses to pay debt service on its indebtedness and to fund its operations are

derived primarily from the sale of gas distribution and related services to its customers. Rate and tariff charges for
the sale of gas services are proposed by PGW based on, among other factors, anticipated revenues and expenses,

required working capital, required debt service coverage and need for funds for capital expenditures.

Budget Approval

The Management Agreement requires PGW to prepare an annual operating budget and an operating
forecast for the three years following the budget year. The operating budget and forecast are subject to the approval
of the Gas Commission. PGW also prepares annually a proposed capital budget and a forecast for the five years

following the budget year. The Gas Commission and the Director of Finance of the City review the capital budget

and forecast and forward it, together with their recommendations, to City Council for its approval.

The Gas Commission holds public hearings on the budgets at which PGW and other interested parties are

permitted to present evidence to support their positions. Community Legal Services, [nc. was appointed by the Gas

Commission in 1988 to serve as Public Advocate and continues to represent residential customers in budget
proceedings. The Gas Commission considers a number of factors before determining whether to accept, modifu or
reject the budgets proposed by PGW. Based on its findings, the Gas Commission issues an order regarding the

operating budget. The capital budget and forecast are reviewed by the Director of Finance of the City and by the

Gas Commission, and are forwarded to City Council for approval. The Gas Commission order regarding the

operating budget and the City Councit ordinance regarding the capital budget may direct PGW to reduce expenses in
certain areas or increase spending on certain items or to undertake specific projects. This process remains

unchanged after passage of the Gas Choice Act which provides that the City continues to delermine PGW's budget
function.

Rates and Charges

The rates charged by PGW for providing gas service are subject to various statutory provisions. The 1975

General Ordinance, the 1998 General Ordinance, the Note Ordinanoe and the Management Agreement. the complete
text of which was authorized by ordinance, each contain a rate covenant. See APPENDIX D for further descriptions
of the 1975 General Ordinance and the 1998 General Ordinance. PGW's rates are also subject to regulation under
the Public Utility Code by virtue of the Gas Choice Act.

Section 2212(b) of the Public Utility Code transferred rate sefting authority for PGW from the Gas

Comrnission to PUC, effective July l, 2000. Section 2212(e) of the Public Utility Code requires the PUC,
notwithstanding any other Public Utility Code provision, to follow the "same ratemaking methodology and

requirements" that were applied by the Gas Commission, when determining PGW's revenue requirements and

overall rates and charges. The Gas Choice Act requires the PUC to follow that ratemaking methodology until all
"approved bonds have been retired, redeemed, advance refunded or otherwise defeased." Approved Bonds are those
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obligations issued in accordance with the Act or the Inventory and Receivables Financing Act and which were
outstanding as ofJuly l, 2000, or which are issued on or after July l, 2000, unless City Council declares such bonds
not to be "approved." All 1975 Ordinance Bonds and 1998 Ordinance Bonds are Approved Bonds. As discussed
below, the PUC, in its October 4, 2001 Order confirmed PGW's ratemaking methodology by stating: uThat, in
accordance with Section 2212(e) of the Gas Choice Act, we herein set rates for Philadelphia Gas Works in
accordance with its previous ratemaking methodology and requirements. In this instance, Philadelphia Gas Works'
previous ratemaking methodology, as contained in its Management Agreement and affirmed by the Pennsylvania
courts, is the cash flow method."

As acknowledged by the PUC in its October4, 2001 Order, the specific elements of PGW's "prior
ratemaking methodology and requirements" are set forth in the Management Agreement. The Management
Agreement directs the Gas Commission to fix rates and charges which, together with Project Revenues, will in each
Fiscal Year produce revenues sufficient, at a minimum:

(a) to pay all the operation and maintenance costs and expenses of PGW, including but not
limited to, depreciation, employee retirement costs and a management fee to PFMC equal to the actual
costs of PFMC in managing PGW, to pay expenses of the Gas Commission, to pay debt service (including
sinking fund deposits) becoming due in such Fiscal Year on debt incurred for PGW and to meet applicable
rate covenants and sinking fund reserve requirements;

(b) to make annual payments to the City in the aggregate principal anount of $18 million;

(c) to provide appropriations for prepayment of debt reduction and capital additions not
otherwise provided which are determined by the Gas Commission to be reasonable and which are approved
by City Council; and

(d) to provide cash or equivalent for working capital in such reasonable amounts as may be
determined by PFMC and approved by the PUC.

The Management Agreement provides that, for purposes of complying with such rate requirements, the
amount of operating expenses which do not represent an actual outflow of funds (e.g., depreciation) may be included
in determining whether revenues are sufficient to meet other costs, expenses and requirements. Further, Section VII,
l(c) of the Management Agreement obligates rates to be set to comply with the covenants of PGW's bonds and
commercial paper program.

Section 22I2(e) of the Public Utility Code also states that, nofwithstanding any other provision of the
Public Utility Code, the PUC is required to set PGW's rates to permit the City to comply with its covenants to t}re
Holders of any Approved Bonds. llhere are three bond covenants that are relevant with respect to establishing
PGW's revenue requirement: a) a covenant that requires PGW to produce net revenues at least equal to 150% of the
annual debt service obligation; b) a covenant that requires PGW and its owner, the City of Philadelphia" to charge
rates that permit PGW to have suflicient cash to pay all of its third party obligations, including its debt service
obligations, during each Fiscal Year in full when they are due; and c) a covenant that requires PGW and the City to
continuously maintain and operate PGW's gas works system.

ln regulating PGW, the PUC is further required by Section 2212(f) of the Public Utility Code to permit
PGW to impose, charge and collect rates and charges €rs necessary to make its annual payment to the City as PGW's
owner. Additionatly, the PUC has stated in its September 21, 2001 Order, "Thus, we conclude that PGW's payment
of $18,000,000 to the City of Philadelphia should be included in its rates requested in this proceeding."

PGW recovers its costs through various mechanisms (discussed below) reflected in its tariff. Changes in
the cost of raw materials, primarily natural gas costs, are reflected in rates embodied in a Gas Cost Rate ('GCR").
Discounts provided to low income customers and senior citizens are recovered in a separate Universal Service
Charge. The remainder of PGW's costs, including debt service payments, operating expenses (other than costs
covered in the GCR) and the annual payment to its owner, the City of Philadelphia, are recovered in PGW's base
rates, either through monthly customer eharges or volumetric charges.
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PGW's base rates are set, in accordance with the Cash Flow method, to enable PGW to recover a normal
level of expenses and annual obligations, together with an allowance for cash working capital or liquidity. ln
PGW's most recent rate proceedings, the PUC authorized rates that produced debt service coverages that complied
with PGW's 1998 General Ordinance nd 1975 General Ordinance requirements and produced revenues sufficient
to provide coverage of all obligations including the Base Payment. Any resulting rate increase is then recovered by
increases in the customer or volumetric charges of the various classes of customers taking service from PGW.

Gas Cost Rate

PGW's largestexpense item is the costof the natural gas delivered into its distribution system. Priorto
industry restructuring mandated under FERC Order No. 636, the cost of bundled pipeline sales service was reviewed
and approved by FERC.

Currently, changes in these costs are recovered on a dollar-for-dollar basis through the operation of the
GCR as authorized by the PUC, PGW's tariffpermits PGW to charge annual projected changes in natural gas costs
in its GCR factor, after review and approval by the PUC. The GCR is designed to permit PGW, on an annual or
quarterly basis, to adjust its gas cost charge to firm sales customers to approximate its actual cost ofnatural gas.

PGW calculates its anticipated annual cost for natural gas and allocates that cost to its customers on a level basis for
payment during the Fiscal Year. GCR collections are then matched against actual costs for the year to date, and the
GCR is adjusted annually or quarterly if necessary, to credit or charge customers in the upcoming period for
overpayment or underpayment ofnatural gas costs to date.

Base Rate Filings

Permanent Base Rates. Base rates for PGW are established, using the Cash Flow method, to produce a

targeted amount of revenue for PGW based on various assumptions, such as normal weather conditions and a
projected and normalized level of revenues, expenses, capital expenditures and required working capital and
liquidity. Base rates in effect at any time cannot be modified by PGW except pursuant to a proposed rate filing by
PGW for new base rates, and only to the extent such proposed modification is approved by the PUC for
implementation on a going forward basis.

Prior to passage of the Gas Choice Act transferring rate setting authority for PCW &om the Gas

Commission to the PUC, PCW's last base rate increase was approved by the Gas Commission in December l99l to
generate an additional $15,000,000 ofannual revenue.

On January 5, 2001, PGW filed a proposal with the PUC to permanently increase its base rates by
$65"000,000 annually. By a PUC order entered on December 6,z}0l, PGW was awarded total permanent rate relief
of $33,558,000, including $1 1,000,000 of rale relief that the PUC had granted on an interim basis in November
2000.

On February 25,2002, PGW filed a proposal with the PUC to permanently inrease its base rates by an

additional $60,000,000 annually. Additional permanent base rate relief of $36 million was approved by the PUC on
August 8,20A2. This $36,000,000 of base rate relief had initially been approved by the PUC on an interim basis by
order entered April 12, 2002. as part of PGW's request for extraordinary rate relief. As a result, the $36,000,000
was effective on April 16,2A02.

On December 22, 2006, PGW filed for a $100,000,000 increase in base rates. PGW sought the rate
increase primarily to cover the increase in non-gas operating expenses and interest expense since its 2002 rate case,
provide sufficient funds available for debt service to meet its rate covenants under the 1975 General Ordinance and
the 1998 General Ordinance. to provide for sufficient cash working capital and ensure, that in the long term, PGW
has adequate liquidity when needed through internally generated funds without having to continually resort to
borrowing funds externally for capital improvements. On September 13.2007, the PUC granted PGW a

$25,000,000 increase in base rates, effective September20,2007. PGW appealed the PUC's order to the
Commonwealth Court where it was affirmed by an opinion and order issued February 4, 2AA9 . On May 4, 2AA9,
PGW filed a petition for aliowance of appeal of the Commonwealth Court decision with the Pennsylvania Supreme
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Court. PGW alleged that, while the PUC professed to have utilized the specific cash flow ratemaking method
mandated by Section 2212 of the Gas Choice Act, its actual application failed to adequately consider PGW's cash

working capital and internal generation needs.

On November 14,2008, PGW filed for extraordinary base rate relief of $60,000,000, effective January 1,

2009. The request was granted Decernber 19, 2008. PGW filed the request primarily with the intention of
improving financial ratios to cover increased financing costs in the future and providing for the continuation of more
reliable service. In granting the extraordinary relief, the PUC required PGW to file a permanent base rate case no
later than December 31, 2009. The Office of Small Business Advocate filed a petition for reconsideration of the
PUC's extraordinary rate order, challenging the allocation of the rate increase. The PUC dismissed the petition on
March 26, 2009. The PUC imposed several conditions on PGW's receipt of extraordinary rate relief, all of which
PGW has accepted: PGW was required to: (l) file its Business Transformation Initiative -Full Plan with the PUC
for review, followed up by annual reports on its implementation and savings; (2) provide monthly reports of
financial and operational performance, and the results of cost containment efforts; (3) submit a performance-based
incentive compensation plan for all management employees for comment by the PUC; (4) submit, ninety (90) days
in advance of negotiating its next employee collective bargaining agreement, a plan for improving performance and
implementing efficiencies for hourly employees; (5) convene a collaborative process to explore options for
transitioning default service supply customers to alternative suppliers; (6) take appropriate steps to seek repeal ofthe
City of Philadelphia ordinance mandating the annual $ l8 million payment to the City.

Weather Normalization. The Weather Normalization Adjustment Clause ("WNA') was approved by the
PUC Order dated August 8, 2002. The purpose of the WNA is to neutralize the impact of weather on PGW's
revenues. This allows PGW to achieve the recovery of appropriate costs as authorized by the PUC. The WNA
results in neither a rate increase nor a rate decrease, but acts as a billing adjustment. The main benefits of the WNA
are the stabilization of cash flow and the reduction ofthe need for short-term borrowing from year to year. The
WNA is applied to customer invoices rendered during the period of October I through May 3 I of each year for each
billing cycle. The WNA will continue in place unless the PUC issues an order directing that it be discontinued.

Restructuringos Effect on PGW Rates

Consistent with the requirements of the Gas Choice Act, as of September 1,2003, PGW has provided
service pursuant to unbundled tariff terms and conditions of service. The principal changes that occurred were:
l) the rates of all PGW customers are separated into a distribution component and a natural gas commodity
component;2)as of September 1,2003, all customers have the right to purchase natural gas from an alternative
natural gas supplier, but are required to utilize PGW's distribution system to deliver the commodity to the
customer's meter; 3) PGW will provide certain services to suppliers, for a tariffed charge, to facilitate the supplier's
sale of natural gas to customers and the delivery of gas supply to PCW's city gate; and 4) PGW is the Supplier of
Last Resort for all residential, small commercial and industrial and human needs customers who do not take service
from an altemative natural gas supplier.

The rate unbundling and choice options available as of September 1,2003 were designed by PGW to be
revenue neutral such that PGW's eamings levels will not change as a result of restructuring.

PGW was also required as part of its restructuring filing, and has so filed with the PUC, a plan to come into
compliance with all applicable PUC rules and regulations (i.e., PGW's Compliance Filing on September l, 2003).
The Gas Choice Act also establishes that any incremental costs that PGW incurs in complying with new regulatory
requirements may be recovered in a non-bypassable surcharge to be embedded in PGW's base rates. As of
September 1,2003, PGW charged incremental restructuring costs in a Restructuring Surcharge which were charged
to all firm customers on a non-bypassable basis and was reconcilable so as to result in dollar-for-dollar recovery. ln
2AA7 , the Restructuring Surcharge was removed from the tariff by PGW because the related costs were recovered or
are being recovered elsewhere. Additionally, on September 39, 2A04, the PUC denied PGW's request to continue
the senior discount program for post-September l, 2003 applicants and its appeal to the Commonwealth Court of
Pennsylvania was denied. There are currently approximately 37,000 "grandfathered senior citizen discounl
participants." All current participants are "grandfathered" into the existing progam and will continue to receive the
20% discount unless the program is modified or ended by the enactment of an ordinance by the City.

41



Capital lmprovement Program

Net proceeds of revenue bond sales (other than sales of refunding bonds) are placed into restricted
segregated accounts for the Capital Improvement Program and are requisitioned for expenditures as required for the
Capital Improvement Program or to reimburse PGW for expenditures made in advance of issuance of bonds. For
use of the proceeds of the Bonds, see "PLAN OF FINANCE AND ESTIMATED SOURCES AND USES OF
FUNDS.'PGW determines its capital improvement requirements from projected customer additions, pipeline gas

availability, peak day gas requirements, enforced relocation due to highway and bridge construction and the need to
maintain its plant and equipment in a safe, adequate and reiiable manner. For-further discussion of the Capital
lmprovement Program, see "FISCAL YEAR 2007 AND 2008 CAPITAL BUDGET AND FORECASTS'below and
APPENDX B - "Independent Consultant's Engineering Report."

The following table represents information regarding actual net capital expenditures for each of the five
Fiscal Years 2004-2008 as well as unaudited information for the periods September | , 2A07 through March 3 1, 2008
and September l, 2008 through March 3 I, 2009:

PHILADf,LPHIA GAS WORKS CAPITAL EXPENDITURES"
(DOLLAR AMOUNTS IN THOUSANDS)

(FISCAL YEAR ENDED AUGUST3I)

2008

$ 2,515
47,748

5,813
1,139

4,527

6r.742
(70"000)

__18J58)

PERIOD
SEPTEMBER 1

TIIROUGH
MARCH3I

(UNAUDITED)

2008 2009

$ t,429 $ 1,024

26,545 26,573
2,976 3,028
543 257

3,421 4,279

34.914 35-161
NA NA

Gas Processing
Distribution
Field Services
Information
Technology
Other
Departments(r)
Total (2)

CapitalFund
Drawdowns
Other Funding
Sources (Uses) for
Capital
Expenditures

2004

$ 9,843
40,096

3,266
1,304

5,407

59.916
(55.601i

4.3 l5

2005

$ 5,008
43,572
5,288
1,928

I I,l 14

66"910
(68.000)

_11JD0)

2006

$ 3,615
44,583

5,221

1,819

6,075

6l.3 13
(60.295)

1.018

2007

$ 3,332
48,549
6,621
1,228

10,288

70"0 18
(6s.000)

-r-018
NA

* This information was obtained from PGW's historical records.(r) hcludes Approved and Budgeted Programs for Field Operations, Building Services, Customer Affairs and

Systems Technology(?) Net of reimbursements. contributions and salvase.

Other Funding Sources

PGW provides for a portion of capital costs to be funded through the use of, internally generated funds.

Intemally generated funds consist of net revenues after payment of City Charges. See "PGW BUDGET, RATES
AND FINANCES - Debt Service Coverage Ratio." A decline in net revenues reduces internally generated funds
and requires that the shortfall be funded from the issuance ofbonds or other indebtedness or the incunence ofcapital
leases. In Fiscal Years 2004-2008, PGW provided $1,000,000 of other funding sources of actual capital
expenditures.
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Fiscal Year 2008 and 2009 Operating Budgets

On May 29,2008, PGW filed its fiscal2009 Operating Budget. The PGC conducted informal discovery
conceming the budget in July and August 2008 and public hearings in September 2008. The PGC authorized
interim spending authority of $88,140,000 forthe period Septemberl,2008 through December31,2008, pursuant
to a Motion dated September 23.2008. A final Order approving interim spending was approved by the PGC at its
September 23, 2008 meeting. Briefs were frled on October 15, 2008, a Recommended Decision was received on
October 27 , 2008 and a final budget approval was granted by the PGC on December 2, 2008.

On July 13,2A07, PGW filed its fiscal year 2008 Operating Budget. The PGC conducted hearings
concerning this budget in August 2007 and approved PGW's proposed operating revenues and expenses with net
adjustments of $4, I 97,000.

Fiscal Year 2008 and 2009 Capital Budgets and Forecasts

OnJanuary2,2AA9,PGWfiledaproposedFY2010Capital Budgetintheamountof$74,407,000. On
April 13, 2009, the PGC, after review and evaluation, approved a recommendation to City Council for a budget of
$72,215,000. An Ordinance approving this budget was approved by Crty Council on May 21,2009; the Ordinance
was signed by the Mayor on June 4,2009.

During Fiscal Year 2009, PGW projects net capital expenditures of approximately $50,459,000, with an
additional $381,339,000 forecasted for the five year forecast period. Approximately 83o/o of Fiscal Year 2009
capital expenditures are for Distribution, Field Services and Gas Processing Department projects.

On January 2,2008, PGW filed a proposed fiscal year 2009 Capital Budget in the amount of $73,436,000.
After review and evaluation, the PGC on April 30, 2008 approved a recommendation to City Council for a budget of
$71,956,000. The PGC's recommendation was approved by City Council on June 19, 2008 and the ordinance signed
by the Mayor on July 2,2008.

On January 2,2007, PGW filed with the Philadelphia Gas Commission ("PGC") its fiscal year 2008 Capital
Budget requesting spending authority in the amount of $l18,243,000. This budget request was amended by POW to
reflect the deferral of two projects, construction of Phase II LNG Replacement and lmplementation of Billing
Collection Customer Service (BCCS) for a reduction of $47,300,000. The PGC conducted hearings conceming this
budget in February 2007. Briefs were filed on March 8,2A07. The Hearing Examiner issued a Recommended
Decision on March 27,2A07 for consideration by the Commissioners further reducing the budget by $295,000. The
PGC's Resolution and Order recommending approval of the fiscal year 2008 Capital Budget to City Council was
passed on April 25,2007. This recommendation of $70,648,000 was approved by City Council on June 15,2A07.
The Mayor signed the Ordinance approving the fiscal year 2008 Capital Budget on September 20,20A7.

On September27,2A07, PGW filed with the PGC a proposal to amend the approved fiscal year 2008
Capital Budget for two new line items totaling $1,433,000. These line items were Supplemental Funding -
Consolidate Fire Protection System - Richmond Plant for $1,171,000 and Disaster Recovery for Richmond and
Passyunk Plans for $262,000. On October 23,2A07. PGW filed a proposal to further amend the budget by adding
another new line item Partial Reauthorization - Customer Service Data Warehouse for $169,000. Concurrently,
PGW proposed a reduction of $1,523,000 in fiscal year 2008 budget authorization to compensate for the additional
funding requested. The PGC, after review and evaluation, recommended that City Council approve an amended
budget for fiscal year 2008 in the amount af $7A,727,AAA. Subsequently, City Council approved the PCC's
recommendation on March 6, 2008, with the Mayor signing the budget ordinance on March 12,20A8.

On April 21,2A08, the Philadelphia Facilities Management Corporation PFMC) Board approved PGW's
Request to file an amendment to the fiscal year 2008 budget in the amount of $2,300,000 for funding to support the
Risk-Based Collections and Field Operations projects. These projects are critical efforts in support of PGW's
Business Transformation effort. The PGC, after review and evaluation, approved a recommendation to City Council
supporting PGWs amendment on July 2,2AA8. City Council approved the PGC's recommendation on October 23,
2008 and the Mayor signed the ordinance on November 5,2008.
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Over the six year forecast period, approximately 84% of PGW's capital expenditures are in Gas Processing,
Distribution and Field Services. These expenditures will support new and replacement main and services and meter
and regulator facilities, as well as projects to maintain PGW's gas processing facilities in proper condition.

[Remainder of Page lntentionally Left Bla*]
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Selected Operating Data

The following data is based upon PGW's historical records.

SELECTf, D OPERATING DATA
FISCAL YEARS ENDED AUGUST 3I

PERIOD
SEPTEMBER 1

THROUGI{
MARCH3l

AUDITE
2008 2W9

48q888 49t,184

26341 263s3
198 167

22
516AU sltJ!6.

26,843 29359
703 514

7Jl8 8,078

r;87 1,009

3.856 3.888

N.sM_ 4ag8

36379
947

37326

Q20s)
4.U25

,m506

3,431 3,832
4,W5 4fir
&4a/o 95o/o

Summary ofCu$omers at End of
Perbd
Resi&ntial
Industiat and Commercial:

Firm
Intaruptible
MuricipaladPHA
TotalCrntomen

Gas Sales By Classification
(Mmd)
Resllential:
Heatiry
Non-Heating

Industial and Commercial'

Firm
Inbmptible
Otlrer

Tobl Gas Sales & Tnansport

Supply& Disposition of Gas
(MmO
Nd.nal GasPurchased

LiquefiedNdural Gas

TotalGasSupply

Deduct:
Additions t0 fWih&awals) from
Gas Sbrage

PGWsUsemdOdrer
To{al GasSales

Average Monthly Usage of
Resi'tuitbl Customen (Mcf):
Heatiq
l.Icn-Heaing

Average MonthlylXll Of
Rcsidential Cu$omers:
Heatiry
I.lorrHeding

Degrtellays
I{ffmd DegreeDE/s
Percen@e oflforrnal Degree Da)Is

2W

47r94r

26243
470

2

498.656

q,926
l9s1

rr543
4,103

r"7%
ffi219

s10457
$45.00

2m5

470Js8

25,9X)
397

2
497-147

39,033

195s

I t,156

4,510

t573
58&7

$l10.68
$49.09

2M

459,U2

2s3t8
312

2
485.874

32,980

1,521

10,104

44%
1.755

48Jj6

53,886
1.084

54970

(166)

6J50
4EJE6

$139.66

$6155

3,8r9
45ss
V6/o

2W

479,553

2s9t0
105

2

505.630

3s24s
1,0,|{)

10,491

2,7M
1.580

5ro60

(261)

7^054

5L@

$136.70

w2.

J,t It
L\)<
83o/o

2Offi

478,716

2s9r9
68

2

50u05

rc202
r:79r
1.833

48985

1,088

4J87
4E985

$131.01

$41.,18

3:746
4Jl0
83%

343s7
8n

36190
1236

frA%

55,90s 53380
1.948 1280

52853 54@

e244 65,695

z.ffi 2.19
66,853 fr.W

(8,738)

33r6
4LW8

290 2457
63 7210

ffi2t9 5827

NA NA
NA NA

6.6

1.7

7.0

1.9

6.6

2.7

7.6

2.7

8.0

2.6

NA NA
NA NA

4287 $n
4 {{q d {{5
94Yo 95o/o
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Maximum 24HourSendout
(MO

Peakday Average Ternper*ure
(Degrea)

620,413
aa

59t,133
15

4m.923
2l

589J88
t4

533349
ZJ

(Dollar Amounts in Thousands)

FISCAL YEARS ENDf,D ATIGIjST 3I

s33349 s74,r26
23 15

PSRIOD SNPTEMBIR T

THROTIGH
MARCH 3I
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Summary of Statements of Income and Expenses

Information for each of the Fiscal Years ended August 3l should be read in conjunction with and was

derived from the audited financial statements and notes thereto.

Operating Revenues
Residential:
Heating
Non-Heating
Industrial and Commercial :

Firrrt
Intemrptible
Gas Transportation
Other Cas Revenues
(Municipal, Philadelphia
Housing Authorrty {'PHA'),
Unbilled Revenues and GCR
Adjusfinent)
Appliance & Other
Total Gas Revenues
Other Operating Revenues
Total Operuting Revenues
Operating Expcnses
Natural Gas & Raw Material
Gas Processing
Field Services
Distribution
Customer Activities
Administrative & General
Pensions
Taxes, other than income
Depreciation
Totrl Operating Expenses
Operating Income
Intrrest and Other Income
Income before Interest Expense
Inlerest Expense
Nct Income (Loss)(r)

$534,406
33, I 59

159,977

32.404
2,945

$565,533
?{ {??

171.838
41,678
4,679

$593,797
34,182

200,3 13

33,509
6,459

$43 1,468

12,7 t7
126.805

22,917
6,055

$502,30 I

12,9',18

142,077
14,674
6,109

$587,648 $588,536
24,439 20,040

187,076 173,080
3r,439 26,679
8.850 8,575

20,465
10.065

793,42r
18.889

812,310

450,868
t7,284
29,s57
15,778

105,4 l7
64,670
14,973
6,638

33.966
739,1 5 1

73,t59
3,580

76,739
59.580

$l-a159

8,285
r0.895

84t,445
21.912

863,357

509,704
18,584
28,455
l5.l l5

104,194
60.99s
14,702
6,218

35.045
793,012

70,315
4.778

75,123
63.85 I

$L1272

61,701
10.482

940,443
13.525

953,968

62s.093
15,234
35,667
15,t79
70,97r
s9484
t7,563
6,121

34.725
880,040
73,928

8,5 l8
82,446
65.687

u6.ru

68,244
4"784

672,986
5"453

678,439

,123,488

7,97r
23,469
9,907

44,543
463972)

8,199
2,860

22.811
589,705
88,734
t0.242
98.976
10.263

$58.2t3

66,747
4326

749,812
5"516

755,358

493,U4
9,367

23,381
l r.306
51,247

53,857(2)
8,268
'l q?i

22.476
676.597
78,76r

7, r86
85,947
40.970

w91J_

653 14,518

9.398 8.607
849,503 840,035

9:848 9.592
859,351 849,627

539,300 511,976
16.240 14.436
36,100 3'1,126
l7,tr9 17,319
69,422 67,380

83,240(, 86,550(2)

15,217 14,258
6,730 5,677

36.380 39.524
8 t 9,748 794,246
39,603 5s,381
13,073 15,732

52,676 7t,ll3
68.780 68.006

616-104i $3-lsz

.{r) Net lncome (Loss) is before paymenr of the $18,000,000 Base Payment portion of City Charges.

''' Includes Post Employmant Benefirs

Debt Service Coverage Ratio

The annual op€rating budget approved by the Gas Commission estimates the level of revenues required to
reach at least the minimum debt service coverage ratis mandated by the 1975 General Ordinance and the 1998
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General Ordinance. The following table presents historical revenue and debt service coverage calculated under the
1975 General Ordinance and the 1998 General Ordinance.

HISTORICAL REVENUES AND DEBT SERVICE COYERAGE
(DOLLAR AMOUNTS IN THOUSANDS)

Operating Revenues
lnterest and Other Income
AFUDC (Interest)
Total Funds
Adjustments
Project Revenues

Operating Expenses
Less:
Depreciation
Other Adjustments
Net Operating Expenses
Funds Available To Cover
Debt Service

Debt Service
Requirements:
Revenue Bonds 1975
PMA/Capital Leasing
Revenue Bonds 1998
Subordinate Revenue
Bonds 1998
Commercial PaperNotes
Total Debt Service

Net Funds Available for
Other Purposes:

Debt Service Coverage:
Senior Revenue Bonds
t97 5
Senior Revenue Bonds
1998

Subordinate Revenue
Bonds 1998
Coverage of Debt Serv'ice
& City Payment

2004

$8 12,3 I 0
2,635

907
8l 5,852

234
816,086

739,151

38,868
478

699,805
116.281

48,630
3,997

39,655
1,988

2.085
96,355

19,926

2.39

1.61

n.a7

l.0t

2005 2M 2ffi7

$863"357 $953,968 $859,351
22,t26 25,866 30,448

907 981 408
886,390 980,815 890,247
(3.109) 3.451 (6.650)

883,281 984.266 883.557

793,012 880,040 819,748

39.54',7 37,955 39,708
443 894 27.t63Q)

7 53.022 841,19 r 7 s2,877
130.259 r$,A75 130,680

38,806 41,949
r,998

4s,gggtt, 32,938(r)
r,987 r,986

2.864 5.968
9r,654 82,741

38,605 60,334

2{nB

9849,627
33,r07

338
883,072
(l 1.85 r )

871.221

794,246

42,868
26.655G1

724,123
146.498

3.36

1.94

21.87

l.l8

3.41

3.08

34.38

l.4l

35,359

47,611
1,987

8.098
93,055

37,625

3.70

2.00

24.01

r.t7

34,225

59,695
1,986

4.099
r00,005

46.493

4.28

1.88

26.47

1.23

(r) Capitalized Interest of$2,283,000 and $6,000,000 excluded from the 1998 Ordinance Coverage Calculation in Fiscal Year
2005 and 2006. respectively.

''' Other adjustments include non-cash Postemployment Benefits for Fiscal Year 2007 and 2008 totaling $26,42 1,000 and
S25,834,000, respectively.

IVTANAGEMf,NT'S DISCT}SSION AND ANALYSIS RESULTS OF OPERATIONS AND FTNANCIAL
coNDITtON FOR THE SEVEN MONTHS ENDED MARCH 31,2009 AND 2008 (UNAUDITED)

The narrative overview and analysis of the financial statements of Philadelphia Gas Works for the seven
months ended March 31,2A09 and 2008 have been preparcd by PGW's management. The information presented
here is unaudited and should be read in conjunction with additional information contained in PGW's audited
financiaf statements as of and for the years ended August 31, 2008 arirdZAAT attached hereto in APPENDIX A.
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Financial Highlights

o The seven-month period ended March 31, 2009 reflected a 4.9%o warrner than normal winter. The
seven-month period ending March 3 l, 2009 was | | .7%o cooler than the prior comparative period and firm gas sales

increased by 2.6 Billion cubic feet (Bcf;. In addition, the Weather Normalization Adjustment (WNA), which was in
effect from October 2008 through March 2009, resulted in heating customers receiving credits totaling $1.7 million
as a result of the temperatures experienced during the period. The period ended March 31, 2008 reflected a 15.7o/o

warrner than normal winter. The seven-month period ended March 31, 2008 was 1.5% cooler than the same period
the prior year and firm gas sales decreased by 1.4 Bcf. In addition, the Weather Normalizatioa Adjustment (WNA),
which was in effect from October 2007 through May 2008, resulted in heating customers receiving charges totaling
$ 10.8 million as a result of the temperatures experienced during the period.

o PGW achieved a collection rate of 93.3o/o during the rolling twelve months ended March 31, 2009,

as compared to 97 .6Yo for the comparable period ended March 3 l, 2008. The colleclion rate of 93.3Yo is calculated
by dividing tle total gas receipts collected in a rolling 12 month period by the total gas billings that were applied to
PGW customers' accounts during the same period. The same methodology was utilized for the comparative period
ended March 3l, 2008.

Condensed Statements of Revenues and Expenses
(Thousands of Dollars)

Seven Months Ended March 31

2009 2008
Total gas revenues
Other revenues

Total operating revenues
Total operating expenses

Operating income
Interest and other income
Total interest expcnse

Excess (deficiency) of revenues
over (under) expenses

s749,812
5.546

755,358
676.597
78,761
7,186

/40.9701

$4427L

$672,986
5.453

678,439
589.705

88,734
10,242

Q4.263\

$l8Jt3

Operating Revenues

Operating revenues for the period ended March 31,2009 were $755.4 million, an increase of $76.9 million
or ll.3Vo from same period ended March 31, 2008. The increase for the period ended March 31,2009 was due to a
colder heating season. Operating revenues for the period ended March 3 l, 2008 were $678.4 million, an increase of
$7.2 million or l.lo/o from the same period ended March 31,2007.

Total sales volumeso including gas transportation deliveries, for the period ended March 31, 2009 increased

by 4.7 Bcf to 58.3 Bcf or 8.8% from the same period ended March 31, 2008. For the period ended March 31, 2008

total sales volumes, including gas transportation deliveries, increased by 2.0 Bcf to 53.6 Bcf or 3.8% from the same

period ended March 3 1, 2007 .

The number of customers served by PGW as of March 31,2009 and March 31,2008 were approximately
518,000 and 516,000, respectively. Commercial accounts were approximately 26,000, reflecting no change from
March 31, 2009 and March 31,2008. Industrial accounts decreased by 4.60/o from the prior period's level to 833.

Residential customers increased to 491 ,000 customers, an increase of I ,200 from the prior year.

Operating Expenses

Total operating and maintenance expenses, including fuel costs, for the seven-period ended March 3 l, 2009
were $654.5 million (net of depreciation), an increase of $87.7 miltion or 75.5o/o from the same period ended March
31,2008. The increase forthe March 31,2009 period is a result of increased utilization of natural gas as compared
to the same period ended March 31, 2008. Total expenses decreased by $23.S million or 4.Ao/o for the period ended
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March 31,2008 compared to the same period ended March 31,2A07. The decrease forthe March 31,2008 period
reflects a small decrease in the commodity price of gas as well as decreased demand for NaJural Gas.

Cost of Fuel -The cost of natural gas utilized inueased by $69.7 million or 16.5s/oto $493.2 million for the
seven-month period ended March 31, 2009 compared with $423.5 million in the same period ended March 3 l, 2008.
The average commodity price per Thousand cubic feet (Mcf) increased by $1.22 or $56.4 million, while the volume
of gas utilized increased by 1.7 Bcf, 3.\Yo or $13.7 million. Demand charges decreased by $0.4 million, as compared
to the comparative period ended March 31,2008.

The cost of natural gas utilized decreased by $16.5 million or 3.7%o to $423.5 million for the period ended
March 31, 2008 compared with $440.0 million for the same period ended March 3 1,2007 . The average commodity
price per Mcf decreased by $0.32 or $14.1 million, while the volume of gas utilized decreased by 1.8 Bcf, or
$14.8 million. In addition, pipeline supplier refunds for the period decreased by $0.3 million while demand charges
increased by $ l2.l million, compared to the same period ended March 31, 2007. Yariations in the cost of purchased
gas are passed through to customers under the GCR provision of PGW's rate schedules. Over-recoveries or
under-recoveries of purchased gas costs are subtracted from or added to gas revenues and are included in current
assets or current liabilities, thereby eliminating the effect that recovery of gas costs would otherwise have on net
income.

The average natural gas commodify prices for utilized gas for the seven-month periods ended March 31,
2009 and 2008 were $9.34 and $8.12 per Mcf, respectively.

Other Operating Expenses - Expenditures for street operations, infrastructure improvements, and plant
operations for the seven-month period ended March 31, 2009 totalsd $44.1 million compared to $41.3 million for
the comparative period ended March 31,2008. This is a result of higher labor costs. In addition, the cost for
customer services, collections, account management, marketing and the administrative area increased by
$5.0 million or 9.3oh in the seven-month period ended March 31,2009 primarily due to costs related to health care
premiums, risk management claims, litigation and cost related to business transformation.

Provisionfor Uncollectible Accounts - The provision for uncollectible accounts for the seven-month period
ended March 31, 2009 totaled $33.7 million, an increase of $6.2 million or 22.4Yo over the comparative period
ended March 31,2008, which totaled $27.5million, based on the most recent accounts receivable collectibility
evaluation. The accumulated provision for uncollectible accounts at March 31, 2009 reflects a balance of
$146.1 milliono compared to the $151.5 million balance as of Mmch 31, 2008. PGW is committed to continuing its
collection efforts in an attempt to reduce outstanding delinquent account balances and to provide assistance to those
customers who qualift for low-income grants and payment programs to help those customers maintain their gas

service.

[Remainder of Page Intentionally Left Blank]
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Condensed Balance Sheets
(Thousands of Dollars)

March 3l
Assets

Utility plant. net
Restricted investment funds

Current assets;
Accounts receivable (net of accumulated provision for
uncollectible accounts of $146"057 and $151.539 for
2009 and 2008, respectively)
Other current assets and deferred debits, cash and cash
equivalents, gas inventories, materials and supplies

Total current assets

Other assets and defened debits

Total assets

Fund f,quity and Liabilities
Fund equity
Total long-term debt

Current liabilities:
Note payable
Current portion of long-term debt
Other current liabilities and deferred credits

Total current liabilities

Other liabilities and defened credits

Total fund equity and liabilities

Assets

20082009

$ l ,074, 135

223,486

249,471

208.925

458,396

101.086

$r$57-103

$ 260,885
1,123,905

148,000
75,984

149.924

373,908

98.505

sl-852-103

$ 1,051,989
308,1 l 8

241,270

143.492

384,762

98.s48

$1*&13.4U

$ 27r,sl4
t,223,857

89,300
43,967

l5l-l8l

284,448

63.598

$I-843rtU

Utility Plant - Utility plant, net of depreciation, totaled $1,074.1 million as of March 31,2009, an increase

af $22.1million or 2.lo/o compared with the March 31, 2008 balance of $1,052.0 million. Capital expenditures for
construction of distribution facilities, purchase of equipment, information technology enhancements, and other
general improvements were $5.1 million for the seven-period ended March 31,2009 compared to $4.8 million for
the period ended March 31,2008. PGW funded capital expenditures through drawdowns from the Capital
Improvement Fund in the amounts of $0.0million" and $31.6 million at March 31,2009 and March 31,2408,
respectively. The major capital expenditures are associated with PGW's gas supply infrastructure, namely, gas

mains and customer service lines.

Restricted Investmenl Funds - Reshicted investment funds decreased by $84.6 million as of March 31,
2009 from March 3l,2O08primarily due to drawdown from the Capital Improvement Fund offset by interest
income. lnterest income on these funds, to the extent not drawn, is reflected as an increase and approximated
$3.5 million for the period ended March 31,2009 and $4.1 million for the period ended March 31, 2008.

Accounts Receivable - At March 31, 2009 accounts receivable (net) totaled $249.5 million, an increase of
$8.2 million, or 3.4Yo from March 31, 2008. Accounts receivable (net) of $241.3 million increased by $21.4 million,
or 9.7o/o from March 31,2007. The accumulated provision for uncollectible accounts, totaling $146.1 million
decreased by $5.amillion for March 31,2009 as compared to March3l,2008. The accumulated provision for
uncollectible accounts totaled $151.5 million on March 31.2008 and $174.1 million on March 31,2007.
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Other Current Assets and Deferred Debits, Cash and Cash Equivalents, Gas Inventories, Materials, and
Supplies - As of March 31, 2009 cash and cash equivalents were $ 100.0 million, an increase of $58.4 million from
March 31, 2008. Gas storage increased by $2.6 million or 3.2o/o. The increase in gas inventory reflects an increase
in the gas cost per Mcf Materials and supplies of $93.2 miilion, which principally include gas inventory,
maintenance spare parts, and material, increased by $t.Zmillion and were $9l.4million at March 31,2008 and
$83.9 million at March 31,2007. Other cunent assets and defened debits totaled $15.8 million at March 31, 2009
up $5.4million from March 31,2008. At March 31,2008 other current assets and deferred debits totaled
$10.4 million, up $2.0 million from March 31,2007.

Other Assets and Deferred Debits - At March, 31 20A9 other assets and deferred debits including
unamortized bond issuance costso unamortized loss on reacquired debt, and a deferred regulatory asset for
environmental expenses totaled $l0l.0million. This represents an increase of $2.5million from March 31,2008,
mainly due to an increase in a deferred regulatory asset for environmental expenses related to the implementation of
GASB 49 on September 1,2A07, offset partially by unamortized loss of reacquired debt.

Liabilities

Long-Term Debt * Long-term debt, including the current portion, and unamortized discount and premium
in the amount of $24.2 million, totaled $1,199.8 million for the period ended March 31, 2009, $68.0 million less

than the previous period ended March 31, 2008, as a result of PGW paying off its $45 million loan from the City
and normal debt principal payments. This represents 82.lTo of total capitalization in FY 2009.

Short-Term Debt -Due to the highly seasonal nature of PGW's business, short-term debt is utilized to meet
working capital requirements. PGW, pursuant to the provisions of the City of Philadelphia Note Ordinance, may
sell short-term notes in a principal amount, which together with interest, may not exceed $200.0 million outstanding
at any one time. The letter of credit supporting PGW's commercial paper program fixed the maximum level of
outstanding notes plus interest at $150.0 million in both FY 2009 and FY 2008. These notes are intended to provide
additional working capital and are supported by an irrevocable letter of credit and a security interest in PGW's
revenues. The notes outstanding at March 31,2009 had a weighted average interest rate of 0.57o/o and a remaining
weighted average time to maturity of 4 I days. The principal amounts outstanding at March 3l , 20A9 and 2008 were
S148.0 million and $89.3 million, respectively.

In addition, the City provided PGW with a $45.0million,0.0% interest loan in FY 2001. In FY 2007,
PGW paid $2.0 million of the loan leaving an outstanding balance of $43.0 million. In FY 2008, PGW paid
$20.5 million and $22.5 million in December 2007 and August 2008, respectively to completely repay the remaining
balance ofthe loan.

Accounts Payable - In the period ended March 31, 2009 accounts payable increased $1.8 million or 2.7Yo

compared with the period ended March 31,2008. In ths period ended March 31,2008 accounts payable decreased

$5.4 million or 8.5% compared with the same period ended March 31,2007 primarily due to a decrease in natural
gas payables.

Other Liabilities and Deferred Credits - At March 31,2009 other liabilities and defered uedits totaling
$98.5 million increased $34.9million compared to March 31,2008. The increase in the period ended March 31,
2009 is the effect of recording the change in the liability for OPEB in the amount of $25.7 million as of August 31,
2008, and an increase in the environmental remediation liabiliry resulting from the implementation of GASB 49
during fiscal year 2008.

Other Financial Factors

Liquidity/Cash Flow - PGW had no commercial paper outstanding at June 30, 2009, resulting in the full
availability of all $150.0 million of the Commercial Paper Program. Additionally, PGW had $102.6 million
available in its Capital lmprovement Fund to be utilized for construction expenditures. These funding sources may
be utilized to provide liquidiqr. The Operating Fund cash balance at June 30, 2009 was $16.9 million. Additionally,
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the City has granted back PGW's annual $l8.0miltion payment, in each of the last four fiscal years, thereby
improving PGW's overall liquidity position.

PGW's total OPEB actuarial accrued liability as of March 31, 2009 was $599.1 million if PGW continued
to provide for its OPEB obligations on a pay-as-you-go basis. PGW's actuarial accrued liability would be reduced
to $405.6 million if PGW adopted a policy of funding its ARC. The ARC represents a level of funding that, if paid
on an ongoing basis, is projected to cover normal costs each year and amortize any unfunded actuarial liabilities (or
funding excess) over a period of 30 years. The actuarial valuation utilized a discount rate of 8.25Vo for purposes of
developing the liabilities and ARC to demonstrate the effect of funding the Plan. This rate is based on the
investment retum expected on investments segregated in a funded trust. The annual OPEB cost was $27.4 million
for the period ended March 31,2009 and is projected to increase to $43.5 million per year over the ensuing 2O-year
period on a pay-as-you-go basis. The annual OPEB cost was $26.5 million for the period ended March 31,2008.

ln November 2008, PGW filed for an extraordinary or emergency base rate increase of approximately
$60.0 million or 5.2o/o and simultaneously requested an $85.0 million or 7.4%o decrease in the GCR for anet2.2o/o
overall rate decrease of approximately $25.0 million. The proposed base rate increase will serve several purposes.

First, the increase will cover the additional financing costs that PGW anticipates it will incur in the next few months.

Second, the increase will improve PGW's financial position so as to enhance its ability to access the financial
markets and maintain its bond rating. Third, the increase will provide additional liquidity and financial flexibility in
this tight credit market. On December 18, 2008, the PUC issued its decision approving a base rate increase of $60.0
million or 5.2o/o and a decrease in the GCR of $107.0 million for a net decrease in rates of $47.0 million ar 4.2o/o.

These rates are effective as ofJanuary l, 2009.

PGW did not receive an extension or replacement of the current Liquidity Facility consisting of the

Standby Bond Purchase Agreement; the Sixth Series Bonds were required to be purchased by the Fiscal Agent on

the mandatory tender date of January 2, 2A09. As of June 3A, 2AA9, $3 I 1.6 million of the Sixth Series Bonds are

held by the providers of the Standby Bond Purchase Agreement as bank bonds. Per the terms of the Standby Bond
Purchase Agreement, if the Standby Bond Purchase Agreement is not renewed, and no substitute liquidity facility is
provided, any bank bonds held at that time will be amortized in ten payments payable in December and July for the
next five years. Pursuant to the Standby Bond Purchase Agreement, the first amortization payment was due on
August 3,2009. The City received an extension on such payment until August 21,2009. PGW recorded as currenl
debt at June 30, 2009 one tenth ofthe outstanding Slxth Series Bonds as ofJune 30,2A09 ($61.2 rnillion.).

The fair value of the interest rate swap related to the Sixth Series Bonds as of June 30, 2A09, including
accrued interest, was negative $33,430,598. This means that PGW would have to pay this amount to terminate the

swap. Per the swap agreement, the refunding or defeasance of the Sixth Series Bonds, in whole or in part, without
the prior written consent of both the counterparty and the insurer, may constitute an event of termination unless

certain conditions are met. There is a termination risk related to the interest rate swap agreem€nt if the credit ratings
of the Swap Provider, on the one-hand, or PGW and Financial Security Assurance Inc. (the "Swap Insurer"), on the
other hand, fall below certain designated ratings levels. If the Swap Provider's ratings fall below A3 or A-
(Moody's/S&P), PGW may terminate the Swap unless the Swap Provider transfers the Swap to a new swap provider
acceptable to PGW or provides credit enhancement or collateral in form and substance acceptable to PGW. The
Swap Provider may terminate the swap if both PGW's bond rating falls below Baa2 or BBB (Moody's/S&P) and the

Swap Insurer's credit rating falls below .A2 and A (Moody's/S&P), and PGW faits to provide a Credit Support
Provider acceptable to the Swap Provider or post collateral in form and substance acceptable to the Swap Provider.
While PGW's current credit rating is below the designated levels, the Swap lnsurer's rating is currently AAA and
Aa-3.

UNDIRWRITING

The underwriters for tlre Bonds have agreed to purchase such Bonds from the City, subject to the terms of
the Purchase Agreement between the City and underwriters for the Bonds, at a purchase price of $58,297,602.66
(which is equal to the par amount of $58,285,000, plus net original issue premium of $422,616.90, less the
underlvriter's discount of $410,014.24).
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The underwriters may offer and sell the Bonds to certain dealers and others (including sales for deposit into
investment trusts, certajn of which may be sponsored or managed by one or more of the underwriters) at prices
lower than the public offering prices stated on the inside cover page hereof. Wells Fargo Securities is the trade
name for certain capital markets and investment banking services of Wells Fargo & Company and its subsidiaries,
including Wachovia Bank, National Association.

RATINGS

Moody's Investors Service ("Moody's"), Standard & Poor's Rating Services, a Division of the McGraw-Hill
Companies, Inc. ("Standard & Poor's") and Fitch Ratings, [nc. ("Fitch") have assigned the Bonds the ratings of
"Baa2 with a negative outlook, "BBB-" with a stable outlook and "BBB-" with a stable outlook, respectively.

A rating, including any related outlook with respect to potential changes in such ratings, reflects only the
view of the agency giving such rating and is not a recommendation to buy, sell or hold the Bonds. An explanation
of the significance of such ratings may be obtained only from the rating agency fumishing the same. Such ratings
may be changed at any time, and no assurance can be given that they will not be revised downward or withdrawn
entirely by any of such rating agencies ii in the judgment of any of them, circumstances so warrant. Any such
downward revision or withdrawal of any of such ratings may have an adverse effect on the market price of the
Bonds.

The City is not required to maintain any particular rating on the Bonds and shall have no liability if a rating
is lowered, withdrawn or suspended.

TAX MATTf,RS

Federal

hclusion qf Inlerest From Gross Income

In the opinion of Co-Bond Counsel, under existing statutes, regulations, rulings, and court decisions, assuming
that the City complies with covenants relating to certain requirements of the Internal Revenue Code of 1986, as amended
(the "Code"), interest on the Bonds will not be includible in gross income of the holders thereof for federal income tax
purposes, is exempt from individual and corporale federal altemative minimum tax ('AMTU), and is not includible in
adjusted current eamings for purposes of corporate AMT.

In rendering its opinion, Co-Bond Counsel has assumed compliance by the City with its covenants contained in
the 1998 General Ordinance and the Bond Authorizations, and the representations in the Tax Compliance Certificate
relating to actions to be taken by the City after issuance of the Bonds necessary to effect or maintain the exclusion from
federal gross income of the interest on the Bonds. These c,ovenants relate to, inter ali4 the use of and investment of
proceeds of the Bonds, and rebate to the United States Treasury of specified arbitrage eamings, if any. Failure to comply
with such covenants could result in interest on the Bonds becomine includible in soss income for federal income tax
purposes from the date ofissuance ofthe Bonds.

Other Federal Tax ,\fatters

Ownership or disposition of the Bonds may result in otJrer federal ta.x consequences to certain ta.\payers,
including" without limitation, certain S corporations, foreign corporations with branches in the United States,
prope(y and casualty insurance companies" taxpayers who have an initial basis in the Bonds grcater or less than the
principal amount thereof, individual recipients of Social Security or Railroad Retirement benefits, and taxpayers,
including banks, thrift institutions and other financial institutions subject to Code Section 265, who may be deemed
to have incurred or continued indebtedness to purchase orto carry the Bonds.

Co-Bond Counsel is not rendering any opinion regarding any federal ta,r matters other than those described
under the caption Exclusion of Interest from Gross Income and expressly stated in the form of Co-Bond Counsel
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ophion included as APPENDIX F. Purchasers of the Bonds should consult their independent tax advisors with regard to

all federal tax matters.

Pennsylvania

ln the opinion of Co-Bond Counsel, under the laws of the Commonwealth of Pennsylvania as enacted and

construed on the date hereof, interest on the Bonds is exempt from Pennsylvania personal income tax and Pennsylvania

cor?orate net income tax, and the Bonds are exempt from personal property taxes in Pennsylvani4 however, any profits,
gains, or income derived from the sale, exchange, or other disposition of the Bonds will be subject to Pennsylvania taxes

and local taxes withinthe Commonwealth.

The Bonds and the interest thereon may be subject to state and local taxes in jurisdictions other than the

Commonwealth of Pennsylvania under applicable state and local tax laws. Purchasers of the Bonds should consult their
independent tax advisors with regard to all state and local tax matters.

CERTAIN LEGAL MATTERS

All legal matters incident to the authorization, issuance and sale of the Bonds are subject to approval of the

legality of the issuance of the Bonds by Blank Rome LLP and Andre C. Dasent, P.C., both of Philadelphia,
Pennsylvania, Co-Bond Counsel. The proposed forms of such opinions are included herein as APPENDIX F.

Certain legal matters will be passed upon for the Underwriters by Saul Ewing LLP and Kelly. Monaco and Naples,
LLP Co-Counsel to the Underwriters, both of Philadelphia, Pennsylvania. Certain legal matters will be passed upon
for the City by tbe City of Philadelphia Law Department. Certain legal matters will be passed upon for PGW by the

Office of General Counsel of Philadelphia Gas Works and by Eckert Seamans Cherin and Mellott, LLC of
Harrisburg, Pennsy lvani a.

FINANCIAL ADVISOR

Public Financial Management, Inc., of Philadelphi4 Pennsylvania has served as financial advisor (the

"Financial Advisor") to the City in respect of the sale of the Bonds. The Financial Advisor assisted in the
preparation of this Official Statement. and in other matters relating to the planning, structuring and issuance of the

Bonds, and has provided other advice. Public Financial Managemenf Inc. is a financial advisory and consulting
organization and is not engaged in the business of underwriting or marketing of municipal securities or any other
negotiable instruments.

INDf,PENDENT AUDITORS

The basic financial statements and supplementary information of the Philadelphia Cas Works as of and for
the years ended August3l, 2008 and August 31,20A7 included in APPENDIX A to this Official Statement have

been audited by KPMG LLP, as stated in their report appearing therein.

Any financial information other than in APPENDIX A to this Official Statement has not been audited by
any firm of independent auditors and no opinion on such information is expressed in this Official Statement.

INDEPENDENT CONSULTANT'S REPORT

The report prepared by Black & Veatch Corporation, and contained herein as APPENDIX B, has been

included in reliance upon the expertise ofthat company as an independent consulting firm having broad experience
in the design and analysis of the operation of gas works or gas distribution systems of the magnitude and scope of
PGW and having skill in assessing assumptions used in the preparation of forecast financial statements of gas works
systems.
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CERTAIN Rf,LATIONSHIPS

Public Financial Management, Inc., financial advisor to the Cify, acts as a consultant to PGW on certain
management and labor relations issues and has provided testimony before the PUC on several of PGW's rate cases.
Blank Rome LLP and Andre C. Dasent, P.C. provide certain legal services to the City and to PGW. Saul Ewing
LLP provides certain legal services to the City. Kelly, Monaco and Naples, LLP provides ceftain legal services to
the City. Black & Veatch Corporation provides certain professional services (unrelated to the Independent
Consultant's Report) to PGW.

NO LITIGATION

To the knowledge of the City of Philadelphia Law Department and, solely with respect to the opinion
described in (E) below, based upon certain representations from PGW's General Counsel, after customary inquiry,
no litigation is pending against the City before any court, public board or agency, or threatened in writing against the
City (A) to restrain or enjoin the issuance, sale, execution or delivery of the Bonds, (B) which contests the validity
or enforceability of the Bonds or any proceedings of the City taken with respect to the issuance, sale, execution or
delivery thereof, (C) which contests the pledge or application of any monies or security provided for the payment of
the Bonds, (D) challenges the existence or powers of the City or (E) in which a final adverse determination, singly
or in the aggregate, would have a material and adverse effect on PGW's operations or financial condition.

Upon delivery of the Bonds, the City Solicitor shall fumish a written confirmation, to the effect, among
other things, that except for litigation which is disclosed in this Official Statement, to the knowledge of the Law
Department after customary inquiry, no litigation is pending against the City before any court, public board or
agency, or threatened in writing against the City (A) to restrain or enjoin the issuance, sale, execution or delivery of
the Bonds, (B) which contests the validity or enforceability of the Bonds or any proceedings of the City taken with
respect to the issuance, sale, execution or delivery thereof, (C) which contests the pledge or application of any
monies or security provided for the payment of the Bonds, (D) challenges the existence or powers of the City or (E)
in which a final adverse determination, singly or in the ag$egate, would have a material and adverse effect on
PGW's operations or financial condition.

NEGOTIABLE INSTRUMENTS

The Act provides that bonds issued thereunder shall have all the qualities and incidents ofsecurities under
the Uniform Commercial Code of the Commonwealth ofPennsylvania and shall be negotiable instruments.

CNRTATN Rf,FERf,NCXS

All summaries of the provisions of the Bonds and the security therefor, the Act, the General Ordinances
and the Supplemental Ordinances set forth herein and in APPENDIX D hereof, and all summaries and references to
other materials not purported to be quoted in full are only brief outlines of certain provisions thereof and do not
constitute complete statements of such documents or provisions. Reference is made hereby to the complete
documents relating to such matters for the complete terms and provisions thereof. So far as statements are made in
this Official Statement involving matters of opinion, whether or not expressly so stated, they are made merely as

such and not as representations of fact.

CONTINUING DISCLOSURE

The City will enter into a Continuing Disclosure Agreement with Digital Assurance Certification, L.L.C.
with respect to the Bonds, which shall constitute a written undertaking for the benefit of the owners and beneficial
owners of the Bonds. The proposed form of Continuing Disclosure Agreement is attached to this Official Statement
as APPENDIX E.
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ADDITIONAL INFORMATION

Upon written request to the office of the Director of Finance and payment of the costs of duplication and
mailing, the Annual Report of the City for the fiscal year ended June 30, 2008, and the audited combined financial
statements of the Cify for the fiscal year ended June 30,2008, will be made available, as well as other pednent
information. Such a request should be addressed to: Office of the Director of Finance, Accounting Bureau, 1330
Municipal Services Building, 1401 John F. Kennedy Boulevard, Philadelphi4 Pennsylvania 19102. The City will
provide copies of the foregoing documents to one or more nationally recognized municipal securities information
depositories. The Cify will provide financial and other information regarding PGW from time to time to Standard &
Poor's Ratings Service, a Division of The McGraw-Hill Companies, Inc., Moody's Investors Service and Fitch
Ratings in connection with securities ratings assigned by those rating agencies to obligations payable from Project
Revenues or Gas Works Revenues. The City intends to continue these practices in future years on an annual basis
on behalf of PGW as well as all oblieations issued for PGW.

[Remainder of Page Intentionally Left Blank]
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This Official Statement has been duly executed and delivered by the following officers on behalf of the
City of Philadelphia.

CITY OF PHILADELPHIA, PENNSYLVANIA

By:

By: /s/ Michael A. Nutter
Honorable Michael A. Nutter. Mavor

By: /s/ Alan L. Butkovitz
Honorable Alan L. Butkovitz. City Controller

/s/ Shellev R Smith
Shelley R. Smith, City Solicitor

Approved:

By: /s/ Roh l)rrhow
Rob Dubow. Director of Finance
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FINANCIAL STATEMENTS OF PGW FOR FISCAL YEARS ENDED
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Independent Auditors' Report

The Controller of the City of Philadelphia and
Chairman and Members of the
Philadelphia Facilities Management Corporation

Philade lphia, Pennsylvani a:

We have audited the accompanying balance sheets of Philadelphia Gas Works (the Company), a
component unit of the City of Philadelphia, as of August 31, 2008 and 2007 , and the related statements of
revenues and expenses, cash flows, and changes in fund equity, as ofand for the years then ended. These
financial statements are the responsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Philadelphia Gas Works as of August31,2008 and2007, and the changes in its
financial position and its cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.

The required supplementary information of management's discussion and analysis on pages 3 to 12 and the
schedules of pension funding progress, other postemployment benefits funding progress, and other
postemployment benefit employer contributions on pages 52 to 54 is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepied accounting
principles. This supplementary information is the responsibility of the Company's management. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not
audit such information and express no opinion on it.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary infomralion included on pages 55 to 58 is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audits of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.
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As discussed in note 1(n), the Company adopted the provisions of Govemmental Accounting Standards
Board Statement (GASB) No.45, Accounting and Financial Reporting by Employers for Postemploryent
Benefits Other Than Pensions, and GASB Statement No.50, Pension Disclosures, as of September l,
2046.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philade$hia)

Required Supplementary Information (Unaudited)

Manasement's Discussion and Analysis

August 31, 2008 and.2A07

The narrative overview and analysis of the furancial statements of Philadelphia Gas Works (the Company or
PGW) for the years ended August 31, 2008 xd 2007 have been prepared by PGW's management. The
information presented here is unaudited and should be read in conjunction with additional information contained
in PGW's financial statements.

Financial Ilighlights

o The fiscal year (FY) 2008 reflected a 16.90/o warmer than normal winter. Tbe FY 2008 period was 0.7Yo

warmer than the prior year and flrm gas sales decreased by 2.4 Billion cubic feet (Bcf). In addition, the
Weather Normalization Adjustrnent (WNA), which was in effect from October 2007 through May 2008,
resulted in heating customers receiving charges totaling $12.2 million as a result of the temperatures
experienced during the period. FY 20A7 reflected a 16.6a/o wa(ner than normal winter. The FY 2007
period was l.2o/o warmer than the prior year; however, firm gas sales increased by 2.0 Bcf. In addition, the
WNA, which was in effect from October 2006 through May 2007, resulted in heating customers receiving
charges totaling $6.5 million as a result of the temperatures experienced during the period.

o PGW achieved a collection rate of 95.5Yo in the current period, 95.8% in FY 2007 and,96.6a/s in FY 2006.
The collection rate of 95.5% is calculated by dividing the total gas receipts collected in FY 2008 by the

total gas billings that were applied to PGW customers' accounts from September I through August 31. The
same methodology was utilized in FY 2007 and FY 2006, respectively.

o The Company adopted the provisions of Governmental Accounting Standards Board (GASB) Statement
No. 45 (GASB 45\, Accounting and Financial Reporting b1t Employers for Postemployment Benefits Other
Than Pensio,ns, as of September 1, 20A6 and had a zero net Other Postemployment Benefits (OPEB)
obligation at transition. PGW adopted the provisions of GASB 45 a year earlier than required by
GASB because the Company is a component unit of the City of Philadelphia (the City) for financial
reporting purposes and the Company's FY 2007 financial statements will be consolidated into the Crty's
financial statements for the hscal year ended June 30, 2008. The difference between the FY 2008 Annual
Required Contribution (ARC) of $44.1 million and the expenses paid by the Cornpany of $18.3 million
resulted in a liabiiity of $25.8 million which has been recorded in other liabilities and deferred credits and
expensed in FY 2008. The difference between the FY 2007 ARC of $45.2 million and the expenses paid by
the Company of $ 18.8 million resulted in a liability of $26.4 million which was recorded in other liabilities
and deferred credits and expensed in FY 2007.

o GASB Statement No.49, Accounting and Financial Reporting for Pollution Remediation Obligations
(GASB 49), is effective for the Company's fiscal year beginning Septernber 1, 2008; however, the
Company has chosen to implement the provisions of GASB 49 a yer earlier than required by
GASB because the Company is a component unit of the Cify for financial reporting purposes and the
Company's FY 2008 financial statements will be consolidated into the City's financial statemects for the
fiscal year ended June 30, 20A9. This statement establishes a framework for the recognitiol and
measurement of pollution remediation liabilities. A pollution remediation obligation addresses the current
or potential deffimental effects of existing poliution by participation in pollution remediation activities.

(Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Management's Discussion and Analysis

August 31,2008 and20A7

Prior to the implementation of GASB 49, the Company recognized liabilities related to its voluntary
participation in remediation activities under Pennsylvania Act2, Land Recycling and Environmental
Remediation Standords Act of 1995, which established the land recycling program, and its mandatory
participation in activities under Pennsylvania Act32, Storage Tank and Spill Prnention Act of 1989,
which established a comprehensive program to prevent leaks and spills from undergtound and above
ground tanks in accordance with existing U.S. generally accepted accounting principles (U.S. GAAP)
related to the accrual of liabilities.

The Company revised its methodology for estimating its pollution remediation obligations to conform with
GASB 49 in the current year, which resulted in an additional $8.3 million liability which is reflected in
other liabilities and deferred credits at August 31, 2008. GASB 49 requires pollution remediation liabilities
to be measured at the beginning of the first period presented in the financial statements. The Company has

not restated prior periods and instead recognized the effect of GASB 49 implementation in the current year,

because the increase in the liability related to the implementation of GASB 49 is not material.

In accordance with U.S. GAAP for regulated entities, the Company has also recognized the long-term
portion of its environmental remediation liability as a regulatory asset because based on available evidence
it is probable that the previously incurred costs will be recovered through rates.

Overyiew of the Financial Statements

The discussion and analysis are intended to serve as aa introduction and overview of PGW's basic financial
statements. PGW's financial statements are comprised of:

Financial statements provide both long{erm and short-term information about PGW's overall financial
condition, results of operations, and cash flows.

The notes to Jinancial statements provide additional information that is essential to a full understanding of the

data presented in PGW's financial statements. The notes can be fo-und immediately following the basic financial
statements.

The financial statements report information about PGW as a whole using accounting methods similar to those

used by private sector business. The four statements presented are:

The statement ofrevenues and expenses presents revenue and expenses and their effects on the change in equity
during the fiscal year. These changes in equity are recorded as soon as the underlying event giving rise to the

change occurs, regardless ofwhen cash is received or paid.

The balance sheet includes all of PGW's assets and liabilities, with the difference befween the two reported as

equity. Over time, increases or decreases in fund equity are indicators of whether PGW's financial position is

improv ing or deteriorating.

The statement of cash flows provides relevant information about the cash receipts and cash payments of an

enterprise during a period and the impact on PGW's firtancial position.

(Continued)



PHILADELPHIA GAS WORIG
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2A07

The statement of changes in fund equity provides a rollforward of the fund equity balance of PGW based upon
the results from the statement of revenues and exoenses.

Condensed Statements of Revenues and Exoenses

(Thousands of dollars)

Years ended August 3l

Total gas revenues
Other revenues

Total operating revenues

Total operating expenses

Operating income

Interest and other income
Total interest expense

$ 831,428 840,105 929,961
18,199 19,246 24,007

849,627 859,351

55,381

15,732
(68,006)

39,603

13,073
(68,780)

_(r6199-

953,968

880,040

73,928

8,518
(65,687)

794.246 819,748

Excess (deficiency) of
revenues over (under)
expenses 3,107 16,759

Operating Rsttenues

Operating revenues in FY 2008 were $849.6 million, a decrease of $9.8 million or l.lo/o from the FY 2007 level.
The decrease in FY 2008 was due to a milder winter. Operating revenues in FY 2007 were $859.4 million, a

decrease of $94.6 million or 9.9a/o from the FY 2006 level. The decrease in FY 2007 was principally due to lower
fuel costs which are a component of operating revenues through the gas cost rate (GCR). Please see the
discussion of the cost of fuel in the Operating Expenses section below.

Total sales volumes, including gas trunsportation deliveries, in FY 2008 increased by 2.5 Bcf to 66.3 Bcf or 3.9Ya

from FY2007 sales volumes of 63.8 Bcf. In EYZA07 btal sales volumes increased by 4.4 Bcf to 63.8 Bcf or
7.4%a fuom FY 2006 sales volumes of 59.4 Bcf. Firm gas sales of 45.5 Bcf were 2.4 Bcf or 5.0% lower than
FY2007 firmgassalesof 47.9Bcfwere 1.7Bcf or3.7%higherthanFY2007. Intemrptiblecustomersales
decreased by 0.9 Bcf compared to FY 2AA7 and increased by 0.3 Bcf compared to FY 2006. Gas transportation
sales in FY 2008 increased by 5.9 Bcf to 19.0 Bcf from the l3.l Bcf level experienced in FY 2007. In FY 2007,
the volume increased by 2.4 Bcf to l3.l Bcf fiom the 10.7 Bcf level experienced in FY 2006.

The number of customers served by PGW at the end of FY 2008 decreased by 0.2%o from the previous year to
approximately 505,000 customers. The number of custorners served by PGW at the end of FY 2007 and FY 2006
were approximately 506,000 and 486,000, respectively. Cornmercial accounts were approximately 25,000,
reflecting no change from the previous two fiscal years. lndustrial accounts decreased by 1l.l% from the prior
year's level to 800. Industrial accounts were 900 and 1,000 customers in FY 2007 and FY 2006, respectively.

{Continued)



PHILADOLPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Manasement's Discussion and Analysis

August 3 l, 2008 and.2007

Residential customers decreased to 479,A00 customers, a decrease of 1,000 from the prior year. The number of
residential customers in FY 2007 increased to approximately 480,000 customers, an increase of 20,000 over the
FY 2006level.

Operating Expenses

Total operating and maintenance expenses, including fuel costs, in FY 2008 were $794.2 million, a decrease of
$25.5million or 3.1% from FY2007. Total expenses decreased by $60.3million or 6.90/o from FY2007
compared to FY 2006. The decrease for FY 2008 reflects substantially lower natural gas utilization and an
increase in refunds received from pipeline suppliers. The decrease for FY 2007 reflects substantially higher
natural gas prices &om FY 2006.

Cost of Fuel - The cost of natural gas utilized decreased by $27.3 million or S.lYo to $512.0 million in FY 2008
compared with $539.3 million in FY 2007. The average commodity price per Thousand cubic feet (Mcf)
increased by $0.25 or $13.5million, while the volume of gas utilized decreased by 4.6 Bcf,7.9Ys or
$37.6 million. In addition, pipeline supplier refunds in FY 2008 increased by $10.0 million while demand
charges increased by $6.8 million, compared to FY 2007.

The cost of natural gas utilized decreased by $85.8 million or l3.7Yo to $539.3 million in FY 2007 compared
with $625.1million in FY2006. The average commodity price per Mcf decreased by nearly $2.02 or
$l17.2 million, while the volume of gas utilized increased by 3.0 Bcf,5.4o/o or $30.6 million, in FY 2007 despite
a l.2o/o decrease in degree days from FY 2006. In addition, pipeline supplier refunds in FY 2007 decreased by
$0.2 million while demand charges increased by $0.7 million, compared to FY 2006.

Variations in the cost of purchased gas axe passed through to customers under the GCR provision of PGW's rate
schedules. Over-recoveries or under-recoveries of purchased gas costs are subtracted from or added to gas

revenues and are included in current assets or current liabilities, thereby eliminating the effect that recovery of
gas costs would otherwise have on net income.

The average natural gas commodity prices for utilized gas for FY 2008, FY 2007, and FY 2006 were $8.48,
$8.23, and $10.25 per Mcf, respectively.

Other Operating Expenses - Expenditures for street operations, infrastructure improvements, and plant
operations in FY 2008 were $68.9 million, down from the FY 20A7 1.rlral of $69.5 million as a result of lower
labor costs and up from the FY 2006 total of $66.1 million as a result of an increase in the value of gas used from
the time customers request shutoff to the occupancy of the premise by a subsequent customer. This cost was
partially reduced by lower operating expenses due to warrner weather conditions. In addition, the cost for
customer services, collection and account management, marketing, and the administrative axea increased by
$4.9 million or 5.7o/o in FY 2008 primarily due to costs related to the business tnnsformation initiative and a
decrease in the gas used by the utility. This category decreased by $4.1 million or 4.5%o in FY 2007, which was
offset somewhat by higher premiums for active and retired employee health insurance coverage. Pension costs

decreased by $l.0million and $2.3million in FY2008 and FY2007, respectively, based on the most recent
actuarial valuation of the pension plan.

(Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Manasement's Discussion and Analysis

August 31,2008 and2007

Provision for Uncollectible Accounts - The provision for uncollectible accounts in FY 2008 totaled
$37.0 million, a decrease of $3.0 million or 7 .5o/o lower than FY 2A07, which totaled $40.0 million, a decrease of
$0.1 million or 0.3o/o compared to FY 2006 based on the most recent accounts receivable collectibility
evaluation. The accumulated provision for uncollectible accounts at August 31, 2008 reflects a balance of
$140.4million, compared to the $150.2million balance in FY 20A7 and $168.9million in FY2006. PGW is
commified to continuing its collection efforts in an attempt to reduce outstanding delinquent account balances
and to provide assistance to those customers who quali$r for low-income grants and payment programs to help
those customers maintain their gas service.

Depreciation Expense - Depreciation expense increased by $3.1 million in FY 2008 compared with FY 2007.
Depreciation expense increased by $1.7million in FY2007 compared with FY2006. The effective composite
depreciation rates for FY 2008, FY 2007 and FY 2006 were 2.4Vo,2.3oA and2.3o/o, respectively. Cost of removai
is charged to expense as incurred.

Interest and Other Income - Interest and other income was $2.7 million greater than FY 2A07 as the result of
increased earnings on higher restricted fund balances. lnterest and other income in FY 2007 was $4.6 million
greater than FY 2006 as the result ofincreased earnings rates on higher restricted fund balances.

Interest Expense - Total interest expense decreased by $0.8 million or 1.1% in FY 2008 compared with FY 2007
and increased by $3.1million or 4.7o/o in FY2007 compared with FY2006. Interest on long-term debt was
$3.9 million higher than the FY 2007 level as a result of the full year effect of the FY 2007 issuance of revenue
bonds in May 2007. Other interest costs decreased by $4.8 million or 28.0o/o in FY 2008 principally due to the
reduction in the borrowing cost of the commercial paper program. Other interest costs increased by $2.2 million
or l4.6Yo in FY 2007 and increased by $4.0 million or 36.4a/o in FY 2006 reflecting additional costs associated
with PGW's commercial paper program and the amortization of the loss on reacquired debt.

{Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City ofPhiladelphia)

Required Supplementary Information (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2007

Excess @eficienc"v) of Revenues Over ([Inder) Expenses - In FY 2008, the Company's excess of revenues over
expenses was $28.9 million prior to recording the expense of $25.8 million related to OPEB. As a result, the

Company ended with an excess of revenues over expenses of $3.1 million. The Company had an excess of
revenues over expenses of $10.3 million in FY 2007 prior to recording the expense of $26.4 million related to
OPEB and $16.8 million in FY 2006.

Condensed Balance Sheets

(Thousands ofdollars)

Ausust 3l

utilify prant, net 
Assets

Restricted investment funds

Current assets:
Accounts receivable (net of

accumulated provision for
uncollectible accounts of $140,435,
$150,23 1, and $168,889 for 2008,
2047, and 2006, respectively)

Other current assets and deferred
debits, cash and cash equivalents, gas
inventories, materials, and supplies

Total current assets

Other assets and defened debits

Total assets

Fund Equity and Liabilities

Fund equity
Total long-term debt

Current liabilities:
Note payable
Current portion of long-term debt
Other current liabilities and deferred

credits

Total current liabilities

Other liabilities and deferred credits

Total fund equity and
liabilities

99,304 88,618 74,360

242,503 205,083 181,394

$ 1,062,095
219,788

1,044373
277,139

293,741

r03.727

_rJr494A_

223,301
1,201,792

51,600
86,995

ra3,276

24r,871

47.976

1,007,648
135,625

255,754

106,983

1,506,010

239,405
1,476,131

55,000
39,591

73,854

168,445

22,029

1,506,010

34r,847

105,975

1,729,665

226,448
1,127,163

90,000
76,430

126,235

292,265

83,829

1,729,665 1,714,940

(Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Manasement's Discussion and Analvsis

August 3 l, 2008 and.2007

Assets

Utilit"v Plant - Utility plant, net of depreciation, totaled $1,062.1 million in FY 2008, an increase of $21.7 million
or2.lo/o compared with the FY 20A7 balance of $l,040.4million. The FY 2007 balance of $1,040.4mil1ion,
increased by $32.8 million or 3.3o/o compared with the FY 2006 balance of $1,007.6 million. Capital
expenditures for construction of distribution facilities, purchase of equipment, information technology
enhancements, and other general improvements were $61.2million in FY 2008 compared to $69.1 million in
FY 2A07 and $60.7 million in FY 2006. PGW funded capital expenditures through drawdowns &om the Capital
Improvement Fund in the amounts of $60.9 million, $60.7 million and $63.1 million in FY 2008, FY 2007 and
FY 2006, respectively. The major capital expenditures are associated with PGW's gas supply infrastructure,
namely, gas mains and customer service lines.

Restricted Investment Funds - Restricted investment funds decreased by $57.4 million in FY 2008 prirnarily due
to the drawdown from its Capital Improvement Fund offset by interest income. Interest income on these funds, to
the extent not drawn, is reflected as an increase and approximated$.2.7 million in FY 2008 and $6.8 million in
FY 2007 . A drawdown from the Sinking Fund's capitalized interest account in the amount of $0.1 million was
utilized to offset the debt service payment in FY 2007. In FY 2006, this amount was $6.0 million.

Accattnts Receivable - In FY 2008 accounts receivable (net) of $99.3 million increased by $10.7 million, or
l2.l% from FY 2007 due to firm transportation suppliers' billings and an increase in participation in the
Customer Responsibility Program (CRP). Accounts receivable (net) increased by $14.3 million, or l9.2Yo in
FY 2007 compared to FY 2006. The accumulated provision for uncollectible accounts, totaling $140.4 million
decreased by $9.8 million in FY 2008 and totaled $150.2 million in FY 2007 and $168.9 million in FY 2006.

Other Current Assets and Defewed Debits, Cash and Cash EEivalents, Gas Inventories, Materials, and
Supplies - In FY 2008 cash and cash equivalents were $49.3 million, a decrease of $2.4 million from FY 2007,
and totaled $5l.7million in FY 2006. Gas storage increased by $4l.4million or 29.9o/o. The increase in gas

inventory reflects an increase in the gas cost per Mcf plus an increase in the amount of storage at year-end.
Materials and supplies of $187.5 million, which principally include gas inventory, maintenance spare parts, and
material, increased by $39.7 million and were $147.8 million in FY 2007 and $149.4 million in FY 2006. Other
current assets and deferred debits totaled $5.6 million in FY 2008, up $0.1 million from FY 2007. In FY 2007
other current assets and deferred debits totaled $5.6 million, down $19.6 million from FY 2006, primarily due to
the recovery of under-recovered GCR amounts from the prior year.

Other Assets and Defened Debits - In FY 2008 other assets and deferred debits including unamortized bond
issuance costs, unamortized loss on reacquired debt, and a deferred regulatory asset for environmental expenses

totaled $l06.0million, an increase of $2.3million from FY 2007, mainly due to an increase in the workers'
compensation injuries and damages reserve. In FY 2007 the total was $103.7 million and reflected an increase of
$3.3 million from FY 2006. The major portion of this change was related to the bond issuance costs on the

$3 13.4 million of debt issued in FY 2006, offset partially by deferred environmental costs.

(Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Manasement's Discussion and Analysis

August 31,2008 and.2ffi7

Liabilifies

Long-Term Debt - Long-term debt, including the current portion and unamortized discount and premium, totaled
$1,203.2 million in FY 2008, $85.6 million less than the previous year as a result of the Company paying off the

City Loan and normal debt principal payments. This represents 84.2% of total capitalization in FY 2008.
Long-term debt, including the current portion and unamortized discount, premium, and note payable - City Loan
totaled $l,288.8million in FY 2007, $173.1 million greater than the previous year as a result of principal
payments on outstanding debt and the issuance of the Seventh Series and Nineteenth Series revenue bonds during
FY 2007. This represents 85.2% of total capitalization in FY 2007 The total long-term debt for FY 2006 totaled
$l,l15.7 million, which represented 82.3% of total capitalization.

Debt Service Coverage Rotio and Ratings - PGW has a mandatory debt service coverage ratio of 1.50 times debt

service on the 1975 Ordinance Bonds and the 1998 Ordinance Bonds, respectively. In FY 2008, the debt service
coverage was at 4.28 times debt service on the outstanding 1975 Ordinance Bonds and 1.88 times debt service on
the Senior 1998 Ordinance Bonds compared to debt service coverage ratios of 3.70 and 2.00 times, respectively,
in FY 2007 and 3.36 and 1.94 times, respectively, in FY 2006. PGW's current bond ratings are "Baa2" from
Moody's Investors Service (Moody's), "BBB-" from Standard and Poor's Ratings Service (S&P), and'.BBB-"
from Fitch Ratings.

Short-Term Debt - Due to the highly seasonal nature of PGW's business, short-term debt is utilized to meet

working capital requirements. PGW, pursuant to the provisions of the City of Philadelphia Note Ordinance, may

sell short-term notes in a principal amount, which together with interest, may not exceed $200.0 million
outstanding at any one time as compared to $ 150.0 million in FY 2006. The letter of credit supporting PGW's
commercial paper program fxed the maximum level of outstandilg notes plus interest at $l50.Omillion in
FY 2008 and FY 2007, respectively. These notes are intended to provide additional working capital and are

supported by an irrevocable letter of credit and a security interest in PGW's revenues. The notes outstanding at

August 31, 2008 had a weighted average interest rate of 1.63% and a remaining weighted average time to

maturity of 6l days. The principal amounts outstanding at August3l,2008 and20A7 were $90.0million and

$51.6 million, respectively. In addition, the City provided PGW with a $45.0 million, 0.0% interest loan in FY
2001. In FY 2007, PGW paid $2.0million of the loan leaving an outstanding balance of $43.0million. In
FY2008, PGW paid $20.5million and $22.5million in December2}AT and August2008, respectively to

completely repay the remaining balance of the [oan.

Liquidity/Cash Flow - At December 18, 2008, $2.0 million was available from the Commercial Paper Program.
Additionally, PGW had $l I1.7 million available in its Capital Improvement Fund to be utilized for construction
expenditures. These funding sources may be utilized during &e fall and early winter period to provide liquidity
until billings from the winter heating season are collected. The cash balance at December 18, 2008 was

$65.5 million.

Accounts PaTable - In FY 2008 accounts payable increased $6.9million ar ll.4Yo compared with FY2007
primarily due to an increase in natural gas payables. In FY 2007 accounts payable increased $3.1 million or 7.\Yo

compared with FY 2006 reflecting a $3.3 miltion increase in accounts payables associated with natural gas

partially offset by a $0.2 million decrease in trade payables.

t0 (Continued)
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(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2007

Other Liabilities and Deferred Credits - In FY 2008 other liabilities and deferred credits totaling $83.8 million
increased $35.8million compared to FY 2007. In FY 2007 other liabilities and deferred credits totaling
$48.0 million increased $26.0 million compared to FY 2006. The increase in FY 2008 is the effect of recording
the change in the liability for OPEB in the amount of $25.8 million, an increase in the injuries and damages
reserve and an increase in the environmental remediation liability. The increase in FY 2007 is the effect of
recording the liability for OPEB in the amount of $26.4 million.

Other Financial Factors

The City has made a major commitment to PGW by granting back its annual $18.0 million payment, in each of
the last three fiscal years, thereby improving PGW's overall liquidity position. PGW must continue to focus its
efforts on becoming a competitive utility in the deregulated marketplace. PGW remains committed to achieving
its tradition of providing high-quality service to customers, while continuing as a valuable enterprise of the City.

The Company's total OPEB actuarial accrued liability as of August 31,2008 was $591.6 million if the Company
continued to provide for its OPEB obligations on a pay-as-you-go basis. The Company's actuarial accrued
liability would be reduced to $382.7 million if the Company adopted a policy of funding its ARC. The ARC
represents a level of funding that, if paid on an ongoing basis, is projected to cover normal costs each year and
amortize any unfunded actuariai liabilities (or fi.rnding excess) over a period of 30 years. The acfuarial valuation
utilized a discount rate of 8.25% for purposes of developing the liabilities and ARC to demonstrate the effect of
funding the Plan. This rate is based on the investment refurn expected on investments segregated in a funded
trust.

The annual OPEB cost was $52.3 million for the fiscal year ended August 31,2008 and is projected to increase
to $70.2 million per year over the ensuing 2}-yeat period on a pay-as-you-go basis. The annual OPEB cost was
$45.2 million for the fiscal year ended August 31, 2007.

On December22,2006, PGW filed for a $100.0 million base rate increase with the Public Utilify Commission
(PUC). On September 28, 2007 , the PUC approved a rate increase of $25.0 million. PGW appealed this decision
to Commonwealth Court on or about October 18, 2007 and this matter is still pending in the courts. The
$25.0 million rate increase was implemented in November 2007.

In November 2008, the Company filed for an extraordinary or emergency base rate increase of approximately
$60.0million or 5.2o/o and simultaneously requested an $85.0million or 7.4Yo decrease in the GCR for a net
2.2%o overcll rate decrease of approximately $25.0 million. The proposed base rate increase will serve several
purposes. First, the increase will cover the additional financing costs that the Company anticipates it will incur in
the next few months. Second, the increase will improve the Company's financial position so as to enhance its
ability to access the financial markets and maintain its bond rating. Third, the ilcrease will provide additional
liquidity and financial flexibility in this tight credit market. On December i8, 2008, the PUC issued its decision
approving a base rate increase of $60.0 million or 5.2o/o and a decrease in the GCR of $107.0 million for a net
decrease in rates of $47.0 million or 4.2o/o. These rates are effective as of Januarv 1"2A09.

ll (Continued)
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(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Manasement's Discussion and Analysis

August 3 l, 2008 and,2007

The Company had $90.0 million of commercial paper that was outstanding at August3l,2008. Subsequent to
year-end, all outstanding commercial paper matured, and additional commercial paper was issued. As of
December 18, 2008, $148.0 million of commercial paper was outstanding which matuxes on February 12,

February l3 and March 12,2009.

As of December 18, 2008,9271.4 million of the Sixth SeriesBonds are held by the providers of the Standby
Bond Purchase Agreement as bank bonds. The providers of the Standby Bond Purchase Agreement continue, on
a weekly basis, to remarket the bonds in accordance with the bond authorization. The Standby Bond Purchase

Agreement expires on January 26, 2A09. If the Standby Bond Purchase Agreement is not renewed, and no
substitute liquidity facility is provided, any bank bonds held at that time will be amortized in ten payments
payable the first business day of July and the first business day of December for the next five years. The
Company has therefore recorded as current debt at August3l, 2008 one tenth of the outstanding Sixth
SeriesBonds as of August3l, including $l.gmillion due to mature in 2009 under the original amortization
schedule and an additional $29.3 million for a total of $31.2 million.

The fair value of the interest rate swap as of December 18, 2008 was negative $72.6 million. This means that the

Company would have to pay this amount to terminate the swap. Per the swap agreement, the refunding or
defeasance of the Sixth Series Bonds, in whole or in part, without the prior written consent of both the
counterparty and the insurer, may constitute an event of termination unless certain conditions are met. There is a
termination risk related to the interest rate swap agreement if PGW's bond rating falls below Baa2 or BBB
(Moody's/S&P). Because the City's swap payments are insured by Financial Security Assurance Inc. (FSA) as

long as FSA is rated at or above A2 or A (Moody'VS&P) the termination event based on the City's rating is
stayed. Neither the Company's credit rating nor FSA's credit rating has declined below the levels required in the

agreement as of December 18, 2008.

Contacting the Companyos Financial Management

This financial report is designed to provide the citizens of Philadelphia, customers, investors, and creditors with a
general overview of PGW's finances and to demonstrate PGW's accountability for the money it receives. If you
have questions pertaining to this report or need additional financial information, please contact Philade$hia Gas

Works, 800 W. Montgomery Avenue, Philadelphia,P{, 19122 or on the Web at www.pgworks.com.
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PHILAI}ELPHIA GAS WORKS
(A Compoaent Unit of the City of Philadelphia)

Balance Sheets

August 31,2008 and2007

(Thousands ofdollars)

Assets

Utility plant, at original cost:
ln service
Under construction

Total

Less accumulated depreciation

Utility plant, net

Restricted investment funds:
Sinking fund, revenue bonds
Capital improvement fund
City of Philadelphia
Workers' compensation escrow fund

Total restricted investrnent funds

Current assets:

Cash and cash equivalents
Accounts receivable (net of provision for uncollectible accounts

of $140,435 and $150,231 for 2008 and20A7, respectively)
Gas inventories, materials, and supplies
Other current assets and deferred debits

Total current assets

Unamortized bond issuance costs
Unamortized losses on reacquired debt
Other assets and deferred debits

Total assets

See accompanying notes to financial statements.

2008 2007

I,685,593
46,969

1,732,562

670,467

1,462,095

106,198
lll,207

2,383

1,633,300
48,013

I ,681,3 l3

640,940

1,040,373

102,438
t72,134

643
r.924

219.788 277,139

49,338

99,304
i 87,539

5,626

341,807

38,738
47,902
19,335

1,729,665 1,714,940

51,698

88,618
147,770

5,615

293,701

42,086
53,359
8,282

l3 {Continued)



PHILADELPIIIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Balance Sheets

August 31,2008 and2007

(Thousands of dollars)

Fund Equity and Liabilities

Fund equity:
Deficiency of capital assets, net of related debt
Restricted
Unrestricted

Total fund equity

Long-term debt:
Revenue bonds

Total lone-term debt

Current liabilities:
Note payable
Current portion ofrevenue bonds
Note payable - City Loan
Accounts payable
Customer deposits
Other current liabilities and deferred credits
Accrued accounts:

Interest, taxes, and wages
Distribution to the City

Total current liabilities

Other liabilities and deferred credits

Total fund equity and liabilities

See accompanying notes to financial statements.

2008 2007

(4,466)
108,581
122,293

226,408

1,127,163

t.r27.163

90,000
76,430

67,508
1 7)5

32,581

15,821
3.000

292,265

83,829

s 1,729,665

(5,690)
105,005
123,986

223.301

1,201,792

1,201,792

51,600
43,995
43,000
60,615

9,049
15,524

15,088
3,000

241,871

47,976
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Statements of Revenues and Expenses

Years ended Auzust 31. 2008 and2007

(Thousands ofdollars)

Operating revenues:
Gas revenues:

Nonheating
Gas transport service
Heating

Total gas revenues

Appliance and other revenues
Other operating revenues

Total operating revenues

Operating expenses:
Natural gas
Gas processing
Field services
Distribution
Collection and account managemenl
Provision for uncollectible accounts
Customer services
Marketing
Administrative and general
Pensions
Other postemployment benefits
Taxes

Total operating expenses before depreciation

Depreciation
Less depreciation expense included in operating expenses above

Total depreciation

Total operating expenses

Operating income

lnterest and other income

Income before interest expense

Interest expense:
Long-term debt
Other
Allowance for funds used during construction

Total interest expense

Excess (deficiency) ofrevenues over (under) expenses

See accompanying notes to financial statemenls.

2008 2007

$ 78,687
19,215

733,526

83t,428

8,607
9,592

90,798
12,949

736,3s8

840,105

9,398
9,848

849,627 859,351

511,976
14,436
37,126
17,319
15,447
37,000
12,305
2,628

64,716
14,258
25,834

5,677

754,722

42,868
3,344

39,524

794,246

55,381

15,732

7l,ll3

s6,075
12,269

(338)

68,006

539,300
16,240
36,100
l7,ll9
15,221
40,000
11,793
2,418

56,819
15,217
26,421

6,730

783,368

39,708
3,328

36,380

8t9,748

39,603

13,073

52,676

52,146
17,442

(408)

68,780

3,107 (16,104)
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PIIILADELPIIIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Statements of Cash Flows

Years ended August 31, 2008 and20A7

(Thousands ofdollars)

2008

Cash flows from operating activities:
Receipts from customers
Payments to suppliers
Payments to employees
Claims paid
Other receipts

Net cash provided by operating activities

Cash flows from noncapital financing activities:
Interest
Interest payments on notes payable
Net repayments of notes payable
Loan from City of Philadelphia
Restricted, City Loan deposit
Distribution to the City of Philadelphia
Grant back of distribution from the City of Philadelphia

Net cash used in noncapital financing activities

Cash flows from capital and related financing activities:
Proceeds from long-term debt issued
Redemption of long-term debt
Long-term debt issuance costs
Long-tem debt premium, discount, and issuance losses
Furchases of capital assets
Principal paid on longterm debt
Interest paid on long-term debt
Capital improvement fund deposits
Drawdowns on capital improvement fund
Interest income on capital improvement fund
Interest income on sinking fund
Sinking tund (deposits)
Other investment income

Net cash used in capital and related financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at the beginning ofthe year

Cash and cash equivalents at the end ofthe year

Reconciliation ofoperating income to net cash provided by operating activities:
Operating income
Adjustments to reconcile operating income to net cash provided by

operating activities:
Depreciation and amortization expense
Change in assets and liabilities:

Receivables. net
Inventories
Accounts payable
Other liabilities and defened credits
Other assets and deferred debits

Net cash provided by operating activities

See accompanying notes to financial statements.

(ot,zu)
(4r,830)
(s4,076)

60,926
8,089
3,460

(3,7s9)
338

(88,0e6) (e7,631)

(2,360) 45,001

5l,698

$ 49,338

6,697

5l,698

55,38r

$ 834,000
(659,969)
(105,se6)

(2,691)
24,500

90,244

3,548
(4,099)
38,400

(43,000)
643

( 18,000)
18,000

(4,508)

863,658
(631,47s)
(I06.0r8)

(2,e58)
28,800

152,007

4,766
(8,098)
(3,400)
(2,000)

(643)
(18,000)

18,000

(e,37s)

245,350
(45,4s0)
(5,652)
(4,133)

(6e,10s)
(38,045)
(46,e13)

( 1 e3,1 70)
60,672
4,497
1,996

(8,086)
408

39,8r2

( 1 r,21 5)
(39,769)

6,892
50,879

(l 1,736)

s 9a,244

39,603

"t617)

3,387
1,668
1 111

31,366
36,1 1 8

152,407
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Statements of Changes in Fund Equity

Years ended August 3 l, 2008 and 2007

(Thousands ofdollars)

20072008

Fund equity balance, beginning of the year
Excess (deficiency) ofrevenues over (under) expenses
Distribution to the City of Philadelphia
Grant back of distribution from the City of Philadelphia

Fr"rnd equity balance, end of the year

See accompanying notes to financial statements.

$ 223,301 239,405
3,107 (16,104)

(18,000) (18,000)
18,000 18,000

s 226,408 223,301
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and20A7

(l) Summary of Significant Accounting Policies

The accounting methods employed by the Philadelphia Gas Works (the Company) are in conformity with
U.S. generally accepted accounting principles (U.S. GAAP) and are in accordance with City of
Philadelphia (the City) reporting requirements.

As described in note 2, lhe Company, is a component unit of the City, and consequently follows
accounting principles promulgated by the Govemmental Accounting Standards Board (GASB) as they
apply to proprietary fund-type activities. In accordance with GASB Statement No.20, Accounting and
Financiol Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting, the Company does not apply accounting standards promulgated by the Financial Accounting
Standards Board (FASB) issued after November 30, 1989. FASB Statement No. 71, Accounting for the
Effects of Certain Types of Regulation, is applicable to the Company. Under FASB Statement No.71,
certain assets or liabilities may be created by actions of regulatory bodies.

The principal accounting policies within this framework are described as follows:

(u) Regulation

Prior to July l, 2000, the Company was under the regulatory jurisdiction of the Philadelphia Gas

Commission (PGC). The PGC had the authority to set the Company's rates and tariffs. The PGC also
approved the Company's annual Operating Budget and reviewed the Company's Capital Budget
prior to approval by the City Council of the City (City Council).

Effective July l, 2000, and pursuant to the passage of the Pennsylvania Natural Gas Choice and
Competition Act (the Act), the Company came under the regulatory jurisdiction of the Pennsylvania
Public Utility Commission (PUC). Under the PUC's jurisdiction, the Company filed a restructuring
plan on July l, 2002, which among other things, provided for an unbundled tariff permitting
customer choice of the commodity supplier by September l, 2003. Under the Act, the PUC is
required to follow the "same ratemaking methodology and requirements'? that were previously
applicable to the PGC when determining the Company's revenue requirements and approving overall
rates and charges. The PGC continues to approve the Company's Operating Budget and review its
Capital Budget. The Company's Capital Budget must be approved by City Council.

The Company, as of September | , 2003, is operating under its Restrucnring Cornpliance Tariff. The

Restructuring Compliance Tariff Rates are designed to maintain revenue neutrality and the Taritr
Rules and Regulations are designed to comport with the Pennsylvania Public Utility Code.

(h) Operating Budget

On May 29, 2008, the Company filed its fiscal year (FY) 2009 Operating Budget. The PGC
conducted informal discovery conceming this budget in July and August 2008 and public hearings in
September 2008. The PGC authorized interim spending authority of $88,140,000 for the period
September l, 2008 through December 31, 2008, pursuant to a Motion, dated September 23, 2008. A
final Order approving interim spending was approved by the Commission at its September 23,2408
meeting. Briefs were filed on October 15, 2008, a Recommended Decision was received on
October 27,20A8 and a final budget approval was granted by the Commission on December 2,2048.

l8 (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2A07

On July 13,2007, the Company filed its FY 2008 Operating Budget. The PGC conducted hearings
concerning this budget in August 2A07 ard approved the Company's proposed operating revenues
and expenses with net adjustments of $4,197,000.

(c) Capital Budget

On April 21,2008, the Philadelphia Facilities Management Corporation (PFMC) Board approved the
Company's Request to file an amendment to the FY 2008 budget in the amount of $2,300,000 for
funding to support the Risk-Based Collections and Field operations projects. These projects are
critical efforts in support of the Company's Business Transformation effort. The Commission, after
review and evaluation, approved a recommendation to City Council supporting the Company's
amendment on July 2, 2A08. City Council approved the Commission's recommendation on
October 23,20A8 and the Mayor signed the ordinance on November 5, 2008.

On January 2, 2008 the Company filed a proposed FY 2009 Capital Budget in the amount of
$73,436,000. After review and evaluation, the PGC on April30, 2008 approved a recommendation
to City Council for a budget of $71,956,000. The Gas Commission's recommendation was approved
by City Council on June 19, 2008 and the ordinance signed by the Mayor on July 2,2008.

On September 27,2007 the Company filed with the PGC a proposal to amend the approved FY 2008
Capital Budget for two new lines items totaling $i,433,000. These line items were Supplemental
Funding - Consolidate Fire Protection System - Richmond Plant for $1,171,000 and Disaster
Recovery for Richmond and Passyunk Plants for $262,000. On October 23,2007 the Company filed
a proposal to frrther amend the budget by adding another new line item. Partial Reauthorization -
Customer Service Data Warehouse for $169,000. Concurrently, the Company proposed a reduction
of $1,523,000 in FY 2008 budget authorization to compensate for the additional funding requested.
The Commission, after review and evaluation, reco:nmended that City Council approve an amended
budget for FY 2008 in the amount of $70,727,000. Subsequently, City Council approved the PGC's
recommendation on March 6, 2008, with the Mayor signing the budget ordinance on March 12,

2008.

On January 2, 2AA7, the Company filed with the PGC its FY 2008 Capital Budget requesting
spending authority in the amount of $118,243,000. This budget request was amended by the
Company to reflect the deferral of two projects, Construction of Phase II Liquefied Natural Gas
(LNG) Replacement and Implementation of Billing Collection Customer Service (BCCS) for a
reduction of $47,300,000. The PGC conducted hearings concerning this budget in February 2007.
Briefs were filed on March 13, 2007. The Hearing Examiler issued a Recommended Decision on
March 27,2007 for consideration by the Commissioners further reducing the budget by 5295,000.
The PGC's Resolution and Order recommending approval of the FY 2008 Capital Budget to City
Council was passed on April 25,2ffi7. This recommendation of $70,648,000 was approved by City
Cotrncil on June 15, 2A07. The Mayor of the City signed the Ordinance approving the FY 2008
Capital Budget on September 2A,2007.

l9 (Continued)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2ffi7

Base Rates

In November 2008, the Company filed for an extraordinary or emergency base rate increase of
approximately $60,000,000 or 5.2o/o and simultaneously requested an $85,000,000 ot7.4o/o decrease

in the GCR for a net 2.2Yo overall rate decrease of approximately $25,000,000. The base rate

increase will serve several purposes. Fist, the increase will cover the additional financing costs that
the Company anticipates it will incur in the next few months. Second, the increase will improve the

Company's financial position so as to enhance its ability to access the financial markets and maintain
its bond rating. Third, the increase will provide additional liquidity and financial flexibility in this
tight credit market. On December 18, 2008, the PUC issued its decision approving a base rate

increase of $60,000,000 or 5.2Yo and a decrease in the GCR of $107,000,000 for a net decrease in
rates of $47,000,000, or 4.2%o. These rates are effective as of January l, 2009.

On December 22,2006, the Company filed for a $100,000,000 base rate increase with the PUC. The

funds provided by this increase in base rates were to be used to pay increased operating and
maintenance costs, establish an adequate level of working capital, repay the $45,000,000 City loan,
reduce the outstanding level of short-term commercial paper, provide a source of internal ftrnds for
capital expenditures, meet bond covenant requirements in each fiscal year, and provide funds for
long-term debt reduction. On September 28,2007, the PUC approved a rate increase of $25,000,000
which was effective in November 2007. The Company appealed this decision to Commonwealth
Court on or about October 18,20A7 and this matter is pending in the courts.

The previous increase in base rates of $36,000,000 was approved by the PUC on }ipnl12,2M2.

Weather Nornalization Adj astment Clause

The Weather Normalization Adjustment Clause (WNA) was approved by PUC Order dated
August 8, 2002. The purpose of the WNA is to neutralize the impact of weather on the Company's
revenues. This allows the Company to achieve the recovery of appropriate costs as authorized by the
PUC. The WNA results in neither a rate increase nor a rate decrease, but acts as a billing adjustment.
The main benefits of the WNA are the stabilization of cash flow and the reduction of the need for
short-term borrowing from year to year. The WNA is applied to customer invoices rendered during
the period of October I through May 3l of each year for each billing cycle. The WNA will continue
in place unless the PUC issues an order directing that it be discontinued. The Company cannot
predict when the PUC will complete its review of the WNA, and the review was not completed as of
August 31,2008. The adjustments for the years ended August 31,2008 ard20A7 were an increase in
billings of $12,238,000 and $6,498,000, respectively.

Gas Cost Rate

The Company's single greatest operating expense is the cost of natural gas. The rate charged to the

Company's customers to recover these costs is called the gas cost rate (GCR) factor. The GCR
reflects the increases or decreases in natural gas costs and the cost of other raw materials. This GCR
mechanism provides the ftexibility to rapidly reflect current conditions without the time delay
inherent in full base rate alteration. The intent is to achieve an annual balance between the costs

incurred for fuel and their pass through to customers.

(e)

$)
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At the end of the fiscal year, costs recovered through the GCR are compared to the actual cost of fuel
and other specific costs. Customers are then credited or charged for over-recovery or under-recovery
of costs. The GCR may be adjusted quarterly or in the subsequent fiscal year to reflect the
under-recovery or over-recovery. Changes in the GCR impact the reported amounts of gas revenues
and operating expenses, but do not affect operating income or net income. The Company at
August 31,2008 deferred approximately $15,494,000 for GCR under-recovery.

GCR effective dates and rates

September i,2008
June l.2008
March 1,2008
December 1,2007
September 1,2007
June 1,2007
March 1.2007
December 1,2006
September 1,2006
Prior
* Mcf - Thousand cubic feet

GCR rate
per Mcf* Change

(0.370e)
2.30r0
0.1447
0.467r

(0.6143)
0.2913

(0.4781)
(0.343e)
(t.3Y

Effective date

12.6527
13.0236
r0.7226
rc.5779
10.1108
10.725r
10.4338
10.9119
I 1.2558
t2.5632

@ Utility Plant

Utility plant is stated at original cost. The cost of additions, replacements, and betterments of units of
property are cwpitalized and included in the utility plant accounts. The cost of property sold or retired
is removed from the utility plant accounts and charged to accumulated depreciation. Normal repairs,
maintenance, the cost of minor property items, and expenses associated with retirements are charged
to operating expenses as incurred.

In a previous rate order, the PGC disallowed the accrual of the net negative salvage component in
depreciation. Cost of removal in the amounts of $2,847,00A and $2,542,000 was charged to expense
as incurred in FY 2008 and FY 2007, respectively, and is included in depreciation expense in the
statements of revenues and expenses. Depreciation is calculated on an asset-by-asset basis on the
estimated useful lives of plant and equipment on a straight-line method. The composite rate for FY
2008 and FY 2007 was 2.4Yo and 2.3o/a, respectively. The composite rates are supported by a
depreciation shrdy of utility plant as of August3t,20A4. The effective composite depreciation rates,
as a percentage of cost, for FY 2008 were as fcllows:

Production plant A.l4% - 4.39%
Transmission, distribution, and storage 0.18% - 4.07%
General plant 1.62%-9.974/0

The next depreciation study is scheduled to be completed in FY 20t0.
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Allowance for funds used during construction (AFUDC) is an estimate of the cost of funds used for
construction purposes. The AFIIDC, as calculated on borrowed funds, reduces interest expense. The
AFUDC rate applied to construction work in progress was 4.960/o in FY 2008 and FY 2007,
respectively.

The following is a summary of utility plant activity for the fiscal years ended August 31, 2008 and
2007, respectively (thousands of dollars):

balance and transfers and transfers balance

Land
Distribution and collection

systems

Buildings and equipment

Total utility plant,
at historical cost

Under construction
Less accumulated

depreciation for:
Dishibution and

collection systems
B uildings and equipment

$ 5,267 328

1,221,067 52,803
406,966 9,792

1,633,300 62,923

48,013 61,879

{ {q5

(2,474) 1,271,396
(8,156) 408,602

(10,630) 1,685,593

(62,923) 46,969

(556,620) (28,609)* 2,768 (582,461)
(84,320) (ll,4l2)* 7,726 (88,006)

Utilify plant, net $ 1.040.373 84.781 (63,059) 1,062,095

Cost of removal in the amounts of $2,847 and $2,542 was charged to expense as incurred in FY 2008

and FY 2007, respectively, and is not included in accumulated depreciation.
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Ausust 31, 2007
Beginning

balance
Additions Retirements

and transfers and transfers
Ending
balance

Land
Distribution and collection

systems
Buildings and equipment

Total utility plant,
at historical cost

Under consffuction
Less accumulated

depreciation for:
Distribution and

collection systems
Buildings and equipment

5,267

1,t61,705
388,697

6r,537
25.500

\ )67

(2,175) 1,221,067
/7 ?1r \ 406,966

=

(9,406) 1,633,3001,555,669 87,037

65,122 70,055 (87,164) 48,013

(532,763) t26,261)* 2,404 (556,620)
(80,380) (10,905)* 6,965 (84,320)

(h)

Utility plant, net $ 1,007,648 t19,926 (87,20r) t,040,373

* Cost of removal in the amowrts of $2,847 ard $2,542 was charged to expense as incurred in FY 2008
and FY 2007, respectively, and is not included in accumulated depreciation.

Revenue Recognition

The Company is primarily a natural gas distribution company. Operating revenues include revenues
from the sale of natural gas to residential, commercial, and industrial heating and nonheating
customers. The Company also provides natural gas transportation service. Appliance and other
revenues primarily consist of revenue from the Company's parts and labor repair program. Revenue
from this program is recognized on a monthly basis for the life of the individual parts and labor
plans. Additional revenue is generated from collection fees and reconnection charges. Other
operating revenues primarily consist of finance charges assessed on delinquent accounts.

Operating expenses include the cost of natural gas and the related costs incurred through &e
processing, distribution, and delivery of natural gas to residential, commercial, and industrial heating
and nonheating customers.

Revenue includes amounts related to gas that has been used by customers o-ut has not yet been billed.
Revenues are recognized as gas is distributed. Estimated revenues from gas distributed and unbilled,
less estimated uncollectible amounts, are accrued and included in operating revenues.

Customers (Unaudited)

The Company's service territory encompzrsses the City. Of the Compa:ry's approximately 505,000
customers at August 31, 2008, nearly 95.A% were residential. Of the Company's approximately
506,000 customers at August 31,2A07, nemly 94.3% were residential.

(r)
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The Company offers a discounted payment plan for current receivables with a possible forgiveness
of arrearages in tlree years. The total number of customers with discounted payment plans as of
August 31,2008 and20}7 was approximately 77,A00 and 78,000, respectively.

The Senior Citizen Discount also provides customers with a discounted payment plan. The total
number of customers receiving the discount as of August3l, 2008 and2007 was approximately
40,000 and 44,000, respectively.

Provision for Uncollectible Aceounts

The Company estimates its accumulated provision for uncollectible accounts based on a financial
analysis and a collectibility study performed at the fiscal year-end. The methodology used in
performing the collectibility study has been reviewed with the PGC. For FY 2008 and FY 2007,
management has provided an accumulated provision for uncollectible accounts in excess of the

collectibility study results based on its analysis of historical aging data. The actual results of the

Company's collection efforts could differ significantly from the Company's estimate.

Due to the seasonal nature of the business, the Company carries credit balances in accounts
receivable primarily as a result of prepayment by budget customers. Credit balances of $19,014,000
and $17,166,000 for FY 2008 and FY 2007, respectively, have been reclassified to accounts payable

at year end.

(k) Gas Inventories, Materials, and Supplies

Gas inventories, materials, and supplies, consisting primarily of fuel stock, gases stored to meet peak

demand requirements, and spare parts, are stated at average cost at August3l,2008 and 2007, as

follows (thousands of dollars):

Gas inventory
Material and supplies

179,751
7.788

Total 187,539

Bond Issuance Costs, Debt Discount, tnd Premium

Discounts or premiums and bond issuance costs arising from the sale of revenue bonds are amortized
using the interest method over the term of the related bond issue.

Losses on Reaequired Debt

Losses on reacquired debt are deferred and amortized, using the interest method, to interest expense

over the shorter of the life of the refunding bond issue or the remaining original amortization period.

20072008

138,388
9,382

t47,770

(t)

(m)
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Pensions and Postemployment BeneJits

The Company sponsors a public employee retirement system (PERS), a single-employer
defined-benefit plan, to provide pension benefits for all of its employees. The pension plan
(the Pension Plan) is noncontributory, covering all employees and providing for retirement payments
for vested employees at age 65 or earlier under various options, which includes a disability pension
provision, a preretirement spouse or domestic partner's death benefit, a reduced pension for early
retirement, various reduced pension payments for the election of a survivor option, and a provision
for retirement after 30 years of service without penalty for reduced age. ln accordance with
Resolutions of the PGC, Ordinances of City Council, and as prescribed by the City's Director of
Finance, the Pension Plan is being funded with contributions by the Company to the Sinking Fund
Commission of the City. Management believes that the Pension Plan is in compliance with all
applicable laws.

The Company sponsors a single employer defined benefit healthcare plan and provides
postemployment healthcare and life insurance benefits to approximately 1,920 and 1,935
participating retirees and their beneficiaries and dependents for FY 2008 and FY 2007, respectively,
in accordance with their retiree medical program. The Company also provides such benefits to
approximately 7,699 and 1,720 active employees and their dependents for FY 2008 and FY 2007,
respectively, by charging the annual insurance premiums to expense.

GASB Statement No.45 (GASB 45), Accounting and Financial Reporting by Employers far
Postemployment Benefits Other Than Pensions, becomes effective for the Company's fiscal year
beginning September 1,2007. This Statement requires the Company to account for and report the
value of its future other postemployment benefit (OPEB) obligations currently rather than on a
pay-as-you-go basis. The Company adopted the provisions of GASB 45 as of September 1,20A6.
The Company had a zero net OPEB obligation at transition. As discussed in note 11, the difference
between the FY 2008 annual OPEB expense of $44,1 14,000 and the expenses paid by the Cornpany
of $18,280,000 resulted in an increase in the liability of $25,834,000 which has been recorded in
other liabilities and deferred credits and expensed in FY 2008.

Additionally, the Company adopted the provisions of GASB Statement No. 50, Pension Diselosures,
which more closely aligns the financial reporting requirements for pensions with those of OPEB, as

of September 1,2006.

Cash Equivalents

For the purpose of reporting cash equivalents, all nonrestricted highly liquid investments with
original maturities of three months or less are considered cash equivalents.

Reservefor Injuries and Damages

The Company is principally insured through insurance carriers; however, the Company is required to
cover settlement of claims, which are excluded under the provisions of such insurance policies. An
estimated liability has been established, in accordance with PGC regulations, for settlements to be
paid by the Company in the next fiscal year.

(a)

o

(p)
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Estimated losses from claims for occurrences not covered by insurance, which will not be paid in the
next fiscal year, have been accrued and deferred. Such liabilities have been established based upon
Company history and consultation with counsel. Such expenses are expected to be recovered through
future rates. Charges against the reserve are made as claims are settled.

Segment Information

Al1 of the Company's assets and operations are employed in only one segment, local transportation
and distribution of natural gas in the City.

Estimates

In preparing the financial statements in conformity with U.S. GAAP, management uses estimates.
The Company has disclosed in the financial statements all estimates where it is reasonably possible

that the estimate will change in the near term and the effect of the change could be material to the

financial statements.

Pollution Remediation

GASB Statement No.49 (GASB 49), Accounting and Financial Reporting for Pollution
Remediation Obligations, is effective for the Company's fiscal year beginning September l, 2008,
however, the Company has chosen to implement the provisions of GASB 49 a year earlier than
required by GASB because the Company is a component unit of the City for furancial reporting
requirements and the FY 2008 financial statements will be consolidated into the City's financial
statements for the fiscal year ended June 30,2009. This statement establishes a framework forthe
recognition and measurement of pollution remediation liabilities. A pollution remediation obligation
addresses the current or potential detrimental effects of existing pollution by participation in
pollution remediation activities.

Prior to the implementation of GASB 49, the Company recognized liabilities related to its voluntary
participation in remediation activities under Pennsylvania Act2, Land Reqtcling and Environmental
Remediation Standards Act of 1995 (Act 2), which established the "land recycling program, and

related to its mandatory participation in activities under Pennsylvani a Act 32, Storage Tank and Spill
Prevention Act of 1989 (Act 32), which established a comprehensive program to prevent leaks and
spills from underground and above ground tanks in accordance with existing U.S. GAAP related to
the accrual of liabilities.

Under Act 2, the Notice of Intent to Remediate (NIR) process was conducted by the Company in
October of 2004 and a total of four Public Involvement Plan meetings were conducted at multiple
City Recreation Centers throughout Philadelphia during February and March of 2005. In March of
2005 (after the public meetings were conducted), the Company submitted a series of five Remedial
Investigation Reports (RIRs) to the Act 2 for review. In July 2005, the Act 2 program approved all
five RIRs submiued in March 2005.

In accordance with GASB 49, the Company revised its methodology for estimating its pollution
remediation obligations to the effective cash flow method, in which measurement is based on the.
outlays expected to be incurred as a sum of probability-weighted amounts in a range of possible -

(s)
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estimated amounts. The Company's liability is based on a combination of internal and external cost
estimates for the specific remediation activities agreed to as part of Act 2 and Act 32 remediation
efforts, adjusted as additional information becomes available.

Estimated site liabilities are determined based upon existing remediation laws and technologies,
specific site consultants' engineering studies, or by extrapolating experience with environmental
issues at comparable sites. Estimates may change substantially as additional information becomes
available regarding the level of contamination at specific sites, available remediation methods, price
changes, changes in technology, or changes in applicable regulations.

The implementation of GASB 49 resulted in an additional $8,300,000 liability which is reflected in
other liabilities and deferred credits at August3l,2008. Althougb GASB49 requires pollution
remediation liabilities to be measured at the beginning of the first period presented in the financia-
statements, because the increase in the liability related to the implementation of GASB 49 is not
material, the Company has not restated prior periods and instead recognized the effect of GASB 49
implementation in the current year.

In accordance with U.S. GAAP for regulated entities, the Company has also recognized the
long-term portion of its environmental remediation liabitity as a regulatory asset because based on
available evidence it is probable that the previously incurred costs will be recovered through rates.

(t) Reclassifieafions

Certain prior year amounts have been reclassified to conform to current year presentation.

(2) Ownership and Management and Related-Party Transactions and Balances

The Company is a component unit of the City. As of January l, 1973, under the terms of a two-yeaf,
agreement automatically extended for successive two-year periods unless canceled upon 90 days' notice by
the City, the Company is being managed by the PFMC. The agreement, as amended, provides for
reimbursement to PFMC of acfual costs incurred in managing the Company, not to exceed a total of the
prior fiscal year's maximum amount adjusted to reflect the percentage change in the Consumer Price lndex
for All Urtan Consumers (CPI-U) All ltems Index, Philadelphia, Pennsylvania, United States Department
of Labor, Bureau of Labor Statistics, as most recently published and available to the Director of Finance of
the City on March I of each such fiscal year. In FY 2008, the applicable maximum amount was calculated
to be $1,011,000. In FY 2A07, the applicable maximum amount was calculated to be $976,000. The
agreement requires the Company to make ann63l payments of $18,000,000 to the City. In FY 2008 and FY
2407, the Company made the annual payment of $18,000,000 to the City. The City then granted the
$18,000,000 back to the Company in both years.

The Company engages in various other transactions with &e City. The Company provides gas service to
the City. Operating revenues include $13,914,000 and517,245,000 in FY 2008 and FY 2007, respectively,
relating to sales to the Cify. Water and sewer services and licenses are purchased from the CiY. Such
purchases totaled $616,000 and $615,000 in FY 2008 and FY 2AA7, respectively. Net amounts receivable
from the City were $375,000 and $240,000 at August 31, 2008 and2007, respectively.
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Certain activities of the PGC are paid for by the Company. Such payments totaled $788,000 and $684,000
in FY 2008 and FY 2007, respectively.

(3) Cash, Cash Equivalents, and Investments

(a) Cash and Cash Equivalents

Cash and cash equivalents consist primarily of bank deposits, money market accounts, and
repurchase agreements. Bank balances of such deposits and accounts at August 31, 2008 and 2407
were $52,504,000 and $54,892,000, respectively. Book balances of such deposits and accounts at

August3l, 2008 and 2007 were $49,338,000 and $51,698,000, respectively. Federal depository
insurance on these balances at August 31, 2008 and2A07 was $158,00A and$222,000, respectively.
The remaining balances are not insured.

For the Company's cash equivalents, the Company's cash balances fluctuate significantly during the

year. Excess cash balances are usually invested in money market accounts and repurchase
agreements.

The highest balance of money market accounts during the fiscal years ended August3l,2008 and

2007 were $135,200,000 and $157,200,000, respectively. Money market accounts with a carrying
amount (at fair value) of $51,200,000 and $53,702,000 at August 31, 2008 and2007, respectively,
are included in the balances presented above.

The highest balance of repurchase agreements during the fiscal year ended August3l,2008 was

$62,600,000. There were no repurchase agreements outstanding at August 31, 2008 and2007 .

(b) Restricted Investment Funds

The investments in the Company's Sinking Fun4 Capital Improvernent Fund, Workers'
Compensation Escrow Fund, and City Loan Escrow Account consist primarily of a Guaranteed
Investment Contract (GIC), U.S. Treasury and government agency obligations, corporate obligations,
and money market accounts. These investments are maintained by the City or in the Company's
name by its agent. The balance of the Capital Improvement Fund at August 31, 2008 and 2007 was

Sl I1,207,000 and $172,134,000, respectively. The unexpended Capital Improvement Fund proceeds

are restricted to the purchase of utility plant. In FY 2008 and FY 2A07, the Company utilized the

Capital Improvement Fund to provide liquidity for the additions to utility plant.

Investments are recorded at fair value except for certain money market funds recorded at amortized
cost. The adjustment to market value for the Capital Improvement Fund resulted in a loss of $71,500
at August 31, 2008. The adjustment to market value for the Capital Improvernent Fund resulted in a
gain of $8,000 at August 31,2A07. The adjustment to market value for the Sinking Fund resulted in
gains of $242,000 and $214,000 at August 31, 2008 and2ffi7, respectively.

Pursuant to the Pennsylvania Deparfinent of Labor and Industry Bureau of Workers' Compensation
Self-Insurance policy, the Company has to establish and maintain a restricted trust account. As of
August3l,2008 and2007,thetrustaccountbalanceswere$2,383,000and$l,924,000,respectively.

28 (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Finaacial Statements

August 31,2008 and2007

The following is a schedule that details the Company's investments in the Capital Improvement
Fund (thousands of dollars):

aYerage

Fair maturity Credit Ratiag
Investment type value (years) rating _gggggX_

U.S. government agencies
and instrumentalities :

Federal Home Loan
Mortgage Corporation
medium term notes 8 32,244 0.4608 Aaa/fuaA Moody's/S&P

Federal Home Loan
Mortgage gold
partner certificate

Federal National
Mortgage Association
global benchmark notes

Federal National
Mortgage Association
medium term notes

Federal Home Loan Banks

Total U.S. govemment
agencies and
instrsmentalities 50.517

Corporate obligations:
Goldman Sachs Group senior

unsubordinate 968 0.7083 Aa-/AA3 Moody's/S&P
Prioca Global 997 0.2917 Aa/AA3 Moody's/S&P
Societe Generale National

Association commercial paper 4,95A 1.6694 NiA/A-l+ S&P
HSBC Finance Corporation

commercial paper 985 0.24.03 Pl/A-l+ Moody'VS&P
American Express commercial

paper 985 0.24A3 Pl/A-l+ Moody'VS&P
Banco Santander PR San Juan

certificate of deposit 98 0.0280 FDIC Insured
Bank of Florida certificate of

deposit 99 0.1043 FDIC Insured

491 1.6694 N/A

7,129 A.2794 Aaa/AAA Moody'VS&P

1,248 1.8506 AaalAAA Moody's/S&P
9,4A5 0.8250 Aaa/Arlv\ Moody's/S&P
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August 31,2008
Weighted
aYerage

Fair maturity Credit Rating
Investment tvne value (vears) rating _Sgency

Bridgewater Savings Bank
certificate of deposit $ 98 0.0208 FDIC Insured

Countrywide Bank certifi cate
ofdeposit

Eurobank Hato Rgy
certificate ofdeposit

First Suburban National Bank
certificate ofdeposit

Ironstone Bank certificate of
deposit

Mutual Bank certificate of deposit
Ravenswood Bank certifi cate

ofdeposit

Total corporate
obligations 9,770

Total fair value of
investments 60,28'7

Cash and cash equivalents:
Citigroup Funding Inc.

commercial paper

UBS Finance Delaware LLC
commercial paper

Total cash and cash
equivalents

Money market:
Morgan Stanley Prime Portfolio

Institutional Class Funds 21.772 N/A N/A
First American Government

Obligations Fund Class Z 13,884 N/A N/A
First American Prime Obligations

Class Z 6.847 N/A NIA

Total money market 42,543

Accrued interest 463

Total fair value of
investments,
including
cash deposits $_l_!_L207-

Portfolio weighted modified duration

99 0.0180 FDIC Insured

99 0.0205 FDIC Insured

98 0.1876 FDIC Insured

98 0.1298 FDIC Insured
99 0.0745 FDIC Insured

97 0.1835 FDIC Insured

4,966 0.1474 N/A/A-l+ S&P

2,988 0.0595 N/A/A-l+ S&P

7.954
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August 31,2407
Weighted
average

Fair maturity Credit Rating
lnvestment type value (years) rating agency

U.S. government agencies and
instrumentalities:

Federal Homs Loan Banks
discount note $ 2,369 0.1917 AaalAAA Moody's/S&P

Federal National Mortgage
Association note 3,293 0.4194 Aaa/AAA Moody's/S&P

Total U.S.
government
agencies and

instrumentalities 5,662

Corporate obli gations :

American Express commercial
paper

General Electric commercial
paper

HSBC Finance commercial
paper

JP Morgan Chase & Co
Global Sr Holding Co note

Goldman Sachs Group globat
note 994 0.3750 Aa3/AA- Moody's/S&P

Total corporate
obligations 4,485

Total fair value of
investments 10.147

Money market:
First American Prime

Obligations Fund Class Z 161,965 N/A NIA

Totalmoneymarket _Lg].$-
Accrued interest 22

Total fair value of
investments,
including
caslr deposits g 172,134

Portfolio weighted modifi ed

duration

492 0.2861 Pl/Al Moody's/S&P

1,004 0.2889 Pl/Al Moody's/S&P

1,003 0.2972 Pl/Al Moody's/S&P

992 A.4194 Aa2/AA- Moody'VS&P

3l

0.3304
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The following is a schedule that details the Company's investments in the Sinking Fund (thousands

of dollars):

August 31, 2008

Weighted
average

Fair maturity Credit Rating

lnvestment tlTe vrfrrc fvearsl retins .4
Guaranteed investment contracts

U.S. government obligations:

U.S. Treasury notes

Total U.S. government

obligations

U.S. govemment agencies and

instrumentalities:

Federal Home Loan Mortgage

Corporation medium term notes

Federal National Mortgage

Association medium term notes

Federal Home Loan Banks

Total U.S. government agencies

and instrumentalities 31,842

2,688 0.5861 Aat/AA+ MoodY's/S&P

2,610 0.1694 Aa3/AA- Moody'VS&P

1,293 A.2917 Aa3/AA- MoodY'VS&P

Total corporate obligations 6,591

Total fair value of investrnents 103.368

Cash and cash equivalents:

U.S. Treasurybills 1.860 0.0111 Aaa/Au{A Moody'VS&P

Total cash and cash equivalents _!!!9-
Money market: NIA N/A

Fidelity Institutional

Covernment Portfolio Class lI 974

Total monevmarket

Total fair value of investments,
including cash deposits $_-_LffiS!_

Po*folio weighted modified duration

* The credit rating of this investmeat is unrated.

$_--_39139_ l2.50oo * *

16.806 2.5158 AaalAAA Moody'VS&P

16.806

10,176 2.0177 AaalAu{r\ Moody'VS&P

5,152 2.146 AaalAAA MoodY's/S&P

16,514 1.951I AaalAAr\ Moody's/S&P

Corporate obligations:

Wells Fargo note

Associates Corp National Association

Procter & Gamble Company

JZ

1.9002
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Aueust 31, 2007
Weighted
average

Fair maturity Credit Rating
Investment tvDe value (years) rating _gggY_

Guaranteed investment contracts $ 49.504 13.5000 * *

U.S. government obligations:
U.S. Treasury notes 7.294 1.6153 AaaiAAA Moody's/S&P

Total U.S. government
obligations 7,294

U.S. government agencies

and instrumentalities:
Federal National Mortgage

Corporation debentures 6,973 7.A4n AaalAAA Moodyrs/Sgp
Federal Farm Credit Bank bonds 4,680 1.3717 AaalAAA Moody's/S&P
Federal Home Loan

Mortgage Corporation bonds 10,396 1.9650 AaalAAA Moody's/S&P
Federal Home Loan

Mortgage Corporation
debentures 8,810 1.8329 Aaa/AAA Moody's/S&P

Federal National Mortgage
Association notes 5,861 2.3328 AaalAAA Moody's/S&P

Federal Home Loan
Mortgage Corporation notes 6,358 1.3568 Aaa/AAA Moody's/S&P

Total U.S. govemment
agencies and
instrumentalities 43,078

Corporate obligations:
Procter & Gamble note I,265 1.2917 Aa3/AA- Moody's/S&P
U.S. Bank National Association 1,105 0.8750 AazlAA Moody'JS&P

Total corporate
obligations 2.370

Total fair value
of investments 182.246

Money market:
F idelity Institutional

Government Portfolio Class II 192 NIA N/A

Total money market

Total fair value of
investments, including
cash deposits $__1_92,439_

Portlblio weighted modified duration
* The eredit rating of this investment is unrated.

192
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The following is a schedule that details the Company's investments in the Workers' Compensation
Fund (thousands of dollars):

-

average
Fair maturity Credit Rating

lnvestment tvoe value (years) rating ___3gg1-
Money market:

First American Treasury

Obligations Fwrd $ 2,383 N/A N/A N/A

Totalmoneymarket __----A:gl
Total fair value of

investments,
including cash

deposits $____2,1!l-

-

average
Fair maturity Credit Rating

Investment type value (yeers) rating agenclt

Money market:

First American Treasury

Obligations Fund $ 1,924 N/A N/A NiA

Total money market 1,924

Total fair value of
investments,
including cash

deposits $_--___-L€21

(c) Interest Rate Risk

It is the policy of the City to diversify its investment portfolios. Portfolio diversification is employed
as a way to control interest rate risk. lnvestments shall be diversified as to maturities, and as to kind
of investment to eliminate the risk of loss, which might result from over concentration of assets in a
specific maturity, in a specific kind of a securify, or from a specific issuer.
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(d) Credit Risk

The City has adopted an investment policy relating to the investments of the Company. Per the
investment policy, the Company's allowable investments af,e: (l) bonds or notes of the
U.S. govenrment; (2) U.S. Treasury obligations, including STRIPs; receipts indicating an undivided
interest in such U.S. Treasury obligations; and stripped coupons held under book-entry with the New
York Federal Reserve Bank; (3) U.S. agency obligations rated AaalAAA by Moody's Investor
Services or Standard & Poor's; (4) collateralized certificates of deposit; (5) bankers acceptances,

Eurodollars deposits, and Euro certificates of deposit that are collateralized; (6 ) commercial paper

rated MlGl or Al+ by Moody's Investor Services and Standard & Poor's, respectively; (7) general

obligation bonds of corporations rated AA or better by Moody's Investor Services or Standard &
Poor's, with a maturity of two years or less (except the Sinking Fund); (8) collateralized mortgage
obligations and pass-through securities rated AA or better by Moody's Investor Services or Standard
& Poor's or collateralized with securities that meet the Company's own investment criteria, with a
maturity of two years or less (except the Sinking Fund); (9) money market mutual funds, as defined
by the Securities and Exchange Commission; (10) repurchase agreements collateralized either
through actual delivery ofeligible collateral or through segregation ofcollateral by a depository that
is holding the counterparty's securities, provided such collateral meets the Company's own
investment criteria; and (11) obligations of the Ccmmonwealth of Pennsylvania
(the Commonwealth) or any municipality or other political subdivision of the Commonweal&,
registered or otherwise as to principal and interest, with a maturity of two years or less (except the
Sinking Fund).

Authorized investments for Sinking Fund Portfolios are dictated by the First Class City Revenue
Bond Act. This also includes any investrnent vehicle pennitted for any Commonwealth of
Pennsylvania state agency.

Custodial Credit Risk

The Company has selected custodian banks that are members of &e Federal Reserve System to hold
its investments. Delivery of the applicable investnent documents (e.g., contracts, securities, and
safekeeping receipts) to the Company's custodian is required for all investments. For secured
transactions, such as repurchase agreements, either the title to or a perfected security interest in the
securities, along with any necessary transfer documents, must be transferred to the custodian. Such
transactions will always use delivery versus payment procedures.

Concentration of Credit Risk

More than 5.0% of the Company's investments are in the First American Government Obligations
Fund Class Z,U.S. Treasury notes, Morgan Stanley Prime Portfolio Institutional Class Fun4 Federal
Home Loan Banks, Federal Home Loan Mortgage Corporation medium term notes and the GIC with
Financial Security Assurance Inc. (FSA) Capital Markets Services, LLC. These investments
reprcsent 6.32% and 7.65Vo, 9.919/0, ll.79o/o, l93Ds/o arld 21.90Yo, respectively, of the Company's
total investments.

(e)

0)
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Deferred Costs

In compliance with orders issued by the PGC, the cost of projects that produce benefits over an extended
period is deferred. Such costs are being amortized to expense over a period matching their useful lives,
which range from two to ten yeaf,s. There is no return on the asset being charged to the customers. During
FY 2008, there were costs of $157,000 incurred for rate case expenses and $437,000 incurred for the
PUC's management audit that will be amortized over a four-year period and a seven-year period,
respectively. The unamortized costs included in other assets and deferred debits were $607,000 and

$324,000 as of August 31, 2008 and 2007, respectively. The unamortized costs included in other current
assets and deferred debits were $210,000 and $397,000 as of August 31, 2008 and2007, respectively.

In accordance with U.S. GAAP for regulated entities, the Company has recognized tbe long-term portion
of its environmental remediation liability as a regulatory asset because based on available evidence it is
probable that the previously incurred costs will be recovered through rates. As a result of settlements
during FY 2008 by the Company's insurance carriers associated with environmental remediation costs, the
Company received $1,100,000. Environmental remediation costs of approximately $652,000 in FY 2008

were offset by these insurance settlements, and the remainder was deferred. The Company estimates

additional expenditures to be approximately $21,600,000 as discussed in note 12.

Deferred Compensation Plan

The Company offers its employees a deferred compensation plan (the Plan) created in accordance with
Intemal Revenue Code Section457. The Plan, available to all Company employees with six months of
service, permits them to defer a portion of their salary until future years. The Company provides an annual
rc.Oo matching contribution up to $500 that immediately vests to the employee. The Company
contributed $361,000 and $365,000 for the years ended August 31, 2008 and2007, respectively.

Notes Payable

Pursuant to the provisions of certain ordinances and resolutions of the City, the Company may sell
short-term notes in a principal amount that, together with interest, may not exceed $200,000,000
outstanding at any one time. These notes are intended to provide additional working capital. They are

supported by an irrevocable letter of credit and a subordinated security interest in the Company's revenues.

A new Series E of the tax-exempt commercial paper program was instituted on January 18, 2006,

concurrently with the expiration of Series D. Under the new credit agreement, the commitment amount was
increased from $100,000,000 to $150,000,000. The credit agreement was further amended and restated as

of May 22,2C07 to reflect a new term and rate structure. The expiration of the credit agreement was
extended to May 29,2010.

The notes outstanding at August31,2008 had a weighted average interest rate of 1.63% and remaining
weighted average time to maturity of 6l days. The principal amount outstanding at August3l,2008 and
2007 was $90,000,000 and $51,600,000, respectively.

(s)

(6)
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Commercial paper activity for the years ended August 3 l, 2008 and 2007 was as follows (thousands of
dollars):

Commercial paper

Year ended Auqust 31, 2008
Beginning F.nding
balance Additions Deletions balance

s 51.600 87.900 49.500 90,000

Year ended August 31,2047
Beginning l,nding

(7',)

balance Additions Deletions balance

Commercial paper $ 55,000 94,9A0 98,300 51,600
:::!=:-:===::

See note 8(e) for detail of the Note Payable - City Loan.

GCR Tariff Reconciliation

During the fiscal years ended August3l,2008, 2007, and 2006, the Company's actual gas costs were
below its billed gas costs by approximately $30,503,000, $24,904,000, and $8,466,000, respectively.

Natural Gas Pipeline Sapplier Refund

The Company received refunds including interest in FY 2008 in the amount of $10,660,000 related to
Federal Energy Regulatory Commission (FERC)lPipeline Rate Cases. This amount was utilized as a
reduction in the cost of gas for reconciliation pu{poses in the calculation of the GCR for FY 2008.

The Company received refunds including interest in FY 2007 in the amount of $648,000 related to
FERC/Pipeline Rate Cases. This amount was utilized as a reduction in the cost of gas for reconciliation
purposes in the calculation of the GCR for FY 2007.

Long-Term Debt and Other Liabilities

The following summary of long-term debt consists primarily of bonds issued by the City under agreements
whereby the Company must reimburse the City for the principal and interest payments required by the
bond ordinances for the fiscal years ended August 31, 2008 andZA0T (thousands ofdollars):

August 31, 2fi18 August 31, 2fi17

oortion Lons-term 

-!$]- 

nortion 
-@!g 

-.f1[Revenue bonds $ 73,941 1,103,828 1,177,769 41,830 1,176,368 1,218,198
Unamortized discount (482) (4,469) (4,951) (511) (4,951) (5,462)
Unamortized prernium 2,571 27,804 30,375 2"676 30,375 33,051

Total revenue bonds 76,030 1,127,163 1,203,193 43,995 1,2A1,792 1,245,787

NotePayable-Cityloan ___ 43$00 __-_--tlgg-
roral $_@g- --_!-?::lg:_ _-L203,1e3_ _86,ee5_ _tzorJn _r2\eJffi_

(8)
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The following is a summary of activity related to revenue bonds and other liabilities and deferred credits
and the respective balances for the fiscal years ended August 3 1, 2008 and 2007 (thousands of dollars):

Year ended Auqust 31, 2008
Beginning Lnding

balance Additions Reductions balance

Revenue bonds

Other liabilities and deferred
credits:

Forward rate agreement
Claims andjudgments
Environmental clean-up
Other postemployment

benefits

2,966
7,677

(6?

Total other
liabilities and
deferred credits $ 47,976 36A77 (624) 83,829:-

Year ended Ausust 31,2007
Beginning lrnding

Revenue bonds

Other liabilities and deferred
credits:

Forward rate agreement
Claims and judgments
Environmental clean-up
Other postemployment

benefits

9,056
3,899
9,074 939

26"421

-

8,431
3,lll

10,013

26,421

$ 1,055,038 246,655 (83,42!L 1,218,198
::-=:!:#:

22,029 27,360 (1,413) 47,976::--

Liability amounts due within one year are reflected in the other current liabilities and deferred credits line
ofthe balance sheet.

(62s\
(73

Total other
liabilities and
deferred credits $

8,431
3,111

10,013

26.421 25.834+-

balance Additions Reductions balance

7,807
6,077

17,690

52,255
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scheduled interest payments for revenue bonds are as follows (thousands ofPrincipal maturities and
dollars):

Fiscal year ending August 31:
2009*
2010
20t1
2012**
2013
2014 - 2018
2019 *2023
2024-2028
2029 -2033
2034 - 2038

Total

Principal

44,625
46,365
46,977
41,797
45,055

229,865
242,520
244,915
140,565

53,233
50,965
48,677
46,9L5
45,269

r92,562
137,093
81,657
35,093

8,175

699,639

Interest
swap

amount Total

92,141
91,648
90,006
83,091
84,75r

397,053
360,571
316,785
174,682
103,270

(5,717)
(5,682)
(5,648)
(5,611)
(5,573)

(25,374)
(r9,042)
(9,787\

(e76)
95,095

$ 1,177,769

Revenue bonds

(83,410) 1,793,998

This does not include $29,317,000 of Sixth Series Bonds that is included in current liabilities due to
the scheduled expiration of the Standby Bond Purchase Agreement as described in note 15. This
amount is included in tbe years in which principal matures according to the original maturity
schedule.

Future debt service is calculated using rates in effect at August 31, 2008 for variable rate bonds. The
net swap payment afirounts were calculated by subnacting the future variable rate interest payments
subject to swap agreements from the synthetic fixed-rate amount intended to be achieved by the
swap amount.

** Tax Exempt Capital Accumulator (TECA) accretions for the 11 "C" Series in the amount of
$4,643,000 are not ilcluded in the principal amount in FY 2012.

(a) Bond Issuances

2007 Ordinances

On March 21,2007, the Mayor signed two bills into law authorizing the City to issue revenue bonds.
The first bill signed by the Mayor constituted the Nineteenth Supplemental Ordinance to the General
Gas Works Revenue Bond Ordiaance of 1975 (the 1975 General Ordinance). This ordinance
authorizes the City to issue revenue bonds for the following purposes: (a) the curent refunding of a
portion of the outstanding Crty of Philadelphia, Pennsylvanis 64r Works Revenue Bonds, Fifteenth
Series (1975 Refunded Bonds); (b) paying the costs of issuing the Nineteenth Series Bonds; and
(c) paying any other Project Costs (as defined in the Act).
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The second bill signed by the Mayor constituted the Eight Supplemental Ordinance to the General
Gas Works Revenue Bond Ordinance of 1998 (the 1998 General Ordinance). This ordinance
authorizes the City to issue revenue bonds for the following purposes: (a) providing funding for the
capital projects included in the capital program of the Company as from time to time included in the
capital budgets of the Compffiy, as approved by City Council; (b)advance refunding of the 1998

Refunded Bonds, which were issued under the 1998 General Ordinance; (c) paying the costs of
issuing the Seventh Series Bonds and the required deposits to the 1998 Ordinance Sinking Fund
Reserve; and (d) paying any other Project Costs (as defined in the Act).

1998 Ordinance Seventh Series Bonds

On May 15,2007, the Company issued $230,900,000 of Seventh SeriesBonds for the purpose of
providing funds for the financing of the capital projects included in the capital program of the

Company, and for the purpose of redeeming and refunding, on a current basis, a portion of the
outstanding Second Series B, Third Series and Fourth Series Bonds. The refunded par amounts of the
Second Series B, Third Series and Fourth Series Bonds were: $7,500,000, $3,145,000, and

$20,005,000, respectively. The Seventh Series Bonds contained new money debt issued in the
amount of $200,000,000. This new debt was issued under the 1998 Ordinance. The interest rate on
the $137,720,000 of Serial Bonds ranged from 4.0% to 5.0o/o. The interest rate on the $93,180,000 of
Term Bonds was 5.0%. The bonds, consisting of Serial Bonds and Term Bonds, have maturity dates

through 2037.

1975 Ordinance Nineteenth Series Bonds

On May 15,2007, the Company issued $14,450,000 of Nineteenth Series Bonds for the purpose of
redeeming and refunding, on a current basis, the outstanding Fifteenth Series Bonds previously
issued under the 1975 Ordinance. This new debt was issued under the 1975 Ordinance. The interest
rate on the Serial Bonds was 5.0%. The bonds, consisting of Serial Bonds, have maturity dates

through 2023.

2006 Ordinances

On Decemberl2,2005, the Mayor signed an ordinance into law authorizing the City to issue

revenue bonds for the purpose of (a) refunding all or a portion of the following Series of Gas Works
Revenue Bonds (the 1998 General Ordinance): First Series B, Second Series A, Third Series, Fourth
Series, and Fifth Series; (b) paying the costs of issuing the bonds and making any required deposits
to the Sinking Fund Reserve; and (c) paying any other Project Costs, which may include, witlout
limitation, the repayment to any fund of the City or to accounts of the Company of amounts
advanced for Project Costs.

1998 Ordinance Sixth Series Bonds

On January 26,20A6, the Company issued $313,390,000 of Sixth Series Bonds, maturing at various
dates through 203 l, for the purpose of redeeming and refunding, on a current basis, all of the First
Series B and a portion of the outstanding Second Series A, Third Series, and Fourth Series City of
Philadelphia, Pennsylvania, Gas Works Revenue Bonds previously issued under the 1998 Ordinance.
The refunded par amounts of the First Series B, Second Series A, Third Series, and Fourth
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SeriesBonds were: $103,550,000, $79,355,000, $99,915,000, and $2,295,000, respectively. As of
August 31,20A7, there were no Fifth Series Bonds refunded. The $313,390,000 of Serial Bonds have
a variable rate set through a weekly reset mode and are paid monthly and are secured with a Standby
Bond Purchase Agreement, which expires January 26,2009. As discussed in note 15, substantially
all of the Sixth Series Bonds are held by banks under the Standby Bond Purchase Agreement at
December 18,2008.

The Bonds were issued on a parity with other Senior 1998 Ordinance Bonds issued under the 1998
Generai Ordinance, but are subordinated in right of payment and security to all bonds issued and
outstanding under the General Gas Works Revenue Bond Ordinance of 1975, approved on May 30,
1975, Bill No. 1871, as amended and supplemented from time to time (the 1975 General Ordinance
and together with the 1998 General Ordinance). The Bonds were also issued on parity with the
Obligations of the City to make periodic payments due under a Qualified Swap being entered into
between the City and the counterparty in connection with the issuance of the bonds.

Debt Coverage and Sinking Fund Requircments

Under the terms of both general ordinances, the City is required to maintain rates to allow the
Company to satisfy 1975 and 1998 revenue bond debt coverage ratio requirements. The Company
has satisfied the debt coverage requirements in FY 2008 and FY 2007.

Also provided by both general ordinances is the establishment of a sinking fund into which deposits
are made suffrcient to meet all principal and interest requirements of the bonds as they become due.
Both general ordinances also provide that sinking fund reserves be maintained as part of the Sinking
Fund, which have previously been firnded from the proceeds of each series of bonds in an amount
equal to t}re maximum annual debt service requirement on the bonds of each respective General
Ordinance in any fiscal year.

Monies in the Sinking Fund reserves are to be applied to the payment of debt service if, for any
reason, other monies in the Sinking Fund should be insufiicient.

The revenue bonds are, and will be, equally and ratably collateralized by a security interest in all of
the Company's project revenues, as defined in the general ordinances, and monies in the Sinking
Fund.

Portions ofcertain revenue bonds were issued as zero-coupon securities. Interest on these securities
is accrued and compounded on the payment dates of the current interest bonds within the issue. The
accrued interest is reported as long-term debt.

Interest Rate Swap Agreement

Objective - In January 2006, the City entered into a swap to synthetically refund all or a portion of
several series of outstanding bonds. The swap structure was used as a means to increase the City's
savings, when compared with fixed-rate bonds at the time of issuance. The intention of the swap was
to create a synthetic fixed rate structure.

(c)
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Terms - The swap, executed with the counterparty, commenced on January 26,2A06 and will mafure
on August 7, 2A31. Under the swap, the City pays a fixed rate of 3.6745Yo and receives a variable
rate computed as the lesser of (i) the actual bond rate and (ii) the SIFMA Municipal Swap lndex until
September l,20ll on which date the variable interest rate received will switch to70Vo of one month
LIBOR until maturity. The rates are based on an amortizing notional schedule (with an initial
notional amount of $313,390,000). As of August 31, 2008, rates were as follows:

Terms Rates

Interest Rate Swap
Fixed payment to counterparly under Swap
Variable payment from counterparty under Swap
Net interest rate swap payments
Variable rate bond coupon payments
Synthetic interest rate on bonds

Fixed
SIFMA

Weekly resets

3.6745%
(1.8400)
1.8345
2.0400
3.8745

As of August 3 I , 2008, the swap had a notional amount of $3 I I ,61 5,000 and the associated variable
rate bond had a $311,615,000 principal amount. The bonds and the related swap agreement mature
on August 1,2031.

Fair value - As of August 31, 2008, the swap had a negative fair value of $14,285,000. This means

that the Company would have to pay this amount to terminate the swap. Subsequently, the negative
fair value has increased as discussed in note 15.

Risfu - As of August 31, 2008, the City is not exposed to credit risk because the swap had a negative
fair value. Should interest rates change and the fair value of the swap become positive, the City
would be exposed to credit risk in the amount of the swap's fair value. The swap includes an

additional termination event based on credit ratings. The swap may be terminated if the ratings of the
counterparty falls below 43 or A- (Moody's/S&P), unless the counterparty has: (i) assigned or
transferred the swap to a party acceptable to the City; (ii) provided a credit support provider
acceptable to the City whose obligations are pursuant to a credit support document acceptable to the

City; or (iii) executed a credit support annex, in form and substance acceptable to the City, providing
for the collateralization by the counterparty of its obligations under the swap.

A termination event rnay also occur if the rating on the Company's Bonds falls below Baa2 or BBB
(Moody's/S&P). However, because the City's swap payments are insured by FSA, as long as FSA is
rated at or above A2 or A (Moody's/S&P), the termination event based on the City's ratings is
stayed. As of December 18, 2008, neither the Company's nor FSA's credit ratings have fallen below
these levels.

The City is subject to traditional basis risk should the relationship between SIFMA and the bonds

change; if SIFMA resets at a rate below the variable rate bond coupon payments, the synthefic
interest rate on the bonds will increase. ln addition, after September 1,7011, the City would be

exposed to (i) basis risk, as reflected by the relationship between the rate payable on the bonds and
70o/o of one month LIBOR received on the swap, and (ii) tax risk, a form of basis risk, where the Ciry
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is exposed to a potential additional interest cost in the event that changes in the federal tax systern or
in marginal tax rates cause the rate paid on the outstanding bonds to be greater than the 707o of one
month LIBOR received on the swap.

Fon+tard Rate Agreement and Guaranteed Invesfinent Contracts

On August 23,2002, the City entered into GICs in connection with a portion of its 1975 and 1998

Ordinance Sinking Fund Reserves for the Company. At settlement, approximately 65.4%o of the
Sinking Fund Reserves, from the two ordinances, totaling $61,396,000 were invested in the GICs. In
exchange for this investment, the Company received an up-front payment of $21,800,000 in lieu of
receiving interest payments over the life of the GICs. The life of the Forward Rate Agreement is 18%
years, with l?Yzyearc remaining at August 31,2008.

The GICs are recorded at fair value in the Sinking Fund and had fair values of $48,129,000 and

$49,504,000 at August 3l, 2008 and 2007, respectively.

The Company also paid $1,650,000 to terminate an existing Forward Rate Agreement as part of this
transaction. Of the remaining net proceeds of $20,150,000, $8,596,000 was allocated to the 1975

Sinking Fund Reserve and $11,554,000 was allocated to the 1998 Sinking Fund Reserve. For debt
service coverage pulposes, the $20,150,000 was considered "project revenues" in FY 2002. For
financial statement pulposes, the $8,596,000 was recorded as revenue in FY 2002 in the category of
interest and other income. This amount is nonrefundable and was granted to the Company by the
City.

Under the 1998 Ordinance, the Company is entitled to the earnings on the portion of the Sinking
Fund allocated to bonds issued under the 1998 Ordinance. Therefore, the $1 1,554,000 received under
the 1998 ordinance was defened and is being amortized on a straighrline basis over the life of the
agreement. The unamortized balance of the proceeds was $7,807,000 and $8,431,000 at August 31,
2008 and 2007, respectively.

Note Payable - City Loan

On November 15, 2000, the Mayor signed an ordinance authorizing the City to advance in whole or
in part, up to $45,000,000 to the Company, to provide liquidity in the winter of 2000-2001. The loan
from the City canied no interest. The loan repaymeat period was extended to August 2008.

The loan from the City was subordinate to the Company's other repayment obligations on its revenue
bonds and commercial paper program. The outstanding balance of &e City loan was $43,00$,000 at
August 31, 2007. The remaining balance of the City loan was remitted to the City in payments of
$20,500,000 and $22,500,000 in December 2A07 andAugust 2008, respectively.

(e)
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(9) Defeased Debt

Defeased debt of the Company (bonds issued by the Company payable from the proceeds of irrevocably
pledged assets) at August 31, 2008 was as follows:

Bonds
outstanding

-

7th Series
12th Series B
2nd Series
3rd Series
4th Series

Latest date
maturing to

3nst13
5n5/20
7n/29
8lU3r
8/U32

Interest rate

6.00a/o $ 10,675,000
7.00 47,910,000
5.00 84,640,000
5.50 99,445,000
5.25 20,005,000

The Company issued $230,900,000 of Seventh Series Bonds during FY 2A07. The proceeds of
$30,900,000 from the sale were utilized to refund a portion of the Second Series B, Third Series, and

Fourth Series Bonds, in the amounts of $7,500,000, $3,145,000, and $20,005,000, respectively. The

refunding of this existing debt resulted in an accounting loss of $2,218,000. This loss is being deferred and

amortized as interest expense over the life of the new bonds. The refunding generated a present value

savings of$2,146,000.

The investments held by the trustee and the defeased bonds are not recognized on the Company's balance
sheets in accordance with the terms of the Indentures of Defeasance. The investments pledged for the

redemption of the defeased debt have maturities and interest payments scheduled to coincide with the

trustee cash requirements for debt service.

The assets pledged, primarily noncallable U.S. government securities, had a market value of $278,271,000
at August 31,2008, bearing interest on face value from 4.30% to 5.89%.

(10) Pension Costs

(a) Plnn Description

The Company sponsors a public employee retirement system (PERS), a single-employer
defined-benefit plan, to provide pension benefits for all of its employees, whose annual covered
payroll (which was substantially equal to total payroll) was $105,596,000 and $106,018,000 at

August 3 l, 2008 and 2A07, respectively.
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At September 1,2007, the beginning of the plan year of the last actuarial valuation, the Pension Plan
membership consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to benefits, but
not yet receiving them $

Current employees:
Vested
Nonvested

Total current employees 1,665

Total membership S 3,816

The Pension Plan provides retirement benefits as well as death and disability benefits. Retirement
benefits vest after five years of credited service. Employees who retire at or after age 65 axe entitled
to receive an annual retirement benefit, payable monthly, in an amount equal to the greater of:

o 1.25o/o of the first $6,600 of Final Average Earnings plus 1.75% of the excess of Final Average
Earnings over $6,600, times years of credited service, with a maximum of 60% of the highest
annual earnings during the last l0 years ofcredited service, or

c 2%o of total earnings received during the period of credited service plus 22.5% of the first
$1,200 annual amount, applicable only to participants who were employees on or prior to
March 24,1967.

Final Average Eamings are the employee's average pay, over the highest five years of the last
ten years of credited service. Employees with 15 years of credited service may retire at or after
age 55 and receive a reduced retirement benefit. Employees with 30 years of service may retire
without penalty for reduced age.

Covered employees are not required to contribute to the Pension Plan. The Company is required by
stafute to contribute the amounts necessary to fund the Pension Plan. Benefit and conffibution
provisions are established by City ordinance and may be amended only as allowed by City
ordinance.

The City issues a publicly available financial report that includes fi:rancial statements and required
supplementary information for the Pension Plan. The report may be obtained by writing to the
Director of Finance of the Citv.

2,15L

L,395
270
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August 31,2008 and2007

(b) Annual Pension Cost, Confiibutions Required, and Contihutions Made

Normal
cost

Amortization
of the

underfunded
balance Contributions

Fiscal year:
2008
2007
2006

9,085,000
7,693,000
7,617,000

6,173,000
7,524,400
9,946,000

14,258,000
15,217,040
17,563,000

Withdrawals from pension assets of $18,564,000 and $16,776,000 in FY 2008 and FY2A07,
respectively, were utilized to meet beneficiary payment obligations.

The Company's annual pension cost is equal to its annual required contribution (ARC). The ARCs
were determined based on an actuarial study, or updates thereto, using the projected unit credit
method. Significant actuarial assumptions used for the above valuation include a rate of retum on the
investment of present and future assets of 8.25% per yeax compounded annually; projected salary
increases of 3.0% of the salary at the beginning of the next three years, tben 4.25Yo of the salary at

the beginning of the fourth and subsequent year; and retirements that are assumed to occur prior to
age62, at a rate of 10.0% at ages55 to 61 and 100% at age62.The assumptions did not include
postretirement benefit increases. These actuarial assumptions are consistent with the prior fiscal year.

The actuarial asset value is equal to the value of the fund assets as reported by the City with no

adjustments. The unfunded actuarial accrued liability is being amortized over 10 years.

The Pension Plan funding policy provides for periodic employer contributions at actuarially
determined rates that, expressed as percentages of annual covered payroll, are sufficient to

accumulate assets to pay benefits when due. Level percentages of payroll employer contribution
rates are determined using the Projected Unit Credit actuarial funding method. The Pension Plan had
an actuarial value of assets of 5416,183,000 and an actuarial accrued liability of $482,380,000
resulting in a funded ratio of 86.28% based on a biennial actuarial valuation of the pension fund as of
September | , 2087 . The resulting unfunded actuarial accrued liability of $66, 197,000 was 62.69%o af
covered payroll of $105,596,000.

(c) Histofical Trend Informarton (Unaadited)

Historical trend information reflecting funding progrcss and contributions made by the Company is
presented in the supplemental schedule of pension funding progress (unaudited).
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(11) Other Postemployment Benefits

(a) Plan Description

The Company sponsors a single employer defined benefit healthcare plan and provides
postemployment healthcare and life insurance benefits to approximately 1,920 and 1,935

participating retirees and their beneficiaries and dependents for FY 2008 and FY 2AA7, respectively,
in accordance with their retiree medical progam. The Company also provides such benefits to
approximately 1,699 and 1,720 active employees and their dependents for FY 2008 and FY 2007,
respectively, by charging the annual insurance premiums to expense. The annual covered payroll
(which was substantially equal to total payroll) was $105,596,000 and $106,018,000 at August3l,
2008 and 2007, respectively.

'The Company pays 100.0% of premiums for basic medical, hospitalization, and prescription drugs
incurred by retirees and their dependents. The Company also pays a portion of the premium for life
insurance for each eligible retiree. Currently, the Company provides for the cost of healthcare and
life insurance benefits for retirees and their beneficiaries on a pay-as-you-go basis.

Total expense incurred forhealthcare amounted to$34,226,A00 and $36,111,000 in FY 2008 and
FY 2007, respectively, of which approximately 48J% and 52.Ao/o, respectively, represents payments

on behalf of retired employees and their dependurts. Employees and retirees contributed $1,477,000
and $1,470,000 in FY 2008 and FY 2007, respectively, towards their healthcare. These contributions
represent the additional cost ofhealthcare plans chosen by employees and retirees above the basic
plan offered by the Company. Total premiums for group life insurance were $2,103,000 and

$2,080,000 in FY 2008 and FY 2007, respectively. The amount attributed to retirees was
approximately 7l.A% and 76.30/o in FY 2008 and FY 2007, respectively. The contribution
requirements of nonunion plan members are established by management and may be amended. The
contribution requirements for union plan members are subject to collective bargaining.

The Plan does not issue a stand-alone report and therefore the Company has included the schedule of
employer contributions as a supplemental schedule (unaudited).

O) Actuarial Valuation and Assamptions

The Company engaged an actuarial consulting firm to provide an actuarial valuation of the

Company's OPEB obligations as of August3l,2W7. The actuarial valuations involve estimates of
the value of reported amounts and the assumptions about tbe probability of events far into the future.
Actuarially determined amounts are subject to continual revision, as actual results are compared to
past expectations, and new estimates are made about &e future. The calculations were based on the
types of benefits provided under tbe terms of the substantive plan at the time of the valuation.

The projected unit cost method was utilized in the valuation to develop the actuarial accrued liability
and normal cost. Under the projected unit cost method, the present value of benefits is allocated
uniformly over the employee's expected working lifetime. The actuarial accrued liability is that
portion of the present value of projected benefits, which has been accrued during the ernployee's
working lifetime &om hire to valuation date. The normal cost represents the amount charged for

47 (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

services earned during the current reporting period. The normal cost is calculated by dividing the
present value of projected benefits for an employee by the total service.

The valuation was prepared utilizing certain assumptions, including the following:

o Economic assumptions - the discount rate and healthcare cost trend rates

The report utilized a 5.0o/o discount rate for purposes of developing the liabilities and ARC on
the basis that the Plan would not be funded. This rate is based on the investrnsnt return
expected on the Company's general investments, because the Company has not funded the

Plan for FY 2008.

llealthcare Cost Trend Rates

Year:
I
2
J

4
5

6

8 and beyond

r0.0%
9.0
8.0
7.0
6.0
5.0
4.5
4.5

10.0%
9.0
8.0
7.4
6.0
5.0
4.5
4,5

4.5%
4.5
4.5
4.5
4.5
4.5
4.5
4.5

r Benefit assumptions - the initial per capita cost rates for medical coverage, and the face

amount of Company-paid life insurance

o Demographic assumptions - including the probabilities of retiring, dying, terminating (without
a benefit), becoming disabled, recovery from disability, election (participation rates), and

coverage levels

(c) Annual Postemployment Beneftt Cost, Contributions Required, and Contriburtons Made

The ARC for FY 2008 is estimated to be $44,114,000 which is also the annual OPEB cost. The

amount paid by the Company for retiree benefits in FY 2008 was $18,280,000, consisting of
$16,788,000 of healthcare expenses and $1,492,000 of life insurance expenses. The difference
between the ARC and the expenses paid resulted in an increase in the OPEB liability of $25,834,000.
This amount has been recorded in other liabilities and deferred credits and has been expensed in
FY 2008.

As of August3l,2008, the actuarial accrued liability forbenefits was $591,599,000, all of which
was unfunded and the ratio of the unfunded actuarial accrued liability to the covered payroll was

560.3%. Historical trend information reflecting funding progress and contributions made by the

Company is presented in the Schedule of Other Postemployment Benefits Funding Progress
(unaudited).
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(d) Other Coverage Informarton

Also, the Company has entered into several oo€:1'€&r contracts to provide healthcare for both active
and retired employees that are experience rated, and premiums are adjusted annually; in addition, the
Company has in place approximately $161,320,000 of group life insurance coverage for both active
and retired employees, which is retrospectively rated on a monthly basis. The Company also has in
place approximately $120,807,000 of accidental death and dismemberment insurance coverage for
active employees.

(12) Pollution Remediation

Total pollution remediation obligations at August 31, 2008 are $21,600,000, which reflect the
implementation of GASB 49 as described in note l(t). The Company's prior year liability was $ 13,349,000
as measured prior to the implementation of the effective cash flow method under GASB 49.

(13) Risk Management

The Company is exposed to various risks of loss related to torts, theft of damage to, and destruction of
assets, errors and omissions, injuries to employees, and natural disasters. While self insured for many risks,
the Company purchases insurance coverage where appropriate. The Company's real and personal property
is insured against the risk of loss or damage in the amount of $250,000,000, subject to a $500,000 per
accident deductible at the Richmond and Passyunk Plants and a $100,000 deductible per accident at all
other locations. There are separate sublimits for flood and earth movement at select locations. The
Company's Property Insurance includes coverage for damage incurred from a terrorist attack. In addition,
the Company maintains boiler and machinery, blanket crime, and other forms of property insurance.

The Company maintained 5210,000,000 in liability (including terrorism) coverage, insuring against the
risk of damage or uljury to the public with a per occrurence self insured retention of $500,000; however,
effective September 1,2007, the self insured retention was increased to $1,000,000.

The Company maintains statutory limits for Workers' Compensation (including terrorism) with a $500,000
per occurrence self insured retention.

The Company maintains a $10,000,000 Public Offrcials Liability (Directors and Officers Liability) policy
with a $500.000 retention.

Claims and settlement activity for occurrences excluded under the provisions of insurance policies for
injuries and damages are as follows (thousands of dollars):

Curre:rt year
Beginning of claims and Claims
vear re$€rve adiustments settled

End ofyear

--&
13,534
8,468
8,059

Current
Iiabtlity
amount

Fiscal year ended August 3l:
2008 $
2047
2006

8,468 7,757
8,059 3,367
8,510 2,808

(2,691)
(2,958)
(3,2s9)

7,456
5,357
4,159

(Continued)49



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and20A7

(14) Commitments and Contingencies

Commitments for major construction and maintenance contracts were approximately
August 31,2008.

The Company is committed under various noncancelable operating lease agreements
annual rentals as follows (thousands of dollars):

$8,727,000 as of

to pay minimum

Fiscal year ending August 31:
2009
2010
2OIL
20t2

Rent expense for the fiscal years ended August3l, 2008 and 2007 amounted to $910,000 and $932,000,
respectively.

The Company, in the normal course of conducting business, has entered into long-term contracts for the
supply of natural gas, firm transportation, and long-term firm gas storage service. The Company's
cumulative obligations for demand charges for all of these services are approximately $5,100,000 per
month.

The Company has entered into seasonal contracts with suppliers providing the Company the ability to fix
the price of the purchase of natural gas during the period from November I , 2008 through March 3 I , 2009.

The Company's FY 2009 Capital Budget was approved by City Council in the amount of $71,956,000.
Within this approval, firnding is provided to continue the implementation of an l8-mile Cast lron Main
Replacement Program. Main replacement cost for this program in FY 2009 is expected to be $15,606,000.
The total six-year cost of the Cast Iron Main Replacemelt Program is forecasted to be approximately
$99,256,000.

The FY 2009 Capital Budget also includes $2,486,000 for the purchase of replacement Automatic Meter
Reading (AMR) units. The total six-year cost of this program to replace AMR units is approximately
$7,889,000.

(15) Subsequent Events

(s) Commercial Paper

As discussed in note 6, $90,000,000 of commercial paper was outstanding at August 31, 2008.

Subsequent to year-end, all outstanding cotnmercial paper mafured, and additional commercial paper
was issued. As of December 18,2008, $148,000,000 of commercial paper was outstanding which
matures on February 12, February l3 and March 12,2009.

440
79
42

6
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PHILADELPHIA GAS WORKS
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Notes to Financial Statements

August 31,2008 and20A7

Emergenqt Rate Relief

As discussed in note l(d), in November 2008 the Company filed for an extraordinary or emergency
base rate increase of approximately $60,000,000 or 5.2o/o and simultaneously requested an

$85,000,000 or 7 .4o/o decrease in the GCR for a net 2.2o/o ovenll rate decrease of $25,000,0000. On
December 18, 2008, the PUC issued its decision approving a base rate increase of $60,000,000 or
5.2%o and a decrease in the GCR of $107,000,000 for a net decrease in rates of $47,000,0A0 or 4.2Yo.

These rates are effective as ofJanuarv 1.2009.

Sirth Sertes Bonds

As discussed in note 8(b), as of December 18, 2008, $271,370,000 of the Sixth Series Bonds are held
by the providers of the Standby Bond Purchase Agreement as bank bonds. The providers of the
Standby Bond Purchase Agreement continue, on a weekly basis, to remarket the bonds in accordance
with the bond authorization. The Standby Bond Purchase Agreement expires on January 26,2009.|f
the Standby Bond Purchase Agreement is not renewed, and no substitute liquidity facility is
provided, any bank bonds held at that time will be amortized in ten payments payable the first
business day of July and the first business day of December for the next five years. The Company
has therefore recorded as current debt at August 31, 2008 one tentl of the outstanding Sixth
SeriesBonds as of August3l, including $1,900,000 due to mature in 2009 under the original
amortization schedule and an additional $29,300,000 for a total of $3 1,200,000.

Swap - Sixh Series Bonds

As discussed in note 8(c), the City entered into a swap related to the Sixth Series Bonds. The fair
value of the interest rate swap as of December 18,2008 was negative $72,600,000. This means that
the Company would have to pay this anount to terminate the swap. Per the swap agreement, tlte
refunding or defeasance of the Sixth Series Bonds, in whole or in part, without the prior written
consent of both the counterparty and the insurer, may constitute an event of termination unless
certain conditions axe met.

Additionally, note 8 identifies a termination risk related to the interest rate swap agreement if
the Company's bond rating falls below Baa2 or BBB (Moody's/S&P). Because the City's swap
payments are insured by FSA as long as FSA is rated at or above A2 or A (Moody's/S&P)
the termination event based on the City's rating is stayed. Neither the Company's credit rating
nor FSA's credit rating has declined below the levels required in the agreement as of
December 18.2008.

(d)
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(a)
Actuarial

Actuarial valuation value of
date assets

PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Schedule of Pension Funding Progress

(Thousands ofdollars)

(b) (b)-(a)
Actuarial Unfunded
accrued (overfrrnded) (a/b)
liability AAL Funded Covered
(AAL) (UAAL IOAALI) ratio payroll

September 1,2003*
September 1,20044*
September 1,2005+
September l,2006+
September l,2007+++

$356,000
366,783
383,5 I 7
411,886
416,183

$427,006
436,255
450,866
474,250
482,380

$101,200
102,500
t02,544
106,018
105,596

UAAL (OAAL)
as a percent
of covered

payroll

74.t6%
67.78
65.68
58.82
62.69

$71,006
69,472
67,349
62,364
66,197

83.37%
84.08
85.06
86.85
86.28

* The required supplementary information is based on a biennial actuarial valuation of the pension fund for the plan year September 1,

2003 through August 31, 2004.

** The required supplementary information is based on a biennial actuarial valuation ofthe pension firnd as updated for the plan year
September l,2004 through August 31,2005.

* The required supplernentary information is based on a biermial actuarial valuation ofthe pension fund for the plan year September 1,

2005 through August 31,2006.

1-t The required supplementary information is based oa a biennial actuarial valuation of the pension fund as updated for the plan year
September l, 2006 through August 3 1 , 2007.

++The required supplementary information is based on a biennial actuarial valuation of the pension fimd for the plan year September 1,

2007 through August 31,2008.

See accompanying independent auditors' report.



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudiled)

Schedule of Other Postemployment Benefits Funding Progress

(Thousands ofdollan)

(b) (b)-(a)
(a) Actlarial Unfunded

Actuarial accrued (overfunded) (a/b)
UAAL (OAAL)

as a percenr
Actuarial valuation value of liabilitv AAL Funded Covered ofcovered

date assetsassets (AAL) (UAAL IOAALI) ratioratio Fayroll payroll

August 31,2007 $573,734 5573,734 $i06,018 541.17o/o
August 31,2008 591,599 591,599 105,596 560.25

See accompanying independent auditors' report.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Schedule of Other Postemployment Benefits Employer Contributions

(Thousands ofdollars)

Year-end

Annual
required Percentage

contribution contributed

August 31,2007
August 31, 2008

See accompanying independent auditors' report.

$ 45,237 41.60%
44,114 41.44
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PHILADELPI{IA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Net Assets (City Format)

August 31, 2008 and 2007

(Thousands ofdollars)

2008 2007

Assets:
Cash on deposit and on hold
Equity in pooled cash and inveshnents
Equity in treasurer's account
Investments
Internal balances
Amounts held by fiscal agenl
Notes receivable
Taxes receivable
Accounts receivable - net
Interest and dividends receivable
Due from other governments
Restricted assets
Inventories
Unamortized loss and discount
Other assets
Property, plant, and equipmenl
Accumulated depreciation

Total assets

Liabilities:
Notes payable
Vouchers and accounts payable
Salaries and wages payable
Accrued expenses
Funds held in escrow
Due to other governments
Defened revenue
Current portion of long-term obligations
Noncurrent portion of long-term obligations
Unamortized gain and premium

Total liabilities

Net assets:
Invested in capital assetso net ofrelated debt
Restricted for:

Capital projects
Debt service
Community development projectr
Behavioral health programs
Intergovernmental fi nanc ing
Emergency phone systenr
Rate stabilization

Unrestricted

Total net assets

See accompanying independent auditors' report.

$ 49,332

1

,n,tro

219,788
187,539

52,852
63,699

1,732,562
(670,467)

$ 1,734,615

$ 90,000
67,508

3,434
107,484

31,641
73,942

1,103,827
3437s

$ ___1,508,207_

$ (4,466)

108,581

tzz,zgl

$ 226,408

tt,ua

6
48

88,570

277,13g
r47,77A
58,818
55,982

1,681,313
(@0,940)

1,720,398

94,600
60,615

2,197
ur,y

2A,4ll
41,830

1,176,368
33,051

_l,4w,agl_

(5,690)

105,005

t23,986

2233Ar
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PIIILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Activities (City Format)

Years ended August 3 I , 2008 and 2007

(Thousands ofdollars)

August 31,2008 , _Operating Capital
Charges for grants and grants and

Expenses services contributions contributions Total

$ (740,819) 840,035 2s,324*

(2s,834) _
Total $ ___lgg,2:2_ _840,035_ _zslw_ _ ____-_3,10?_

* Includes 815,'132 of interest and other income and $9,592 of other operating revenues.

August 31, 2007

Expenses services contributions contributions Total

Gas services
Interest on debt
Unallocated depreciation
Other postemployment

benefits

Gas services
Interest on debt
Unallocated depreciation
Other postemployment

benefits

(56.07s)
(3e,s24)

$ (773,581) 849,s03 22,92t*
(s2,t46)
(36,380)

(56,075)
(39,s24)

_ (25,834)

98,843
(52,146)
(36,380)

(26.421) _ (26,42r\

rotal $ 

-(888,t!)- 
-----q1q':g:.- 

-n,m\ 

: 
-UjJO4L

* Includes S I 3,073 of interest and other income and $9,848 of other operating revenues.

See accompanying independent auditors' report.
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PHILADELPI{IA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Revenues, Expenses, and Changes in Fund Net Assets (City Format)

Years ended August 31, 2008 and 2007

(Thousands ofdollars)

2008

Operating revenues:
Charges for goods and services
Sales of land and improvements
Rentals and concessions
Miscellaneous operating revenues

Total operating revenues

Operating expenses:
Personal services
Purchase of services
Material and supplies
Employee benefits
Indemnities and taxes
Depreciation and amortization
Cost ofgoods sold
Other

Total operating expenses

Operating income

Nonoperating revenues (expenses):
Operating grants
Passenger facility charges
Other income
Interest income
Debt service - interest
Other expenses

Total nonoperating expenses

Income (loss) before transfers

Transfer in
Transfer out
Capital contributions

Change in net assets

Net assets - beginning of year

Net assets - end of year

See accompanying independent auditors' report.

831,428 840,105

1 8.1 99 19.246

849,627 8s9,351

73,35r
75,640
6,216

41,488

42,868
511,976

74,454
76,299
4,290

41,863

39,708
539,300

75r.539 775,514

98,088

1,834
13,897

(56,075)
(54,637\

(94,981)

3,107

18,000
(18,000)

83,837

Lza
11,81I

(52,146)
(60,868)

(99,941)

(16,104)

19,000
(18,000)

3,t07

?23341

$ 226,408

(l6,l04)

239,445

22334r

57



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Schedule of Interfund Transfers

""il::::::;ffiJ"

Due to the City, September 1,2A07
Accrued distributions
Payments to the City

Due to the City, August 31, 2008

See accompanying independent auditors' report.

$ 3,000
18,000

(18,000)

$ 3,000

58



APPENDIX B

INDEPENDENT CONSULTANT'S ENGINEERING REPORT DATED MAY 4.2009



lTrils PAGE INTEI{IIoNALLY LEFr BLANK]



APPENDIX B

INDEPENDENT CONST'LTANT'S

ENGINEERING REPORT



ITHIS PAGE INTENTIONALLY LEFT BLANK]



I ndependent Consultant's
Engineering Report

City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds

Consisting of:

Gas Works Revenue Bonds
$435,150,0001 Eighth Series

$150,000,0001 Ninth series
(1 998 General Ordinance)

Philadelphia Gas Works
Philadelphia, Pennsylvania

BI.ACK&VEATCH
Building a Wcrld af dlfferened

I Preliminary, subject to change
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May 4,2009

Mr. Rob Dubow
Director of Finance
City of Philadelphia
13* Floor, Municipal Services Building
l40l John F. Kennedy Boulevard
Philadelphia, PA 19102

Dear Sir:

In accordance with our agreement with the Philadelphia Gas Works (PGW) through the
Philadelphia Facilities Management Corporation, the management entity for PGW, we submit herewith
our independent consulting engineer's report (the "Report") to be included as an appendix to the offrcial
statement or oflicial statements ("Offrcial Statement") prepared by PGW in connection with the City's
issuance of $435,150,000 Gas Works Revenue Bonds, Eighth Series (the "Eighth Series Bonds) and
$150,000,000 Gas Works Revenue Bonds, Ninth Series (the "Ninth Series Bonds"). The Eighth Series
Bonds will be issued in one or more series with the proceeds used to achieve the current refunding of
PGW's outstanding Sixth Series Bonds; upon the issuance of the Eighth Series Bonds, the Sixth Series
Bonds willbe fully redeemed and will no longer be outstanding. The Ninth Series Bonds will be issued
to finance various elements of PGW's on-going capital improvement program.

You may use this submittal in furnishing your report as required by Section 8 of the First Class
City Revenue Bond Act, Section 4.03(a) of the General Gas Works Revenue Bond Ordinance of 1998,
and Section 4.03(a) of the General Gas Works Revenue Bond Ordinance of 1975. The purpose of this
Report is to present the findings of our evaluation of PGW's gas works system (the "System") and to set
forth information conceming financial factors relating to the Eighth and Ninth Series Bonds. This Report
is based on our analysis of the records and capital improvement programs of PGW, discussions with key
PGW personnel, physical inspections of predominately above-ground facilities conducted in March 2009
and such other investigations as we have deemed necessary.

The evaluation of the System, which includes a discussion of organization, management, and
staffrng; system service area; supply facilities; distribution facilities; and the Capital Improvement
Program (the "CIP") for fiscal years 2009 through 2014, is presented in the first part of the Report. The
second part of the Report contains financial feasibility information including analyses of gas rates and
rate methodology; projection of future operation and maintenance expenses; CIP financing plans;
projection of revenue requirements as a determinant of future revenues; and assessing the ability of PGW
to satisfy the covenants in the City Ordinances (the 1975 General Ordinance and 1998 General
Ordinance) authorizing the issuance of the Prior Bonds and the Future Bonds. "Prior Bonds" are defined
as the outstanding bonds issued under the General Gas Works Revenue Bond Ordinance of 1975 (the
"1975 General Ordinance") and the General Gas Works Revenue Bond Ordinance of 1998 (the *1998

General Ordinance"). "Future Bonds" are defined as the Eighth and Ninth Series Bonds that will be
issued under the City Ordinances. Togetheq the Prior and Future Bonds are collectively referred to as the
"Bonds". A listing of our principal assumptions a*d opinions developed as a result of our studies is
presented at the end of the Report.

Black & Veatch Corporation . I l;l$l Lamar . Overland Park, KS 66211 USA - Telephone: 913.458.2000



Mr. Rob Dubow
Page2

May 4,2009

Subject to the limitations set forth herein, this Report was prepared for PGW by Black & Veatch
and is based on information not within the control of Black & Veatch. In conducting our studies, we
reviewed the books, records, agreements, capital improvement programs, and customers, sales and
financial projections of PGW and investigated such physical properties of PGW as we deemed necessary
to express our opinion of PGW's operating results and projections. While we consider such books,
records, documents, and projections to be reliable, Black & Veatch has not verified the accuracy of these

documents.

Black & Veatch is one of the oldest, largest and most diversified engineering, procurement, and
construction companies in the United States. Black & Veatch operates and maintains a global network of
regional, marketing, and project offices. Founded in 1915, Black & Veatch employs over 9,500 people
performing financial, economic, and engineering studies and design and construction of facilities for
clients in government and industry in the fields of energy, water, wastewater, and telecommunications.
Black & Veatch has extensive experience in the design and analysis of the operation and financing of
electric, natural gas, water, and wastewater systems serving communities ranging in size from small cities
to large metropolitan systems of the magnitude of the System.

In this Report, where standards or requirements are indicated as being applicable, being fulfilled,
or to be attained, such standards or requirements are those promulgated by the Pennsylvania Public
Utilities Commission (the '?UC") and other Federal, State, and local agencies, in accordance with the
provisions of Federal laws and the laws of the Commonwealth of Pennsylvania goveming the storage,
delivery, and sale of natural gas. Capitalized terms not otherwise defined herein have the same meanings
as ascribed to them in the Offrcial Statement or the 1998 General Ordinance. References made herein to
specific years are for the fiscal years of PGW ending August 31, unless otherwise noted.

The Report includes our assessment of the condition of PGW's physical plant including PGW's
existing storage and distribution facilities, based upon site inspections during March 2009 of certain PGW
facilities as deemed appropriate. We also reviewed and evaluated existing and planned natural gas

transportation and supply contracts with respect to volumes of natural gas to be delivered. The general
physical condition of the System's facilities has been evaluated using three rating categories - good,

adequate, and poor - as described below.

. Good: The facility is in condition to provide reliable operation in accordance with design
parameters and requires only routine maintenance.

o Adequate: The facility is operating at or near design levels, however, non-routine renovation,
upgrading, and repairs are needed for continued reliable operation. Significant expenditures
for these improvements may be required.

o Poor: The facility cannot be operated within design paralneters. Major renovations are

required to restore the facility to reliable operating condition. Major expenditures for these

improvements may be required.

The ratings assigned in this Report are the result of physical inspections of individual above-
ground facilities at existing sites conducted in March 2009.

An evaluation of a gas storage and distribution system of the magnitude and complexity of
PGW's requires an assessment of each of the Systern's various components. The evaluation described in
this Report is based on estimates of the degree of improvement that has been or will be provided by the
projects in the current CIP and their impact in meeting service requirements.



Mr. Rob Dubow
Page 3

May 4,2009

The projections set forth in this Report are "forward-looking statements." ln formulating these
projections, Black & Veatch has made certain assumptions with respect to conditions, events, and
circumstances that rnay occur in the future. The methodologies utilized by Black & Veatch in performing
these analyses follow generally accepted practices for such projections. Such assumptions and
methodologies are summarized in this Report and are reasonable and appropriate for the purpose for
which they are used. While Black & Veatch believes the assumptions axe reasonable and appropriate and
the projection methodology valid, actual results may differ materially from those projected, as influenced
by conditions, events, and circumstances that may actually occur that are unknown at this time andlor
which are beyond the control of Black & Veatch. Such factors may include PGW's ability to execute the
capital improvement plan as scheduled and within budget, regional climate and weather conditions
affecting the demand for gas, and adverse legislative, regulatory or legal decisions (including
environmental laws and regulations) affecting PGW's ability to operate the System.

Based on these analyses and the assumptions set forth or referred to in this Report, we offer the
following opinions to indicate PGW's conformance with specific requirements which must be met for the
issuance of the Future Bonds as provided in the 1975 General Ordinance and the 1998 General
Ordinance:

l. PGW is a competently managed and operated gas distribution utility. PGW and the System
are organized, operated, and maintained at a level equal to, or in excess of, regulatory
requirements and generally accepted industry practices. The System is in good operating
condition.

2. Based upon Black & Veatch's evaluation of financial projections and certain assumptions
with respect to the System which Black & Veatch believes to be reasonable, and on the basis
of actual and estimated future annual financial operations of the System (including the
projects to be established with the proceeds of the Future Bonds), the System will yield
Project Revenues (which are pledged under the 1975 General Ordinance and the 1998

General Ordinance) over the amortization periods of the Bonds issued under the 1975

General Ordinance and the 1998 General Ordinance which will be suffrcient to (a) meet all
expenses of operation, maintenance, repair and replacement of the System, (b) meet all
reserye or special funds required to be established under the 1975 General Ordinance and the
1998 General Ordinance, (c) meet the principal of and interest on all Bonds (including the
Future Bonds) issued under such Ordinances, as the same shall become due and payable, and
(d) provide such surplus requirements as are contained in the respective rate covenants of the
1975 General Ordinance and the 1998 General Ordinance. The Project Revenues forming the
basis of this opinion comply with the requirements of the definition of Project Revenues
contained in Section 2 of the Act.

3. The Project Revenues and Gas Works Revenues which are pledged as security for the Bonds
issued under the 1975 General Ordinance and the 1998 General Ordinance, respectively, are
currently, and are projected to be, suffrcient to comply with the Rate Covenants set forth ia
Section 4.03(b) of the 1975 General Ordinance and Section 4.03(b) of the 1998 General
Ordinance.

4. The capital improvements proposed driring the projection period, September 1,2A09, through
August 31,2014, should, along with contiaued good operation and maintenance practices,
enable PGW to maintain the System in good operating condition. Review of preseat
management practices indicates that good operation and maintenance is likely to continue.
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5. Contracted PGW gas supplies plus (a) spot maxket purchases, (b) anticipated additional
contracted supplies plus supplemental gas capacities, as well as, (c) the pipeline transport
capacity to move these supplies to PGW, appear adequate to meet PGW's projected demand
on a day of maximum demand (a "design peak day"), in an hour of maxirnum demand (a
"design peak hour"), and during a year of maximum demand (a "design peak year").

The following are significant changes or events that have occurred since the issuance ofour prior
Report dated January 26,200'7 (*2007 Report"), and are addressed more fully in the text of this Report:

l. PGW paid offthe City Loan of $45 million in 2008 as assumed in the 2007 Report.

2. PGW received a $25 million permanent rate increase out of the $100 million requested

effective September 20,2007, and a $60 million extraordinary rate increase effective January
1,2009, that is assumed to be permanent in this Report.

3. The 2007 Report assumed that intemally generated funds would be sufficient (based on a
$100 million rate increase) to defer the need for new bond proceeds for capital improvements
beyond 2012. This Report assumes that PGW will issue Ninth Series Bonds in 2010 in the

amount of $150 million.

4. PGW's five-year average collection factor has improved ro 95.7 percent (2004-2008) from
93.6 percent (2002-2006).

5. Long-term debt service will increase by approximately $20 million over the 20rc-2014
period.

6. PGW's fiscal year 2009 estimated capital expenditures of $50.5 million represent an

18.3 percent decrease from 2008 levels reflecting a management decision to implement a

contingency plan to reduce spending. This action was necessa.ry given the dislocation in the

financial markets. Spending for the forecast period beyond 2009 assumes that capital
spending will resume at previously budgeted levels.

7. PGW did not install the Phase 2 LNG facilities as originally budgeted for 2008 and 2009.
PGW has determined that it is capable of meeting its near term LNG liquefaction needs with
the Phase I LNG facilities alreadv in service.

Very truly yours,

BLACK & VEATCH CORPORATION

ad#JfuL-U
Thomas J. Sullivan
Director
Enterprise Management Solutions Division

Enclosure
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Introduction

The Philadelphia Gas Works ("PGW") is a gas distribution utility owned by the City of
Philadelphia, Pennsylvania (the "City"). The utility acquires, stores, distributes, and sells gas to residents
and other customers within the City.

Under the terms of certain of the current revenue bond covenants, PGW is obligated to charge
and collect rents, rates and charges to maintain net revenues at or above certain specified levels in excess
of annual debt service requirements. In addition, prior to the issuance of bonds under the General Gas
Works Revenue Bond Ordinance of 1975 (*1975 Ordiaance") or the General Gas Works Revenue Bond
Ordinance of 1998 ("1998 Ordinance"), a financial report from the City's Chief Fiscal Officer, which
may be given in reliance on an engineering report, is required.

Purpose
The purpose of this Independent Consultant's Engineering Report ("Report") is to summarize

findings of engineering studies performed by Black & Veatch Corporation ("Black & Veatch") related to
the gas system of the Philadelphia Gas Works and to set forth information concerning the financial factors
relating to the issuance of the $435,150,000 Gas Works Revenue Bonds, Eighth Series (the "Eighth Series
Bonds") and $150,000,000 Gas Works Revenue Bonds, Ninth Series (the "Ninth Series Bonds").

The Eighth Series Bonds will be issued in one or more series with tbe proceeds used to achieve
the current refunding of PGW's Sixth Series Bonds; upon the issuance of the Eighth Series Bonds, the
Sixth Series Bonds will be fully redeemed and will no longer be outstanding. The Ninth Series Bonds
will be issued to finance various elements of PGW's on-going capital inprovement program.

"Prior Bonds" are defined as the outstanding bonds issued under the 1975 Ordinance and the
1998 Ordinance. 'oFuture Bonds" are defined as the Eighth and Ninth Series Bonds that will be issued
under the City Ordinances. Together, the Prior and Future Bonds are collectively referred to as the
"Bonds'n.

Scope
This Report addresses the organization and management, regulation, physical condition,

adequacy of system capacity, operation and maintenance practices, and staffing levels of PGW's systems.
It provides a review of the proposed capital improvement program (*CIP") for fiscal years 2009 through
2014 and includes the results of engineering studies regarding the financial requirements of the System.
Evaluation of the projected financing of future operating and capital improvement needs is based upon a
review of historical operating and financial data and projected capital progrilm and operating budget
information provided by PGW. Projections of revenues and revenue requirements are presented for the
fiscal years 2009 through 2014. The financial feasibility of the issuance of the Future Bonds should be
evaluated recognizing the results of these analyses and PGW's projected compliance with applicable
revenue bond covenants.

PGW representatives and others have provided certain historical data and other information
presented in this Report. Black & Veatch has not conducted verification tests of this iaformation. As is
normal in conducting the analysis and preparing projections, Black & Veatch has made certain
assumptions with respect to conditions, events, and circumstanies that may occur in the future. The
methodologies utilized by Black & Veatch in performing these analyses follow generally accepted
practices for such projections. Such assumptions and methodologies Elre summarized in this Report and
are reasonable and appropriate for the purpose for which they are used. While Black & Veatch believes
the assumptions are reasonable and the projection methodology valid, actual results may differ materially
from those projected, as influenced by conditions, events, and circumstances that may actually occur.
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Such factors may include PGW's ability to execute the CIP as scheduled and within budget, regional
climate and weather conditions affecting the demand for gas, and adverse legislative, regulatory or legal
decisions (including environmental laws and regulations) affecting PGW's ability to operate the System.

Black & Veatch Qualifications
Black & Veatch is one of the largest and most experienced engineering companies in the United

States specializing in utility engineering. Our experience includes the planning, design, operation
analysis, and construction of gas, electric, water, and wastewater systems. In addition, the firm has

extensive experience in assisting utilities with management and financial aspects of their operations. The
company has been engaged in several thousand projects with a range of clients that include utilities
owned by municipalities ranging in size from small communities to large metropolitan regions, investor-
owned utilities, industrial and commercial businesses, local and state agencies, and the United States

Govemment. Over the past five years, Black & Veatch has been involved in assisting clients with the
issuance of over $10 billion in utility revenue bonds. Black & Veatch performed the Independent
Consultant's Engineering Report ("2001 Report") for PGW's (1998 General Ordinance) Third Series

Bonds issued in 2001, the Independent Consultant's Engineering Report (*2002 Report") for PGW's
(1998 General Ordinance) Fourth Series issued in 2002, the Gas Works Revenue Refunding Bonds,
Seventeenth Series issued in 2003, the Independent Consultant's Engineering Repo( (*20A4 Report") for
PGW's (1998 General Ordinance) Fifth Series A-l and A-2 issued in 2004, and the Independent
Consultant's Engineering Report ("2006 Report") for PGW's (1998 General Ordinance) Sixth Series

issued in 2006, and the Independent Consultant's Engineering Report (*2007 Report') for PGW's (1998

General Ordinance) Seventh Series Bonds issued in2007. Since 1972, the City of Philadelphia's Water
Department also has engaged Black & Veatch for various consulting services. These consulting services
have included engineering evaluation reports for all Water and Wastewater System Revenue Bonds sold
by the City since 1974 and various projects involving the development of water and wastewater rates.

Experienced personnel from Black & Veatch have performed the physical evaluation of PGW's
gas supply and distribution systems. In performing our engineering assessment of PGW, Black & Veatch
reviewed t}re current condition and operation and maintenance of the gas supply and distribution systems.

We conducted inspections of PGW's major facilities in March 2009, including PGW's city gate stations
and liquefied natural gas facilities. We also interviewed key members of PGW's management team in
March 2009 regarding operations and maintenance issues and practices.

The financial feasibility review has been performed by personnel assigned to the Enterprise
Management Solutions Division of Black & Veatch, which provides services in such areas as utility rates,

utility property valuation, depreciation rate studies, financial analysis and planning, non-audit accounting,
management and operations analysis, and the preparation cf independent engineering reports for official
statements.
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Organization and Management

The Philadelphia Gas Works ("PGW') is owned by the City of Philadelphia and is responsible for
the acquisition, storage, and distribution of gas within the limits of the City. PGW is accounted for as a

component unit of the City. As described in greater detail herein (See The PGW Gas System), PGW is the
largest municipally-owned gas utility in the nation.

PGW's operations are managed by the Philadelphia Facilities Management Corporation
(*PFMC"), a not-for-profit corporation whose Board is appointed by the Mayor. PFMC's responsibilities
are set forth in a Management Agreement between the City and PFMC, which delegates responsibility for
PGW's operation to an executive management team provided by PFMC. Under the Management
Agreement, those responsibilities tbat are not specifically granted to PFMC fall under the domain of the
Philadelphia Gas Commission ("PGC"), except to the extent preempted by the Pennsylvania Public
Utility Commission ("PUC").

^ Prior to the passage of the Pennsylvania Natural Gas Choice and Competition Act ("Gas Choice
Act")', rates charged by PGW were regulated exclusively by the PGC because PGW was not a "public
utility" within the meaning of the Pennsylvania Public Utility Code, as it was defined prior to the passage

of the Gas Choice Act. On lvne 22, 1999, the Pennsylvania General Assembly passed the Gas Choice Act
which amends the Public Utility Code by providing for the implementation of choice of suppliers of
natural gas for retail customers of gas distribution companies. In addition, the Gas Choice Act provides
that PGW is subject to regulation by the PUC, effective July l, 2000, and that choice among natural gas

suppliers will be provided to PGW's customers.

On March 31,2003, the PUC approved PGW's restructuring plan, which among other things,
provides for an unbundled tariff permitting customer choice of the commodity supplier. On September 1,

2003, PGW began operating under its Restructuring Compliance Tariff. PGW's Restructuring
Compliance Tariff Rates are designed to maintain revenue neutrality and the Tariff Rules and Regulations
are designed to comport with the Pennsylvania Public Utility Code.

Gity of Philadelphia
The City of Philadelphia was founded in 1682 and merged with the Counfy of Philadelphia in

1854. There are two principal govemmental entities in Philadelphia: (l) the Cify, which performs
ordinary municipal functions as well as traditional county functions; and (2) the School District, which
has boundaries coterminous with the City and has responsibility for all public primary and secondary
education. The court system in Philadelphia, consisting of Common Pleas, Municipal, and Traffic Courtso
is part of the Commonwealth of Pennsylvania (the "Commonwealth") Judicial System. Although the
Commonwealth pays judges and top level administrators, the City pays all other court costs, with partial
reimbursement from the Commonwealth.

The City is govemed primarily under the Home Rule Chartet', which provides for the election,
organization, powers, and duties of the legislative branch (the "City Council"); the powers and duties of
the executive and administrative branches; and the City's fiscal and budgetary matters, contracts,
procurement, property, and records.

1- Act of June 22,1999,P.L. 122, No. 21, g3 (66 Pa. C.S.A. $2201 et seq.).
r Philadelphia Home Rule Charter, 351 Pa. Code gl.1-100 et seq., adopted pursuant to authorization of t}le First
Class City Home Rule Act approved April2l, 1949,?.L.665, $l er seq. (53 P.S. $l3l0l et seq.).
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Philadelphia Gas Works
In March 1835, a City ordinance was passed authorizing private ownership and operation of a

public gas utility under trustee management. This ordinance also contained an option clause permitting
the City to take ownership of the gas utility properties by issuing City bonds to the private stockholders.
This option initiating City ownership of gas utility properties to ultimately form PGW was exercised
March l, 1841. The City has owned the gas system continuously since that date. Manufactured gas

production commenced February 8, 1836, and service was inaugurated February 10, 1836, to 46 gas

lamps along Second Street.

During its more than 170 years of existence, the operation and management of PGW has evolved
to its present configuration through a variety of arrangements. Initially the private owners managed it. ln
1841, a Board of Trustees assumed management of PGW in accordance with an enabling City ordinance.
This arrangement continued through April 1887, when the City, under the Director of Public Works,
assumed direct management and operation of PGW. Serious financial and operating problems led to a
change in this arrangement on November 12, 1897. At that time, the City, unable to sell PGW, contracted
with the United Gas Improvement Company (*UGI"), now UGI Corporation, for the operation and
management of PGW under authority granted by the Home Rule Charter. Operation and management by
UGI continued through December 31,1972.

On December 5, 1972, the City caused the incorporation of the Philadelphia Facilities
Management Corporation as a not-for-profit Pennsylvania corporation for the specific purpose of
operating PGW. PFMC currently rnanages PGW in accordance with the original agreement with the City
dated December 29, 1972, effective January l, 1973, as subsequently amended (the "Management
Agreement"). The relationship between the City, PGC, PFMC, and PGW as originally detailed in the
Management Agreement is summarized below. As described later in this Report, as of July 1, 2000, the
Gas Choice Act confers the responsibility of regulating PGW's rates and services to the PUC. (See

Pennsylvania Public Utility Commission and Regulation).

Orsanization Function

City of Philadelphia

Philadelphia Gas Commission

PFMC

PGW

Owns PGW property and establishes legislation for the

fi.rnctioning of PGW. City Council approves the capital budget.

Responsibilities include: approval of personnel provided by
PFMC, review of gas supply conuacts for approval by City
Council, approval of PGW's operating budget, review of PGW's
capital budgets, and regulation ofrates*.

Provides executive management and directs operation of PGW
facilities.

Manages construction, operation and maintenance of the gas

system on a day-to-day basis.

* As of July l,20AA, the PUC became responsible for regulating rates pursuant to the Gas Choice Act.
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The Management Agreement states that for the operation of PGW, PFMC shall provide:

o A Chief Executive Officer,

o A Chief Operating Officer,

r A Chief Financial Officer, and

o Other personnel as deemed appropriate by PFMC.

All PFMC personnel are subject to the approval of the PGC. The PGC consists of five members:
the City Controller, two Mayoral appointees, and two City Council appointees. The PGC has the general
responsibility to oversee operation of PGW by PFMC and retains all powers not specifically granted to
PFMC. In addition, the Management Agreement specifies certain functions of the PGC, mainly:

. Approval of PFMC personnel

o Review and make recommendations regarding gas supply contracts for City Council
approval

. Approval of PGW's annual operating budget

o Review and make recommendations regarding PGW capital budgets for City Council
approval,

. Approval of short-tenn loans

o Review and approval of all PGW real estate acquisitions, sales, or leases for submittal to
City Council for approval by ordinance,-and power to establish procurement standards
and to fix and regulate rates and charges' for supplying gas to customers other than the
City and the Board of Education, which will annually produce revenues sufficient to:

- Pay all operating and maintenance expenses of PGW and the interest and
amortization expense of its debt

- Maintain debt coverage ratios

- Pay $18,000,000 to the City each year

- Provide such other funds as may be approved by the PGC and City Council for debt
reduction or capital additions

In the 1990s, PGW experienced a number of changes in its management organization. PFMC set
up an interim management structure for PGW in December 1994 through January 1996 and again in
October 1998 through March 2000. In February 2001, the PUC issued an order adopting a settlement with
PGW in Docket No. R-00005654 whereby the PUC and the City agreed on a timetable and process to
replace its interim management with permanent management. Permanent management was set in place
with the appointment of Thomas Knudsen as President and CEO in June 2A02. l/k. Knudsen's
appointment was formally approved by the PGC in December 2002. PGW's permaneni management
organization is shown in Figure l. (See also Rates and Tarffi, Regulatian).

In preparing this Report, Black & Veatch interviewed key PGW officers6 and a number of its
managers. The interviews were supplernented with reviews of PGW's policies, practices, procedures, and
field observations of employees at various facilities performing their daily activities. Based on these
interviews, reviews, and observations, it is our opinion that PGW is suitably organized, managed, and
operated by qualified personnel.

t Ibid.
6 For the purpose of this report, PGW officers and managernent include individuals provided by PFMC.
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As of March 2009, PGW employed 1,721people. Presently, approximately 7l percent of PGW's
employees are represented by the Gas Works Employees' Union Local 686 ("Local 686"). Local 686
transferred affiliation from the Service Employees International Union ("SEIU") to the Utility Workers
Union of America (*UWUA") in 2003. On October 17,2006, a new two-yeax Collective Bargaining
Agreement was ratified by the Gas Works Employees' Union, Local 686, Utihty Workers' Union of
America. The two-year extension went into effect on May 15, 2008 and will be valid through May 15,

2010. The Agreement includes incremental wage increases of 2.5 percent in 2008 and 3.5 percent in
2009.

The following are brief biographical descriptions of the current PFMCIPGW Senior Officers:

Thomas E. Knudsen. President and Chief Executive Oflicer. Mr. Knudsen joined PGW as

Interim Chief Financial Officer in March 2000. He served in that capacity until July 2001 when he was
appointed Interim President and Chief Executive Officer. Mr. Knudsen was appointed to his present
position by PFMC in June 2002. Prior to joining PGW, Mr. Knudsen was the founding paxtner of The
Woodside Group, a management consulting firm located in Stamford, Connecticut specializing in utility
economics and regulation. For over 25 years, Mr. Knudsen advised industrial, commercial and residential
customers and groups, as well as regulatory commissions, regarding appropriate utility operations,
budgeting, pricing and rate design issues. Mr. Knudsen's involvement with PGW dates from 1986, having
served as a consultant to the Public Advocate in all rate and budget proceedings of PGW before the Gas

Commission from 1986 until 2000. His prior experience includes management consulting with Touche
Ross & Co. (now Deloitte & Touche), as Assistant to the Finance Adminisfrator of the City of New York
and the United States Navy Supply Corp. Mr. Knudsen received his Masters of Business Administration
degree in Finance from Columbia University in 1968 and a Bachelor of Arts degree in Economics from
Northwestem University in 1964. He also serves on the Energy Associationof Pennsylvania's Boardof
Directors and has recently been reappointed to the American Gas Association's Board of Directors.

Crais E. White. Executive Vice President and Actins Chief Oneratins Oflicer. Mr. White
was appointed Acting Chief Operating Officer in July 2001. He is responsible for Field Operations,
Customer Service, Sales and Marketing, Corporate Preparedness, Information Services, and Gas

Management issues. His previous positions at PGW include: Senior Vice President, Marketing and
Supply Services; Vice President, Marketing and New Business Development; Manager, Gas Planning &
Federal Regulatory Affairs; Administrator, Federal Regulatory Affairs; Federal Regulatory Specialist;
Planning Analyst; Demand Analyst; and Accounting Specialist. Mr. White received his Bachelor of
Science degree in Business Administration from Kutztown University in Kutztown, Pennsylvania, and
Master of Business Administration degree in Financial Maragement from Drexel University. Mr. White
has been a member of PGW's management team since January 1980. He also serves on the following:
American Public Gas Association's Board, the American Gas Association's Leadership Council and the
Energy Association of Pennsylvania's Executive Gas Board.

Joseph R. Bosdonavaee. Senior Vice President - Finance. Mr. Bogdonavage was appointed
Senior Vice President, Finance in November 2@0. His responsibilities include the oversight of PGW's
Operating & Capital Budget, Accounting & Reporting, and Treasury functions. Mr. Bogdonavage has

over 36 years of diverse experience in the finance area of PGW. He previously held the positions of
Director, Budget & Financial Forecasting; Manager, Budget & Financial Forecasting; Supervisor, Budget
& Financial Forecasting; Accounting Assistant Supervisor; and Budget Analyst. Mr. Bogdonavage is a
member of the American Gas Association's Financial and Administrative Committee and the Energy
Association of Pennsylvania's Finance Committee. Mr. Bogdonavage received his Bachelor of Business
Administration in Accountngn 1972 from Temple University.
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Randall J. Gvorv. Senior Vice President - Operations & Customer Alfairs. Mr. Gyory was
appointed Senior Vice President of Operations and Customer Affairs in August 2007. His responsibilities
include overseeing the Distribution and Field Services Operations, Call Center Operations, Credit and
Collections, Regulatory Compliance, Account Management, Bill Processing, Universal Service Programs,
Customer Service Center Operations, and Billing System Operations and Support. Prior to his current
position, Mr. Gyory served as Vice President of Customer Affairs. He also managed PGW's Program
Management Office and led a team of functional and business analysts in correcting and improving the
billing system software issues associated with the tansition from their legacy billing system to a client
server system. In his twenty-nine years of experience at PGW, Mr. Gyory has spent the majority of his
career in the Distribution Deparfinent where he held several positions in Maintenance, Construction and
Engineering. Mr. Gyory received a Bachelor of Science degree in civil engineering from the University of
Pittsburgh.

Thomas L. Kuczvnski. Senior Vice President - Oflice of Business Transformation &
Information Services. Mr. Kuczynski was appointed Senior Vice President of Business Transformation
and Information Services in August 2007. Mr. Kuczynski rejoined PGW in February 2004 as Vice
President - Information Services & CIO. He has over 30 years of experience in Information Technology
including 18 years of prior experience at PGW. In his present position, Mr. Kuczynski is responsible for
all aspects of the Office of Business Transformation and Information Services. He previously held the
position of Director of Technology Strategic Planning for PG&E's National Energy Group ("NEG"). In
this role, he was responsible for new technology research and development, stategy and architecture,
business continuity planning, disaster recovery and security. Prior to joining NEG, Mr. Kuczynski spent
one year at Delmarva Power where he provided tT Strategic Planning Services to the Energy Supply
Group. Before Delmarva, Mr. Kuczynski spent 18 years at PGW where he led development efforts for
PGW's customer information system, credit and collection, automated meter reading and distribution leak
fracking. In 1993 Mr. Kuczynski was recognized by the American Gas Association with the Distibution
Achievement Award for his efforts in desigrring and building PGW's first mobile field service system.
Mr. Kuczynski is a graduate of La Salle College in Philadelphia, and the Executive MBA program at
University of Maryland University College.

Abbv L. Pozefskv. Eso.. Senior Vice President - Administration rnd General Counsel.
Ms. Pozefsky was appointed Senior Vice President and General Counsel in July 1998, and Senior Vice
President, Administration and General Counsel in 2005. She manages the deparhents of Human
Resources and Organizational Development, Risk Management and Technical Compliance as well as

Legal. Ms. Pozefsky previously held the position of Chief Deputy Crty Solicitor of Regulatory Affairs for
the City of Philadelphia Law Departrnent, where she was also General Counsel for the Philadelphia Water
Department and Airport. Having been licensed in four states, Ms. Pozefsky practiced law with a private
law firm, a community legal services organization, and a state attomey general's office, and has taught on
a university level. Ms. Pozefsky received her Bachelor of Arts degree from the University of
Pennsylvania cum laude and a Juris Doctor degree from New York University Law School.

Cristina Coltro. Vice President - Customer Affairs. Ms. Coltro was appointed Vice President
of Customer Affairs n 2007. Her responsibilities include overseeing the Call Center Operations, Credit
and Collections, Regulatory Compliance, Commercial Resource Center, Account Management, Bill
Processing, and Customer Service Center Operations. Prior to her current position, Ms. Coltro served as

the Director of Regulatory Compliance, responsible for the Universal Services Programs, Customer
Review Unit, Dispute Resolution Unit, Program Management Office and Training Deparhrent. Ms.
Coltro received her Bachelor of Science degree in Economics from Hunter College, New York, and a
Master of Science degree in Energy and Environmental Management and Policy from the University of
Pennsylvania. She also seryes on the Utility Emergency Service Funds (UESF) Board of Directors, and is
a member of the Energy Association of Pennsylvania and the American Gas Association Customer
Services committees.
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Raquel N. Guzman. f,sq.. Vice President - Lesal and Associate General Counsel. Ms.
Guzman was appointed Vice President - Legal in August 2005 and Associate General Counsel in 2003.
She, together with the General Counsel and Assistant General Counsel, is responsible for PGW's Legal
Department. Prior to joining PGW's legal staff, Ms. Guzman was a Deputy City Soticitor for Regulatory
Affairs for the City of Philadelphia and also practiced at a major Philadelphia law firm in its real estate
department. She holds a Juris Doctor degree from the University of Pennsylvania Law School and an

undergraduate degree from Harvard College.

Michael W. Handwerk Vice President - Technical Compliance. Mr. Handwerk was
appointed Vice President of Technical Services in September 2005. In this capacity, he is responsible for
services to Operations involving regulatory compliance, chemical laboratory analyses and enviroamental
related activities, as well as development and implementation of operational changes and best practices.
Mr. Handwerk's previous position was Director, Operations Compliance & Technical Services. He has
been with PGW since 1979. Mr. Handwerk is a member of the American Gas Association's Operations
Safety Regulatory Action Committee (OSRAC) and the American Public Gas Association's Operations
Committee. He is also a member of the Energy Association of Pennsylvania's Gas Transmission and
Distribution Committee, and the American Chemical Society. Mr. Handwerk has a B.S. degree in
Chemistry from Elizabethtown College, a B,A. degree in Corporate Management from Ursinus College,
and a M.B.A. in Financial Management from St. Joseph University.

Steven P. Hershev. Vice President - Regulatorv & External Affairs. Mr. Hershey joined
PGW as Vice President, Community lnitiatives in January 2004 and was appointed Vice President -
Regulatory & Extemal Affairs in January 2006. In his current position, Mr. Hershey's primary
responsibility is working with the President and CEO and senior management regarding certain regulatory
and stakeholder matters and developing initiatives to enhance PGW's regulatory and legislative goals as
well as improving PGW's relationship with various stakeholders, including customers. Prior to joining
PGW, Mr. Hershey was a partner in the law firm of Eckert, Seamans, Cherin & Mellott, LLC of
Philadelphia, Pennsylvania. He represented clients in matters involving energy, telecommulications, and
utility policy, implementation of competition, rate setting, conservation, customer service and economics.
Prior to becoming a partner at Eckert, Seamans, Cherin & Mellott, LLC, Mr. Hershey was a Supervising
Attorney for Community Legal Services of Philadelphia, Pennsylvania. While at CLS, Mr. Hershey
served as Lead Attorney for the Public Advocate, representing the interests of residential customers of
Philadelphia utilities from 1985 to 1998. Mr. Hershey's involvement with PGW dates back to
approximately 1977 when he began representing PGW's residential customers. Mr. Hershey has more
than 30 years of experience in the utility and energy field, including the practice of law. Mr. Hershey
holds a B.A. degree from Hamilton College and a Juris Doctor degree from Georgetown University Law
Center.

Paul A. Mondimore. Vice President - Field Onerations. Mr. Mondimore was appointed Vice
President, Field Operations in October 2A02.He is responsible for PGW's Distribution and Field Services
Departrnents. He previously held many positions at PGW in the Distribution Department since
commencing employment in June 1981 inctuding: Director, Distribution Department; Project Manager,
Mobile Dispatch Project; General Supervisor; and Supervisor. Mr. Mondimore received his Bachelor of
Science degree in Civil Engineering from Drexel University. He has been a member of the American Gas
Association, AGA Best Practices Group and the Energy Association of Pennsylvania.

Douslas A. Moser. Vice President - Gas Manasement" Mr. Moser was appointed Vice
President, Gas Management in October 2002. He is responsible for PGW's Gas Processing; Gas Supply,
Transportation & Coatrol; Gas Planning, Rates & Federal Regulatory; and Engineering & Facilities
Departrnents. Since comrnencing employment in September, 1979 at PGW he has held the following
positions: Senior Project Manager in the Strategic Planning DeparEnent; Manager - Gas Control and
Manager - Gas Acquisition in the Gas Supply Department and Engineering Assistant; Production
Engineer, Supervisor Gas Conditioning, ffid Operations Engineer in the Gas Processing
Department. Mr. Moser received his Bachelor of Science degree in Chemical Engineering from
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Pennsylvania State University and his Master in Business Administration degree from Widener
University.

Jo Ann Muniz. Vice President - Supolv Chain. Ms. Muniz was appointed Vice President of
Supply Chain in August 2007. She is responsible for PGW's Fleet Operations, Procurement and Materials
Management Departments. Since commencing employment in July 1980 as an Engineering Assistant in
Gas Supply, she has held many positions at PGW including: Fleet Engineer in Fleet Operations; Staff
Engineer in the Engineering Department; Internships in Field Services and Customer Affairs; Co-Project
Manager of the Work Management and Mobile Project Team; Project Manager of Customer Service
Training and Process Development; Director, Procurement and Contract Services and Director, Fleet
Operations and Materials Management. She most recently held the position of Director, Support Services.
She serves as Chair of the Energy Association of Pennsylvania's Materials and Procurement Management
Committee. She holds a B.S. in Mechanical Engineering from Temple University and a M.S. in Electrical
Engineering from Pennsylvania State University.

William C. Muntzer. Vice President - Human Resources. Mr. Muntzer was appointed Vice
President, Human Resources in August 2008. Mr. Muntzer oversees the administration function of
Human Resources and Labor Relations. He has approximately 27 years experience of utility management
in Philadelphia, Pennsylvania. Areas of responsibility include project management, local, state and federal
regulatory work, advocacy, information technology, planning, rate desigp, marketing and utility
operations. Mr. Muntzer also has experience in the manufacturing sector: responsibilities included
inventory control, planning, production scheduling and shipping. Recent accomplishments include
several major utility initiatives including the implementation of the Pennsylvania Gas Choice Initiative,
replacement of a city wide dispatching system for over 400 field employees and the reflrbishment of a
large meter testing facility, oversight of a Management Audit conducted on behalf of the Pennsylvania
Public Utility Commission. Mr. Muntzer earned his undergraduate and graduate degrees at LaSalle
University's Business School.

Joseoh A. Smith. Vice President - Marketins & Sales. Mr. Smith was appointed Vice
President, Marketing & Sales in May 2005. Mr. Smith oversees the operations of Major Accounts, Sales

and Customer Support and Business DevelopmentlTechnical Support. He previously held the position of
Director, Major Accounts; Manager, Major Accounts as well as other positions within the Marketing
Department. In addition, he has held several positions in PGWs Field Operations Department. Mr. Smith
received his Bachelors Degree in Business Administration in 2004. Mr. Smith has served as the President
of the Association of Energy Engineers (AEE), in which he now serves as a Board member. He is
currently a member of the American Public Gas Association's Marketing Committee and the American
Society of Heating, Refrigeration and Ak Conditioning Engineers (ASHRAE).

John P. Straub. Vice President - Corporate Preparedness. Mr. Straub was appointed Vice
President of Corporate Preparedness (formerly known as Labor, Safety and Preparedness) in April 2003.
He is responsible for matters including Safety, Security, Policies & Procedures, Business Continuity &
Disaster Planning, and Occupational Health & Safety. Mr. Straub previously held the position of Vice
President - Human Resources Department. Before coming to PGW in January 1999, Mr. Straub headed
the Special Litigation Group for the City of Philadelphia's Law Departrnent where he was responsible for
the management and supervision of all employment law related matters and litigation involving the City
of Philadelphia. Mr. Straub also previously worked as an Assistant District Attorney for the Philadelphia
District Attomey's office. He holds a Juris Doctor degree from Temple University School of Law and is a
graduate of Villanova University.

Lorraine S. Webb. Vice President - Orsanizational Develooment. Ms. Webb was appointed
Vice President of Organizational Development in May 2005. She is responsible for Staffing, Performance
Management, Succession Planning, EEO, Affirmative Action, Training and Development and the
Leadership Development program. Ms. Webb previously held the position of Director of Strategic
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Planning and prior to that Director of Human Resources for PGW. Before joining PGW, Ms. Webb held
various positions in the field of human resources. Previous positions included Manager of Human
Resources, Affirmative Action Officer for Ciba Geigy (now Novartis), as well as Senior Career Transition
Counselor for the Ayers Group of New York. Ms. Webb holds a B.A. degree from State University of
New York-Binghamton. She is a member of SHRM.

Eloise N. Youns" Vice President - Information Services & Chief Information Officer. Ms.
Young was appointed Chief Information Officer of the Philadelphia Gas Works in August 2007. As CIO,
Ms. Young is responsible for delivering information technology capabilities to PGW. Prior to this
appointment, Ms. Young served in a number of positions in PGW's Information Services Departrnent
including Director of Technical Strategy and Support, Manager of Systems Services, System
Administrator in both the Unix and CICS environments, DBA, and applications developer. Ms. Young
received a Bachelors of Science degree in Information Technology from the University of Phoenix in
2003.

Joseph F. Golden. Jr.. Controller. Mr. Golden was appointed Controller in March 2001. He is
responsible for the treasury and accounting functions at PGW. Prior titles held by Mr. Golden at PGW
include: Treasurer; Manager - Treasury Department; Senior Staff Accountant; and Staff Accountant. Mr.
Golden started his career with PGW in August of 1986. Mr. Golden has prior work experience in public
accounting, ffeasury accounting and cash management, and manufacturing. Mr. Golden holds a Bachelor
of Science degree in Accounting from Villanova University, a Master of Business Administration degree
from Drexel University, and a Juris Doctor degree, cum laude, from Temple University School of Law.

Philadelphia Gas Commission
The Philadelphia Home Rule Charter contains provisions for the establishment of the PGC with

powers and duties as set forth in ordinances and contracts. The Management Agreement grants PGC
certain specified powers and duties and all other powers not specifically granted to PFMC. The powers
and duties granted to PGC include approval of personnel provided by PFMC, review of gas supply
contracts for approval by City Council, approval of changes in tests and standards of gas quality and
pressure, approval of PGW's operating budget, review of PCW's capital budgets and recommendations
thereon to City Council, approval of certain loans (but not the issuance of Bonds), access to and review of
all books, records and accounts of PGW, prescription of insurance requirements, promulgation of
standards for procurement and disposal ofmaterial, supplies and services and approval ofall real property
acquisitions for firther approval of City Council.

Pennsylvania Public Utility Commission
The PUC regulates the rates and supervises the service of Pennsylvania's public utilities,

including electricity, water, natural gas, and telephone. Under current law, all rate regulation authority for
PGW is held by the PUC, pursuant to the Gas Choice Act. The Gas Choice Act contains provisions which
are designed to (i) preserve the tax-exempt status of Approved Bonds, defined in the Gas Choice Act as

bonds or other obligations issued by the Cify for PGW, including the Fufure Bonds, (ii) preserve the
ability of the City to comply with its covenants, including the City's covenants with respect to the
imposition and collection of rates and charges to the holders of Approved Bonds, including the Future
Bonds, and (iii) require rates to be set for PGW utilizing the ratemaking methodology and requirements
that were applicable to PGW's natural gas distribution operation prior to the assumption ofjurisdiction by
the PUC. The Gas Choice Act provides, among other things:

o Commencing July 7, 20W, PGW is subject to regulation by tbe PUC aad, except as

otherwise provided in the Gas Choice Act, the provisions of the Public Utility Code apply
to PGW as if it were a public utility. The PUC, instead of the PGC, sets rates for PGW's
customers.
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r Notwithstanding customer choice in gas suppliers, PGW's gas distribution basiness will
remain a regulated monopoly.

r In setting rates and notwithstanding any other provision of the Public Utility Code, the
PUC must permit the City to impose, charge and collect rates or charges as necessary to
permit the City to comply with its covenants to the holders of any Approved Bonds, as

defined in the Gas Choice Act. All Bonds issued by the City on behalf of PGW under the
Act, including the Future Bonds, are Approved Bonds.

o The PUC is obligated to use PGW's ratemaking methodology and requirements until all
Approved Bonds are refunded or defeased.

o The PUC is barred from requiring the City or PGW to take any action (or omit taking any
actions) under the Public Utility Code if such action or omission would have the effect of
causing the interest on any bonds issued by the City on behalf of PGW, including the
Future Bondso to be includable in the gross income of the holders of such bonds for
Federal income tax purposes.

o On March 31, 2003, the PUC approved PGW's restructuring plan (Docket No. M-
00021612), which implements customer choice and permits licensed natural gas suppliers
to deliver gas to customers in Philadelphia using PGW's distribution system.

o On September 1,2003, PGW began operating under its Restructuring Compliance Tariff.

r The Gas Choice Act permits, but does not require, the PUC to approve a senior citizen
discount. On September 30,2004, the PUC denied PGW's request to continue the senior
discount program for post-September 1,2003, applicants. Since September l, 2003, the
progmm is not available to new participants. (See Senior Citizen Discount Pragram).

r The PUC is required to provide for a management audit of all employees, records,
equipment, conEacts, assets, liabilities, appropriations, and obligations of PGW prior to
the commencement of the restructuring proceeding. (See Rates and Tarffi, Regulation).

r Effective June 30, 2000, the provisions of the Home Rule Charter with respect to the

powers and duties of the PGC are abrogated to the extent inconsistent with the Gas

Choice Act.

o The City cannot be required to take any action under the Public Utility Code if the effect
of the action is to cause a variation in the City's financial plan approved by the
Pennsylvania lntergovernmental Cooperation Authority.

o The City's executive or legislative powers to "legislate or otherwise determine the
powers, functions, budgets, activities and naission of PGW' are not abrogated or limited.

This Report:lssumes rate regulation will be administered by the PUC to comply with the City's
bond covenants, as required by the Gas Choice Act.
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The PGW Gas System

Philadelphia Gas Works began gas production in February 1836 and has since continuously
provided the City of Philadelphia with service. Today, PGW is the largest municipally owned gas utility
in the nation, maintaining a distribution system of approximately 3,024 miles of gas mains and 466,814
service lines. ln addition to this extensive distribution system, PGW operates facilities for the
liquefaction, storage, and vapoization of natural gas to supplement gas supply taken ditectly from
interstate pipeline and storage companies.

Population and Service Area
PGW Gas System presently serves the limits of the City of Philadelphia with a customer base of

approximately 500,000 accounts. This service area is shown in Figure 2. The service area consists of an
urban area of 129 square miles located in southeast Pennsylvania along the Delaware fuver. Philadelphia
is the largest incorporated area within the Delaware Valley region. According to the 2000 United States
Census, Philadelphia has a population of approximately 1,500,000 inhabitants, a decrease of about 4
percent since 1990.'

Supply Facilities
The principal PGW natural gas supply facilities include nine city gate stations owned in large part

by the interstate pipeline companies serving PGW and two liquefied natural gas ("LNG") plants,
Richmond and Passyunk, owned by the City. The supply facilities also include a gas control center, a

deactivated propane/air plant, and two gas holders, one of which has,been removed from service.

City Gate Sfatrbns

Natural gas is received through nine city gate stations from two pipeline fransmission companies

- Spectra Energy ("Spectra") and Transcontinental Gas Pipe Line Corporation ("Transco-Williams"). The
two pipeline companies own most of the facilities and land at eight of the nine city gate stations. The
pressure delivered to PGW's distribution system is controlled at each of the city gate stations. Eight city
gate stations are equipped with gas heaters.

Gas Control Center

The gas control center is located at 800 W. Montgomery Avenue, with a backup at the Richmond
Plant. The center monitors and controls gas flow and pressure from the nine city gate stations to the high-
pressrue distribution system. The gas control dispatchers also provide direction to the LNG production
plant operators concerning startup, shutdown and gas flow output from the LNG facilities. Operations are
facilitated through the use of a computer system that includes a backup unit and an auxiliary power
supply.

' The City of Philadelphia and Philadelphia County are coextensive. (Jnited States Census Bureau, Census 2000
Redistricting Data (P.L. 94-171) Summary File, Table PLI and 1990 Census.
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Figure 2

Philadelphia Gas Works Service Area
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LNG Facilities

There are two LNG facilities - the Passyunk Plant and the Richmond Plant. The smaller LNG
storage and vaporization facility at the Passyunk Plant receives its liquefied gas supply from the larger
Richmond Plant via cryogenic trailer trucks. The Passyunk LNG facility consists of one LNG storage
tank of 3,066,000 gallons gross capacity (i.e., the equivalent of 253,300 thousand cubic feet ["Mcf'] of
natural gas) and nvo LNG vaporizers, each having a capacity of 45,000 Mcf per day resulting in
45,000 Mcf per day planned capacity and 45,000 Mcf per day reserve.

The Richmond LNG plant is one of the largest liquefaction facilities in the United States and also
includes storage and vaporization facilities. A new liquefaction facility was completed and tested in
March 2005, which replaced the original modified liquefaction facility which was subsequently
mothballed. The new facility utilizes an open expander loop technology. It has a daily liquefaction
capacity of 16,000 to 18,000 Mcf per day. This technology utilizes energy from the high trarsmission
delivery pressure of the interstate pipeline system throughput to run the expander/compressors,
significantly reducing fuel requirements. In addition, these facilities have the capability to liqueS natural
gas year round providing greater operational flexibility. Further, this technology utilizes significantly
fewer components than the older modified cascade facility and should result in lower operation and
maintenance costs. The maximum capacity of the liquefaction facilities of 18,000 Mcf per day will not be
available at all times during the summer months because the demand on the PGW system is not sufficient
to create the throughput necessary to run at this capacity.

The vaporization and storage facilities at the Richmond Plant are not affected by the new
liquefaction facilities. The two storage tanks at the Richmond Plant have a combined gross capacity of
48,970,000 gallons of LNG (4,045,800 Mcf). Regasification of the liquid natural gas is accomplished
with six vaporizers having a total output of 41 1,000 Mcf per day plus 100,000 Mcf per day in reserve.
The Richmond Plant also has facilities to receive LNG from and deliver LNG to cryogenic trailer trucks.

Gas Holder Sforage Facilities
The Richmond Plant has a low pressure gas holder. The Richmond holder has an operating

capacity of 1,000 Mcf. It was installed in the manufactured gas era and is in working order. It is used to
enhance operational flexibility of the LNG Plant. The Passyunk holder has been removed from service.

Distribution Faci lities
The principal gas distribution facilities consist of approximately 3,024 miles of main, 466,814

service lines,208 regulator stations, approximately 563,287 meters (of which approximately 519,890 are
active) and miscellaneous valves, instruments, and other appurtenances. PGW operates five different
operating pressure systems; each system is connected to the other by control regulators. The bigh-pressure
systems operate at approximately I10, 60, and 35 pounds per square inch gauge (psig); the intermediate
pressure system operates at 5 psig; and the low-pressure systen operates between 6 and 9 inches of water
column (approximately 0.25 pounds per square inch). The majority of customers are served from the low-
pressure system.

Approximately 53 percent (by length) of the gas mains af,e cast iron, 33 percent are steel,
4percent are ductile iron, and l0 percent are plastic. Of the steel mains, approximately 49 percent are
wrapped, coated, and cathodically protected. Approximately 35 percent of the service lines are steel (of
which I 3 percent are cathodically protected) and 64 percent are plastic.
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Other Facilities
PGW has its executive and operating offices located at 800 West Montgomery Avenue, which is

a 150,000 lQuare foot offrce building constructed in 1988. The former general office building, located at
1800 N. 9* Street, still houses administrative operations, in addition to distribution and field service
dispatch centers, gas control dispatching, operating stations, a post office, duplicating center, radio repair
shop, training facilities, parking facilities, telecommunications, and warehousing, as well as information
systems center and a metal fabrication shop. Additional facilities include six district offrces, the Tioga
station for distribution crews, two LNG plants, and three operating stations for field service crews. There
are also five other warehousing facilities, a meter shop, and an automotive maintenance and repair
facility. The automotive maintenance and repair facility is responsible for the upkeep of PGW's fleet of
approximately 694 vehicles, 100 portable compressors, and 42 trailers. PGW also maintains three minor
automobile repair facilities, bulk fuel dispensing equipment, and materials and supplies.

Gondition of Facilities
In March 2009, Black & Veatch conducted site inspections of certain PGW facilities as deemed

appropriate. During the inspections, Black & Veatch used three evaluation criteria based on observation
to evaluate the condition of each facility. These criteria are described below:

o Good: The facility is in condition to provide reliable operation in accordance with design
panmeters and requires only routine maintenance.

o Adequate: The facility is operating at or near design levels, however, non-routine
renovation, upgrading, and repairs are needed to ensure continued reliable operation.

Significant expenditures for these improvements may be required.

o Poor: The facility cannot be operated within design paf,ameters. Major renovations are

required to restore the facility and assure reliable operation. Major expenditures for these

improvements may be required.

Construction Sifes

lnspections at construction sites included the observation of crews, vehicles, power-operated
equipment, tools, safety procedures for the crew and public, construction standards, and general quality of
work performed.

System maps were also examined and compared to existing facilities. This comparison showed
the maps to have adequate detail to describe the system at the site. The maps contain the year the natural
gas main was placed in service, size and material used, operating pressure, location of valves and bends,
and where repairs have been performed.

Meter Seftings

Meter setting observations include materials and equipment. Observed meter settings conformed
to accepted indusby standards, accessibility, and safety and security measures.

Field and District Qffices

Field and district office sites, including related facilities, such as vehicle and equipment fueling
stations, garage and vehicle maintenance supply, structures, driveways, parking, material and equipment
storage areas and security feafures, were observed. Three of the six district offrces are leased to PGW.
lnspections of these leased sites were focused primarily on materials and equipment typically provided by
PGW.
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Personnel

During the inspection period, Black & Veatch conducted interviews and was assisted by PGW
staff who are experienced, qualified, well trained, and knowledgeable in their assigned tasks. ln addition
to details of the operations, they were knowledgeable in details of routine and preventative maintenance
procedures PGW has in place.

The following is a list of key areas discussed in conducting inspections and in the collection of
system data:

Construction System Losses & Meter Maintenance Programs
CorrosionEngineering Leak Surveys
Field Offices Operations
District Offrces SCADA System
Treasury Meter Settings
District Regulators City Gates and LNG Plants
Field Services Accounts Receivable
Gas Supply

Facility lnspections

The following facilities were inspected in March 2009:

SuDblv Facilitis Distribution Facilities

Liquefted Natural Gas Facilities Maer Setting
Richmond & PassyunkPlants Commercial

City Gatc Stttions

034

Ashmead

Penrose

Richmond

Somerton

060

5230 Chestnut (in West Disrict Office)

1337 West Erie Ave. (in North Dishict Office)

lndustriaVCommercial
University Village (Iemple), intersection of lOth and Montgomery

Construetion Sites

150 Gay St. - Replace cast iron main with 4" PE and renew services.

Baldwin Sl, Wilde to Silvenvood - Block renewal ofcast iron with 4" PE and transfer services.

Other Facilities

Field Olfues/On-Site Facilities Dittrict ffices
Montgomery

Porttr
Tioga

Castor

Belfield

SCADA Cnfiol Room

PGW - 1800 N. gth St-

Center City - L€ased

Frolford - Leased

Gemantown - Irased
Nonh - O\4!ed

South - Owned

West - Owned

Gonclusions

All observed facilities, vehicles, equipment and warehouse stock appeared to be reasonably
maintained and in good operating condition. During the inspections, Black & Veatch identified only
minor items not in good operating condition as would be expected during the nornal course of operation.
These items were either in the process of being repaired or were essentially retired in place. Employees
appeared to be knowledgeable of their job requirements and well trained.
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PGW's highest operating priority is response to emergencies and the maintenance of a safe gas

distribution system. PGW maintains maps and other records of the distribution system in good order and
has comprehensive written construction, operating and maintenance standards and procedures. Its
personnel appeared well trained in the operation and maintenance of the gas distribution system. PGW is

routinely actively involved in entering its facility records (Corrosion, Service and Leak Records) into
computer databases, thus facilitating and improving the accuracy of accessing information. PGW has

continued to monitor its security measures at its major facilities, including the two LNG facilities, the city
gate stations, and the headquarters building complex, as a result of September 11, 2001, terrorist attacks.
PGW has added concrete barriers around critical facilities at Richmond and perimeter fencing around
both Passyunk and Richmond Plants.

Based on the physical inspections and interviews conducted in March 2009, it is our opinion that
PGW operates and maintains its system prudently and in accordance with current regulatory standards
and generally accepted industry practices.
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PGW Gas Supply

PGW manages its gas supply through a mix of flowing supplies, off-system underglound storage,
and City-owned and PGW-operated LNG facilities. PGW utilizes this mix to meet its obligation to serve
customers' demand on the coldest day (peak day) as well as customers' annual requirements. PGW's gas
distribution facilities are directly connected to Spectra through four city gate stations and to Transco-
Williams through five city gate stations. All gas purchased by PGW is transported to the city gates
through either one of these pipelines. During predorninantly off-peak periods, a portion of the purchased
gas supply is stored in off-system underground storage facilities connected to these two pipelines or in
PGW's LNG facilities. Through the effective use of off-system storage and LNG, PGW is able to more
efficiently utilize its transportation contracts with Spectra and Transco-Williams.

Supply Services
PGW purchases gas through a combination of term contracts and spot market purchases. Natural

gas supplies are purchased under a portfolio approach intended to secure the lowest price consistent with
reliability of supply. Consideration is given to maintaining a diversity of sources and types of supply.
During the 2009 fiscal year, purchased gas and transportation costs are estimated to account for
approximately 70 percent of the total gas supply expenses of $616 million and approximately 44 percent
of total revenues of $994 million. The cost of gas supply is a function of the prices paid and the quantity
purchased, both of which are variable. While this price component can be managed by PGW to some
extent through the timing of purchases, the prices paid are largely determined in a very competitive and a
sometimes volatile marketplace. While the total annual volumes purcbased are highly dependent on
temperatures during the heating season and are beyond the utility's direct control, PGW can manage the
timing of purchases and hence prices to a limited degree, by utilizing off-system and LNG storage.

Transportation and Storage Services
All of PGW's gas purchases are ultimately transported from the sources of supply to the city

gates through either Spectra or Transco-Williams facilities. Injections and withdrawals of gas *om off-
system storage also rely on these two pipelines. Table 1 summarizes the existing transportation
agreements between PGW and the two pipelines. As shown in this table, PGW's currently available
pipeline capacity is almost equally divided between the nvo pipelines. Of PGW's total contract pipeline
capacity of 446,929 Mcf per day, Spectra accounts for 227,277 Mcf per day, or 51 percent, and Transco-
Williams accounts for 219,652 Mcf per day, or 49 percent. The initial terms of the major confacts for the
Spectra transportation service (CDS and FT) expire prior to the 2010-l I winter period and the initial term
of the major contract for the Transco-Williams transportation service (FT) expires after the 2An-12
winter period. These contracts will then renew on an automatic year-to-year basis. PGW's current long-
term plan assumes that the material contracts may also be renewed as longer term contracts.

Due to the highly seasonal nature of PGW's load (demand), the efficiency of pipeline
transportation service can be increased significantly through tle use of storage services. During periods
when PGW's load is less than contracted transportation service, PGW may utilize the available capacity
to deliver gas to off-system storage facilities or liquefy gas and store it in its LNG facilities. The ability to
store gas off-system and in LNG facilities provides three significant benefits. Fint, less capacity needs to
be reserved on interstate pipeliles to serve higher seasonal loads to the extent that gas can be stored in
off-system storage and local LNG facilities. Second, less volumes need to be actually purchased during
&e generally higher cost winter period to the extent that gas be can purchased during the lower cost non-
winter period, stored and then redelivered from storage during the winter. Third, market area storage
provides increased security of supply.
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Table I
Gas Supply, Transportation, and Storage Coatracts

2009 - 2014
.. {c)

I ransDonatlon Storage(d)

Contract

Transco-Williams

FT

PSFT

s-2

GSS

WSS(a)te)

Subtotal

Spectra

CDS

FTr - 800233R

FTI - 800514R

FTI - 800515R

Dominion/GSS/FT57(')

Dominion/GSS/FTS8(")

Equitable/FT52

SSlA
SSIB

Subtotal

TotaI

(a) Transportation included inFT.

226,241 219,652

t0l3vl0 75,000 72,816

10t31n0 23,822 23,128

10/31/10 18,000 17,476

l0/3U10 t 8,000 17,476

03t31/t I 6,815 6,616

03/3vtt 22,495 21,840

03/3u10 4,998 4,852

44,118 42,833

20,847

234,095 227,277

460,336 446,929

dtJday Mcflday

5,191 5,040

53,871 52,302

39,246 38,103

98,308 95,445

6,815 6,616

22,495 21,840

4,998 4,852

44,118 42,833

20,847 20,240

99,273 96,381

197,581 191,826

Contract
. (b)

tsxplranon' '

03/3U12

07l3Ull
04/15/10

03t3U13

03t3yt0

drlday

165,212

1,967

5,191

53,871

Mcflday

160,400

l,gl0
5,040

52,302

(b) Contracts are assumed renewed based on evergreen clauses beyond their expiration date.

(c) Reference: SDS 6, Page 4 of 4, In the Matter of Proposed Operating Budget, Supporting Documentation - Gas

Costs and Purchasing Plans. Volume I, June 2008.
(d) Reference: SDS 6. Pages l-2 of 4,In the Matter of Proposed Operating Budget, Supporting Documentation - Gas

Costs and Purchasing Plans, Volume 1, June 2008.

(e) Volumes reflect 87.5% contraca limitation on maximum monthly storage withdrawal.

As shown in Table l, PGW's currently available off-system storage capacity is almost equally
divided between facilities connected to Spectra and Transco-Williams. Of PGW's total contract storage
deliverability of 191,826 Mcf per day, services provided on Spectra account for 96,381 Mcf per day, or
50.2 percent, and Transco-Williams accounts for 95,445 Mcf per day, or 49.8 percent. All of this
deliverability requires transportation to PGW via the respective fransportation seryices obtained from
Spectra and Transco-Williams. This storage deliverability is used primarily to reduce contract demand for
long haul transportation services and to reduce the quantity ofgas that needs to be purchased during the
typically higher cost winter period to meet winter peak demand.
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During the 2009 fiscal year, storage costs are estimated to account for approximately 30 percent
of the total gas supply expenses of $616 million. The prices paid for these services are determined by
long-term contracts and tariff rates regulated by the Federal Energy Regulatory Commission ("FERC").
Generally, these components of gas supply cost represent the purchase of capacity, are relatively fxed,
and do not vary directly with the volumes of gas purchased.

LNG Facilities
The City owns and PGW operates two LNG facilities, the Richmond Plant and the Passyunk

Plant. The LNG facilities are primarily used to ensure availability of supply needed to serve peak day
demand. The LNG facilities provide capacity that would otherwise be needed from flowing gas and off-
system storage (i.e., pipeline and storage capacity) to meet peak day demands. The LNG facilities also
allow for a nominal reduction in purchases during the higher cost winter period. Based upon current
pipeline and storage charges, which have remained relatively constant over the past five years, PGW
estimates that utilizing the existing LNG facilities in lieu of additional pipeline and storage capacity saves
approximately $75 million per year.

Gas is liquefied, stored, and vaponzed at the Richmond Plant, and stored and vaporized at the
Passyunk Plant. Total liquefaction (converting natural gas to liquid state for storage) capacity at the
Richmond Plant existing facilities is approximately 29,000 Mcf per day. The Richmond Plant can store
approximately 49 million gallons of LNG (4.05 million Mcf natural gas equivalent) and the Passyunk
Plant can store approximately 3 million gallons of LNG (250,000 Mcf natural gas equivalent). The LNG
stored at the Passyunk Plant is liquefied at the Richmond Plant and then transported by cryogenic trailer
trucks to the Passyunk Plant. Total vaporization (converting the liquid LNG to gas) capacity at the
Richmond Plant with two vaporizers, is 411,000 Mcf per day and 100,000 Mcf per day in reserve, and the
capacity at the Passyunk Plant with two vaporizers, is 45,000 Mcf per day and 45,000 Mcf per day in
reserve. The highest daily vaporization rate from the LNG facilities of approximately 360,000 Mcf
occurred in January 1994 when PGW recorded its maximum system sendout.

Supply and Demand Balance
Table 2 summarizes the supply mix that was used to meet historical peak day demand from fiscal

years 2003 through 2008, and the supply mix that would enable PGW to meet future demand assuming
design conditions over the 2009 through 2AM fiscal years. A desrgn day on PGW's system is based on
the highest actual historical peak day experienced by PGW. This occurred on January 19,1994, with a
peak day total demand (sendout) of 752,707 Mcf. The average temperature on that day was 2oF. For
design purposes, PGW projects total demand based on a 65 heating degree-day (*HDD") which translates
to an average temperature of 0"F. During the past seven years, pipeline deliveries (flowing gas plus
underground storage) have met between 70 and 92 percent ofactual peak day demand. These figures are
relatively high due to sigaificantly warmer than normal winters. During the projection period,
approximately 61 percent of peak day demand under design conditions would be met from pipeline
supply with the remaining 39 percent met from LNG. PGW must maintain these capacity levels because it
is considered tbe supplier of last resort if the customer's supplier is unable to deliver natural gas.

However, PGW will assign proportionate shares of pipeline and LNG capacity and cost to transportation
customers. Table 2 shows that PGW has sufficient capacity to meet demand requirements.

Table 3 summarizes the supply mix that is projected to meet annual requirements during normal
and design years from 2009 through 2014. PGW defines a normal year as one containing 4,464 HDD.
This normal year is based on a 3O-year average. PGW defines a design year as one containing
5,280 HDD. A design year is based on the temperatures experienced duriag the 1977-1978 winter, which
was the coldest recorded winter in the last 60 vears.
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Table 3
Annual Supply and Demand

Line

No. Descriotion

Nor@l Year - 4,464 H€ating Degreedavs

Requirements - Salc
Fim Sen'icc

Boiler and Power Plmt Service

Load Balancing Sewice

CogeneEtion Sarvica

Gs Tmnsportation Servic€

Natuml Gru Vehicle Swice
Trigen

Gnys Ferry

Subtotal Sales

PlmtUe
Tnnsaort Fuel

Stonge Fuel

StoBge Rctum

Liquefaction

TohlDe|md

Supply

Spstra

TmsceWilliim
Pipeline Subtotal

Spwta

Tmsco-William

Stonge Subtotal

LNG

Total Supply

Dsigtr yqr- 5,28{l llcating D€gr*d|ys
R€quimrts - Sals

FimSwice
Boils ad Powcr Plfrt Sflice
Lud Balmcing Seruice

CogeD€ntion Seryie
Cas Tnnsportation Swice
Natunl Gc Vehicle Service

Trigm

Gmys Frry
Slbtotal Sales

Plut Ure

Trusport Fuel

Stomge Fuel

Stomge Retm

Liquefaction

TotalDewd

Supply

Spdtra

TtmpWillim
Pipeline Subtotal

Sp€Fa
TroscGwillim

Slmge Subtotal

LNG

Total Supply

55,890,971 55,522,998

1,166,299 1,059,351

32s,933 368,61 I

12,413 10.441

2,629,445 3,O6t.164

00
00

55.264,657 55,199,141

1,039,865 1,066,953

436,219 473,153

8,907 7,724

3,377,420 3,614,13s

00
00
00

55,059,96s 55,025,839

1,120,296 t,t92,292

576,820 665,155

6,751 5,991

3,19A,7?9 3,928,583

00
00
00

2009 2010

dt dt

2013 2014

dr dt

201 I

dt

20t?.

dl

I
2

3

5

o

7

8

o

l0
ll
t2

l3

l4

l5

l6

t8
l9

20

2l

22

24

25

26

2'l

28

29

30

3l

32

35

36

38

39

,+0

4l

44

45

46

60,025,061

176,603

3.238.388

4'.t3,276

16.058,448

I,638,103

8t,609,879

22,799,478

40,986,085

63,785,563

8,218,101

7,817,596

16,035,697

1,788,619

8 I,609.879

63.605,914

1,355.609

361,828

12,413

t o4g 164

0

0

68,284 t28

t78,716

3,608,087

452,390

16,154,529

1,806.446

90,484,296

60,0:2,865

261,198

3.221,370

484,491

16.'152,999

1,845,644

82,58E,567

21,782,876

4t,091,373

62.874,249

9,036,004

8,82 1,533

t7,85'7,537

t,856.78r

82,588,567

63.202,204.

r,228.50t

410,832

lo,44l
3.43r,399

0

0

0

60, r27.068

295,053

3,194,790

494;730

17,038,2 I 5

t,596,253

82,746,109

?1,68 1,378

4 I,125.000

62,806.378

9,090J63

9,023,448

18.1 13,91 I

t,825,820

82,746.109

62,9t0,272

t,203.327

,r8sJ98

8,907

1,784,06'l

0

0

68.391,E71

303,1 l0
3,7rs324

416,438

14,925,010

1,521.328

89,273.181

60,361.r06

297,220

3,217,070

495,098

17,151.713

83,204,?10

2?,001,853

4t,506,953

63,508,806

9,047,88

8.836,924

17.884,402

l;81 1,002

83,204,210

62,832,372

t,237,761

s23.020

7;lz4
4,M1,ltg

0

0

68,642,502

305,837

3,738,512

4t8,063

15,098,102

1,682.003

89.885,01 9

60,554,561

296,251

3"215.836

492,859

I 7,135,26t

r,638,1 03

83,332,871

22.07t,435

41,544,773

63,612-208

9,001,2E6

8,s68j I I

17,869,397

t,851,266

83,332,8?l

62,679.864

1,292,0t9

645,146

6,751

4,243,745

0

0

0

60,818,460

299,025

3,244,084
?lo4 )6)

I 7,15 I,888

1,879,681

83,887,400

22,538,135

41,589,31 I

64,128,046

8,948,027

8,866,209

t7,814,236

1,945.1 l8

83,887,400

62,640,881

|,373476
752,424

5,991

4,396,954

0

0

0

28233,665 27,373,244

44.002,?89 43.523,754

72,23s,954 70,896.998

6,634,7s3 7,3t2,648
8.681,031 7901.W

15,315,784 15,214,64'7

2,932,558 2,982.8q

90.,184296 89,@4,124

21,2532il 27,549,33s

43.753,257 44.1 | I,30 |

71,006,,168 7\&4,$6
7.189,567 7.323,A40
8,063,926 7,94r,787

15,353J93 t5,264,327

2,913220 2,960.056

89,273,tEr 89,885,019

68,283,317

269,640

],737,42
401,945

14,554,056

1,845.644

89,W4,124

68,867,525

305,023

3J27,933

418,36 I

15,t22,464

1,638,103

90,079,409

27,581,771

44,0d.8.526

71,630,397

7.342,65s

8,085.60E

15,42E263

3,020.E49

90.079,40S

69,169,726

307,942

3,741,603

418,906

I 5,078,996

1,879.681

90,596,854

27,846,229

44.A5',7,836

7 1,904,065

7,370,90s

I,187,9t?

| 5,5s8,81 7

3,133,972

90,596.854

Refeene: SDS 4A and SDS 48, In the Matttr of Prepoed Opmting Budget, Sryporting Docwntation - G6
Cosls md Purchasing Plas, Volw t. June 2008.
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Even though 100 percent of PGW's supply is originally transported through one of the two
interstate pipelines, the supply components shown in Table 3 are based on the source of gas when
ultimately delivered to the end user. As shown, approximately 64 percent of PGW's total gas pipeline
supply during a normal year flows through the Transco-Williams pipeline system. On a projected normal
annual basis, approximately 98 percent of volume is delivered to end users through tle interstate pipeline
systems (80 percent flowing gasrT and 20 percent off-system storage), and 2 percent is delivered from the

LNG facilities.

17 Flowing gas represents gas that is purchased at the same time as delivered to customers.
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Capital lmprovement Program

PGW uses a formal process of evaluating capital needs and funding progilns to meet those
needs. This annual capital planning process is used to formally review the Capital Improvement Program
("CIP") and incorporates revisions into the 2009 budget and five-year capital program projection using
certain specific economic parameters to prepare the capital requirement estimate that forms the basis for
departmental budgets. ln addition to satis$ring the annual peak load requirement, departmental budgets
and projections axe based on meeting PGW's design hour and design day projections as prepared by the
Gas Management Department.r8 Under the terms of the Management Agreement, PGW submits the
annual CIP to the Director of Finance and the PGC for their review and recommendation to City Council
for the budget's approval.

In keeping with PGW's philosophy of maintaining a safe and reliable gas distribution system, all
capital projects are assigned a priority. The highest priority projects (Priority I and Friority 2) relate to
expenditures required for maintaining the safety and reliability of PGW's system. Priority 3 expenditues
relate to facility relocations that are based on City, State, and Federal mandated projects. Priority 4

expenditures relate to projects that will result in additional revenues from load growth, and the lowest
priority projects (Priority 5) are those expenditures associated with improving operational efficiencies
and/or discretionary items.

Table 4 presents a sufirmary of PGW's historical and forecasted capital improvement program
expenditures. Capital expenditures for the major departments are shown in the Table. Capital
expenditures for all departments other than Gas Processing; Dis*ibution, Field Services, and
Transportation, are grouped together under tle miscellaneous category "Other Departments". It should be
noted that the projected expenditures for 2009 reflect a management decision to implement a contingency
spending plan that would reduce spending. This action was necessary given the dislocation in the
financial markets. Spending for the forecast period, beyond 2009, assumes that capital spending will
resume at the previously budgeted level. However, matching future capital expenditures with the ability
to fund these expenditures is a dynamic process which is constantly being reviewed.

Proposed capital expenditures over the five-year projection period, 2010 through 2014, total $381
million. For fiscal year 2A09, PGW's estimated capital expenditure of $50.5 million (net of salvage,
contributions, and reimbursement) represents an 18.3 percent decrease from the 2008 capital
expenditures. The majority of the 2009 capital expenditures, $34.5 million or 68 percent, is committed to
Distribution Department projects. Field Services and Other Departments have planned expenditures of
about $4.6 million and $5.5 million, respectively, in fiscal year 2009. Gas Processing and Transportation
have planned expenditures of about $2.7 million and $3.2 rnillion, respectively, in fiscal 2009. Over the
five-year forecasted period, Distribution Department projects have planned expenditwes of $272 million,
which represents 7l percent of the total capital spending. The majority of the DistributionDepartment
capital projects involve the replacement of gas services and ongoing and required main replacemenls for
intermediate and low-pressure mains of small diameter (8 inches or less). Funding is also provided for
main rehabilitation activities and to support the addition of new load.

Based on our inspections of existing facilities in March 2009 and under normal operating
conditions, the proposed capital expenditures should be sufficient to maintain the system in good
condition.

t* Op"*ting department budgets are based on assessing capital requirements for maintaining a safe and reliable
system calculated for a design day of OoF average temperature, a -5"F design hour, and a normal annual weathet
pattern resulting itt 4,464 annual heating degree-days for 2009 and 4Al2 annual heating degree-days for 2010
through 2014.
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A listing of projects approved for the fiscal year 2009,by major department, is shown in Table 5.

This table also shows the priority assigned to each project. In addition to the budgeted$4l.Z million as

shown in Table 5 for 2009, PGW anticipated completing $5.2 million of capital improvements carried
over from prior fiscal years.

Gas Processing
As shown in Table 4, the estimated capital spending for the Gas Processing Department is $2.7

million in fiscal year 2009. These capital expenditures are for normal additions and replacements
necessary to maintain the safety and reliability of the LNG facilities.

Distribution
The ongoing cast iron main replacement capital program involves the removal of 18 miles of cast

iron mains annually. The scope of this program is consistent with the recommendations made by
Navigant Consulting lnc. ("Navigant") in a February 2000 report entitled'?hiladelphia Gas Works Mains
Replacement Study" and the more recent recommendations of Advantica in its 2008 report. Cast iron pipe
was generally used by natural gas utilities many decades ago and was quite common for low-pressure gas

mains such as PGW's. While this pipe has performed well, as it ages the pipe is prone to cracking and:he
joints to separating, thereby resulting in leaks. Over the last 20 years or so, natural gas utilities have been
systematically replacing cast iron mains generally with plastic for low-pressure systems and sometimes
wrapped and cathodically protected steel for higher pressure systems. A one percent annual replacement
program is typical for gas distribution utilities, like PGW, with greater than 500 miles of cast iron mains.
The Distribution Department has also coordinated its main replacement with the Customer Accounting
Department to ensure that as the mains are replaced, shutoff valves are added in areas with significant risk
of non-payment.

The estimated capital spending for fiscal year 2A09 for the Distribution Deparment is $34.5
million, which is about $13.3 million lower than 2008 capital expenditures. Given the projected 2009
spending reduction described above, PGW's ongoing annual cast iron mains replacement program is
expected to decrease to approximately 6 miles in 2009. However, over the 2001-2008 period, PGW
averaged approximately 19.5 miles of cast iron main replacement. Therefore, the average over the 2001-
2009 period will equal approximately 18 miles. In the forecast period, PGW plans to resume undertaking
its annual cast iron main replacement program at the l8 mile level. This change, combined with similar
reductions in small service replacements for 2009, total a decrease of $ I I million in spending between
2008 and 2009 budgets. However, estimated expenditures for the Distribution Deparffnent increase to

$51.7 million for 2010 with increases of roughly $1 million every year through 2014. These projected
expenditures include the 18 miles per year cast iron pipe replacement schedule. The planned capital
project spending for the Distribution Department follows a recurring pattern that generally requires equal
capital outlays each year.

The largest department expenditure relates to the prudent replacement of small diameter (1.25

inches or less) services, which are necessary as a result of the distribution mains replacements. This on-
going multi-year project is budgeted at $l1.9 million for fiscal year 2009.
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Table 5
New Capital Projects for FY2009

(Thousands of Dollars)

CatesoN

Gas Processing

Upgrade O-34 M&R Outlet Piping

Replace Plmtscape Dishibuted Control System

LNG Tank Piping Modification

Smrity Upgra.des - Passyunk

Emergency Comd Center - fuchmond

Mircellaeous Additions
Miscellmeous Replrcments

Total Gas Prmesing
Distribution

Prudent Main Replacem€nts

High Pressure Main Valves Replacements

Joint Clarping md Encapsulation

Small Sewice Replacements

Large Seruice Replacmmts

Smll Service lnstallations

Large Swice Installations

Customer Meruing & Regulator Installation

Replace Pressure Regulating/Conosion Con*ol Facilities

hrchase Tools, Equipnmrt

ReplaceTmls. Equipment

Enforced Relocations For System Pressure

Local Mains o Supply New HouseVlncreased Capacity

Total Dstribution

Fhld Servlces

Regulator hrchases

Setrice Regulato6 Purchases and Inshllations
Meter lnstallations

Tmining Equipment Replacements

Meters Ruchares for Autornatic Meter Readins

AMRReplrcetmts
BPS Mebcan & LBS Metctek
lostrummtation Purchases ad lnstallations

Total Field Swices
Transportation

Conditional Funding for Vehicle Replrcements

Shop Equipnent Replacemetts
Mobile Equipment Replacements

Total Tnnsportaiion

Other Deprrtrcnts

Total FY 2lXD Projec{s

Carryover from Ym Prior to Ft' 200d''

Total FY 2lXD Xxpenditnres (Net)

Prioriry I Priority 2 Priority 3 Priority 4 Priority 5

Safety Reliability Enforced NwRev Efficiency Total

4020

0

0

303

0

165

203 0

629 0

00
25t 0

00

0

0

0

0

0

0
0

0

0

0

0

0

0
0

402

243

629

303

251

165

26926900
737

3,088

0

5,024

I 1,890

804

0

0

0

0

0

0

3289
0

1,485

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

4,581

2,860

0

0

0

U

0

) )7'.)

3,088

0

5,024

r t,890

804

4,581

2,860

0

0

52

0

3289
2.890

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

52

0

0

00 2.890

24,495 0

00
00
00
05700

1,536 0 0 0

00002,111 2,11r

000000
0000

0 10,331 52 34,478

0000
026026

1,536 57

0 t,1 17

0 913

00

2,ltl 4,617

0 887

057
0 r,536

0 I,l 17

887

000000
0318000318
0 1,435 0 0 0 1,435

1,300t,1690002.469

27,658 4,146 0

621 4.617 0

28,:89 8,?63 1t,244 ?,163 50.459

(a) The projwts listed in the Table 5 re plmed fiscal yeu ?009 epital improv€m€nts. ln addition to the budgeted 545-2 nillicn, PGW will alm be ompleting
$5.2 million of cqital irrprovemms cmied over fiom prior yea:s.

,1,244

0

2,163

0

45.221

5:38
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Field Services
The estimated capital spending for fiscal year 2009 for the Field Services Department is $4.6

million. Over the past decade, PGW has embarked on an aggressive program to retrofit customer melers
with electronic devices to maximize the effectiveness of its automated meter reading system ("AMR").
That program is nominally 100 percent complete. PGW continues to realize benefits from the
implementation of the automated meter reading system, including fewer estimated readings, increased
reading accuracy, reduction in meter reading personnel and reduced customer complaints. While
replacing meters and AMR devices, PCW is testing its meters to comply with PUC requirements.

Transportation
The Transportation Department estimated capital expenditures are $3.2 million for fiscal year

2009. The majority of the estimated capital expenditures for this department not carried over from prior
yeaxs are associated with mobile equipment replacements (22 percent), and vehicle replacements (78
percent). There is no significant proposed capital spending for shop equipment additions and
replacements. The majority of the vehicle replacements are targeted to support critical field operations
activities.

Other Departments
The "Other Departments" category includes estimated capital expenditures for Building Services,

lnformation Services, and Customer Affairs. For fiscal year 20A9, the combined spending of these
deparfrnents is $5.5 million.

PGW continues to invest in its Field Operations Initiative ("FOI"), which is the cornerstone of
how PGW will comply with PUC requirements, as well as achieve the benefits of integrating PGW's
Distribution and Field Services Departments. Future improvements to support mobile and work
management functions will be implemented under the AIMS Business Transformation Initiative.
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Rates and Tariffs

The following sections present a discussion of existing rate programs and some of the ongoing
issues facing PGW due to the changes in legislation and regulation and the impact on rates and rate-
making methodology.

Regulation
Prior to July l, 2000, PGW's rates were regulated by the PGC. PGW's last base rate increase

under PGC regulation was in December 1991. Commencing on July 1, 2000, PGW became regulated by
the PUC. Although the PGC continues to appro\ie PGW's operating budget, the PUC has the authority to
approve the rates charged by PGW.I0

On November 14,2008, PGW filed with the PUC for extraordinary base rate relief of $60 million
for calendar year 2009. On December 19, 2008, the PUC issued an order granting PGW's request,
effective January 1, 2009. Prior to November 2008 rate filing, PGW has filed for four separate permanent
base rate increases totaling $225 million since it became regulated under the PUC in 2000. The PUC has
granted $94.6 million of the $225 million, or 42 percent. PGW has also filed with the PUC on several
occasions regarding revisions to its gas cost rate ("GCR"). The PUC has approved all of the GCRs filed
by PGW. In our opinion, PGW has requested and received timely changes in its GCR.

In August 2000, PGW filed for interim base rate relief of $52 million (annually) with the PUC. In
its order dated November 22,2000, the PUC granted $11 million of this interim increase but attached
certain conditions precedent to the increase that were not acceptable to PGW. PGW and the City filed an
appeal of the PUC Order with the Commonwealth Court. On February 22,2W1, the PUC issued an order
adopting a settlement of the appeal between the PUC Law Bureau, PGW, and the City that included lhe
following:

l. PGW would be allowed to increase rates to provide an additional $l I million in base rate
revenues by August 31, 2001.

2. PGW would be permitted to recover an additional $7 million through its GCR to account
for higher than anticipated bad debt expense. PGW would be allowed to reserve any over
collection of GCR up to $25 million.

3. PGW agreed to implement all of the recommendations of the PUC Management Audit
(the'tAudit") or explain why it believes it cannot or should not.

4. The PUC acknowledged that it is obligated to establisb rates that permit PGW to meet all
of its Bond Ordinance covenants.

5. The PUC and the City agreed on a timetable and process to replace interim management
with permanent management.

The appeal was withdrawn following the February 22,20A1 Order approving the settlement.
PGW implemented rates consistent with the order on March l, 2001.

On January 5,2001, PGW filed for a $65 million permanent increase in base rates. This was the
first permanent base rate filing PGW submitted to the PUC for approval. On October 12,20A1, the PUC
granted PGW the authority to raise base rates by $22.6 million, which together with the prior, interim
increase, totaled $33.6 million.

r0 Generally, the PUC is required to rule on an application for base rate relief within nine months of the utility's
application.
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On February 25, 2002, PGW filed for a $60 million increase in base rates and the power to
implement a weather normalization clause (Docket No. R-00017034). As part of the request for base rate
relief, PGW submitted a petition for Extraordinary Rate Relief seeking to have $44 million of the total
requested $60 million to be approved as extraordinary rates effective in mid-Apil2002 to meet the
immediate need to maintain its investment grade rating. The remaining $16 million was necessary to
provide financing to pay down loans, upgrade plant security, and expand gas leak detection capabilities.

On April 11,20A2, the PUC granted PGW a $36 million extraordinary base rate increase in order
for PGW to maintain its overall liquidity and access to capital markets. The increase took effect April 16,

2002. The increase was permanently approved on August 8, 2002. The PUC also permitted PGW to
implement its proposed Weather Normalization Adjustment ("WNA") clause. The WNA is discussed
more fully in the section on "Existing Rates - Weather Normalization Adjustment".

PGW filed a restructuring plan with the PUC on July 1, 2002, which was approved by the PUC
on March 31, 2003. The restructuring plan, iunong other things, provides for an unbundled tariff
permitting customer choice of the commodity supplier by September 1, 2003. PGW's Restructuring
Compliance Tariff Rates are designed to maintain revenue neutrality and the TariffRules and Regulations
are designed to comport with the PUC requirements.

On Decembet 22,2006, PGW filed for a $100 million increase in base rates. PGW sought the
rate increase primarily to cover the increase in non-gas operating expenses and interest expense since its
2402 rate case, provide sufficient firnds available for debt service to meets its rate covenants under the
1975 General Ordinance and the 1998 General Ordinance and ensure, fhat in the long term, PGW has

adequate liquidity when needed through internally generated funds without having to continually resort to
borrowing funds externally for capital improvements. On September 13, 2AO7, the PUC granted PGW a

$25 million increase in base rates, effective September 20,2007. PGW appealed the PUC's Order to
Commonwealth Court, where it was affrrmed by an opinion and order issued on February 4, 2009. PGW
is planning to file a petition for allowance of appeal of the Commonwealth Court decision with the
Pennsylvania Supreme Court.

On November 14, 2008, PGW filed for extraordinary base rate relief of $60 million, effective
January 1,2009. The request was granted December 18, 2008. PGW frled the request primarily to
improve its long-term cost structure, to provide lower financing costs in the future and to provide more
reliable service. In granting the extraordinary relief, the PUC required PGW to file a base rate case no
later than December 31, 2009. The Office of Small Business Advocate (OSBA) filed a petition for
reconsideration of the PUC's extraordinary rate order, challenging the allocation of the rate increase. The
Commission dismissed the petition on March 26,2009. The Commission imposed several conditions on
PGW's receipt of extraordinary rate relief, all of which PGW has accepted: PGW was required to: l)
File its Business Transformation Initiative -Full Plan with the Commission for review, followed up by
annual reports on its implementation and savings; 2) provide monthly reports of financial and operational
performance, and the results of cost containment efforts; 3) submit a performance-based incentive
compensation plan for all management employees for comment by the Commission; 4) submit, ninety
(90) days in advance of negotiating its next employee collective bargaining agreement, a plan for
improving performance and implementing effrciencies for hourly employees; 5) convene a collaborative
process to explore options for transitioning default service supply customers to alternative suppliers;
6) take appropriate steps to seek repeal of the City of Philadetphia ordinance mandating the annual
$18 million payment to the City.

The PUC conducted a management audit of PGW's operations, via a third parfy consultant, &om
October 2007 through September 2008. A final report regarding audit findings was submitted to the PUC
in December 2008. The audit included a total of 93 recommendations for improvement. PGW submitted
its implementation plan regarding audit recommendations tc the PUC on January 22, 2009. PGW
accepted 88, partially accepted 3, and rejected 2 of the PUC's follow-up reeotrrmendations. On
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February 5,2009, the PUC released PGW's Implementation Plan and the PUC's Management Efficiency
Investigation (*MEI") of PGW to the public. The PUC directed PGW to proceed with the January 22,
2009 Implementation Plan. PGW's implementation actions may be reviewed by the PUC at a later dale to
determine if PGW has effectively implemented the recommendations.

Existing Rates
The current tariff sets forth the rules and regulations for gas service and the rates PGW is allowed

to charge for various types of service. Changes to this tariff must be approved by the PUC. Currently,
PGW primarily provides service under three broad classifications: firm, intemrptible, and transportation
service. Table 6 summarizes PGW's existing rates and applicable surcharges. PGW's rates are presented
as unbundled and include a customer charge, distribution charge, and gas cost rate (GCR). The

distribution charge includes a delivery charge, as well as any applicable surcharges. The GCR is not
applicable to certain firm service customers who transport gas through a qualified natural gas supplier
("NGS").

Firm Seruice

PGW provides firm service under three rate schedules: General Service, Municipal Service, and

Philadelphia Housing Authority ("PHA") Service. The vast majority of PGW's customers are served
under the General Service Rate. During the 2009 fiscal year, over 99 percent of PGW's customers axe

estimated to be served under this rate and these customers account for 97 percent of sales volumes (and

70 percent of total throughput). This rate is available to any residential, commercial, or industrial
customer pursuant to the applicable rate provision. Monthly customer charges differ depending on

whether the customer is classified as residential, commercial, or industrial customer. A different
commodity rate applies to residential customers versusi commercial and industrial customers. The General
Service Rate contains special provisions for separately metered summer air conditioning and compressed
natural gas ("CNG") vehicle service. Residential senior citizens may have previously qualified for a

discount under this rate. (See Senior Citizen Discount Program). The commodity rate is subject to
adjustment under the GCR clause.

Table 7 presents a comparison of a typical peak winter month's residential gas bill for PGW and
the other principal gas distribution utilities in Pennsylvania. Based on rates, surcharges, and costs of gas

currently in effect, PGW's typical winter month residential bill is approximately $59.18 higher than the
group average of $293.84. One of PGW's surcharges, Universal Service and Energy Conservation
surcharge, includes the recovery of costs related to the Customer Responsibility Program, the

Conservation Works Program, and the Senior Citizen Discount Program. We understand costs of
comparable programs at other utilities in Pennsylvania are significantly lower in comparison because the
cost of other utilities' social programs is not as high as these costs are in Philadelphia. PGW's Universal
and Energy Conservation surcharge is currently $2.4262 per Mcf. For the typical peak winter month's
residential bill for 20 Mcf of consumption, the Universal Service Charge amounts to $48.52 of the

$353.02.

Interruptible Service

PGW provides interruptible sales service under several rate schedules. Virtually all intemrptible
sales service is under the Boiler and Power Plant Service ("BPS") or Load Balancing Service ("LBS').
The BPS rates are set within a range, based on the estimated cost of gas and on published No. 2 fuel oil
prices in Philadelphia. The LBS service is priced similarly, except that No. 6 fuel oil is used rather than
No. 2 fuel oil. Because this service is intemrptible, customers taking BPS or LBS service must be able to
use an alternate energy source. The rates are competitive. If alternate fuel (No. 2 or No. 6 fuel oil) is less

expensive than the equivalent price that PGW offers in any given month, tle customer may use the
alternate fuel rather than burn natural gas.
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Table 6
Existing Tariff Rates

Tariff Effective

Existing
la'

I mrr Lnarges

Fim Service

General Sewice - Rate GS

Customer Chuge - $/reter pfi month

Residential and Public Housing Customen

Comrercial md Muicipal Cutomer
Industrial Custores

G* Cost Rate (GCR) - $/]r,lcf
Residential and Public Housing Customers

Comrcial md Municipal Cutomes
Industrial Cutomm

Distribution Charge - VMcf"'
Delivery Charge

R*idential
Public Houing Customers

Comercial md Municipal Cusiomen
lndutrial Customs

Sucharges

Univmal Swice md Energy Cmwation
R6tructuring md Consmtr Education

Total Comodity Charge - $,{r,Icf

Residmtial md Public Hosing Cutom*s
Corercial md Muicipal Cutomers
Industrial Custorcs

Mutricipal Seryie - Rate MS
Cwtomer Chrge - $/meter lFr month

C6 Cost Rare (cCR) - $/Mcf
Distribution Chmgs - $/Mcf"l

Delircry Chuge
Swharges

Univml Swice md Energy Conseilation
Rmmrturing md Consumer Education

Totat Commdity Chrge - $/Mcf

Philadelpbia Hming Authodty Seryice - Rale PHA
Custorer Chrge - $/mter per month

G6 Cost Rate (CCR) - $/Mcf
Distribution Chrge - Vivtcf"'

Delivery Cbarge

Srcbaryes

Univml Senice md Enagy Conreruation

Restructring md Coreumer Education

Totat Comrodity Chege - S/Mcf

Interruptible Senice

Boiler rad Power Plmt Senirsstpll Volum - Rrt€ BPS-S

C6tomer Charge - S,/r€ter per month

Annul consurption les the 10,000 Mcf.

Amual constrptim betw€fl 10,000 md 100,000 Mcf, inclwive.

Annual cffirption gr€ater thm 100,000 Mcl
Comodity Chrge i") - $rMcf

Boiler and Power Plrnt Servlce - Lrrge Volure - Ratc BPS-L

Cwtomer Cihage - $lnrter per mnth
Amual consrption less thm 10,000 ivtcf.

Annual cowrnptim between 10,000 ild 100,000 Mcl inclusive.

Amual cwnptim greatn thil 100.000 Mcf.
Cormodity Chrge '"t - Sllvlcf

Boils erd Power Plaat SeFice - Hervy Oll - Rrte DISiH
Cutomer Chuge - $/rets IFr mooth

Amul consufiqltion les thm 10.000 Mcl
Amul conmnplim betw@n 10,000 ud 100,000 Mct incluive.
Amual con$mqrtion greattr thil 100,0O0 Mci

Comodity Cbarge r"' - $iMcf

3il/09
311/09

3/l/09

3/1i09
3^/U)
3/ti09

3/l/09
3luw
3^/09
3/ll09

3/liog
9ll/08

12.00

18.00

50.00

8.4t92
8.4192

8.4192

6.t 840

5.28t'l
5.2449

5.2465

2.4'.62
0.0218

1'7.0512

l6.1t2l
16.tl37

18.00

8.4192

3.8t78

2.4262
0.0218

14.6850

18.00

&.4192

5.1889

2.462
0.02t8

16.0561

51.00

108.00

150.00

?4.74

5t.00

108.00

150.00

17.63

51.00

108.00

150.00

lf./6

3it/o9
3itfo9

3lvog

tluo9
9il/Q8

3ni09
3fiio9

3/UO9

3tl/49
9/1i08

U1109

uU09
lil/09

l/v09
vuag
llltog

vva9
t/vo9
tit/09
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Table 6 (Continued)
Existing and Proposed Tariff Rates

Itrll

Interruptible Service (Continued)

Load Balancing Service - Extra-Large Volume - Rate LBS-XL
Customer Charge - $lmeter per month

Conrnodity Charge '"r - $/Mcf

Load Balancing Service - Large Volume - Rate LBS-L
Customer Charge - $/meter per month
Commodity Charge t"' - $A,Icf

Load Balancing Service - Small Volume - Rate LBS-S
Customer Charge - $/meter per month
Commodity Charge "' - $/Mcf

Gas Transportation Service - Rate GTS
Customer Charge - $lmeter per month

Commodity Charge(o' - $/Mcf

Cogeneration Service - Rate CG

Customer Charge - $/meter per month
Commodity Charget"' - $/Mcf

Developmental Natural Gas Vehicle Service, Firm Service - Rate I-GVS
Customer Charge - $/meter per month

Gas Cost Rare (GCR) - $/Mcf
Distribution Charge - $ilvlcf''

Delivery Charge

Surcharges

Universal Service and Energy Conservation

Restructuring and Consumer Education

Total Commodity Charge - $/Mcf

Developmental Natural Gas Vehicle Service, Interruptible Service - Rate NGVS

Customer Charge - $/meter per month

Commodity Charge - $/Mcf

Transportation Service

Daily Balancing Service - Rrte DB

Administrative Charge - $/supply pool per month

Plus charges and/or credits rlaled to balancing and Operational Flow Onders (OFOs)

Interruptible Transportation - Rate IT
IT-A - Contracts for not less than 2,500 Dth, maintain standby non-nahral gas energy.

IT-B - Contracts for not less than 5,000 Dth, maintain standby non-natural gas energy.

IT-C - Contrac* for not less than 5,000 Dth, maintain Standby No. 4 oil.
IT-D - Contracts for not less than 5,000 Dth, maintain Standby No. 5 or No. 6 oil.
IT-E - Contra*s for not less than 80,000 Dth, maintain standby non-natural gas energy.

Customer Charse - $/meter location Der month Transoortation Charee - $/Dth delivered

Effective

Existing

TariffCharges tu'

362.00

13.82

254.04

r 3.86

145.00

13.90

250;00

0.4429

362.00

I 1.95

35.00

8.4192

r.3212

2.4262

0.0218

12. I 884

35.00

13.s0

r s0.00

1!t/09

1/1/09

U1/09

9t1/03

vll09

3/l/09
3/UOg

3/UOg

3nt09
9n/08

3^t09

9/UA3

uva9

rt-A
IT-B
IT.C

IT.D
IT-E

125.00

225.O0

22s.00

225.00

350.00

IT.A
IT-B

IT.C

IT-D
IT-E

l.8l ma:cimum

0.87 rnaximum

0.68 maximum

0.61 maximum

0.58 maximum

(a) Refcence: Philadetphia Gm Works, Gas Sm,ice Taiff, Pa P.U.C No l.
O) Sm of Delivery Charge md Surchages.
(c) Competitively priced based on cost of altemative fuel. Bmed on Mmh 2008-March 2009 avrage-
(d) Commodity charge includes Delivsy Charge, Tmsportation charge. and Standby Service Charga ifapplieable-

Sowce of comodity chage is PGW Cas Salc rud Revaue Re?ort - Month Elding February 2008.

(e) Commodity charg€ based on cost of gas pwhased and delivced to PCW gate stations.
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Table 7
Comparison of Residential Gas Bills - Pennsylvania Utilities

For Customers Using 20 Mcf per Month

Utility

Gas Cost Monthly

Effective Bill(")

PECO Energy 3/112009 255.63

UGI Corporation 3/112009 266.24

National Fuel Gas 211/2009 274.59

Peoples Natural Gas 1/112009 275.27

UGI Penn Natual Gas (formerly PG Energy) 3ll/2009 279.65

Columbia Gas of Pennsylvania llll2009 316.47

Equitable Gas 41112009 333.89

Philadelphia Gas Works 31112009 353.02

(a) Table assumes I cubic foot equals 1,000 Btu.

Transportation Seruice

PGW currently provides intemlptible transportation service to 306 customers. This represents an
increase from the 2007 Report (101 customers) and is attributable to the ffansfer of customers from
Intemrptible Sales service to Intemrptible Transportation service. During the calendar year 2008, Grays
Ferry Cogeneration Facility accounted for about 39 percent of the mnsportation throughput and about 9
percent of the transportation revenue. Service to this customer is provided through essentially dedicated
facilities under a long-term negotiated cootract. Under this contract, PGW receives approximately 8 cents
per Mcf for each unit transported plus a service charge intended to cover PGW's cost of operating and
maintaining the faciiities required to serve this customer. The other customers are served under
individually negotiated contracts. In some cases, transportation customers also take some service under
the sales rate schedule for a portion of their load.

Although PGW has operated under its Restructuring Compliance Tariff with unbundled rates

since September 1,2003, many of PGW's customers continue to take fully bundled service from PGW. A
fully bundled service is a service where the customer deals wi& one provider and pays for all services
through a single charge. All of the separate services (gas supply, transportation, storage, and distribution)
currently performed by PGW are packaged into one full-service rate.

Under PGW's restructured rates, customers have the option to continue taking the gas supply,
transportation, and storage services from PGW or choose a third party supplier to provide these services.
Whether the customer decides to have PGW provide these services or a third party, the customer
continues to take and pay for distribution service from PGW. Under its current tarifl PGW assigns (with
recall rights) portions of its transportation and storage (pipeline and LNG) capacity to the third party
supplier such that PGW and customers who take a fully bundled service will not be adversely impacted
by having to pay for capacity that would otherwise be stranded by customers who choose a third parly
supplier. PGW retains ownership to the transpor&ation and storage capacity because PGW continues to be
the supplier of last resort. If a third party supplier defaults or is no longer able to meet its commitrnents,
PGW is able to recall the transportation and storage capacity and serve the customers who had opted for
service ftom this third party supplier.

Under the unbundled rates, PGW's contributioa margin from firm customers is not materially
impacted by whether a customer chooses a third parry supplier or elects to continue taking the ftrlly
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bundled service. In effect, the unbundled rates and services will make PGW indifferent as to which
service a customer takes. Customers will continue to pay the distribution and customer charges no matter
which service is taken, the GCR mechanism will keep PGW whole with regard to gas supply,
transportation, and storage costs, and PGW's ability to assign capacity to the third parry suppliers will not
adversely impact customers who choose to take the fully bundled service.

It is projected that for fiscal year 2009, approximately 2.5 million Mcf of commercial, industrial
and municipal firm load, or 4.5 percent of total firm load, is taking gas supply, transportation and storage

services &om a third parfy supplier. For purposes of this Report, it is assumed that this firm load will
continue to grow annually, reaching 4.1 million Mcf, or approximately 7.3 percent of total firm load by
2014.

Gas Cost Rate
As previously discussed, all changes in gas supply related costs are passed through to customers

through the gas cost rate ("GCR"). The specific components of PGW's current GCR are depicted in
Figure 3. PGW's gas supply costs consist of purchased gas costs, transportation costs, and off-systern
storage costs. This cost is reduced by the cost directly paid by intemrptible customers (specifically, load
balancing service customers). Sales are made to these intemrptible customers based on prices quoted
monthly by PGW. The prices quoted are based on the average delivered price paid by PGW during the

month with some consideration given to the customer's cost of alternative fuel oil. Natural gas service is
competing against the price of alternative fuel; however, PGW only incurs gas supply cost attributable to
these customers to the extent that sales are made (and gas is purchased to meet load). Total gas supply
costs are also adjusted to reflect changes in the inventory cost ofoff-system and LNG storage and the cost
of power purchased for the LNC facilities. The change in inventory cost is attributable to changes in
volume as well as the price paid for the gas put into storage.

These costs are divided by the total sales volumes less the volumes attributable to direct billed
intemrptible customers to determine the unit cost of fuel, or sales service charge as depicted in Figure 3.

Various adjustments are then made to the sales service charge. An additional adjustrnent is made for the
net over or undercollection of natural gas during the previous fiscal year resulting from differences
between values used to project the prior year's GCR and those actually experienced. The interest expense

or credit on the over or under recovery is also applied to calculate the total adjustrnent. In addition, a
credit for margin realized from intemrptible sales (*IRC") is made. Each of these components comprises
the GCR. The GCR is typically adjusted quarterly although PGW has the ability on thirty days notice to
the PUC to change it monthly.

Prior to the restructuring, PGW recovered certain non-fuel expenses in addition to gas supply
costs through the GCR. These included discounts given to low income customers through the Customer
Responsibility Program and funds provided to weatherize the homes for low-income customers through
the Conservation Works Program. These costs are now recovered through surcharges which are not
included as part of the GCR. By recovering these costs through surcharges, customers cannot avoid these

costs by not purchasing gas from PGW.

Surcharges
PGW's surcharges include a Restructuring and Consumer Education Surcharge and Universal

Service and Energy Conservation Surcharge. These surcharges are depicted in Figure 4. Gas utilities in
Pennsylvania can recover the costs ofsocial progralns througb what are generally referred to as universal
service charges. The Universal Service and Energy Conservation Surcharge provides for the recovery of
discounts to customers on the Customer Responsibility Program ("CRP"), of discounts to customers
receiving the Senior Citizen Discount, of the costs of the Conservation Works Program, and of past due
iurearages forgiven to CRP customers entering CRP after September t, 2003. Tbe Universal Service
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Charge is applicable to all PGW customers, excluding intemrptible customers, who are delivered natural
gas through PGW's distribution system. PGW automatically adjusts the surcharge quarterly in connection
with its GCR frling.

The Restructuring and Consumer Education Surcharge separately tracks and recovers costs
associated with the transition to customer choice and what are generally referred to as PUC Chapter 56
(customer service) and Chapter 59 (safety) costs. The restructuring costs include the recovery of
Commission approved costs which PGW has or will incur to meet requirements of the Natural Gas
Choice and Competition Act and applicable Commission regulations, orders, and other regulatory
requirements. The additional costs associated with Chapter 56 primarily relate to more frequent reading
of indoor meters. The additional costs associated with Chapter 59 primarily relate to more frequent meter
testing and indoor leak surveys.

Weather Normalization Adjustment
As part of the settlement in PGW's 2002 rate case in Docket R-00017034, PGW received

approval to implement a weather normalization adjustment (*WNA"). This marked the first time that the
PUC authorized a WNA for a gas utility under its jurisdiction. The benefit of a WNA is that it essentially
removes the single biggest risk to PGW of recovering its approved margin, warrner than normal weather
during the winter se:rson. PGW's approved commodity charges (exclusive of cost of gas) are derived
using throughput (volumes) that are based on the assumption that weather will be normal. If conditions
are wanner than normal, sales decline and in conjunction with that, margin revenues decline. Several
wanner than normal winters, including one of the warmest winters in PGW's history, created the
circumstances that led to PGW's need to file for extraordinary rate relief in 2002.

The WNA is designed to adjust the customers' bills upwards or downwards to reflect differences
between actual heating degree-days and normal heating degree-days. The benefits of a WNA include the
following:

. Stabilizes earnings

. Stabilizes cash flow during the winter heating season

o Reduces the need to file rate cases, thereby lowering costs

. Reduces the need for short term financing

o Stabilizes customers' bills

Fiscal year 2008 was the sixth year the WNA was in effect and heating degree-days (*HDD")
during the winter period were 16.9 percent lower than normal (3,710 actual HDD versus 4,464 normal
HDD). Therefore, heating customers were billed approximately $12.2 million as a result of the warmer
than normal weather. PGW's WNA applies to customers served under its General Service, Municipal
Service, and PHA rate schedules and is calculated for each customer bill rendered befween October 1 and
May 31.

The type of WNA that PGW implemented is referred to as a Type I WNA. This type of WNA
adjusts the customer's bill to reflect conditions during the billing cycle covering that bill. This contrasts
with a Type 2 WNA that is calculated on a seasonal basis. The advantage of the Type I WNA is that the
calculation of the customers' bills and PGW's revenue recovery are concurrent with the current billing
cycle. The adjustment is calculated as the ratio of the normal HDD during the billing cycle divided by the
actual HDD during the cycle. For example, assume a residential customer uses l0 Mcf during the period
November 16 through December 15, the actual HDD during this period are 750, and the normal HDD
during this period are 850. The customer's commodity charge (exclusive of gas cost) would be calculated
as l0 Mcf times 850 HDD divided by 750 HDD times $6.184 per Mcf which equals $70.09. Without a
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WNA, the customer's bill would have been $61.84 (10 Mcf times $6.184 per Mcf). The WNA only
applies if the actual HDD deviate by more than I percent from the normal HDD during the billing cycle.
Therefore, if the actual HDD during the cycle in the above example had been within the range of 842 to
859 HDD, no adjustment would be made to the bill.

The PUC determined that PGW's WNA would be put in place for an initial three-year period,
which expired on August 9, 20A5. PGW conducted a review of the costs and benefits of the WNA and

determined that, although it refunded a net amotrnt of $9.3 million to its customers as of August 3 l, 2005,
(as reported in PGW's "Report on Weather Normalization Clause" submitted to the PUC on May 4,
2006), the program eliminates the risk of under-recovering its approved margin in a warmer than normal
season and therefore has proposed to continue the WNA without change. PGW presented its conclusions
regarding the WNA to the PUC on May 4,2006, with a request that the PUC acknowledge that the WNA
should continue in place on a pennanent basis. Because PGW's WNA tariffhas no sunset provision, the

WNA will continue in place unless the PUC issues an order directing that it be discontinued.

Five-Year Gas Demand-Side Management Plan
PGW filed a petition with the PUC for approval of a 5-year gas demand-side management plan

("DSM Plan" or "Plan") on March 26, 2009, and subsequently filed an amended petition on April 20,

2009. The Plan contains a proposed mechanism to recover the costs of program implernentation and
revenue loss directly attributable to program implementation. The goals of PGW's DSM Plan are to
reduce customer bills, maximize customer value, contribute to the fulfillment of the City's Sustainability
Plan and reduce PGW cash flow requirements. These goals will be accomplished by:

o Fielding a portfolio of programs that targets cost-effective gas efftciency savings among
all PGW's firm heating customers

o Maximizing delivery efficiency to minimize costs and maximize coverage from the

available budget

o Staging program implementation to permit orderly and sustainable expansion

o Treating customers in greatest economic need and with the most cost-effective
opportunities first

o Supporting economic development in the City, both directly and indirectly

o Exploring opporfunities to take advantage of efficiencies by parErering with other parties

The proposed DSM Plan includes expenditures of $54 million for the period 2009 through 2013.
Over the expected useful life of the measures to be installed trnder the plan, customers are expected to

achieve cost savings of $109 million in 2009 dollars by reducing usage by 1.3 trillion BTU. The Plan is
expected to reach 85,000 customers and create between 600 and 1,000 jobs. As part of its filing, PGW is
proposing an automatic adjustment charge mechanism to recover the costs of the program as well as

revenues lost as a result of customers' conservation steps. PGW has asked the PUC to review the petition
to approve the 5-year plan, as well as the cost recovery mechanism on an expedited basis.
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Listed below are the major Plan prografirs. As used below, the term o'retrofit" follows the
cofirmon use of the term in this kind of program, meaning modification of an existing structure to
improve energy efficiency.

l. Enhanced Low-Income Retrofit

Target Audience:

Description:

2. Comprehensive Residential Heating Retrofit

Target Audience:

Description:

a Premium Gas Appliances and Heatine Equipment

Target Audience:

Description:

4. Municipal Facilities Comorehensive Effi ciencv Retrofi t

Target Audience:

Description:

Target Audience:

Description:

6. Hi eh-Effi ciency Constnrction

Target Audience:

Description:

7. Commercial and Industrial Retrofit

Target Audience:

Description:

Low-income Residential (CRP Participants)

Measures similar to those installed under PGW's low income
weatherization program will be installed at no cost to the customer.

High-use Residential

Non-low-income customers will be offered a range of measures with
financial incentives which offer a 2 Year Simple Payback plus an

extended payment plan, and a listing of Home Performance with
ENERGY S TAllrM Contractors.

Residential and Small Commercial

Special incentives will be offered to those who select Residential-sized,
energy efficient gas appliances and heating equipment. This program
targets the entire supply chain, providing incentives to cover 80 percent

of incremental costs for high efficiency models.

Municipal Facilities

Measures to be offered include energy audits and possible extended
repayment, and will integrate with other programs offered by other
entities.

5. Commercial and Industrial Equipment Efficiency Upsrades

Commercial and industrial customers at time of installation/replacement

The program proposes using the key intervention point when design
decisions are being made for projects in an effort to avoid lost
opporfunities to provide broad support for retailers, engineers, and
contractors, and incentives to cover 80 percent of incremental costs for
higher efficiency.

Residential and Commercial Construction

Promote adoption of energy efficient design in all aspects of housing
construction, including incentives to cover 80 percent of incremental
costs (including design), and potential integration with other parties.

Commercial and Industrial Facilities

Energy audits of existing facilities and customized incentives are among
the measures proposed.
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Customer Responsibility Program
In November 1993, the Philadelphia Gas Commission adopted a low-income program known as

the Customer Responsibility Program ('CRP"). This program became effective in February 1994. The
purpose of CRP is to increase the collection of revenues, provide an affordable payment plan for low-
income customers, impress payment responsibility on the customer, reinforce the importance of
conservation and increase grant assignment. The goal of the program is to increase cash flow to PGW and
decrease accounts receivable.

CRP is open to any customer who is at or below 150 percent of the Federal poverly level
("FPL"). Monthly bills for CRP customers are based on income, so that they are affordable for low-
income households. If a customer entering CRP has arrears, those arrears are forgiven at a rate of l/36n
per month. As part of their CRP agreement of fixed monthly bills and arrearage forgiveness, CRP
customers are required to:

. accept conservation measures offered to them in the Conservation Works Program

o allow the installation of an Automatic Meter Reading device

r make a $5 monthly co-payment toward their pre-progfirm arrears, if they have any

. apply for LIHEAP, if eligible, and designate PGW as the grant recipiurt

o re-certi0 at least once per year, or when household size or income changes

. make paynents on time and in full (CRP customers are considered in default when they
are two firll payments past due)

In September 2003, the CRP program was changed to conform to requirements of the PUC. This
revised program is described below:

CRP is a customer assistance program that can help low-income residential customers who are at

or below 150 percent of the poverty level to better afford their PGW bills and maintain their gas service.
Participants receive a discount based on their gross household income. Applicants must apply by showing
proof of income and social security cards for everyone in the household. There are three agreement types:

PGW Annual Bill
8% of income

97o of income

l07o of income

Household Income

0-50% FPL

5l-100% FPL

101-150% FPL

The minimum payment under a CRP agreement is $25 per montb. Customers with pre-program
arrears must make a $5 monthly co-payment toward the arrears, in addition to the CRP budget amount.
They must also pay their bilt on time to receive forgiveness of pre-program flrears.

Approximately 81,000 customers, or about 18 percent of PGW's total residential customer base,

are enrolled in CR}. The increase in participation level is due to intensive outreach efforts. The main
costs associated with the CRP program are the discounts &at customers receive (revenue shortfall) and
their arrearage forgiveness.

The CRP revenue shortfall is currently recovered in the Universal Service Surcharge. [n the past

five fiscal years, these amounts were $32.9 million in 2003, $48.5 million in20M, $61.1 million in 2005,

$88.4 million for 2006, $86.6 millionfor 2A07, $87.7 million for 2008, and an estimated $96.0 million for
2009. The shortfall fluctuation can be primarily attributed to the higher cost of natural gas supply and
increased participation levels.
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PGW forgives 1/36'o of CRP pre-program uurears each month, provided that all bills are paid on
time and in full. Since September 2003, PGW forgave $2.9 million in2A04, $8.4 million in 2005, $10.1
million in 2006, $9.1 million in2007, $9 million in 2008, and will forgive an estimated $8 million in
2009.

Conservation Works Prog ram
The Conservation Works Program ("CWP") is designed to provide cost-effective energy savings

to PGW's low-income customers who participate in CRP. CWP is intended to reduce the overall long-
term costs of CRP.

CWP began in 1990 and was operated by the Energy Coordinating Agency of Philadelphia
("ECA") for the frst years of the program. In September 1996, the progrcm was redesigned, a second
weatherization contractor was added, and PGW became the program operator. Both contractors have
pursued a lower cost program approach designed to install only the most cost-effective measures. Since
redesign, the program has continued with an annual budget of approximately $2 million. About 3,000
homes have been treated annually in recent years.

Generally, prior to implementation of the CWP, customer consumption levels are approximately
30 percent greater than that of the average residential customer. Most CRP customers live in row houses
more than 100 years old and that are in poor condition. Abandoned and vacant neighboring properties are
also factors inducing high-energy usage. Average gas usage among Philadelphia's low-income population
(qualiffing customers) when calculated on the basis of square foot per degree-day is far above national
levels.

The basic characteristics of the targeted CWP population are customers with household income at

or below I 50 percent of the FPL and gas usage levels that are higher than average.

The goals of the CWP program include:

r Reduce gas usage of low-income households in a cost-effective manner

o Lower gas bills and improve the payment practices of participating customers

CWP focuses on this population of low-income customers by addressing the main factors that
influence their energy usage, such as mechanical and structural systems, as well as behavior issues, such
as turning down the thermostat when not at home or while sleeping. Thus far, CWP has:

o Provided energy education and basic health and safety checks for all homes

o lnstalled set-back thermostats in about two-thirds of all homes

o Installed roof insulation in about 15 percent of homes

o Performed blower-door guided air sealing in about 25 percent of homes

PGW commissioned an independent evaluation of CWP that was completed in November 2008.
Overall, CWP continued to produce solid energy savings at a very modest cost, producing about $2 worth
of energy savings for every dollar spent on the progmm.

Senior Citizen Discount Program
The senior citizen discount progftlm is a closed program. Since September l, 2003, the program is

not available to new participants. However, PGW currently has approximately 40,000 participants in its
senior citizen discotrnt program. All participants currently in the program were "grandfathered" in when
the PUC discontinued it in September 2003. b 2A04 there were approximately 70,000 "grandfathered"
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participants in the program. The senior citizen discount amounts to a 20 percent reduction on the
participant's total gas bill each month.

Other Programs and Grants
In addition to the programs described above, PGW also participates in or partially funds several

other assistance prograrns that are intended to increase cash flow and reduce accounts receivable.

LIHEAP Program

The Federally fi.rnded Low Income Home Energy Assistance Program (*LIHEAP") provides
frurds to households in order to ensure continued utility service. The City's low-income residential gas

consumers may apply for assistance through PGW's district offices, the Department of Public Welfare, or
at one of many communify organizations throughout Philadelphia. The LIHEAP program consists of two
grant components: Cash and CRISIS grants. The main difference between the two grant types is that
CRISIS grants are only offered to eligible customers whose utility service is off or in danger of having
services terminated. Funds obtained are paid directly to PGW for crediting to the customer's account.

LIHEAP is an important source of low income assistance funding for PGW and has ranged over
the last six years (2003-2008) from a low of $18.7 million in 2004 to a high of $23.9 million in 2006.
PGW's share of LIHEAP funds allocated by the Commonwealth of Pennsylvania has ranged from
approximately 13 to 17 percent since 2003. These levels have been achieved through a vigorous
educational and outreach program by PGW to encourage its low-income residential population to apply
for the grants. Funding levels vary based on Federal allocation and program design by state. In the past

few years, the Pennsylvania LIHEAP program design has limited the funds available to customers of
regulated utilities.

Since 1996, the Commonwealth ef psnnsylvania has had the flexibility to change the customer
eligibility criteria for LIHEAP participation from I 50 percent of the FPL to I 10 percent of the FPL. In
2008, the progam capped eligibility at 150 percent of the FPL.

Natural gas price escalation, which began in 2003 and has spiked dramatically at times since then,
has led to an increase in LIHEAP authorization by the Federal government to $5.1 billion in 2008-2009.
Of this, Pennsylvania received approximately $310 million, $273 million of which is expected to be used
for grants. In years past, the state reserved some LIHEAP funds for the following yetr, but that is not
expected to be the case in 2009.

Vendor Payment Program

PGW continues to support a Vendor Payment Program for a group of customers known as

Scattered Site Tenants of the PHA. The customers occupy dwellings, usually single family homes, owned
by the PHA ald for which the Federal Government provides rent subsidies. Under agreement with the
PFIA and the Scattered Site Tenants, the Federal Government's Departrnent of Housing and Urban
Development provides a utility allowance to PHA, on behalf of the tenant. There are two groups of PHA
tenants: one for which utility payments are received by PGW directly from PHA, and a second group,

which is responsible for paying their own utility bills.

Utility Emergency Services Fund

PGW also participates in the Utility Emergency Services Fund (UESF'), which is a private fuel
fund set up with the assistance of the City of Philadelphia, the Water Department, PECO Energy,
individual contributions, and private foundations. Under this program, customers at or below 175 percent

of the FPL may combine a LIHEAP grant with a UESF grant and matching grant from PGW, and their
own payment, if necessary, to zero-out all arrearages to avoid termination or restore service. The
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maximum UESF grant and PGW matching grant is usually $250 each (for a total of $500). At times, and
depending on funds available, the maximum has been $1,000 total ($500 each from UESF and PGW). To
be eligible for a UESF grant, the customer must have a termination notice or already have service
terminated. The customer must also apply for LIHEAP and must zero out their account. If the total
alrearage is not satisfied by the combination of LIHEAP, UESF, and the matching PGW grant, then the
customer must pay the balance that would remain, prior to being approved for the UESF grant and
matching utility grant. Also, customers are limited to one UESF grant every two years.

Dollar Plus Program

PGW also continues to support the Dollar Plus Program, wherein PGW's customers are asked to
add $1.00 or more to tbeir gas bill payments as a donation to the Utility Emergency Services Fund.

Supplemental Grant Programs

On a periodic basis, additional grant programs become available through city and state
appropriations with some stipulations agreed upon between the PGW and the city or state. They are
typically coupled with LIHEAP, to provide supplemental funds to customers for whom LIHEAP grants
are insufficient to restore service or avoid termination. In 20A7-2008, the City of Philadelphia made
available $200,000 for this purpose, and followed in 2008-2009 with an additional $100,000. Also, in
2008-2009, the state of Pennsylvania made available $42,500, again, to assist customers for whom the
LIHEAP grant was insufficient to restore service. Customers do not need to make a separate application
for these grants. They are provided on a first-come, frrst-served basis to customers who meet the
stipulations.

Payment Plans

PGW maintains a number of residential customer payment plans &at are tailored to the
customer's ability to pay in order to allow the customer the opportunity to pay down past arrearages and
budget future usage and payments.

Billing and Collections
To strengthen its financial condition, PGW continues to improve its billing and collections

programs. The principal components of this effort are improving the firnctionality of its Billing,
Collections, and Customer Service ("BCCS") system that was installed in calendar year 7999; improving
customer service in its Customer Service and Credit Collection Call Centers; and implementing its
Collections Renewal Initiative ("CRI") in early fiscal year 20M.

In fiscal years 2008 and 2009, PGW budgeted approximately $20 million for a new billing
system. Technology, limited functionality of the current system, and the inability to effectively upgrade
the system are driving factors for pursuing the replacement of the BCCS system. In addition, PGW had
had concerns about the current vendor's commitment to support the existing BCCS system in the future
which have now been addressed. In support of this decision, PGW conducted an assessment by an
independent consultant to help guide PGW's process in determining its options and selecting the most
favorable alternative to address PGW's long term concems regarding its BCCS system. The consultant's
assessment focused on interviews and surveys of systan users, an assessmetrt of the culrent BCCS
environment, development of PGW requirements, and the identification and analysis of alternative
upgrades and replacement strategies. PGW has not yet replaced the BCCS system. The replacement is
now tentatively budgeted for 201l.

The ongoing CRI effort covers Customer Service operations involved in the collection of
accounts receivable. The renewal effort was initiated in response to increasing account receivables caused
by two consecutive cold winters and increasing natural gas prices. The impact of the billing and collection
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programs has shown improving trends in Call Center performance metrics and a significant improvement
in the collection rate. PGW's goal for the CRI program is to make substantial and sustainable
improvements in receivable collections. The initial financial objective of the CRI was to collect at least
92 percent of fiscal year billed revenues with continued incremental percentage improvements in
successive years. PGW has not only reached the original objective but has surpassed fiscal goals in each

succeeding year since the implementation of the Collection Renewal Initiative.

On November 30,2004, &e Pennsylvania General Assembly passed and the Governor signed Act
201, entitled the "Responsible Utility Customer Protection Act". Under specified conditions, PGW may
shut off service to delinquent customers during the winter and on Fridays. To shut offservice to non-low-
income customers during winter months, PGW is no longer required to get PUC permission. PGW may
now require higher income customers whose service has been shut offto pay past due bills in full, arrange
for a payment agreement, pay a reconnect fee, andlor pay a deposit before PGW restores service. Lower
income customers who have been shut off must agree to repay their arearages over time. Act 201 also
permits PGW to make aay adult living in a home where service has been shut off accountable for all or
part ofan overdue balance before the adult can obtain service in his or her name.

The Act provides a number of tools to help PGW collect payment including:

L Confirmation that termination of service following shut-off notification may occur up to
60 days after receipt ofthe notice.

2. Shut-offwith notice is permitted if the customer does not pay a required deposit, does not
follow through with paymelt sfrangements or refuses to allow PGW access to its
equipment.

3. Shut-off without notice permitted for theft of service, obtaining service through fraud,
tampering with a gas meter, unsafe service conditions or presenting a fraudulent check to

stop termination.

4. Winter (December I - March 31) termination is now permitted (under specified
conditions) without PUC prior approval if the customer's household income exceeds 150

percent ofthe federal poverty level.

Act 201 has significantly improved PGW's collection capabilities. In addition, PGW has become
more aggressive in terminating service for those with the means to pay.

In 2008, PGW began working on Business Transformation initiatives with the goal of developing
additional tools for improving its collection rate. Five initiatives within the Customer Affairs department
were selected: Risk Based Collections; Write-off Reactivation; Lien Re-write program, Landlord
Cooperation Program and automation of the Soft-off program. The following is a synopsis of each of
these inidarives:

Soft-off monitoring. PGW will automate many of the services associated with soft-off monitoring.
Currently, when a customer moves, PGW deploys a field service representative to shut off service. The
upgraded soft-off program will allow Operations to redirect field employees to other jobs - a more
efficient use of resources. With new software upgrades, PGW will be able to transfer a customer's closed
account back to PGW and monitor the soft-offaccount more closely to avoid any excess usage or theft of
service.

Landlord eooperation progrflm (LCP). ln apartment and rental living, often the tenant is responsible for
their gas bill. In the case of delinquency, PGW had diffrculty gaining access to the property and gas can't
be shut-off outside since many tenants share a common service. The LCP program allows landlords to
work more collaboratively with PGW to improve PGW's ability to collect from tenants (gain access to the
property) and minimize tenant delinquencies in exchange for not liening a landlord's property for a

B.46



tenant's unpaid balance. The changes to LCP are designed to improve required communications and
allow for liens on a property when landlords fail to cooperate.

I(rite-olf reactivation Often, written off accounts with aged balances of 4-years or less are not applied
to a new account when the customer reapplies for service. Recent changes to the BCCS system allow
prior written-off accounts to be immediately linked when the customer re-applies for service. This will
help PGW's collection efforts.

Risk-based collectians. PGW is introducing a new risk-based collections system. Under the new system,
PGW will analyze a customer's past payment pattern, and assign each customer a ooscore" - similar to a
credit card company score. Based on a customer's score, PGW will be better able to target specific
collection tools to improve collections. If a customer has a lower score, more frequent customer
communications may be the only thing needed to ensure payment. Risk-based collections will also allow
PGW to proactively manage new customers to avoid excessive delinquencies.

Lien re-write. PGW current lien system processes approximately 1,000 liens per month. With new
software upgrades, PGW will be able to almost triple the amount of liens processed. This approach
protects receivables in the event a property is sold. This initiative will minimally impact Credit and
Collection employees as they learn a new computer software system.

The timeline for implementation of these programs is the first, second, and third quarter of 2009
calendar year. PGW estimates the gross benefits of these programs to be in the range of $60 - $70 million
through year 2013.

Other initiatives implemented in 2008 included an upgrade to PGW's IVR system and a Late
Payer Deposit Program. The upgrade to the IVR system includes new functionalities such as voice
recognition, enrollment in budget billing, intake of check and credit card payment, scheduling for AMR
(Automatic Meter Reader) exchange, and ability to obtain CRP (Customer Responsibility Program)
application mailed. The Late Payer Deposit program involves a deposit charge to active customers who
have had two consecutive or three late payment charges in the past 12 months. An evaluafion of the
program in April 2009 resulted in a temporary suspension in the program due to high call volume that
was a result of the program and increased collection activity. The program is being refined and will be
integrated in the Risk Based Collection Initiative.

Business Transformation
In 2006, PGW's Executive Management determined that operational changes should be made to

improve the long-term financial outlook of PGW. PGW's Business Transformation Program (BT) was
launched to design and coordinate a r:rnge of change programs. The goal of the Business Transformation
is to enable PGW to improve its operational practices, improve service qualrty and reduce the cost of
operations.

The recent economic challenges reinforce management's belief in the value that an efficient and
financially strong PGW would be in the best interest of its employees, the community and stakeholders.

The comprehensive BT program seeks phased improvement opportunities in Customer Affairs,
Field Operations, Supply Chain and for the Enterprise as described as follows:

o The Customer Affairs initiatives are desigaed to improve collections and back-office
operating effrciencies through process, policy and technology changes.

r The Field Operatfors initiatives are designed to improve field efficiency through the
redesign of field work processes and the implernentation of a new integrated work
planning, forecasting and scheduling model. These changes are intended to reduce
operating costs, improve service and increase customer satisfaction.
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. The Supply Chain initiatives are designed to reduce operating costs, space requirements
and working capital levels through cenralization of key supply chain processes,

optimization of the fleet and the redesign of the Procurement Organization.

r The Enterprise initiatives are designed to enhance employee performance management
processes, reduce PGW's physical footprint, and create a robust Project Management
capability to support ongoing innovation and continuous process improvement.

In 2008, PGW received approval from PFMC and the PGC to proceed with the first phase of the
program called BT "Lite". The BT initiatives selected to comprise this initial phase addressed immediate
challenges being faced in Collections and aspects of Field Operations, included changes to the Time
Accounting system, and the consolidation of PGW's real estate holdings. These initiatives are currently
underway and the following summarize the expected results of these efforts:

o Three (3) of the five (5) collection initiatives have been fully implemented as of April
2009, programming for a fourth Soft-off Monthly Monitor will be completed in early
May and the final initiative Landlord Cooperation Program enhancements will be
implemented in July. Benefits are already starting to accrue.

o The BT "Lite" Field Management and Resource Management Initiatives are projected to
be completed Q3 FY2010 and benefits are expected to begin accruing in late FY20l0.

o A new integrated Time and Labor Management system is expected to be implemented in
April2009.

o The Real Estate Rationalization assessment will be completed in April2009 with benefits
anticipated to start in FY 2010-l l.

PGW expects these BT "Lite" initiatives to deliver estimated gross annual recurring benefits in
the range of $l l-$18 million.

Gompetition
PGW's customer, volume, and revenue mix is heavily weighted towards the residential and

smaller commercial markets. PGW currently holds in excess of 90 percent of the home heating market in
the City with fuel oil constituting most of the remaining market. This high market share combined with a
service territory that is not growing limits PGW's ability to increase its customer base. For residential and
small commercial customers, the short run cost of changing energy sources is generally prohibitive
without some kind of incentive to switch appliances (rebates or financing of appliances, for example).
While not totally immune from competition, the residential and small to medium-sized commercial
markets are quite stable. Further, opportunities for PGW to increase market share are limited without
investment in marketing or incentive programs.

Generally, competition in the larger commercial and industrial markets is common. PGW's BPS
and LBS customers (intemrptible sale customers) have the ability to bum alternate fuels (generally fuel
oil). If the equivalent price of natural gas is higher than fuel oil, many customers will opt to burn oil.
Further, these intemrptible customers may be curtailed during peak periods in the winter. While large
commercial and industrial loads are an important part of PGW'S base, PGW's risk to competition is lower
than most natural gas utilities thai have a relatively higher industrial load. Furthel regulations of the
Clean Air Act will sometimes cause dual fuel commercial and industrial consumers to use natural gas

(instead of fuel oil) in order to meet stringent air emission operating permits.
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Financial Feasibility for the Eighth and Ninth Series Bonds

The financial data used in the analyses presented herein were obtained from the historical
financial records of PGW, PUC GCR filings, and proposed operating and capital budgets for fiscal years
2009 through 2014. PGW's financial statements are audited annually. The most recently available audited
financial statement is for fiscal year 2008, and may be viewed at www.pgworks.com. According to that
audit, PGW's frnancial statements are maintained in conformity with generally accepted accounting
principles for gas utilities.

Projected Revenues
Operating revenues for PGW consist principally of revenues from the sale of natural gas to

residents of the City of Philadelphia. Non-operating revenues include interest income and miscellaneous
other revenues from non-operating sources.

Projected Average Number of Customers

Consistent with the trend in a declining population base, the number of customers served by PGW
is projected to decline slightly during fiscal years 2009 through 2A14. Table 8 summarizes projected
average number of customers. Historical average number of customers (for fiscal years 2003 through
2008) has been approximately 500,000. The total average number of customers served is projected to
decline from approximately 492,771 in fiscal year 2A09 to about 474,552 in fiscal year 2A14, a total
decline of about 3.7 percent over five years. Most of this decline is in the number of non-heating
residential customers served. Based on a marketing load forecast study on demographic loss, PGW has
projected a sharp reduction in its non-heating residential customers from the 2007 Report from 34,960
customers in 2009 to 17.094 customers in2014.

It is projected that for fiscal year 2009 approximately 2,332 commercial, industrial and municipal
firm customers, or 4.5 percent of total firm load, will take gas supply, transportation and storage services
from a third party supplier. For purposes of this Report, it is assumed that the number of firm transport
customers will continue to grow annually, reaching approximately 3,215, or approximately 7.3 percent of
total firm load, by 2014. The balance of transportation customers in the forecast are served under PGW's
intemrptible service tariff.

The principal difference between customers taking sales versus transportation service is that
PGW does not buy the natural gas commodity for the transportation customers. However, PGW continues
to charge for the transportation of gas through its distribution systern, through which customers will
continue to take service from PGW. This charge for distribution service should not differ appreciably
from the charge (less gas cost) that would apply to sales service customers. Therefore, PGW is unlikely to
experience a material reduction in contribution margin (gross revenues less cost of gas) due to customers
migrating to transportation service. So long as PGW's existing GCR provision remains in effect, the
contrio-ution margin will be unaffected as long as the number of customers who opt for other suppliers is
relatively modest. While it is difficult to predict with certainty the actual number of customers who will
migrate and the timing of such a migration, PGW's projection of interruptible customers transferring to
transportation service appears to be reasonable. If the rates for transportation service are propedy
designed, the net revenues realized by PGW will not be materially sensitive to whether customers take
sales or transportation service.
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Table 8
Projected Average Number of Customers
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(a) Projected figres are based on budgeted department figures.
(b) Increase in transportatior customers is due to the transfer of interruptible customeN to GTS sewice and firm sales custorners to firm

transportation sen'ice. No firm customers are assumed to Fansfer to CTS s€rvice.
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Historical and Projecfed Gas Sales and Throughput
Historical throughput (sales plus transportation volumes) for the 2003 through 2008 fiscal years

and projected throughput for the 2009 through 2014 fiscal years are summarized in Table 9. The
throughput volumes for the projected period are based on 4,464 HDD for 2009 and 4,412 HDD for 2010
through 2014. The decline in total residential throughput (heating and non-heating) is consistent with
the projected decline in the average number of residential customers. The projection for residential and
commercial throughput generally reflects a constant use per customer.

As intemrptible customers continue to migrate to transportation service, sales volumes
attributable to intemrptible customers also decline as transportation volumes increase. Additionally, as

firm transportation load increases from 2.5 million Mcf in 2A09 to 4.1 million Mcf in 2014, firm sales
load likewise declines. As stated previously, if transportation rates are designed properly, the migration
of customers and volumes from firm or intemrptible sales service to transportation service should not
translate into a material change in net contribution margin."

Sales and Transportation Reyenues

Historical revenues (sales plus transportation service) for the 2003 through 2008 fiscal years and
projected revenues for the 2009 through 2014 fiscal years are summarized in Table 10. The revenue
figures shown in Table l0 are based on application of PGW's existing rates to the projected number of
customers, projected normal sales and transported volumes, and the gas cost assumptions discussed in the
"Projected Revenue Requirements - Gas Costs" section of this Repo(. The revenue projections reflect
the same adjustments made to sales and throughput (migration of intemrptible customers to
transportation). We assume consistent with PGW's existing GCR, that changes in the gas cost recovery
portion of revenues will equal changes in gas costs.

In this Report, the revenue projections reflect currently effective rates and a 95 percent collection
factor on billed revenues. (,See Table l2).It is our assumption that when PGW files a base rate case, as

directed by the PUC to be no later than December 31,2009, the extraordinary rate relief of $60 million
granted PGW by the PUC effective January 1,2009, will become permanent in 2010 (or that PGW will
achieve an equivalent combination of permanent revenue enhancements or cost savings). This should
produce a level of revenues that should allow PGW to fulfill its goal of not using short-term financing for
other than seasonal working capital requirements. In addition, this level of revenue enhancements, cost
savings, and/or rate relief should also enable PGW to:

o Cover the increase in non-gas operating expenses and interest expense since granting of
the 2008 extraordinary rate relief.

o Provide sufFrcient funds available for debt service to meets its rate covenants under the
1975 General Ordinance and the 1998 General Ordinance.

r Provide PGW with adequate liquidity when used to supplement internally generated
fi.rnds without having to continually resort to borrowing funds extemally for capital
improvements (other than the projected $150 million in financing from the Ninth Series
Bonds).

r Make the $18 million annual payment to the City beginning n2014 without receiving a

grant back.

o Repay short term commercial paper obligations.

r Provide additional eamings for further debt reduction.

o Meet covenge requirements for the planned Future Bonds.
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Table 9
llistorical and Projected Sales and Throughput
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Table 10

Historical and Projected Revenues
(Thousands of Dollars)
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The level ofrevenues projected for fiscal years 2009 through 2014 is based on normal weather
conditions. As discussed tn "Rates and Tarffi - Weather Normalization Adjustmenf", the WNA
essentially removes the single biggest risk to PGW of recovering its approved margin during periods of
wafiner than normal weather during the winter season as long as it remains in effect. Because PGW's
WNA taxiff has no sunset provision, the WNA will continue in place unless the PUC issues an order
directing that it be discontinued. We are assuming for the purposes of this Report that the WNA will
remain in effect through the projected period.

As with the projected volume and number of customers, as intemrptible sales volumes and
customers migrate to intemrptible transportation service, so do revenues. Total transportation revenues
also increase due to the previously discussed forecasted increase in customers migrating from firm sales

to frm transportation service. As stated previously, if transportation rates are designed properly, this
migration should not translate into a material reduction in net contribution margin and hence, net cash

flow and income will not be materially affected.

Othe r O perati n g Reyenues

Other operating revenues are projected to remain at an annual level of approximately $21 million
throughout fiscal years 2009 through 2014 (Table 16, Line 8). These revenues consist ofsales ofenergy-
related appliance services, finance charges realized on overdue accounts, field collection charges, and
other miscellaneous sources.

Assistance Programs

Over the past several years, PGW has seen high accounts receivable balances and higher than
usual delinquent accounts. As part of PGW's proactive approach to managing this problem, PGW has

continued to develop programs targeted at assisting customers with meeting their energy costs. Table 11

details PGW's LIHEAP participation in recent years and provides an estimate for fiscal year 2009.
Assistance programs are forecast to contribute $32.7 million in revenues in fiscal year 2009.

Accounts Receivable

Since PGW has increased its focus on improving its billing and collection practices (See Billing
and Collections) in the past few years, it has generally experienced a marked decrease in its accounts
receivable beginning in fiscal year 2005. Net accounts receivable decreased 24 percent from $93.1
million in 2004 to $71.5 million in2007. Although temporarily increasing in 2008, in fiscal year 2409
net accorults receivable are projected to be $55.1 million and are forecasted to remain at the level of $55
million to $61 million through the projection period. If gas costs substantially exceed these levels,
accounts receivable and bad debts may increase. Conversely, if gas costs are less than these levels,
accounts receivable and bad debts may decrease.

Table 12 summarizes historical and projected accounts receivable and account write-offs. As seen

from the table, we assume receivables as a percentage of billed gas revenues will remain relatively
constant over the projection period at about 18 percent.

The projections in Table 12 are based on assuming the base rate increase of $60 million effective
January 1,2A09, remains in effect through the forecast period. Realized bad debt expense as a percent of
billed gas revenues is projected to range from 4.4 percent to 4.1 percent over the projected period.
Table 12 also shows PGW's historical and projected average collection rate. PGW's collection rate is
projected to be 95.0 percent. The five-year historical average collection factor (fiscal years 2004 tbrough
2008) is 95.7 percent. PGW's collection rate for 2007 aud 2008 has been 95.8 and 95.5 percent,

respectively.
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If the severity of the ongoing economic downturn continues, then billing and collections could be
adversely affected, and a corresponding decrease in the collection rate and increase in receivables beyond
those levels assumed in our projections could result.

Gapital lmprovement Program Financing
The Capital Improvement Program described earlier (See Capital Improvement Program) will be

financed by PGW through funds currently available for capital projects, revenue bond issues, investment
income, and system revenues.

The projected CIP expenditures for the six-year period ending August 3I, 2014, are shown on
Line 8 of Table 13 and total approximately $432 million. The total par amount of the Ninth Series bonds
to be issued of approximately $150 million during the projection period is designed to maximize the

capital requirements financed with bond proceeds.

Lines I through 7 outline the sources available to meet the CIP financing requirements. Line I in
fiscal year 2009 shows the net balance available in the Capital Improvement Fund as of August 31, 2008,
available to fund the CIP. Lines 2 through 5 show the net proceeds from bond sales, Line 6 shows the
amount projected to be available from otler sources each year from cunent operating revenues, and Line
7 presents the total funds available. Planned fund uses are summarized on Lines 8 and 9 of Table 13.

Table 13

Capital Improvement Fund
(Thousands of Dollars)

Fiscal Year Endine Ausust 3 I.
Description Proiected

Line
No.

2009 2010 20ll 2012 2013

$$$$s

72,12A 80,398

00
72,120 80,398

102.909 52.909

2014

$

n,9a9 2,909

00
00
00
00

61,743 68,561

74,652 71,470

71,743 71,474

00
71,743 71,470

2,949

I

!

3

5

6

Balance from Previous Year

Bond Proceeds @ Par

Less Discount & Issuance Costs

Less Deposit to Sinking Fund Reserve

Net Bond Proceeds

Other Sources of Funds('l

Total Sources of Funds

109,687

0

0

0

0

(7,4s9\

r02,228

50,459

0

51.769

150,000

(24,64s)

(10,215)

1 15,140

8,1 20

t75,029

t42,909

0

0

0

30,398

133,307

52,949

0

0

0

0

45,608

98,517

85,608

0

8 Capital Expenditures

9 Capitalized Interest

l0 Total Uses ofFunds

I I Net Balance - End of Year

(a) Includs PCW intemlly gmted ftnds.

50,459

51,769

85,608

t2,9og
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As presented in Table 13, the only bond issue projected during the five year period is the Ninth
Series Bonds in the principal amount of $150 million. Coupled with a beginning available balance of
$109.7 million and a total of $207.0 million of other funding sources, sufficient funds will be available
for PGW to complete its planned capital improvement program.

Projected Revenue Requirements
PGW's rates are developed to provide sufficient levels of revenue to meet cost of gas, all

operation and maintenance expenses of the System, debt service requirements on obligations issued for
the System, capital improvement expenditures to be funded from current revenues, and other specific
bond ordinance and revenue requirements. This section provides a discussion of the components that
make up PGW's revenue requirements.

Gas Cosfs

Table 14, Line I presents PGW's historical and projected nafural gas costs. The unit gas costs

assumed by PGW and relied upon in this Report are projected to decrease from approximately $l1.73 per
Mcf in fiscal year 2009 to $11.52 per Mcf in fiscal year 2014. PGW gas cost assumptions are based on
pricing input from Global Insight and futures prices from the New York Mercantile Exchange. PGW
purchases its gas supplies under a portfolio approach as discussed in the "PGW Gas Supply - Supply
Services" section of this Report. As a result of the GCR, changes in the cost of gas result in equal changes

in revenues. The mechanism by which PGW recovers its gas supply costs is discussed in the "Gas Cost
Rate" section of this Report.

O pe ratio n a n d M a i nte n a n ce Expenses

Table 14 presents PGW's historical and projected operation and maintenance expense. The
audited expenses for 2008 serve as a base for the projected years.

Variance in the current operations and maintenance projections and the forecast provided in the
2007 Report for fiscal year 2009 are primarily due to the following factors:

r Decreased bad debt expense ($10.1 million )

o lncreased freld services expense ($2.5 million)

r lncreased pension expense ($1.6 million)

r Lower health insurance costs ($8.6 million)

o Increased other post employment benefits ($25.6 million)

As discussed in the ^9ales and Transportation Revenues section of this Report, PGW's collection
factor is projected at 95 percent ofbilled revenues through 2009-2A1,4 fiscal years with bad debt expense

forecasted to range from $46.0 million to $39.0 million. The higher level of bad debt expense for PGW
relative to other gas utilities is consistent with the higher level of costs associated with social programs
for PGW. Pension fund and health insurance costs af,e based on PGW's fiscal year 2009 operating budget
filing and have been updated with the most cunent information from PGW for the forecast period through
fiscal year 2014. The number of employees is projected to decline from 1,721 to 1,650 through the
forecast period due to attrition.
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Debt Seryrce Requirements
Table 15 presents a sunmary of the existing and proposed long-term debt service requirements

for the five-year projection period. The proposed Eighth Series Bonds are assumed to be issued on or
after July 1, 2009. Debt service on this issue assumes a 20-year amortization schedule and an 8.73
percent all-in true interest cost. The Eighth Series Bonds are being issued to refund the existing Sixth
Series Bonds. Additionally, our projection assumes that Ninth Series Bonds will be issued on or about
February l,20lA, for $150 million to fund forecasted capital expenditures. Debt Service on this issue
assnmes a 30-year amortization schedule and a7.04 percent all-in true interest cost.

Payments to City
In accordance with the Management Agreement and the Gas Choice Act, PGW makes an annual

base payment of $18 million to the City. The $18 million payment for fiscal year 2A04 was not paid and
may be forgiven. In fiscal years 2005 through 2008, the $18 million payment was made and was granted
back. The City's current Five-Year Plan also provides for payment and grant back of the $ 18 million for
fiscal years 2009 through 2013. For purposes of this forecast, it is assumed that the $18 million payment
to the City will not be granted back after 2013.

Adequacy of Projected Revenues to Meet Projected Revenue
Requirements Under Ordinance Requirements

Table 16 presents a pro forma statement developed from the revenue and expense projections for
2009 through 2014. This table in conjunction with Table 17, which presents a statement of cash flows,
provides an indication of the adequacy of PGW's revenues and the financial feasibility of the Future
Bonds.

The operating reveaue projections presented earlier in Table 10, Line 44 xe summarized in
Lines I through 3 of Table 16. These projected revenues are based on PGW's currently effective rate
schedules. Revenues from Other Sales, primarily unbilled gas adjustments, are shown on Line 4 of Table
16. Since the Gas Choice Act mandates that the PUC approve and the PUC has acknowledged it has to
approve PGW rates sufficient to meet PGW's bond covenants, as well as to provide PGW with needed
liquidity, we reasonably assume the temporary extraordinary rate relief granted by the PUC at year-end
2008 will be made permanent in order for PGW to meet these requirements. Any combination of revenue
enhancements, cost savings, and/or a permanent base rate increase, in fiscal years 2009 through 2014 is
included on Line 6 (Line 45 on Table l0). These amounts, coupled with the projected $150 million Ninth
Series Bonds, (Table 13, Line 2) represent, in our opinion, the minimum level of increase needed to:

r Cover the increase in non-gas operating expenses and interest expense since granting of
the 2008 extraordinary rate relief.

o Provide sufficient funds available for debt service to meets its rate covenants under the
1975 General Ordinance and the 1998 General Ordinance.

r Provide PGW with adequate liquidity when used to supplement internally generated
funds without having to continually resort to borrowing funds extemally for capital
improvements (other than the projected $150 million in financing from the Ninth Series
Bonds).

e Make the $18 million annual payment to &e City beginning in 2014 without receiving a
grant back.

o Repay short term commercial paper obligations.

o Provide additional earnings for further debt reduction.

o Meet coverage requiranents for the planned Future Bonds.
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Table 15
Projected Long Term Debt Service Requirements

(Thousands of Dollars)

Fiscal Year Endins Ausust 31.

Proiected

Line No. Description 2009 2010 2011 2012 2013 2014

s$$$$$

I

z

3

5

6

7

8

9

t0
1l

l2
l3

t4

15

t6
t7

l8
l9
20

2l

Revenue Bonds under 1975 Ordinance

Series I I C

Series 16

Series I 7
' Series l8

Series 19

Total 1975 Ordinance Debt

Revenue Bonds under 1998 Ordinance

Senior Debt
First Series A
Second Series

Third Series

Fourth Series

Fifth Series

A-2 Fifth Series Variable(u)

Sixth Series 6)

Seventh Series

Eighth Series

Ninth Series (2010 Bonds)

Senior Debt

Subordinate Debt
First Series C

Total Subordinate Debt

Total 1998 Ordinance Debt

Total Long-Term Debt Service

60,403 83,650

1,990 1,986

l,990 I,986
62,393 8s,636

94,7A6 n5,737

86,491 82,763

1,988 1,984

1,988 1,984

88,479 U,747

l 19,170 I 16,857

1,990 1,985

I,990 1,985

83,316 84,020

I | 3,837 112,972

0

t0,392

16,466

4,732

723

32,3t3

t5,789

3,085

3,141

7,345

6,000

1,12'l

9,516

14,400

0

0

930

14,934

I 3,514

723

11,017

930

t3,L2l

4,900

723

14,005

930

I 1,560

4,892

tL)

0

7,695

l7,217

4,886

IZJ

0

7,683

15,672

4,874

t/J

30,101

I 5,054

3,084

3,141

7,348

8,418

r,127

0

14,400

25,973

5,104

30,691

12,779

3,087

3,141

7,349

8,416

1,127

0

A,4Al

25,98r

l0,2l l

32,il0

9,048

3,082

3,144

7,349

8,4t 8

1,127

0

14,401

2s,984

1n 5?l

8,301

0

0

7,347

L d17

1,127

0

16,850

29,073

t0,212

81,327

28,953

7,563

0

0

7,344

8,420

t,127

0

t4,297

33,069

10,215

82,035

(a) Assumes a 3.75 percent annual interest rate as budgeted by PGW

(b) Retunded with Eighth Series.
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Table 16
Projected Statement of Income

(Thousands of Dollars)

No.

Fiscal Year Ending August 3 I,
Description 2012 2013 2014

$$$
2009 2010 20tl
$$s

I
2

4

5

o

7

8

o

13 Gas Processing

14 Field Services

15 Distribution
16 Collection
17 Customer Services

18 Customer Accounting

l9 BadDebrExpense

70 A&G and Other Expenses

2l Total Non-Fuel O&M

22 Depreciation

23 CostofRemoval

24 Less: ClearingAccounts

25 NetDepreciation

30 LongTermDebt
3l Other

32 LossFromReltndedDebt

33 AFUDC

34 Total Interest

35 Net Incorne

Projected Revenues

Non-Heating

Gas Transport Service

Heating

Other Sales

Total Cas Revenues - Existing Rates

Base Rate lncrease

Total Gas Revenues

Other Operating Revenues

Total Operating Revenues

Operating Expenses

Nafiual Gas

Other Raw Materials

Total Fuel

77,750

25,t90
845,619

757

949,3t6

44,532

993,848

24,463

1,014.31I

61 5,830

6 I 5,835

53,066

7,517

5,102

(873)

64.81 2

38214

68,053

26,9s0

8 l 9,558

(70)

914,491

60,000

974,491

20,417

994.908

65,714

79,t36
83 I,390

228

64,039

30,690

843,078

209

62,844 62,776

31,776 33,079

838,887 850,670

(27) 167

t0

It

t2

564,523 575,886

f)

s64,5n 5?5pr1

68,318 67 ,654
7,61 I 7,677

4,768 4,474

(872') (983)

79,825 7&,712

72,5W 72,078

62,528 &,t23
7187 7/s6
3,963 3,629

(784) {784)

13,t94 70,424

53,641 45566

9?6,468

60,000

986,468

20,736

1,007,204

938,0 l6
60,000

998,016

21,057

1,019,073

587,923

5

933,480

993,480

21,198

1,014,678

584,686

5

I,006,692

21,544

1,028,236

600,039

5

600,044

18,464

4l,630
2t,027
1 1,038

15,452

8,850

40,261

122,563

t70 tR<

946,692

60.000

923,825

l04,4rr
1 1,579

1r5,99t1

Total operating Expenses

Net Operating Income

Other Income

Net Income Before Interest Charges

lnterest

15,518 16,849 17,395

38,375 38,144 38,706

17,982 18,529 19,001

9,450 9,727 9,971

13,510 13,828 14,155

7,548 7,734 7 ,935
46,000 38,982 39,450

121,725 t08,899 109,025

270,108 252,688 255,638

91,119 138,693 134987

rr,w1 13,64t 15,863

103,026 1s2334 150,850

587,928

11,749

39,587

19,582

10,270

14,513

8,1 68

J9,9r7

114,992

?64,773

584,691

l8Jl r

40,513

20,248

10,626

t4,953

8,480

39,744

124,229

273,100

39,408 41,198 42,945 44,611 45,8% 47,081

3,000 3,000 3,000 3,000 3,0m 3,000

(5,159) (5,1ee) (s,2s7) (5,303) (s,461) (5,585)

37,249 38,999 40,688 42,308 43,435 41496

923,192 856,215 872.217 895,009 90r,22626

77

28

29

r24$6
14,770

138,834

64,845

7,57r
4,179

(el6)

7s,679

63,155

I t3152

l 3,383

126"835
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Table 17
Projected Statement of Cash Flows

(Thousands of Dollars)

Line
No.

Fiscal Year Endins Ausust 3l,
Descriotion 2009

$

49J3E

38,214

39,408

6,218

r0,225

(3,928)

90,137

0

50,000

4,000

I 8,000

0

2010

$

82,r65

20t3

$

r243,s7

53,641

45,896

5,1 39

1,140

{2,5871

r03,229

0

10,000

0

18,000

0

28,000

t3r,229

49,075

1,805

71,743

1 8,000

0

0

7,249

147,872
(r6,643)

rw.6t4

2014

$

107,614

45,566

47,081

4,774

1,236

(2,0r 5)

96,642

0

2,949

0

U

2,909

99,551

50,565

1,890

71,470

18,000

0

0

r46728
(47,r77)

69,431

201 I 2Al2

$S
I Beginning Cash Balance

Sources of Funds
Internal Sources

2 Net Income

3 Depreciation

4 Amortized Costs("'

5 Eamings on Restricted Funds

6 Increased{Decreased)OtherLiabilities

7 Total Internal Sources

89,405 lt3,7l7

72,000 197,140

162,t37 318,257

4l,280 47,095

1,500 1,565

50,459 72,120

18,000 18,000

0 u5,140
0 49,000

18.071 8,097

r293ro 3t1,0u
32,827 7,240

82,165 8t405

63,155

44,6t1

5139
1,881

(1 2,8 r 8)

102268

0

40,000

0

18,000

0

58,000

160,268

39,O'.74

I,715
85,608

18,000

0

0

I ?15

Mrx:,8
10,540

r242s7

72,509 '/2,418

41,198 42,945

6,063 5,791

r,013 {24s)

334 (9,086)

t2t,t17 I I1,483

I t5,140 0

64,000 50,000

00
18,000 18,000

00

8

9

l0
1l

t2

l3
l4

l)
l6

t8
t9
20

a1

22

ZJ

24

External Sources

Revenue Bond Proceeds

Capital Inprovernent Fund Drarvdovvn

Release ofSinking Fund Asset

Grant Back from City
Ternporary Borrowings

Total Extemal Sources

Total Sources ofFunds

Uses of Funds

Debt Reduction on all Bonds

PMA Bond Debl Redrrction

CIP Requirenents

Paynent to City/Distribution of Eamings

Deposit to CIP Fund

Repayment of Commercial Paper

Change in Non{ash Working Capital{b'

Total Uses ofFunds
Increase/(Decrease) in Cash

Ending Cash Balance

68,000

179,483

42,054

1,6q
80,398

18,000

0

19,000

(s,921)

155,1?1

24,312

rr3ir7

(a) Includes anrortization on bond issuance costs and extraordinary losses.

{b) Includes changes in Acoounts Payable, Accounts Receivable, and Materials and Supplies.
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Other operating revenues presented on Table 16, Line 8 include revenues from sales of energy-
related appliance services and field collection charges. Projected Other Income for the System (Table 16,

Line 28) includes interest earnings from the different reserve funds.

The projected operation and maintenance expenses shown on Table 16, Lines l0 through 26 are

from Table 14. PGW's projected net operating income before interest is summarized on Line 29 of Table
16. Interest expense on existing bonds, proposed bonds, and capital leases is presented on Line 30. Other
interest costs including loss from refunded debt and the allowance for funds used during construction
(*AITUDC") are shown on Lines 3l through 33. PGW's projected net income is shown on Line 35 of the
table is $38.2 million in fiscal year 20A9, increases to $72.5 million in fiscal year 2010, and decreases to
$45.6 million in fiscal year 2A14.

On Table 17, Line I presents PGW's cash balance as of September I for each fiscal year. From
this starting point, the net income line from Table 16 is combined with non-cash adjustments (such as

depreciation and amortization) expensed on the Income Statement. External sources of funds are

summarized on Lines 8 through 12 and include revenue bond proceeds, drawdowns on the capital
improvement fund, and the payment and grant back of the $18 million for fiscal years 2009 through 2013.
The total for all sources of funds is shown on Line 14 of Table 17.

Uses of funds are summarized on Lines 15 through 2l of Table 17. Lines 15 and 16 present the
principal payments made on long-term debt. CIP requirements are shown on Line 17, and payments to the
City and short-term debt obligations are shown on Lines 18 and 20. Changes in non-cash working capital
items, including changes in accounts payable and accounts receivable, are shown in Line 21.

The net increase or decrease in available cash for each fiscal year is shown on Line 23 of Table
17. The ending cash balance for the year, which is the sum of Lines I and23, is shown on Line 24. The
ending cash balance for 2010 represents approximately l8 weeks of operations and maintenance expenses
(excluding the cost offuel) and the ending cash balances for fiscal years 2011 througb 2014 represent
approximately 23 to I I weeks, respectively, of operations and maintenance expense (excluding the cost of
fuel). These projected year-end cash balances for fiscal years 2010 through 2014 should be suffrcient for
PGW to accommodate normal fluctuations in expenditures for utility operations.

A detailed calculation of debt service coverage requirements under the 1975 and 1998 General
Ordinances is presented in Table 18. The results presented in the table indicate &at provided the
assumptions made herein are realized, PGW will meet the requirements of the 1975 and 1998 General
Ordinances for all years in the projection period.
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Table 18

Projected Debt Service Coverage
(Thousands of Dollars)

Line

No.

Fiscal Year Endins Ausust 3 l.
Description

SOURCES OF FUNDS

Total Gas Revenues

Other Operating Revenues

Total Operating Reveaues

Other Income(")

Total Sources of Funds

USES OF FUNDS

Fuel Costs

Other Operating Costs

Total Operating Expenses

Less: Non-Cash Expenses

Total Uses ofFunds

Funds Available for Debt Serviee

1975 Ordinance Bonds Debt Service

Debt Service Coverage - 1975 Ordinance

Net Available after Prior Debt Service

I 998 Ordinance Bonds Debt Service

Debt Sen'ice Coverage - 1998 Ordinance

Net Available after Prior Debt Service

1998 Ordinance Subordinate Debt

Debt Service Coverage on Subordinate Debt

615,835 564,528

307,357 291,687

923,192 856,215

(68,105) (68,ee8)

855,087 't87,217

575,89r 587,928

296.326 307.081

872,217 895,009

(69,66r) (70,046)

802,556 824,963

2Ar4
q

2009

$

2010 20tt 2012 2013

$

993,480 r,006,692

21. t 98 2l,544

1,014,678 1,428,236

n3a7 13,599

I,M7,985 1,041,835

584,691 600,044

316,535 323,781

901,226 923,825

(6e,8r4) (69,248)

831,4 | 2 854,571

216.573 187"258

30,521 28,953

7.10 6.47

186,052 1s8,305

8r.327 82,035

2.29 r.93

104,726 76,270

I,990 1,985

s2.63 38.43

I
I

J

5

6

7

8

9

l0

993,848

20,463

1,014,311

40,255

t,054,566

974,491

20.411

994,908

33,s26

r,028,434

$

986368

20,736

1,007,204

34.601

1,041,805

$

998,016

21,057

1,019,073

35,567

1,054,640

l1

l2
l3

I4

l5
t6

t7

l8
t9

199,479 24t,217 239,249 229,677

32,313 30,101 30,691 32,1 l0
6.17 8.01 7.80 7.rS

167,166 211,t16 208,558 197,567

60,403 83,650 86491 82,763

2.77 2.32 2.41 239

106,763 12'l ,466 122,067 114,804

1,990 1,986 I,988 1,984

s3.6s 64.18 6r.42 57.87

Standard & Poor's Fixed Coverage Charge Calculations

20 Net Available to Service Aggregate Debt Service o| 
141,148

2l Aggregate Debt Service{"r 94,706

22 FixedCoverageChargeon Long-TermDebt 1.49

192205 192,52t 182,058 171,054 l6t,270

1t5,737 119,170 ll6,8s7 1t3,837 112,972

1.66 1.62 1.56 1.50 1.43

(a) Includes the City's grant back of the $18 million payment in fiscal years 2009 throqh 2013.

(b) S&P's Definition: Net Available for Debt Service = Line 9, Table 16 - Line 33, Table 16 - (Line 26 - Line 25, Table 16) + Line 28,

Table 16

(c) Line 12 + Line l5 + Line l8
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Assumptions and Opinions

In developing the information which Black & Veatch utilized for preparing the projections
presented herein, Black & Veatch relied on PGW's financial planning model and PGW's assumptions
contained within that model with several exceptions as noted in this Report. The analyses summarized in
this Report are based on assurnptions that have been provided by or reviewed by PGW and others and
relied on currently available information and present circumstances. Black & Veatch has not conducted
verification tests of this inforrnation. While we believe that these data and the underlying assumptions are

reasonable, actual results may materially differ from those projected, as influenced by the conditions,
events and circumstances that actually occur that are unknown at this time andlor which are beyond the
control of Black & Veatch. Such factors may include PGW's ability to execute the capital improvement
plan as scheduled and within budget, regional climate and weather conditions affecting the demand for
gas, and adverse legislative, regulatory or legal decisions (including envlonmental laws and regulations)
affecting PGW's ability to operate the System.

Considerations and Assumptions
The following, while not all inclusive, is a list of critical assumptions used in the development of

the projections presented herein:

Revenues

l. As set forth by the PUC in its order dated Fetruary 22,2A01, the PUC will comply with
its statutory obligations under the Public Utility Code, including the section of the Gas

Choice Act (66 Pa C.S.A. $2212(b)) requiring that the PUC, in deterrtining PGW's
revenue requirement and approving overall rates and charges, "follow the same rate-

making methodology and requirements that were applicable to [PGW] prior to the
assumption ofjurisdiction by the [PUC]" and permit PGW to "impose, charge or collect
rates or charges as necessary to permit...PGW to comply with its covenants to the
holders of any approved bonds." "Approved Bonds" include the Eighth and Ninth Series

Bonds and the commercial paper.

2. The throughput and revenue figures are based on the assumption of normal weather
(4A64 HDD per year for 2009 and 4,412 HDD for 2010). To the extent that weather is
wanner than normal, the resulting contribution margin will be maintained to the extent
that the WNA remains in effect.

3. Projected revenue figures are based on the assumption that PGW will recover, in a timely
manner, 100 percent of all gas supply costs and 100 percent of the costs (or discounted
revenues) attributed to the Customer Responsibility Program, Customer Works Program,
Senior Citizen Discount Program, restructuring transition costs, and costs attributable to
PUC mandated programs such as those indicated in Chapters 56 and 59 of the Public
utility code.

4. PGW will realize $60 million in revenue enhancements, cost savings, or base rate
increases on a levelized basis beginning in fiscal year 2010. If PGW does not receive rate

relief of $60 million beginning in 2010, PGW will likely not be able to meet all of these

stated goals. If PGW were unable to meet the rate covenants required under the 1975

General Ordinance and 1998 General Ordinance, PGW wculd then have to reduce
expenditures, develop other sources of Project Revenues, and/or frle for and receive
timely rate relief.
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Operating Expenses

l. PGW's annual accounts receivable write-offs will range from $40.9 to $42.4 million and
PGW's collection factor on billed revenues will be 95.0 percent during the projected
2010-2014 period.

Capital lmprovement Program

1. The planned capital improvements are assumed to be sufficient to maintain the System
and meet regulatory requirements.

2. Projected levels of cash-financed capital improvements are assumed to comply with
PGW's internal policies for financing capital improvements with other firnding sources.

City Payments

l. The $18 million annual payment to the City will only be granted back to PGW by the
City in fiscal years 2009 through 2013.

2. The $18 million payment for fiscal year 2004 was not paid and is assumed to have been
forgiven.

Opinions
Based on these analyses and the assumptions set forth or referred to in this Report, we offer the

following opinions to indicate PGW's conformance with specific requirements which must be met for the
issuance of the Eighth and Ninth Series Bonds as provided in the 1975 and 1998 General Ordinances:

l. PGW is a competently managed and operated gas distribution utility. PGW and the
System are organized, operated, and maintained at a level equal to, or in excess ol
regulatory requirements and generally accepted industry practices. The System is in good
operating condition.

2. Based upon Black & Veatch's evaluation of financial projections and certain assumptions
with respect to the System which Black & Veatch believes to be reasonable, and on the
basis of actual and estimated future annual financial operations of the System (including
the projects to be established with the proceeds of the Future Bonds), the System will
yield Project Revenues (which are pledged under the 1975 General Ordinance and the
1998 General Ordinance) over the amortization periods of the Bonds issued under the
1975 General Ordinance and the 1998 General Ordinance which will be sufficient to (a)
meet all expenses of operation, maintenance, repair and replacement of the System, (b)
meet all reserve or special funds required to be established under the 1975 General
Ordinance and the 1998 General Ordinance, (c) meet the principal of and interest on all
Bonds (including the Future Bonds) issued under such Ordinances, as the same shall
become due and payable, and (d) provide such surplus requirements as are contained in
the respective rate covenants of the 1975 General Ordinance and the 1998 General
Ordinance. The Project Revenues forming the basis of this opinion comply with the
requirements of the definition of Project Revenues contained in Section 2 of the Act.

3. The Project Revenues and Gas Works Revenues which are pledged as security for the
Bonds issued under the 1975 General Ordinance and the 1998 General Ordinance.
respectively, are currently, and are projected to be, suffrcient to comply with the Rate

Covenants set forth in Section 4.03(b) of the 1975 General Ordinance and Section 4.03(b)
of the 1998 General Ordinance.
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4. The capital improvements proposed during the projection period Septernber 1, 2049,
through August 31,2014, should, along with continued good operation and maintenance
practices, enable PGW to maintain the System in good operating condition. Review of
present management practices indicates that good operation and maintenance is likely to
continue.

5. Contracted PGW gas supplies plus (a) spot market purchases, (b) anticipated additional
contracted supplies plus supplemental gas capacities, as well as, (c) the pipeline transport
capacity to move these supplies to PGW, appear adequate to meet PGW's projected
demand on a day of maximum demand (a "design peak day"), in an hour of maximum
demand (a "design peak hour"), and during a year of maximum demand (a "design peak

Year").

The following are significant changes or events that have occurred since the issuance of our prior
Report dated January 26,2A07 (2007 Report"), and are addressed more fully in the text of this Report:

1. PGW paid offthe City Loan of $45 million in 2008 as assumed in the 2007 Report.

2. PGW received a $25 million permanent rate increase out of the $100 million requested
effective September 20, 2007, and a $60 million extraordinary rate increase effective
January 1,2009, that is assumed to be permanent in this Report.

3. The 2007 Report assumed that internally generated funds would be sufficient (based on a

$100 million rate increase) to defer the need for new bond proceeds for capital
improvements beyond 2012. This Report assumes that PGW will issue Ninth Series

Bonds in 2010 in the amount of $150 million.

4. PGW's five-year average collection factor has improved to 95J percent (2004-2008)
from 93.6 percent QA02-2006).

5. Long-term debt service will increase by approximately $20 million over the 2010-2014
period.

6. PGW's fiscal year 2009 estimated capital expenditures of $50.5 million represent an
18.3 percent decrease from 2008 levels reflecting a management decision to implement a

contingency plan to reduce spending. This action was necessary given the dislocation in
the financial markets. Spending for the forecast period beyond 2009 assumes that capital
spending will resume at previously budgeted levels.

7. PGW did not install the Phase 2 LNG facilities as originally budgeted for 2008 and 2009.
PGW has determined that it is capable of meeting its near term LNG liquefaction needs

with the Phase I LNG facilities alreadv in service.
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APPENDX C

THE GOVERNMENT OF THE CITY OF PHILADELPHIA

General

The City of Philadelphia (the "Cityu) was incorporated in 1789 by an Act of the General
Assembly of the Commonwealth of Pennsylvania (the "Commonwealth") (predecessors of the City under
charters granted by William Penn in his capacity as proprietor of the colony of Pennsylvania may date to
as early as 1684). In 1854, the General Assembly, by an act commonly referred to as the Consolidation
Act, made the City's boundaries coterminous with the boundaries of Philadelphia County (the same

boundaries that exist today) (the "County"), abolished all govemments within these boundaries other than
the City and the County and consolidated the legislative functions of the City and the County. Article 9,

Section l3 of the Pennsylvania Constitution abolished all county offices in the City and provides that the
City performs all functions of county govemment and that laws applicable to counties apply to the City.

Since 1952, the City has been governed under a Home Rule Charter authorized by the General
Assembly (First Class City Home Rule Act, Act of April 21,1949, P.L. 665, Section l7) and adopted by
the voters of the City. The Home Rule Charter, as amended and supplemented to this date, provides,
among other things, for the election, organization, powers and duties of the legislative branch (the 'City
Council"); the election, organization, powers and duties of the executive and administrative branch; and
the basic rules goveming the City's fiscal and budgetary matters, contracts, procurement, properfy and
records. The Home Rule Charter, as amended, now also provides for the govemance of The School
District of Philadelphia (the "school District") as a home rule school district. Certain other constitutional
provisions and Commonwealth statutes continue to govern various aspects of the City's affairs,
notwithstanding the broad grant of powers of local self-government in relation to municipal functions set

forth in the First Class City Home Rule Act.

Under the Home Rule Charter, as currently in effect, there are two principal govemmental entities
in Philadelphia: (l) the City. which performs ordinary municipal functions as well as traditional county
functions; and (2) the School District, which has boundaries coterminous with the City and has

responsibility for all public primary and secondary education.

The court system in Philadelphi4 consisting of Common Pleas, Municipal and Traffic Courts, is
part of the Commonwealth of Pennsylvania judicial system. Although judges are paid by the
Commonwealth, most other court costs are paid by the City, with partial reimbursement from the
Commonwealth.

Elected and Appointed Officials

The Mayor is elected for a term of four years and is eligible to succeed himself for one term.
Each of the seventeen members of the City Council is also elected for a four-yeaf, term which runs
concurrently with that of the Mayor. There is no limitation on the number of terms that may be served by
members of the City Council. Of the members of the City Council, ten are elected from districts and

seven are elected atJarge, with a minimum of two of the seven representing a party or parties other than
the majorify party. The District Attorney and the City Controlier are elected at the mid-point of the terms
of the Mayor and City Council.

The City Controller's responsibilities derive from the Home Rule Charter, various City
ordinances and state and federal statutes, and contractual arrangements with auditees. The City Controller
must follow GAGAS, Generally Accepted Government Auditing Standards established by the federal
Government Accountability Oftice (formerly known as the General Accounting Office), and CAAS,
Generally Accepted Auditing Standards promulgated by the American Institute of Certified Public
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Accountants. As of March 1,2A09, the Office of the City Conholler had 120 employees, including 76
auditors,29 of whom were certified public accountants.

The Cify Controller post-audits and reports on the City's combined financial statements, federal
assistance received by the City, the performance of City departments and the finances of the School
District. The City Controller also conducts a pre-audit program of expenditure documents required to be

submitted for approval, such as invoices, payment vouchers, purchase orders and contracts. Documents
are selected for audit by category and statistical basis. The Pre-Audit Division verifies that expenditures
are authorized and accurate in accordance with the Home Rule Charter and other pertinent legal and

contractual requirements before any moneys are paid by the City Treasurer. The Pre-Audit Technical
Unit, consisting of auditing and engineering staff, inspects and audits capital project design, construction
and related expenditures. Other responsibilities of the City Controller include investigation of allegations
of fraud, preparation of economic reports, certification of the City's debt capacity and the capital nature
and useful life of the capital projects, and opining to the Pennsylvania Intergovernmental Cooperation
Authority on the reasonableness of the assumptions and estimates in the Cify's five-year financial plans.

The principal officers of the City's government appointed by the Mayor are the Managing
Director of the City (he "Managing Director"), the Director of Finance of the City (the "Director of
Finance"), the City Solicitor (the "City Solicitor"), and the Depufy Mayor for Planning and Economic
Development and Director of Commerce (the "Director of Commerce"). These officials, together with the
Mayor and the other members of the Mayor's cabinet, constitute the major policy-making group in the
City's government.

The Managing Director is responsible for supervising the operating departments and agencies of
the City that render the City's various municipal services. The Director of Commerce is charged with the
responsibility of promoting and developing commerce and industry.

The City Solicitor is head of the Law Department and acts as legal advisor to the Mayor, the City
Council. and all of the agencies of the City government. The City Solicitor is also responsible for all of
the City's contracts and bonds, for assisting City Council, the Mayor, and City agencies in the preparation
of ordinances for introduction in City Council, and for the conduct of litigation involving the City.

The Director of Finance is the chief financial and budget officer of the City and is selected from
three names submitted to the Mayor by a Finance Panel. The Director of Finance is responsible for the
financial functions of the City including development of the annual operating budget, the capital budget,
and capital program; the City's progftm for temporary and long-term borrowing; supervision of the
operating budget's execution; the collection of revenues through the Department of Revenue; and the
oversight of pension administration as Chairperson of the Board of Pensions and Retirement. The
Director of Finance is also responsible for the appointment and supervision of the City Treasurer, whose
office serves as the disbursing agent for the distribution of checks and electronic payments from the City
Treasury and the management of cash resources.

The following are brief biographies of Mayor Nutter, his chief of staff, his cabinet and the City
Controller:

Michael A. NutteE Mayor, was sworn in as Philadelphia's 98th Mayor on January 7, 2008. He
won the Democratic nomination in a five-way primary election. Elected to Philadelphia City Council in
1992, the Mayor represented the City's Fourth Councilmanic District for nearly fifteen years. During his
time in Council, he engineered groundbreaking ethics reform legislation, led successful efforts to pass a
citywide smoking ban, worked to lower taxes for Philadelphians and to reform the City's tax structure,
and labored to increase the number of Philadelphia police officers patrolling the streets and to create a
Police Advisory Board to provide a forum for dlscussion between citizens and the Police Department.
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Mayor Nutter received his B.A. from the Wharton School of Business at the University of Pennsylvania
in 1979.

Clarence D. Armbrister, Chief of Staff, was appointed on January 7,2A08. Prior to his
appointment, Mr. Armbrister was Executive Vice President and Chief Operating Officer of Temple
University. Mr. Armbrister began his career at Temple in April 2003 when he was named Senior Vice
President. He was elevated to the position of Executive Vice President and Chief Operating Officer in
January 2007. Prior to joining Temple, Mr. Armbrister was a Director in the UBS Financial Services
Municipal Securities Group in Philadelphia and had served as Managing Director of the School District of
Philadelphi4 Treasurer of the City of Philadelphi4 and was a pa.rtner in the law firm of Saul Ewing LLP.
Mr. Armbrister holds a J.D. from the University of Michigan Law School and a B.A. degree in political
science and economics from the University of Pennsylvania.

Camille Cates Barnett, Ph.D., Managing Director, was appointed in January 2008. Dr. Barnett is a
professional manager, having worked in the cities of Sunnyvale, California, Dallas, Houston and Austin,
Texas and Washington, DC. Prior to her appointment as Managing Director, Dr. Barnett served as an
advisor and consultant to public sector clients to improve govemance, with the Public Strategies Group,
and Public Financial Management. Dr. Bamett encourages collaborative approaches to growth, disaster
recovery, economic strength, environmental sustainability and other issues that cross governmental
jurisdictions and has written numerous articles on emerging networks in goveming and transforming the
public sector. Dr. Bamett has a Ph.D. in public administration from the University of Southern Califomia
and has taught at the University of Southem California and the University of Texas at Austin.

Rob Dubow, Director of Finance, was appointed on January 7,2008. The Director of Finance is
the Chief Financial Officer of the City. Prior to his appointment, Mr. Dubow was the Executive Director
of the Pennsylvania Intergovemmental Cooperation Authority (PICA), which is a financial oversight
board established by the Commonwealth in 1991. He served as Chief Financial Officer of the
Commonwealth of Pennsylvania from 2004 to 2005. From 2000 to 2004, he served as Budget Director for
the City of Philadelphi4 where he had also been a Deputy Budget Director and Assistant Budget Director.
Before working for the City, Mr. Dubow was a Senior Financial Analyst for PICA. He also served as a
Research Associate at the Pennsylvania Economy League and was a reporter for the Associated Press.
Mr. Dubow earned a Masters in Business Administration degree from the Wharton School of Business
and a Bachelor of Arts degree from the University of Pennsylvania.

Shelley R. Smith, City Solicitor, was appointed on January 7,2008. The City Solicitor ofthe City
of Philadelphia is the City's chief legal offrceq the head of the City's Law Department, and a member of
the Mayor's Cabinet. Prior to her appointment, Ms. Smith was the Associate General Counsel for
Regulatory Afflairs - East at Exelon Corporation. Prior to joining Exelon, Ms. Smith was with Ballard
Spahr as Of Counsel in the Labor, Employment & Immigration Group. Ms. Smith also spent more than a
decade with the City of Philadelphia's Law Department where she was trial attomey and supervisor in the
Civil Rights Unit, Chief of the Affirmative Litigation and Labor and Employment Units, and. finally,
Chair of the Corporate and Tax Group.

Rina Cutler, Deputy Mayor for Transportation and Utilities was appointed in January 2008. Ms.
Cutler advises and assists the Mayor on and coordinates all policies, planning and initiatives relating to
transportation, waste management, infrastructure and public utilities. She collaborates with the Managing
Director in coordinating the development of policy and the allocation of resources for the departments of
Streets, Water and Aviation. Ms. Cutler also serves as the Mayor's representative working with SEPTA,
PGW the Parking Authority and other organizations. Ms. Cutler previously served as Deputy Secretary
of Administration for the Pennsylvania Department of Transportation in Harrisburg. Her experience
includes time as Executive Director of the Philadelphia Parking Authority and Transportation
Commissioner for the Transportation Department in Boston, Massachusetts, as well as the Executive
Director of Parking and Traffic in San Francisco.
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Everett A. Gillison, Deputy Mayor for Public Safety, was appointed on January 7, 2008. Mr.
Gillison advises and assists the Mayor on all policies, planning and initiatives designed to promote the
public safety and prevent crime. He will lead a collaborative effort with the Police Department and other
agencies in the criminal justice system to provide a more holistic approach to the prevention and the
enhancement of public safety throughout the City. Mr. Gillison previously served as a Senior Trial
Lawyer for the Defender Association of Philadelphia where he worked for more than 30 years. Other
experience also includes his time on the Board of Summerbridge of Greater Philadelphia as well as a
member of the American College of Trial Lawyers.

Alan Greenberger, Acting Deputy Mayor for Planning and Economic Development and Director
of Commerce, was appointed on June 30, 2009. Mr. Greenberger is also the Executive Director of the
City Planning Commission where he chairs the Philadelphia Zoning Code Commission. A native of New
York City, he moved to Philadelphia in 1974 to join MitchelVGiurgola Architects. He became an

associate of Mitchell/Giurgola in 1980, moved to Australia to join MitchelllGiurgola & Thorpe, architects
for the Australian Parliament House, and rejoined Mitchell/Giurgola in Philadelphia as a partner in 1986.

In 1990, he and several partners at M/G changed the name of the firm to MGA Partners, where he
practiced through 2008. He has been the lead designer on numerous MGA projects including the
Department of State National Foreign Affairs Training Center. the West Chester University School of
Music and Performing Arts Center, America on Wheels Museum, Lehigh University Linderman Library
Renovation, Mann Center for the Performing Arts Master Plan and Pavilions, and the Centennial District
Master Plan.

Dr. Donald F. Schwarz, Deputy Mayor for Health and Opportunity and Health Commissioner,
was appointed in January 2008. Prior to entering government service, Dr. Schwarz was Vice Chairman of
the Department of Pediatrics of the University of Pennsylvania School of Medicine and Craig-Dalsimer
Division Chief for Adolescent Medicine at The Children's Hospital of Philadelphia. He was also Mary
D. Ames Associate Professor of Child Advocacy in the Department of Pediatrics of the University of
Pennsylvania School of Medicine at The Children's Hospital of Philadelphia. Dr. Schwarz is board
certified in pediatrics and adolescent medicine. Dr. Schwarz was, for 22 years, an active researcher in the
areas ofadolescent risk behaviors and early childhood development.

Pauline Abemathy, Senior Advisor to the Mayor, was appointed in January 2008. Ms. Abernathy
was previously Deputy Director of Health and Human Services Policy at The Pew Charitable Trusts
where she initiated, designed and managed national initiatives related to child welfare policy, underage
drinking prevention, retirement savings and student debt policy. Prior to working at Pew, Ms. Abernathy
worked at The White House National Economic Council and Domestic Policy Council and at the U.S.
Department of Education and as a legislative assistant for a U.S. Senator. She has a bachelor's degree in
Art History from Yale University and a Masters in Public Policy from Harvard University's Kennedy
School of Govemment.

Julia Chapman, Legislative Affairs Director, was appointed in January 2008. Her role is to
manage state and local legislation important to the City and to oversee government relations with state

and local elected officials. Prior to her appointment, Ms. Chapman worked for Michael A. Nutter when he

was a member of Philadelphia City Council, serving as his Chief of Staff for fifteen years. She also
worked for State Representative Dwight Evans in the capacity as Legal Counsel to the House
Appropriations Democratic Committee. In addition, Ms. Chapman worked for former Mayor Wilson
Goode, Sr. in the Office of Policy & Legislative Affairs. Ms. Chapman is an attomey. She is a graduate of
Rutgers University School of Law in Camden, NJ and received her Bachelor of Science degree in
Economics at the University of lllinois.

Michael DiBerardinis, Ccmmissioner of Parks and Recreation and Special Advisor to the Mayor
on Libraries, was appointed in April 2009. Prior to his appointmenl, Mr. DiBerardinis served as Semetary
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of Pennsylvania's Department of Conservation and Natural Resources, overseeing ll7 state parks,26
forest districts, and 7 regional community offices. The department, under Secretary DiBerardinis,
managed 2.5 million acres of public land and administered grant programs that annually dispensed over
$80 million dollars. Prior to being named as Secretary for DCNR, Mr. DiBerardinis served as Executive
Director of the Campaign for Working Families. Before working with the Campaign, Mr. DiBerardinis
was the Vice President of Programs for the William Penn Foundation. Mr. DiBerardinis' long history of
public administration includes serving as the Commissioner of the Philadelphia Department of Recreation
from 1992 to 2000. Mr. DiBerardinis earned a Bachelor of Arts deqree in Political Science from St.
Joseph's University.

Patricia Enright, Director of Communications and Deputy Chief of Staff, was appointed on
January 7, 2008. Prior to joining the Administration, Ms. Enright served as Executive Director of the
Mayor's Transition Team as well as Campaign Manager of the Mayor's campaign during the general
election. Ms. Enright was Campaign Manager for Govemor Ed Rendell's re-election campaign. Prior to
the campaign, she was appointed by Rendell as Director of the Office of Public Liaison. In addition to
several national campaign positions, Ms. Enright served as press secretary for Sen. Harkin and spent 8
years in the Clinton Administration including appointments as Assistant Secretary for Public Affuirs and
Senior Advisor to the Secretary at the Department of Housing and Urban Development.

Allan R. Frank, Chief Technology Officer, was appointed on September 2, 2008. Mr. Frank's
background includes co-founder of a publicly-traded Consulting and Research company, Senior Partner in
a Global Professional Services Firm. and extensive experience in setting strategy, implementing and
operating core business processes, product development, marketing, internal IT management, and
software development. He is also recognized as an expert in the areas of information delivery, decision
support and knowledge management. Mr. Frank holds a Bachelor of Science in Accounting Master of
Science in Computer Science, and Master of Business Administration in Finance from Lehigh University
and he is also a non-practicing Certified Public Accountant.

Teresa A. Gillen, Senior Advisor to the Mayor for Economic Development, was appointed on
January 7,2008. Prior to joining the Administration, Terry Gillen was the Chief Executive Officer of the
Collegiate Consortium for Workforce and Economic Development. She also has served as the Director of
Policy for the Pennsylvania Department of Community and Economic Development in Harrisburg under
the Rendell Administration and as Chief Operating Office of National Community Capital Association -
a national community development financing organization. From 1995 to 1998, Ms. Gillen was Senior
Vice President of the Philadelphia Industrial Development Corporation ("PIDC"), which is the City's
leading economic development agency. At PIDC, Ms. Gillen managed the Office of Defense Conversion,
which oversees the reuse of the City's former defense facilities - including the former Navy Yard. In
1992, Ms. Gillen was appointed by Mayor Rendell as Deputy Commerce Director for the City of
Philadelphia.

Melanie Johnson, City Representative, was appointed on January 7, 2008. The City
Representative will promote and give wide publicity to items of interest reflecting the accomplishments of
the City and its inhabitants and the gowth and developmert of its commerce and industry. Ms. Johnson
had served as the Director of Communications for the Nutter for Mayor Campaign since August of 2006.
Prior experience includes her time as Press Secretary to Former Mayor Ed Rendell, Director of
Communication for Multicultural Affairs Congress at Philadelphia Convention and Visitors Bureaq and
Senior Account Executive at Beach Advertising.

Amy L. Kurland, Inspector General, was appointed on January 7,2AA8- The lnspector Geneml
investigates fraud, comrption, and abuse in all Cify departments, agencies, commissions and boards, as

well as in contracts with individuals or companies receiving City funds and doing business with the City.
Prior to her appointment, Ms. Kurland was an Assistant United States Attomey and Senior Litigation
Counsel for the Eastem District of Pennsylvania for 24 years, specializing in public corruption and white
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collar fraud prosecutions. She is also an Adjunct Professor of Trial Advocacy at Rutgers University.
Ms. Kurland received her B.A. from Reed College and her J.D. from Rutgers University.

Joan L. Markman is the City's first Chief Integrity Officer, and took office with the Nutter
administration on January 7,2008. Before that, Ms. Markman spent 20 years as a federal prosecutor in the
United States Attorney's Office in Philadelphia, where she focused on the investigation and prosecution
of fraud and public corruption cases. Ms. Markman has also served as an adjunct lecturer in Trial
Advocacy at the University of Pennsylvania Law School, as an associate attorney in the firm Dechert
Price and Rhoads, and as an Assistant District Attomey in Philadelphia. She is a 1979 graduate of
Wesleyan University and a 1983 graduate of the University of Virginia School of Law.

Lori A. Shorr, Ph.D., Chief Education Officer, was appointed in January 2008. Dr. Shon
previously served in Pennsylvania's Rendell administration as Special Assistant to the Secretary of
Education for the Commonwealth of Pennsylvania and in that capacity led the administration's work in
aligning academic expectations between high school and post-secondary education. Her work at the state
included dual enrollment, transfer and articulation, the Govemor's Commission on College and Career
Success, and other initiatives. Dr. Shon was previously Vice President of Policy and Planning at

Philadelphia Youth Network, a nationally-recognized non-profit which manages $24 million of
investments from government, industry and the foundations community to effect systems change and
serve over 10,000 disenfranchised Philadelphia youth through direct programming. Before her service at
the Commonwealth, she was in the Provost's and President's offices at Temple University where her
work concentrated on local academic alignment issues. At Temple Dr. Shon also was affiliated faculty in
both Women's Studies and Urban Education departments, lecturing on both feminist film theory and
educational equity. She continues to publish and speak nationally in the areas ofeducation, equity, and
public policy. Dr. Shorr eamed her Ph.D. from the University of Pittsburgh in Critical and Cultural
Studies.

Gary P. Steuer, Chief Cultural Officer was appointed on October 1, 2008. Prior to his
appointment, Mr. Steuer served as Vice hesident for Private Sector Affairs at Americans for the Arts, the
national service organization for local arts agencies. Mr. Steuer also had the additional title of Executive
Director of the Arts & Business Council of Americans for the Arts. Mr. Steuer has also served as

Executive Director of National Actors Theatre on Broadway, Director of the Capital Funding Initiative of
the New York State Council on the Arts, Managing Director of the Vineyard Theatre, Director of
Programs for the Alliance of Resident TheatresA.lew York, an aide to a United States Congressman, and a
commercial theatre producer.

David G. Wilson, Deputy Managing Director, was appointed in August 2008. Prior to his
appointment Mr. Wilson was the Executive Vice President of the Private Industry Council of Milwaukee
County, the workforce development board for the local area. Mr. Wilson served as Director of Parks and

Public Infrastructure and Regional Manager during a 13 year career in Milwaukee County Govemment.
Mr. Wilson holds a Masters in Business Administration from Marquette University and a Bachelor of
Arts degree from Bethany College.

Alan L. Butkovitz is serving his second term as Philadelphia's elected City Controller, an office
independent of the Mayor. Prior to his election as City Controller, Mr. Butkovitz served 15 years in the
Pennsylvania House of Representatives, representing the l74th Legislative District in Northeast
Philadelphia where he served on the Veterans Affairs and Urban Affairs Committees as well as

committees on Aging and Older Adults, Children and Youth and Insurance. Mr. Bu&ovitz was widely
praised for leading the bi-partisan investigation into violence in Philadelphia public schools. He authored
legislation creating the Office of the Safe Schools Advocate, the first of its kind in the nation. Mr.
Butkovitz was born and raised in Philadelphia. He is an attomey and received his Juris Doctor degree
from Temple University Law School in 1976 and a bachelor's degree from Temple Universi} in 1973.
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Government Services

Municipal services provided by the City include: police and {ire protection; health care; certain
welfare programs; construction and maintenance of local streets, highways, and bridges; trash collection,
disposal and recycling; provision for recreational programs and facilities; maintenance and operation of
the water and wastewater systems (the "Water and Wastewater Systems"); the acquisition and
maintenance of City real and personal property, including vehicles; maintenance of building codes and
regulation of licenses and permits; maintenance of records; collection of taxes and revenues; purchase of
supplies and equipment; construction and maintenance of airport facilities; and maintenance of a prison
system. The City owns the assets that comprise the Philadelphia Gas Works ("PGW' or the "Gas
Works"). PGW serves residential, commercial, and industrial customers in the City. PGW is operated by
Philadelphia Facilities Management Corporation ("PFMC"), a non-profit corporation specifically
organized to manage and operate the PGW for the benefit of the City.

Local Government Agencies

There are a number of significant governmental authorities and quasi-governmental non-profit
corporations that also provide services within the City.

The Southeastern Pennsylvania Transportation Authority ("SEPTA'), which is supported by
transit revenues and Federal, Commonwealth, and local funds, is responsible for developing and operating
a comprehensive and coordinated public transportation system in the southeastern Pennsylvania region.

The Philadelphia Parking Authority is responsible for the construction and operation of parking
facilities in the City and at the Philadelphia International Airport and, by contract with the City, for
enforcement of on-street parking regulations.

The Philadelphia Municipal Authority (formerly The Equipment Leasing Authority of
Philadelphia) ('PMA'1 was originally established for the purpose of buying equipment and vehicles to be
leased to the City. PMA's powers have been expanded to include, without limitation, the eonsffuction and
leasing of municipal solid waste disposal facilities, correctional facilities, and other municipal buildings.

The Redevelopment Authority of the City of Philadelphia (the "Redevelopment Authority") and
the Philadelphia Housing Authority develop and/or administer low and moderate income rental units and
housing in the City. The Redevelopment Authority, supported by Federal funds through the City's
Community Development Block Grant Fund and by Commonwealth and local funds, is responsible for
the redevelopment of the City's blighted areas.

The Hospitals and Higher Education Facilities Authority of Philadelphia (the "Hospitals
Authority") assists non-profit hospitals by financing hospital construction projects. The City does not own
or operate any hospitals. The powers of the Hospitals Authority have been expanded to permit the
financing of construction of buildings and facilities for certain colleges and universities and other health
care facilities and nursing homes.

The Philadelphia Industrial Development Corporation ("PIDC") and its affiliate, the Philadelphia
Authority for Industrial Development ("PAID"), coordinate the City's efforts fo maintain an attractive
business environment and to attract new businesses to the City and retain existing ones.

The Pennsylvania Convention Center Authority (the "Convention Center Authority') constructed
and maintains, manages, and operates the Pennsylvania Convention Center, which opened on June 25,
1993. The Convention Center Authority is currently undertaking an expansion of the Pennsylvania
Convention Center-
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School District

The School District was established by the Educational Supplement to the City's Home Rule
Charter to provide free pnblic education to the City's residents. Under the Home Rule Charter, its board is

appointed by the Mayor and must submit a lump sum statement of expenditures to the City annually.
Such statement is used by City Council in making its determination to authorize the levy of taxes on
behalf of the School District. Certain financial information regarding the School District is included in the
City's Comprehensive Annual Financial Report. It has no independent taxing powers and may levy only
the taxes authorized on its behalf by the City and the Commonwealth. Under the Home Rule Charter, the
School District is managed by a nine-member Board of Education appointed by the Mayor from a list
supplied by an Educational Nominating Panel that is chosen by the Mayor. ln some matters, including the
incurrence of short-term and long-term debt, both the City and the School District are govemed primarily
by the laws of the Commonwealth. The School District is a separate political subdivision of the

Commonwealth and the City has no properfy interest in or claim on any revenues or property of the
School District.

The School District was declared distressed by the Secretary of Education of the Commonwealth
pursuant to Section 691(c) of the Public School Code of 1949, as amended (the "School Code"), effective
December 22, 2001. During a period of distress under Section 691(c) of the School Code, all of the
powers and duties of the Board of Education granted under the School Code or any other law are

suspended and all of such powers and duties are vested in the School Reform Commission (the "School
Reform Commission") provided for under the School Code. The School Reform Commission is

responsible for the operation, management and educational program of the School District during such
period. It is also responsible for financial matters related to the School District. The School Code provides
that the members of the Board of Education continue to serve during the time the School District is
governed by the School Reform Commission, and that the establishment of the School Reform
Commission shall not interfere with the regular selection of the members of the Board of Education.
During the tenure of the School Reform Commission, the Board of Education will perform those duties
delegated to it by the School Reform Commission. As of the date hereol the School Reform Commission
has not delegated any duties to the Board.

PENNSYLVAAIIA INTERGOVERNMENTAL COOPERATION AUTHORITY

General

The Pennsylvania Intergovemmental Cooperation Authority ('PICA") was created on June 5,
1991 by the Pennsylvania Intergovemmental Cooperation Authority Act for Cities of the First Class (the

'PICA Act'). PICA was established to provide financial assistance to cities of the first class. The Cify is
the only city of the first class in the Commonwealth. The PICA Act provides that, upon request by the
City to PICA for financial assistance and for so long as any bonds issued by PICA remain outstanding,
PICA shall have certain financial and oversight functions. Under the PICA Act, PICA no longer has the
authority to issue bonds for new money purposes, but may refund bonds previously issued by it. PICA has

the power, in its oversight capacity, to exercise certain advisory and review procedrnes with respect to the
City's financial affairs, including the power to review and approve five-year financial plans prepared at
least annually by the City, and to certif non-compliance by the City with the then-existing five-year plan
adopted by the City pursuant to the PICA Act. PICA is also required to certiff non-compliance if among
other things, no approved five-year plan is in place; and PICA is required to certify non-compliance with
an approved five-year plan if the City has failed to file mandatory revisions to an approved five-year plan.

Under the PICA Acg any such certification of non-compliance would require the Secretary of the Budget
of the Commonwealth to withhold payments due to the City from the Commonwealth or any of its
agencies (including. with certain exceptions, all grants, loans, entitlements and payment of the portion of
the PICA Tax, hereinafter described, otherwise payable to the City). See "Source of Payment of PICA
Bonds" below.
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On June 16, 1992, PICA, at the request of the City, issued $474,555,000 Special Tax Revenue
Bonds (City of Philadelphia Funding Program), Series of 1992 (the'1992 PICA Bonds"). The proceeds
of the 1992 PICA Bonds were used (i) to make grcnts to the City to fund the Fiscal Year 1991 General
Fund cumulative deficit ($153.5 million) and the then-projected Fiscal Year 1992 General Fund deficit
(S71.4 million); (ii) to make grants to the City to pay the costs of certain capial projects to be undertaken
by the Cify; and (iii) to make a grant to the City to provide it with financial assistance to enhance
productivity in the operation of City govemment. It had been anticipated that the proceeds of the 1992
PICA Bonds would also be used to fund the City's projected Fiscal Year 1993 General Fund deficit;
however, because no deficit occurred, a grant from PICA for this purpose was not required. These
proceeds, in the amount equal to $23.5 million, were instead used to provide funds for other City
purposes.

On July 29, 1993, PICA, at the request of the City, issued $643.430,000 Special Tax Revenue
Bonds (City of Philadelphia Funding Program), Series of 1993 (the "1993 PICA Bonds"), the proceeds of
which were used to make grants to the City to pay the costs of certain capital projects to be undertaken by
the City and to make a grant to the City to provide for the defeasance of certain outstanding general
obligation bonds of the City in the aggregate amount of $336.225,000.

On September 14, 1993. PICA issued $178,675,000 Special Tax Revenue Refunding Bonds (City
of Philadelphia Funding Program), Series of 19934 (the "1993A PICA Bonds"), the proceeds of which
were used to advance refund $136,670,000 principal amount of the 1992 PICA Bonds.

On December 15. 1994, PICA, at the request of the City, issued $122,020,0A0 Special Tax
Revenue Bonds (City of Philadelphia Funding Program) Series of 1994 (the "1994 PICA Bonds"), the
proceeds of which were used to make grants to the City to pay the costs of certain capital projects to be
undertaken by the City.

On May 30, 1996, PICA issued $343,030,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 1996 (the "1996 PICA Bonds"), the proceeds of which were
used to advance refund S304,160,000 principal amount of the 1992 PICA Bonds and $120,.180,000
principal amount of the 1994 PICA Bonds.

On April 15, 1999, PICA issued $610.005,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 1999 (the "1999 PICA Bonds"), the proceeds of which were
used to advance refund S610,730,000 principal amount of the 1993 PICA Bonds.

On June 16,2003, PICA issued $165,550,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 2003, the proceeds of which were used to reftind $163,185,000
principal amount of the 1993,{ PICA Bonds.

On June 15,20A6, PICA issued $89,950,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program) Series of 2006 (Auction Rate Securities), the proceeds of which were
used to refund $89,960,000 principal amount of the 1996 PICA Bonds.

On May 15, 2008, PICA issued S133,740,000 Series 20084 and $80,825,000 Series 20088
Special Tax Revenue Refunding Bonds (City of Philadelphia Funding Program). The proceeds of the
Series 20084 bonds were used to refund $142,085,000 principal amount of the 2003 PICA Bonds; the
proceeds of the Series 20088 Bonds together with other available funds of the Authority were used to
refund $85,500,000 principal amount of the 2006 PICA Bonds.

As of the close of business on June 30, 2008, the principal amount of PICA bonds outstanding
was $572.095,000.
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On June 15, 2009, PICA issued $354,925,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 2009, the proceeds of which were used to refund the
outstanding 1999 PICA Bonds and pay the costs of terminating an associated swap.

Source ofPayment ofPICA Bonds

The PICA Act authorized the Cify to impose a tax for the sole and exclusive purposes of PICA.
ln connection with the adoption of the Fiscal Year 1992 budget and the adoption of the first Five-Year
Plan, the City reduced the wage, earnings, and net profits tax on City residents by 1.5% and enacted a
PICA Tax of l.5Yo tax on wages, eamings and net profits of City residents (the "PICA Tax"). Proceeds of
the P{CA Tax are solely the property of PICA. The PICA Tax, collected by the Cify's Department of
Revenue, is deposited in the "Pennsylvania Intergovemmental Cooperation Authority Tax Fund" (the

'PICA Tax Fund") of which the State Treasurer is custodian. The PICA Tax Fund is not subject to
appropriation by City Council or the General Assembly of the Commonwealth.

The PICA Act authorizes PICA to pledge the PICA Tar to secure its bonds and prohibits the
Commonwealth and the City from repealing the PICA Tax or reducing the rate of the PICA Tax while
any bonds secured by the PICA Tax are outstanding.

The PICA Act requires that proceeds of the PICA Tax in excess of amounts required for (i) debt
service, (ii) replenishment of any debt service reserve fund for bonds issued by PICA, and (iii) certain
PICA operating expenses, be deposited in a trust fund established pursuant to the PICA Act exclusively
for the benefit of the City and designated the "City Account." Amounts in the City Account are required
to be remitted to the City not less often than monthly, but are subject to withholding if PICA certifies the
City's non-compliance with the then-current five-year plan.

The PICA Act establishes a "Bond Payment Account" for PICA as a trust fund for the benefit of
PICA bondholders and authorizes the creation ofa debt service reserve fund for bonds issued by PICA.
Since PICA has issued bonds secured by the PICA Tax, the PICA Act requires that the State Treasurer
pay the proceeds of the PICA Tax held in the PICA Tax Fund directly to the Bond Payment Account, the
debt service reserve fund created for bonds issued by PICA and the City Account.

The total amount of PICA Tax remitted to PICA by the State Treasurer (which is net of the costs

of the State Treasurer in collecting the PICA Tax) for each of the Fiscal Years 1999 through 2008, the
current estimate for Fiscal Year 2009 and the budeeted amount for Fiscal Year 2010, are set forth below:

Year

t999
2000
2001
2402
2043
2044
2005
2006
2047
2008
2009 (Estimate)
2010 (Adopted Budget)

Amount

$ 245.8 million
256.6 million
273.6 million
278.0 million
281.5 million
285.0 million
300.2 million
309.9 million
327.9 million
341.8 million
352.1million
360.9 million

PICA bonds are payable Aom the PICA revenues, including the PICA Tax, pledged to secure

PICA's bonds, the Bond Payment Account and any debt service reserve fund established for such bonds
and have no claim on any revenues of the Commonwealth or the Citv.

c-10



Five-Year Plans of the City

One of the conditions precedent to the issuance of bonds by PICA was the development by the
City and approval by PICA of a five-year financial plan. The original five-year plan. which covered Fiscal
Years 1992 through 1996, was prepared by the Mayor, approved by City Council on April 29, 1992 and
by PICA on May 18, 1992. In each subsequent year, the City updated the previous year's five-year plan,
each of which was adopted by City Council, signed by the Mayor and approved by PICA.

The Mayor presented the Seventeenth Five-Year Plan (the "Seventeenth Five-Year Plan") to City
Council on February 14,2A08. City Council approved the Fiscal Year 2009 Budget and the revised Fiscal
Years 2009-2013 Five Year Plan on May 22, 2008. The Mayor signed the budget into law onMay 22,
2008. The Seventeenth Five-Year Plan was approved by PICA on June 17,2008.

The Mayor presented the Eighteenth Five-Year Plan (the "Eighteenth Five-Year Plan") to City
Council on March 19,2009. City Council began its review of the Fiscal Year 2010 Operating Budget and
Eighteenth Five Year Plan on March 25,2009. City Council approved the Fiscal Year 2010 Budget on
May 2l , 2009, and. the Mayor signed it on May 27 , 2009 . The City submitted the revised Eighteenth Five-
Year Plan to PICA in June 2009 for PICA's approval. PICA's Board approved the City's Eighteenth
Five-Year Plan on July 21,2009 with several conditions, including that the Eighteelth Five-Year Plan
will be deemed disapproved if (i) the General Assembly of the Commonwealth fails to enact legislation
authorizing the City to increase the City's sales tax and change the City's pension fund payments by
August 15,2009 or such earlier date that the General Assembly recesses for the summer, or (ii) the City
fails to provide PICA by August 20,2A09 with a list of items that could generate at least $25 million in
additional savings or recurring revenues in each year of the Eighteenth Five-Year Plan. If either of the
conditions referred to above are not met, the City would be required to submit a revised Eighteenth Five
Year Plan within 15 days of the deemed disapproval. The City is preparing the information required in
clause (ii) and anticipates that it will be submitted to PICA by August 20, 2AA9. The City is currently
developing altemate budget scenarios and revisions to the Eighteenth Five-Year Plan to submit to PICA
on a timely basis in the event the sales tax and pension change legislation is not enacted. See

"DISCUSSION OF FINANCTAL OPERATIONS - Effect of Economic Crisis on City Budget" and "-
Fiscal Year 2010 Adopted Budget", and "PENNSYLVANIA INTERGOVERNMENTAL
COOPERATTON AUTHORITY-Five Year Plans of the City". For a discussion of the effect of the City
failing to maintain or comply with an approved five-year plan, see "General" above.

CITY FINANCIAL PROCEDURES

Except as otherwise noted, the financial statements, tables, statistics, and other information shown
below have been prepared by the Office of the Director of Finance and can be reconciled to the financial
statements in the City's Comprehensive Annual Financial Report and Notes therein.

Independent Audit and Opinion of the City Controller

The City Controller has examined and expressed opinions on the basic financial statements of the
City of Philadelphia contained in the City's Comprehensive Annual Financial Report for the Fiscal Year
ended June 30, 2008 (the "Fiscal Year 2008 Comprehensive Annual Financial Report").

The City Controller has not participated in the preparation of this Official Statement nor in the
preparation of the budget estimates and projections and cash flow statements and forecasts set forth in
various tables contained in this Official Statement. Consequently, the City Contrcller expresses no
opinion with respect to any of the data contained in this Official Statement other than what is contained in
the Fiscal Year 2008 Comprehensive Annual Financial Report.
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Principal Operations

The major operations of the City are conducted through the General Fund. In addition to the General
Fund, operations of the City are conducted through two other major governmental funds and 12 minor
govemmental funds. The two major governmental funds and three of the minor governmental funds are

financed solely through grants from the Commonwealth and Federal govemment. The City's Debt
Service Fund and Capital Projects Fund are also included with the minor governmental funds.

Fund Accounting

Funds are groupings of activities that enable the City to maintain control over resources that have
been segregated for particular purposes or objectives. All of the funds of the City can be divided into
three categories: governmental funds, proprietary funds and fiduciary funds.

Governmental Funds. The governmental funds are used to account for the financial activity of the
City's basic services, such as: general govemment; economic and neighborhood developmen! public
health, welfare and safety; cultural and recreational; and streets, highways and sanitation. The funds'
financial activities focus on a short-term view of the inflows and outflows of spendable resources, as well
as on the balances ofspendable resources available at the end ofthe fiscal year. The financial information
presented for the governmental funds is useful in evaluating the City's short term financing requirements.

The City maintains twenty-three individual governmental funds. The City's Comprehensive
Annual Financial Report (including for the City's fiscal year ended June 30, 2008), presents data
separately for the General Fund, Grants Revenue Fund and Health Choices Behavioral Health Fund,
which are considered to be major funds. Data for the remaining eighteen funds are combined into a single
aggregated presentati on.

Proprietary Funds. The proprietary funds are used to account for the financial activity of the
City's operations for which customers are charged a user fee; they provide both a long and short-term
view of financial information. The City maintains three enterprise funds that are a type of proprietary
funds - airport, water and wastewater operations, and industrial land bank.

Fiduciary Funds. The City is the trustee, or fiduciary, for its employees' pension plans. It is also
responsible for PGW's employees' retirement reserve assets. Both of these fiduciary activities are

reported in the City's Comprehensive Annual Financial Report (including for the City's fiscal year ended
June 30, 2008), as separate financial statements offiduciary net assets and changes in fiduciary net assets.

Basis of Accounting and Measurement Focus

Governmentai funds account for their activities using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the curent period. For this purpose, the City
considers revenues to be available if they are collected within 60 days of the end of the cunent fiscal
period. Expenditures axe generally recorded when a liability is incurred, as in the case of full accrual
accounting. Debt service expenditures, as well as expenditures related to compensated absences and

claims and judgments, are recorded only when payment is due; however, those expenditures may be

accrued if they are to be liquidated with available resources.

Imposed non-exchange revenues, such as real estate taxes, are recognized when the enforceable
legal claim arises and the resources are available. Derived tax revenues, such as wage, business privilege,
net profiB and earnings taxes, are recognized when the underlying exchange transaction has occurred and
the resources are available. Grant revenues are recognized when all the applicable eligibility requirements
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have been met and the resources are available. All other revenue items are considered to be measurable
and available only when cash is received by the City.

Revenue that is considered to be program revenue includes: (1) charges to customers or
applicants for goods received, services rendered or privileges provided, (2) operating grants and
contributions, and (3) capital grants and contributions. lnternally dedicated resources are reported as

general revenues rather than as program specific revenues; therefore, all taxes are considered general
revenues.

The City's financial statements reflect the following three funds as major Governmental Funds:

o The General Fund is the City's primary operating fund. It accounts for all financial
resources ofthe general government, except those required to be accounted for in other
funds.

o The Health Choices Behavioral Health Fund accounts for resources received from the
Commonwealth. These resoLlrces are restricted to providing managed behavioral health
care to residents of the city.

r The Grants Revenue Fund accounts for the resources received from various federal" state
and private grantor agencies. The resources are restricted to accomplishing the various
objectives of the grantor agencies.

The City also reports on Permanent Funds, which are used to account for resources legally held in
trust for use by the park and library systems of the City. There are legal restrictions on the resources of
the funds that require the principal to remain intact, while only the eamings may be used for the
progmms.

The City reports on the following Fiduciary Funds:

r The Municipal Pension Fund accumulates resources to provide pension benefit payments
to qualified employees of the City and certain ottrer quasi-govemmental organizations.

o The Philadelphia Gas Works Retirement Reserve Fund accounts for contributions made
by PGW to provide pension benefit payments to its qualified employees under its
noncontributory pension plan.

The City reports on the following major Proprietary Funds:

. The Water Fund accounts for the activities related to the operation of the City's water
delivery and sewage systems.

o The Aviation Fund accounts for the activities of the City's airports.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and delivering
goods in connection with a proprietary fund's ongoing operations. The principal operating revenues of the
Water Fund are charges for water and sewer service. The principal operating revenue of the Aviation
Fund is charges for the use of the airport. Operating expenses for enterprise funds include the cost of sales
and services. administrative expenses, and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

Legal Compliance

The City's budgetary process accounts for certain transactions on a basis other than generally
accepted accountilg principles (GAAP). In accordance with the Home Rule Charter, the Cify has
formally established budgetary accounting control for its operating and capital improvement funds.
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The operating funds of the City, consisting of the General Fund, ten Special Revenue Funds
(County Liquid Fuels Tax, Special Gasoline Tax, Health Choices Behavioral Health, Hotel Room Rental
Tax, Grants Revenue, Community Development, Car Rental Tax, Wage Tax Reduction, Acute Care

Hospital Assessment and Housing Trust Funds) and two Enterprise Funds (Water and Aviation Funds),
are subject to annual operating budgets adopted by City Council. Included with the Water Fund is the
Water Residual Fund. These budgets appropriate funds for all City departments, boards and commissions
by major class of expenditure within each department. Major classes are defined as: personal services;
purchase of services; materials and supplies; equipment; contributions, indemnities and taxes; debt
service; payments to other funds; and advances and other miscellaneous payments. The appropriation
amounts for each fund are supported by revenue estimates and take into account the elimination of
accumulated deficits and the re-appropriation of accumulated surpluses to the extent necessary. All
transfers between major classes (except for materials and supplies and equipment, which are appropriated
together) must have councilmanic approval. Appropriations that are not expended or encumbered at year-
end are lapsed.

The City's capital budget is adopted annually by City Council. The capital budget is appropriated
by project for each department. Requests to transfer appropriations between projects must be approved by
City Council. Any appropriations that are not obligated at year-end are either lapsed or carried forward to
tie next fiscal year.

Schedules prepared on the legally enacted basis differ from the GAAP basis in that both
expenditures and encumbrances are applied against the cunent budget, adjustments affecting activity
budgeted in prior years are accounted for through fund balance or as reduction ofexpenditures and certain
interfund transfers and reimbursements are budgeted as revenues and expenditures.

Budget Procedure

At least ninety days before the end of the Fiscal Year the operating budget for the next Fiscal
Year is prepared by the Mayor and must be submitted to City Council for adoption. The budget, as

adopted, must be balanced and provide for discharging any estimated deficit from the current Fiscal Year
and make appropriations for all items to be funded with City revenues. The Mayor's budgetary estimates
of revenues for the ensuing Fiscal Year and projection of surplus or deficit for the curent Fiscal Year
may not be altered by City Council. Not later than the passage of the operating budget ordinance, City
Council must enact such revenue measures as will, in the opinion of the Mayor, yield sufficient revenues
to balance the budget.

At least thirty days before the end of each Fiscal Year, City Council must adopt by ordinance an

operating budget and a capital budget for the ensuing Fiscal Year and a capital program for the six
ensuing years. If the Mayor disapproves the bill, he must return it to City Council with the reasons for his
disapproval at the first meeting thereof held not less than ten days after he receives it. If the Mayor does

not return the ordinance within the time required, it becomes law without his approval. If City Council
passes the bill by a vote of two-thirds of all of its members within seven days after the bill has been

retumed with the Mayor's disapproval, it becomes law without his approval. The capital program is
prepared annually by the City Planning Commission to present the capital expenditures planned for each
of the six ensuing Fiscal Years, including the estimated total cost of each project and the sources of
funding (local, state, Federal, and private) estimated to be required to finance each project. The capital
program is reviewed by the Mayor and transmitted to City Council for adoption with his recommendation
thereon. See Table A-l I for a summary of the City's capital improvement program for the Fiscal Years
2010 through 2015.

The capital budget ordinance, authorizing in detail the capital expenditures to be made or incurred
in the ensuing Fiscal Year from funds that City Council appropriates, is adopted by City Council
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concurrently with the capital progmm. The capital budget must be in full conformity with that part of the
capital program applicable to the Fiscal Year that it covers.

Awards

For the twenty-eighth consecutive year, the Govemment Finance Officers Associalion of the
United States and Canada (GFOA) awarded its prestigious Certificate of Achievement for Excellence in
Financial Reporting to the City for its Comprehensive Annual Financial Report for the fiscal year ended
June 30, 2007. The Cify received this recognition by publishing a report that was well organized and
readable and satisfied both generally accepted accounting principles and applicable legal requiremenls.

CITY CASH MANAGEMENT AND INVf,STMENT POLICIES

Consolidated Cash

The Act of the General Assembly of the Commonwealth of June 25,1919, P.L. 581, Art. XVIL $
6, gives the City the authority to make temporary inter-fund loans between operating and capital funds.

The Consolidated Cash Account provides for the physical commingling of the cash of all Cify
Funds, except those which, for legal or contractual reasons, cannot be commingled (e.g., the Municipal
Pension Fund, sinking funds, sinking fund reserves" funds of PGW, the Water Ftmd, the Aviation Fund
and certain other restricted purpose funds). A separate accounting is maintained fot the equity of each
member fund in the Consolidated Cash Account. The City manages the Consolidated Cash Account
pursuant to the following procedures:

To the extent that any member fund temporarily experiences the equivalent of a cash deficiency,
the required advance is made from the Consolidated Cash Account, in the amount necessary to result in a
zero balance in the cash equivalent account of the borrowing fund. All subsequent net receipts of a
borrowing fund are applied in repayment of the advance.

All advances are made within the budgetary constraints of the borrowing funds. Within the
General Fund, this system of inter-fund advances has historically resulted in the temporary use of tax
revenues or other operating revenues for capital purposes and the temporary use of capital frrnds for
operating purposes.

Procedures goveming the City's cash management operations require the General Fund-related
operating fund to borrow initially from the General Fund-related capital fund, and only to the extent there
is a deficiency in such fund may the General Fund-related operating fund borrow money from any other
funds in the Consolidated Cash Account.

Investment Practices

Cash balances in each of the City's funds are managed to maintain daily liquidity to pay
expenses, and malie investments that preserve principal while striving to obtain the maximum rate of
retum. In accordance with the Home Rule Charter, the City Treasurer is the City Official responsible for
managing cash collected into the City Treasury. The available cash balances in excess of daily expenses
are placed in demand accounts, swept into money market mutual funds, or used to make investments
directed by professional money managers. These investments are held in segregated trust accounts at a
separate financial institution. Cash balances related to Revenue Bcnds for Water and Sewer and the
Airport are directly deposited and held separately in trust. A Fiscal Agent manages these cash balances
per the related bond documents and the investment practice is guided by administrative direction of the
City Treasurer per the Investment Committee and the Investment Policy. In addition, certain operating
cash deposits (such as Community Behavioral Health. Special Gas/County Liquid and "911" surcharge)
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of the Cify are restricted by purpose and required to be segregated into accounts in compliance with
Federal or State reporting.

Investment guidelines for the City are embodied in legislation approved by City Council
appearing in the Philadelphia City Code, Chapter 19. tn furtherance of the City, State, and Federal
legislative guidelines, the Director of Finance adopted a written Investment Policy (the "Policy") that first
went into effect in August 1994 and most recently was revised in April200l. This Policy supplements
other legal requirements and establishes a comprehensive investment policy for the overall administration
and effective management of all monetary funds (except the Municipal Pension Fund and PGW
Retirement Reserve Fund).

The Policy delineates the authorized investments as approved by City Council Ordinance and the
funds to which the Policy applies. The authorized investments include U.S. Govemment Securities, U.S.
Treasuries, U.S. Agencies, Collateralized Certificates of Deposit, Bankers Acceptance Notes, Eurodollar
Deposits, Euro Certificates of Deposit, Commercial Paper, Corporate Bonds, Money Market Mutual
Funds, Repurchase Agreements and Commonwealth of Pennsylvania securities, all of investment grade

rating or better. Each category of instruments, excluding U.S. Government Treasury and Agency
securities which carry no limitation, is limited to investment of no more than 25Yo of the total portfolio,
and no more than l0% of the total portfolio per institutional or corporate issuer. The Policy also restricts
investments to those having a maximum maturity of two years. Daily liquidity is maintained ftrough the
use of SEC-registered money market mutual funds with the balance of funds invested by the City or
money managers in accordance with the Policy.

The Policy provides for an ad hoc Investment Committee consisting of the Director of Finance,
the City Treasurer and the Deputy City Treasurer with ex-officio membership of a representative of each

of the principal operating and capital funds, i.e., Water Fund, Aviation Fund, Philadelphia Gas Works and

Philadelphia Municipal Authority. The Investment Committee meets quarterly with each of the
investment managers to review each manager's performance to date and to plan for the next quarter.

lnvestment managers are given any changes in investment instructions at these meetings. The Investment
Committee approves all modifications to the Policy.

The Policy expressly forbids the use of any derivative investment product whose yield or market
value does not follow the normal swings in interest rates. Investment in derivatives such as "inverse
floaters," leveraged variable rate debt and interest-only or principal-only Collateralized Mortgage
Obligations are specifically forbidden. The use of any other derivative investment products is reshicted to
identified "core cash" in any filrd but never to exceed 25o/o of any fund's balance at the time ofpurchase.

General Fund Cash Flow

Because the receipts of General Fund revenues lag behind expenditures during most of each fiscal
year, the City issues notes in anticipation of General Fund revenues and makes payments from the
Consolidated Cash Account to finance its on-going operations. The City has issued notes in anticipation
of the receipt of income by the General Fund in each fiscal year since Fiscal Year 1972 (with a single
exception). Each issue was repaid when due, prior to the end of the fiscal year.

The timing imbalance referred to above results from a number of factors, priacipally the
following: (l) real property, business privilege ta"x and certain other taxes are not due until the latter part
of the fisca1 year; and (2) the City experiences lags in reimbursement from other govemmental entities for
expenditures initially made by the City in connection with progrcms funded by other governments.
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DISCUSSION OF FINANCIAL OPERATIONS

Fiscal Year 2008 Actual

Results for Fiscal Year 2008 reflect revenues of $3.72 billion, obligations of $3.92 billion and a
Fiscal Year 2008 fund balance of $119.5 million on a legally enacted basis (modified accruals), an
increase of $35.1 million over the fund balance estimated in the adopted budget, but a decrease of $ I 78.4
million from the Fiscal Year 2007 ending fund balance. The decrease was caused in large part by one-
time payments to the City's four unions as pa.rt of collective bargaining agreement settlements and
reduction in business privilege and real estate transfer tax collections. This increase over the estimate in
the adopted budget is largely due to the fact that the Fiscal Year 2007 fund balance was $126 million
higher than anticipated when the budget was adopted. The estimate is also $54 million lower than the
Fiscal Year 2008 fund balance estimated in the Approved Five Year Plan. This decrease is mainly the
result of the lower than expected business privilege tax receipts, and lower state reimbursements.

Fiscal Year 2009 Adopted Budget

The City's Fiscal Year 2009 budget was approved by Cify Council on May 22,2008 and signed
into law that day. The budget projects estimated revenues of $3.9 billion, obligations of $4.03 billion and
an ending fund balance of $62.5 million on the legally enacted basis. This budget was adopted by the City
in conjunction with the Seventeenth Five-Year Plan which was approved by PICA on June 17,2A08.

Fiscal Year 2009 Current Estimate

The City's Fiscal Year 2009 current estimate projects revenues of $3.75 billion and obligations of
$3.95 billion on a legally enacted basis. Tax revenues are now projected to be $179 million below budget
levels. The real estate transfer ta"r and business privilege tax account for more than $152 million of the
reduction. Total general fund revenue is projected to be $138.5 million below budget. Obligations are
now projected to be $78.4 million below budgeted levels as the administration took quick action to reduce
obligations and reduce the projected deficit. The Fiscal Year 2009 fund balance is projected to be ($60)
million.

Effect of Economic Crisis on City Budget

Like other local governments across the country, the City is experiencing declines in tax
collections and expected increases in pension costs. On November 6, 2008, Mayor Nutter announced the
Crty's budget-balancing plan to address what would be, unless compensatory action was taken, an
estimated $l billion deficit over the next five years and a $108 million fund balance deficit, out of a $4
billion budget, in Fiscal Year 2009.

The Mayor's plan included, among other things, curtailment of certain nonessential services,
suspension of City-funded business and wage tax reductions until Fiscal Year 2015, closing some outdoor
pools, eliminating 800 positions either through layoffs or not filling vacancies, and reducing employee
overtime costs. On December 4, 2008, City Council approved revenue enhancement legislation which
was part of the Mayor's budget-balancing plan. This legislation included halting reductions of City-
funded wage and business privilege tax rates until Fiscal Year 2015. In addition, the legislation included
increases to certain fees, including some licensing and inspection fees, false burglar alarm fees and some
health related fees. The budget-balancing plan was expected to result in $148 million in savings for Fiscal
Year 2009, which, based upon then current revenue estimates, would have resulted in a Fiscal 2009
ending fund balance of $41 million.

However during November and December the City continued to experience declining receipts
and further erosion in pension fund earnings performance. On January 15,2009, Mayor Nutter announced
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that despite previous actions taken which are described above, the City again faced a five year deficit of
over $ 1 billion and a Fiscal Y ear 2009 fund balance estimate of ($60) million.

On January 76,2009, the administration issued a budget call that included budget reductions of
10,20 and 30 percent from every department. The administration reviewed these responses, engaged in
community outreach progmms and town hall meetings and conducted citizen and employee surveys to
solicit input on the array of options available to balance the budget and Plan. The administration proposed
a Fiscal Year 2010 budget (discussed below) and an Eighteenth Five-Year Plan that includes staff
reductions, anticipated benefit and pension savings and work rule changes, increased fees and a temporary
increase in the City Sales Tax (as defined herein). Additionally, the Eighteenth Five-Year Plan assumes a
partial deferral of the City's pension payment in Fiscal Year 201A ($150 million) and Fiscal Year 2011
($80 million) to be paid back by Fiscal Year 2Al4.ln addition to the deferral, the City is changing the
amortization period from 20 years to 30 years and lowering the interest rate assumption from 8.75 percent

to 8.25 percent. The temporary City Sales Tax increase and several pension changes require approval of
the Pennsylvania General Assembly. The City is currently working with Commonwealth officials on
obtaining such approval for these changes. See "EXPENDITURES OF THE ClTY-Municipal Pension
Fund (Related to All Funds)" herein.

Fiscal Year 2010 Adopted Budget

The City's Fiscal Year 2010 budget was presented to City Council on March 19, 2009, was
approved by Cify Council on May 21,2009, and signed by the Mayor on May 27,2009. The budget
projects estimated revenues of $3.815 billion, obligations of $3.694 billion and an ending fund balance of
$85.3 million after discharging the Fiscal Year 2009 fund balance deficit on the legally enacted basis.

The budget includes a I percent City Sales Tax increase which is estimated to yield $106 million in Fiscal
Year 2010 increasing to an estimated $l2l million in Fiscal Year 2014. The City Sales Tax increase and
several of the assumed changes to the pension system will require approval of the Pennsylvania General
Assembly. The administration is developing altemate budget balancing scenarios in the event that
approval of the Pennsylvania General Assembly does not occur.
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Quarterly Reporting to PICA

On November 16, 1992, the City submitted the first of its quarterly reports to PICA. This
reporting is required under the PICA Act so that PICA may determine whether the City is in compliance
with the then-current Five-Year Plan. Under the PICA Act. a "yariance" is deemed to have occurred as of
the end of a reporting period if (i) a net adverse change in the fund balance of a covered fund of more than
1oh of the revenues budgeted for such fund for that fiscal year is reasonably projected to occur, such
projection to be calculated from the beginning ofthe fiscal year for the entire fiscal year, or (ii) the actual
net cash flows of the City for a covered fund are reasonably projected to be less than95Yo of the net cash
flows of the City for such covered fund for that fiscal year originally forecast at the time of adoption of
the budget, such projection to be calculated from the beginning ofthe fiscal year for the entire fiscal year.
The Mayor is required to provide a report to PICA that describes actual or current estimates of revenues,
expenditures, and cash flows by covered funds compared to budgeted revenues, expenditures, and cash
flows by covered funds for such previous quarterly or monthly period and for the year-to-date period from
the beginning of the then-current fiscal year of the City to the last day of the fiscal quarter or month, as

the case may be, just ended. Each such report is required to explain any variance existing as of such last
day.

PICA may not take any action with respect to the City for variances if the City (i) provides a
written explanation of the variance that PICA deems reasonable; (ii) proposes remedial action that PICA
believes will restore overall compliance with the then-current Five-Year Plan; (iii) provides information
in the immediately succeeding quarterly financial report demonstrating to the reasonable satisfaction of
PICA that the City is taking remedial action and otherwise complying with the then-cunent Five-Year
Plan; and (iv) submits monthly supplemental reports as required by the PICA Act.

On February 2A,2A09 based on results as reported in the December 31, 2008 Quarterly City
Managers Report for December 31, 2008, PICA informed the City that a variance had been declared as

defined in Section 4.10(a) of the Intergovernmental Cooperation Agrcement. The City is providing
monthly information to PICA as requested. PICA has agreed to accept the submission of the Eighteenth
Five Year Plan (FY20I0-FY2014) as the City's proposed remedial action to address the variance.

REVENUES OF THE CITY

General

In 1932, the Pennsylvania General Assembly adopted an act (commonly referred to as the
Sterling Act) under which the City was permitted to levy any tax that was not specifically pre-empted by
the Commonwealth. Prior to 1939, the City relied heavily upon the real property tax as the mainstay of its
revenue system. Acting under the Sterling Act and other legislation, the City has taken various steps over
the years to reduce its reliance on real property ta(es as a source of income, including: (l) enacting the
wage, earnhgs, and net profits tar in 1939; (2) introducing a sewer service charge to make the sewage
treatment system self-sustaining after l9a5; (3) requiring under the Home Rule Charter that the water,
sewer, and other utility systems be fully self-sustaining; and (4) enacting in 1952 the Mercantile License
Ta,r (a gross receipts tax on business done within the City), which was replaced as of the commencement
of Fiscal Year 1985 by the Business Privilege Tax.

Major Revenue Sources

The City derives its revenues primarily from various taxes, non-tax revsnues, and receipts from
other govemments. See Table A-3 for revenues by major source for Fiscal Years 1999-2010 and Table
A-4 for General Fund tax revenues for Fiscal Years 2004-2010. The following description does not take
into account revenues in the Non-Debt Related Funds. The tax rates for Fiscal Years 1999 throueh 2008
are contained in the Fiscal Year 2008 Comprehensive Annual Financial Report.
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Wage. Earnings. and Net Profits Taxes. These taxes are levied on the wages, earningso and net
profits of all residents of the City and all non-residents employed within the City. The rate for both
residents and non-residents was 4.3125% from Fiscal Year 1977 through Fiscal Year 1983. For Fiscal
Years 1984 through 1991 the wage and earnings tax rale was 4.960/o for residents and 43125%o for non-
residents and the net profits tax rate was 4.96%o for both residents and non-residents.

In Fiscal Year 1992, the City reduced the City wage, eamings, and net profits tax on City
residents by 1.5% and imposed the PICA Tax on wages, eamings and net profits at the rate of 1.5% on
City residents. The table below sets forth the resident and non-resident wage and earnings tax rates for
Fiscal Years 1999-2008, and the annual wage and eamings tax receipts in Fiscal Years 1999-2008 and the
estimated receipts in Fiscal Year 2009 and budgeted receipts in Fiscal Year 2010.

Annual Wage and
Earnings Tax Receipts

Non-Resident Wage and (including PICA Tax)
Earninss Tax Rates (Amounts in Millions)Fiscal Year

r999
2000
2A0l
2002
2003
2004
2005
2006
2007
2008
2009 (Cunent Estimate)'.

2010 (Adopted Budget)

' Includes PICA Tar.

Resident Wage and
f,arninss Tax Rates-

4.68690/o

4.6135
4.5635
4.5385
4.5000
4.4625
4.3310
4.3010
4.2600
4.2190
3.9800 (July 1)

3.9300 (January l)
3.9296

4.0750o/o

4.0112
3.9672
3.9462
3.9127
3.8801
3.8197
3.7716
3.7557
3.7242
3.5392 (July l)
3.5000 (January l)
3.4997

$1,195.6
1,2423
1,332.6
1,297.3
1,306.6
1,347.6
1,387.5
,,435.6
1,510.6
1,527.5
1,488.7

1,516.2

"" There were two rate decreases during Fiscal Year 2009.

In the Seventeenth Five-Year Plan, the Mayor approved further reductions in this tax rate for each

of the Fiscal Years 2009-2013. The Seventeenth Five-Year Plan approved reducing the wage tax from its
current level of 4.2190% for residents and3.7242Yo for non-residents to 3.600/o for residents and3.25o/o
for non-residents by Fiscal Year 2013. These reduced rates include rate reductions funded through tax
reduction funding provided by the Commonwealth of Pennsylvania from gaming proceeds. In Fiscal Year
2009 there have been two rate reductions: one that took effect July l, 2008 and the other that took effect
January 1,2009. Each approved Five-Year Plan since the one covering Fiscal Years 1996-2000 has

included reductions in this tax rate for each of its fiscal years. The Eighteenth Five-Year Plan suspends

future City-funded rate reductions until Fiscal Year 2015.

For a discussion of legislation approved by City Council that halts the reduction of City-funded
wage tax rates until Fiscal Year 2015, see "DISCUSSION OF FINANCIAL OPERATIONS-Effect of
Economic Crisis on City Budget" in this Appendix A.

Business Privilese Tax. In May 1984, the City enacted an ordinance substituting the Business
Privilege Ta".r for the Mercantile License Tax. The Business Privilege Ta,r has been levied since January
1985 on every entity engaging in business in the City.

The Business Privilege Tar is a composite tax. Tax rates vary according to business classification
(regulated, non-regulated, persons registered under the Pennsylvania Securities Act of 1972,
manufacturing, wholesale, or retail) and method of ta,x computation employed. The various methods of
tax computation are as follows: effective Fiscal Year 1989, all regulated industries, banks, trust
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companies, insurance companies, and public utilities, among others, were taxed at an annual rate of 3.25
mills on annual receipts not to exceed 6.5Yo of their net income. The tax on annual receipts and net
income of all businesses, other than regulated industries, was levied at 3.25 mills and 6.502, respectively,
provided that persons registered under the Pennsylvania Securities Act of 1972 shall in no event pay a tax
of less than 5.71 I mills on all taxable receipts plus the lesser of 4.302Yo of net income or 43A2 mills on
gross taxable receipts.

Non-regulated industry manufacfurers can opt for a lower 5.395% rate on receipts from sales after
deducting the applicable cost of goods. Non-regulated wholesalers may choose a gross receipts tax on
wholesale transactions at a lower rate of 7.55o/o after deducting applicable product and labor costs. Non-
regulated retailers have the option of choosing the lower rate of Z.loh on receipts from retail sales after
deducting applicable product and labor costs.

All persons subject to both the Business Privilege Tax and the Net Profits Tax are entitled to
apply a credit of 60% of their Business Privilege Tax liability against what is due on the Net Profits Tax,
which credit may be carried back or forward for up to three years.

In Fiscal Year 1996, the City began a program of reducing the gtoss receipts portion of the
Business Privilege Tax from its previous level of 3.25 mills. The tax rates for tax years 1999-2009 are set
forth below.

Business Privilege
Tax Year Tax/Gross Receiots

2.775 mills
2.650 mills
2.525 mills
2.400 mills
2.300 mills
2.100 mills
1.900 mills
1.665 mills
1.540 mills
1.415 mills
1.415 mills

1999
2000
2AAl
2042
2AA3

2004
2005
2006
2007
2008
2009

In the Seventeenth Five-Year Plan, the Mayor approved further reductions in the gross receipts
portion of the Business Privilege Ta.r for each of the Fiscal Years 2009-2013. The Eighteenth Five-Year
Plan suspends future City-funded rate reductions until Fiscal Year 2015.

For a discussion of legislation approved by City Council that halts the reduction of City-funded
business privilege tax rates until Fiscal Year 2015, see "DISCUSSION OF FINANCIAL OPERATIONS-
Effect of Economic Crisis on City Budget" in this Appendix A.

All business activity is also assessed a one-time $200 licensing fee administered by the
Department of Licenses and Inspections.

Real Prooe4y Taxes. A real estate tax on all taxable real property is levied on the assessed value
of residential and commercial property located within the City's boundaries. From Fiscal Year 2003
through Fiscal Year 2A07 the City's portion of the rate was34.74 mills and the SchoolDistrict's portion
was 47.90 mills. In Fiscal Year 2008, City Council shifted 1.69 mills of City tax to the School District. In
Fiscal Year 2008, the City's portion of the rate became 33.05 mills and the School District's portion
became 49.59 mills. Those rates remain in effect.
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Sales and Use Tax. In connection with the adoption of the Fiscal Year 1992 Budget, the City
adopted a loZ sales and use ta,r (the "City Sales Tax") for Cify general revenue purposes. The
Commonwealth authorized the levy of this ta,x under the PICA Act. Vendors are required to pay this
sales tax to the Commonwealth Department of Revenue together with the similar Commonwealth sales

and use tax. The State Treasurer deposits the collections of this tax in a special fund and disburses the
collections, including any investment income earned thereon, less administrative fees of the
Commonwealth Department of Revenue, to the City on a monthly basis.

The City Sales Tax is imposed in addition to, and on the same basis as, the Commonwealth's
sales and use tax. The City Sales Tax became effective September 28, l99l and is collected for the City
by the Commonwealth Department of Revenue. The Fiscal Year 2010 budget assumes an increase to 2
percent from the current I percent rate. This increase requires approval of the Pennsylvania General
Assembly. The Plan €ssumes this temporary increase will sunset on June 3A,2074. The table below sets

forth the City Sales Tax collected in Fiscal Years 1999 through 2008, estimated collections for Fiscal
Year 2009 and budseted collections for Fiscal Year 2010.

Fiscal Year

1999

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009 (Current Estimate)
2010 (Adopted Budget)

Other Ta,res. The City also collects real
miscellaneous taxes such as the Amusement Tax.

Citv Sales Tax Collections

$101.4 million
103.7 million
111.3 million
108.1million
108.0 million
108.0 million
119.9 million
127.8 million
132.6 million
137.3 million
128.0 million
234.7 million

property transfer taxes, parking lot taxes, and other

Other Locally Generated Non-Tax Revenues. These revenues include license fees and permit
sales, traffic fines and parking meter receipts, court related fees, stadium revenues, interest eamings and

other miscellaneous charges and revenues of the City.

Revenue from Other Governments. The City's Fiscal Year 2009 General Fund current estimate
projects that approximately 28.5% of General Fund revenues will be received from other govemmental
jurisdictions, including: (1) $537 million from the Commonwealth for health, welfare, court, and various
other specified purposes; (2) $200 million from the Federal govemment; and (3) $68.6 million from other
governments, in which revenues are primarily rental and loan repayments from the Philadelphia Gas

Works and the Convention Center Service Fee offset. In addition, the projected net collections of the
PICA Tax of $281.6 million are included in "Revenue from Other Govemments." These amounts do not
include the substantial amounts of revenues from other govemments received by the Grants Revenue
Fund, Community Development Fund, and other operating and capital fi,mds of the City. The delay in the
passage of the Commonwealth's budget for fiscal year 2010 is impacting the City's cash flow as the

Commonwealth cannot make fiscal year 2010 payments to the City without the necessary appropriations.
The City is meeting regularly to review its cash position and is limiting payment outflows, including
delaying vendor payments (except for emergency services), to address this situation until the

Commonwealth's fiscal year 2010 budget is passed. In addition, a material decrease in the level of
funding from the Commonwealth in its fiscal year 2010 budget, once passed could have a negative
impact on the financial position of the City.
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Revenues from City-Owned Systems

In addition to taxes, the City realizes revenues through the operation of various City-owned
systems such as the Water and Wastewater Systems and PGW. The Cify has issued revenue bonds with
respect to the Water and Wastewater Systems and PGW to be paid solely from and secured by a pledge of
the respective revenues of these systems. The revenues of the Water and Wastewater Systems and PGW
are not legally available for payment of other obligations of the City until, on an annual basis. all revenue
bond debt service requirements and covenants relating to those bonds have been satisfied and then, in a
limited amount and upon satisfaction of certain other conditions.

Effective June 1991, the revenues of the Water Department were required to be segregated from
other funds of the City. Under the City's Restated General Water and Wastewater Revenue Bond
Ordinance of 1989 (the "Water Ordinance"), an annual transfer may be made from the Water Fund to the
City's General Fund in an amount not to exceed the lesser of (a) al1 Net Reserve Earnings, as defined
below, or (b) $4,994,000. Net Reserve Eamings means the amount of interest eamings during the fiscal
year on amounts in the Debt Reserve Account and Subordinated Bond Fund, as defined in the Water
Ordinance. Commencing in Fiscal Year 1991, the S4,994,000 amount was reduced to $4,138,000 by
administrative agreement that remained in effect through Fiscal Year 2003. No such transfer was made in
Fiscal Year 1992; however. the transfer was made in each subsequent year through Fiscal Year 2003. For
Fiscal Year 2004, the transfer was to have increased to $4,994,000 but no payment was made. For Fiscal
Year 2005, the transferred amount was $4,401,000; for Fiscal Year 2006, the transferred amount was
$4,994,000; and for Fiscal Years 2A07 and Fiscal Year 2008, the transferred amount was $4,994,000.

The revenues of PGW are segregated from other funds of the City. Paymeats for debt service on
Gas Works Revenue Bonds are made directly by PGW. In previous years, PGW has also made an annual
payment of $ 18,000.000 to the City's General Fund. For Fiscal Year 2005 the City agreed to forgo the
$18,000,000 payment and for Fiscal Years 2006,2007,2008 and 2009 the City budgeted the receipt of
the $18,000,000 payment and the grant back of such amount to PGW. The City's Eighteenth Five-Year
Plan assumes that the $18,000,000 payment will be made in each of Fiscal Years 2010 through 2014 and
that the City will grant back such payment to PCW in each such Fiscal Year.

Philadelphia Parking Authority

The Philadelphia Parking Authority ("PPA') was established by City ordinance pursuant to the
Pennsylvania Parking Authority Law, P.L. 458, No. 208 (June 5, 1947). Various statutes, ordinances, and
contracts authorized PPA to plan" design, acquire, hold, construct, improve, maintain and operate, own or
lease land and facilities for parking in the City, including such facilities at Philadelphia Intemational
Airport (the "Airport"), and to administer the City's on-street parking progmm through an Agreement of
Cooperation ("Agreement of Cooperation") with the City.

Revenues under the Lease Agreement with PPA - PPA owns and operates five parking garages at
the Airport as well as operating a number of surface parking lots at the Airport. The land on which these
garages and surface lots are located is leased from the City, acting through the Department of Commerce,
Division of Avialion, pursuant to a lease expiring in 2030 (the "Lease Agreement"). The Lease
Agreement provides for payment of rent to the City, which is equal to gross receipts less operating
expense, debt service on PPA's bonds issued to finance improvements at the Airport and reimbursement
to PPA for capital expenditures and prior year operating deficits relating to its Airport operations, if any.
The City received transfers of rental payments in Fiscal Years 2003 through 2008 that totaled
$11,629,31l, $14,539,053, $27,239,000, $30,186,642, $33.184,918, and $33,570,037, respectively. The
Fiscal Year 2009 estimated transfer amount is $35,000,000. The Fiscal Year 2010 budgeted transfer
amount is $36,000,000.
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One component of the operating expenses is PPA's administrative costs. ln 1999, at the request
of the Federal Aviation Administration ("FAA"), PPA and the City entered into a letter agreement (the

"FAA Letter Agreement") which contained a formula for calculating PPA's administrative costs and
capped such administrative costs at 28Yo of PPA's total administrative costs for all of its cost centers.

PPA owns and/or operates parking facilities at a number of non-Airport locations in the City. These
parking facilities are revenue centers for purposes of the FAA Letter Agreement.

Assessment and Collection of Real and Personal Property Taxes

The Board of Revision of Ta"res (the "Board") appoints real estate assessors who annually assess

all real estate located within the City. The assessors return assessments for each parcel of real estate to
the Board. The Board may increase or decrease the property valuations contained in the retums of the
assessors in order that such valuations conform with law. After the Board gives proper notice of all
changes in properfy assessments, and after it has heard all assessment appeals, it then makes assessments

and certifies the results to the Department of Revenue.

Real estate taxes, if paid by February 28, are discounted by l%. lf the tax is paid during the
month of March, the gross amount of ta,r is due. If the tax is not paid by the last day of March, tax
additions of 1.5o/o per month are added to the tax for each month that the tax remains unpaid through the
end of the calendar year. Beginning in January of the succeeding year, the 15Yo tax additions that
accumulated during the last ten months of the preceding years are capitalized and the tax is registered
delinquent. Interest is then computed on the new tax base at arate of 0.5Yo per month until the real estate

tax is fully paid. Commencing in February of the second year, an additional lYo per month penalfy is
assessed for a maximum of seven months. See the Fiscal Year 2008 Comprehensive Annual Financial
Report for assessed and market values of taxable realty in the City and for levies and rates of collections.

During Fiscal Year 1997 and subsequent to the adoption of the Fiscal Year 1998 budget, the City
decided to abandon the collection of the Personal Property Tax due to uncertainty as to the outcome of
litigation challenging specific aspects of the tax then pending in other jurisdictions of the Commonwealth.
As a result, the City realized no Personal Property Tax revenues in Fiscal Year 1998 or in subsequent
years. The Personal Property Tax had been levied on the value of certain personal property of the
residents of the Citv.
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Table A-5
Ten Largest Certified Market and Assessment Values

of Tax-Abated Properties
Certified Valnes for 2008

Location
2008 Certified
Market Value Total Assessment

Total Taxable Total Exempt
Assessment Assessment

1 2201 Park Towne place

2 g19,-qt Chestnut Srreet
3 1600-18 Arch Srreet
4 1825-51 North lOe Street
5 3118-98 Chestnut street
6 gOt Market Street
7 l9l5-19 chestnur street
8 200 West Washington Square
9 I1000 East Roosevelt Blvd.
10 3175 John F. Kennedv Blvd.

$48,000,000
45,200,000

37,661,200

33,200,000
29,861,000

30,000,000
29,264,100

30,572,000
24,277,400

26,400,000

$15,360,000
t4,464,000
12,051,584

10,624,000
9,555,520

9,600,000
9,364,512

9,783,440
7,768,768

8,448,000

$13,452,400
5,440,000
2,550,400

0

656,075
l,544,ooo
8,956,800

640,000

3,680,000
2,4oo,ooo

$ 1,907,600

9,024,004
9,501,184

10,624,000

8,899,445

8,056,000
407,712

9,143,440
4,088,768

6,048,000

Source: City of Philadelphia, Board of Revision of Taxes

EXPENDITURES OF THE CITY

The major City expenditures are for personal services, employee benefits, purchase of services
(including payments to SEPTA), and debt service.

Personal Services (Personnel)

As of June 30, 2009, the City employed 27,482 full-time employees with the salaries af 22,912
employees paid from the General Fund. Additional employment is supported by other firnds, including
the Water Fund and the Aviation Fund.

Additional operating funds for employing personnel are confibuted by other govemments,
primarily for categorical grants, as well as for the conduct of the community development program.
These activities are not undertaken iffundins is not received.
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The following table sets forth the number of filled full-time positions of the City as of the dates

indicated.

Table ,4'-6
City of Philadelphia

Filled, Full Time Positions - Atl Operating Funds
at June 30 Actual

2004 2005 2006 2407 2008 2009 2010*
General Fund

Police
Streets
Fire
Health
Courts
Prisons
Human Services
All Other

Total General Fund
Other Funds
TOTAL

7,668 7,369 7,297
1,946 1,788 1,858
2,337 2,248 2,270
745 667 662

2,046 2,004 1,936
2933 2,152 2,225
1,815 1,743 1,703
5,170 4,995 4,878

23.760 22^965 22.819
4.659 4"649 4.616

28,419 27,614 27,435

7,424 7,367
1,814 1,839
2,399 2,326
664 665

1,928 1,970
2,176 2,131
1,721 1,784
4,941 5,029

23.067 23.111
4.598 4.642

27,665 27,753

7,443 7,478
1,724 1,797
2,252 2,328
662 739

I,889 1,965

2,294 2364
1,743 1,858
4,905 4,982

22.912 X.547
4.570 5.044

27,482 28,551

* Adopted Budget includes vacant positions.

Labor Agreements

Four major bargaining units represent City employees for collective bargaining purposes. Dstrict
Councils 33 and 4? of the American Federation of State, County and Municipal Employees, AFL-CIO
represents approximately 15,000 non-uniformed employees. The bargaining units for uniformed
employees are the Fratemal Order of Police, Lodge 5 (the 'FOP') and the Philadelphia Fire Fighters
Association, Local 22, International Association of Fire Fighters AFL-CIO ("IAFF Local 22"), which
together represent approximately 9,400 employees. The non-uniformed employees bargain under Act 195

of 1972, which allows for the limited right to strike over collective bargaining impasses. The uniformed
employees bargain under Pennsylvania Act 111 of 1968, which provides for final and binding interest

arbitration to resolve collective bargaining impasses. All contract expiration dates are June 30 unless

otherwise noted.

In September 2A04, a collective bargaining agreement was reached with District Council 47. This
four-year contract includes a S750 payment to each member wilh no general wage increase in Fiscal Year
2005 and wage increases of2. 3 and 4 percent effective July I ofeach succeeding year, respectively. In
December 2004" acollective bargaining agreement was reached with District Council 33, which mirrored
the agreement previously reached with District Council 47. Each of the collective bargaining agreements
included a health benefit reopener provision for the final two years of the agreement. The City concluded
negotiations with District Councils 33 and 47 and agreed to increase the per member per month
contributions to the unions by fourteen percent in Fiscal Year 2007 and an additional fourteen percent in
Fiscal Year 2008.

On June 28,20A6, an arbitration panel issued a 3-year award to the IAFF Lacal22. The award
granted wage increases of 3.0% effective July I , 20A5, 3 .}Yo effective July I , 2A06, and 4.07o effective
July l, 2AA7. In addition, the panel granted Local22 health medical increases of 1 I "3% effective July 1,

2AA5, ft.lyo effective July l, 2006. and 14.0o/a effective July l, 2007. The arbitration panel also

addressed management issues believed by the City to be outside its jurisdiction. On August 24,2AA7, the
Commonwealth Court issued an opinion affirming in part and revising in part. The Court upheld the
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medical increases granted by the arbitrator's and revised the decision that limited the City's management
rights.

The FOP contract contained a3Yoinerease in wages effective July 1,2004,3yo effective July l,
2005,3oA effective July 1, 2006 and a 4o/o increase effective July l, 2007. The award also called for a re-
opener for health medical coverage for Fiscal Year 2006 and Fiscal Year 2007.

At the re-opener in August of Fiscal Year 2006, the arbitrators ordered the City to increase FOP
healthcare contributions by 15.7 pe cent and 10 percent in Fiscal Year 2006 and Fiscal Year 2007,
respectively. After a City appeal, the Court of Common Pleas remanded the ruling back to arbitration, but
the panel reissued its original ruling with no change. The City appealed the ruling to Common Pleas
Court on February 13,2006, and lost. The City has appealed that ruling in Commonwealth Court which
ruled in favor of the City. The FOP petitioned the Pennsylvania Supreme Court asking the Court to
review the matter, which the Court declined to do. The Mayor and the FOP reached a settlement in which
the City agreed to pay the amounts awarded by the arbitrator. Accordingly, the matter has been withdrawn
as moot.

On July 10, 2008 the arbitration panel awarded a one-year contract to the FOP effective July l,
2008. The award called for a 2 percent wage increase effective July 1, 2008, a 2 percent wage increase
effective January 1.2009 and a I percent increase in longevity pay effective January 1,2A09. In addition,
the panel reduced the per member per month health medical payment from the current monthly rate of
$1,303 per member to $1,165 per member.

On October 17,2008, an arbitration panel awarded a one-year contract to the IAFF Local 22
effective July 1, 2008. The award called for a 2 percent wage increase effective July 1, 2008, a 2 percent
wage increase effective January 1,2009, and a I percent increase in longevity pay effective January l,
2009. In addition, the panel reduced the per member per month health medical payment from the current
monthly rate of $1,444 per member to $1,270 per member.

The City also reached a one year agreement with District Council 33 and District Council 47,
which was effective July l, 2008. The agreement called for a lump sum bonus of $1,100 per member. The
agreement also called for no increase in the current per member per month health benefit payment. The
union memberships have ratified the agreements.

Contracts for the four major bargaining units representing City employees expired on June 30,
2009. Negotiations are underway with District Councils 33 and 47. The contract with the FOP is in
arbitration. Arbitration for the IAFF Local 22 is scheduled to begin in September.

[REMATNDER OF PAGE INTENTIONALLY LEFT BLANK]

c-3t



The following table presents employee wage increases for the Fiscal Years 1998 through 2009.

Table A-7
City of Philadelphia

Smployee Wage Increases
Fiscal Years 1998-2009

District Council
Fiscal Year No.33

Fraternal
District Council Order

No.47 of Police

4.0%(b)
3.0% (b)
4.0o/o (e)
3.0%
4.0o/o

3.0%
3.5o/o

3.0%
3.0%
3.0o/o

4.0%
4.0%(n)

International
Association of
Fire Fishters

a.0% (c)
3.0% (c)
4.Ao/o (f)
3.0%
4.0o/o

3.0%
3.5%
3.0%
3.0o/o

3.0%
4.0o/o

a.0%(n)

1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

3.0% (a) 3.0o/o (a)

3.0%(a) 3.0%(a\
4.0%(d) 4.0%(d)

No increase No increase
3.0% (h) 3.0% (h)
3.0%(i) 3.0%(i)
3.0% 3.0o/o

No increase (i) No increase (i)
2.0% 2.0%
3.0% (k) 3.0% (k)
4.0o/o (l) 4.0o/o (l)

No increase (m) No increase (m)

(a) Third year of a four year contract: 3% effective December 15, 1998.
(b) First year of a two year contract: 3% effective September 15, 1998.
(c) Third year ofa four year contract: 3% effective September 15, 1998.
(d) Fourth year of a four year contract: 4% effective March 15, 2000.
(e) Secondyearofatwoyearcontract:  Yoeffective September 15, 1999.
(0 Fourth year of a four year contract: 4olo effective September 15, 1999.

G) First year of a four year contract cash bonus of $ I ,500 paid in August 2000.
(h) Second year of a four year contract: 3% effective December 1 5, 2001.
(D Third year of a four year contract: 3% effective December 15,2002.

0) First year ofa four year contract: cash bonus of$750 paid in October 2004 to
District Council 47 members and in December 2AA41o District Council 33
members.

(k) Third year ofa four year contract: 3% effective July 1, 2006.
(l) Fourth year ofa four year contract: 4% effective July l, 2007.
(m) Cash bonus of $1,100 paid l5 days after ratification.
(n) One year contract: 2o/o effective July l, 2008 and 2% effective January 1, 2009.

Employee Benefits

The City provides various pension, life insurance, health, and medical benefits for its employees.
General Fund employee benefit expenditures for Fiscal Years 2004 through 2010 are shown in the

following table.
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Table A-8
City of Phitadelphia

General Fund Employee Bene{it Expenditures
Fiscal Years 2004-2010

(Amounts in Millions of USD)

Pension Contribution'
Health/Medical/Dental
Social Security
Other
Total

Actual Actual Actual
2004 2005 2006
229.4 315.5 346.5
253.7 285.9 291.8
60.6 59.9 60.8
55.2 43.4 6l.l

5989 7!4J 7b92

Actual
2007
436.8
331.5

64.1

57.9

8903

Actual
2008
430.8
421.0

69.7
6 1.5

9jjj

Current
Estimate

2009
461.1

368.8
69.2
66.1

9552

Adopted
Budset
20r0

332.2
368.8

69.2
42.6

8le8
- 

The Pension Contribution amount includes debt service on the Pension Obligation Bonds, Series 1999. The Fiscal
Year 2010 Pension Contribution assumes certain changes which require the approval of the Pennsylvania General
Assembly.

Municipal Pension Fund (Related to AII Funds)

The City is required by the Home Rule Charter to maintain an actuarially sound pension and
retirement system covering all officers and employees of the City. Court decisions have interpreted this
requirement to mean that the City must make contributions to the Municipal Pension Fund sufficient to
fund:

A. Accrued actuarially determined normal costs.

B. Amortization of the unfunded actuarial accrued liability ("UAAL') determined as of
July l, 1985. The portion of that liability attributable to a class action lawsuit by pension fund
beneficiaries is amortized in level installments, including interest, over 40 years through June 30, 2009.
The remainder of the liability is amortized over 34 years with increasing payments expected to be level as

a percentage ofeach year's aggregate payroll.

C. Amortization in level percent of pay of the changes in the July l, 1985 liability due to:
nonactive member's benefit modifications (10 years); experience gains and losses (15 years); changes in
actuarial assumptions (20 years); and active members' benefit modifications (20 years).

The pension fund was actuarially valued every two years through 1984, and beginning with the
July 1, 1985 valuation report, is required to be actuarially valued each year.

The July l, 1980 unfunded liability, as amended by subsequent reports, will be amortized over 38
years through annual contributions which will closely approximate a level percent of payroll. The
Pennsylvania Municipal Pension Plan Funding Standa:d and Recovery Act, enacted December 18, 1984
adopted changes in funding of municipal pensions that have been reflected in the valuation report for
July l, 1985. In particular, this act generally requires that unfunded actuarial accrued liability be funded
in annual level dollar payments. The City is permitted to amortize the July 1, 1985 UAAL over 40 years
as a level percentage ofpay ofeach year's aggregate payroll ending in2025.

A July 2004 amendment to Act 205 allowed for 2001 and2002 calendar year investment losses to
be amortized over 30 years, rather than the usual 1 5.
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Based on the City's most recent actuarial report dated as of July 1,2008, the unfunded accrued
liability was $3.775 billion which equals a funding ratio of 55.4%. Although no additional actuarial report
concerning the Municipal Pension Fund funding ratio has been completed since July l, 2008, it is
anticipated that as a result of investment losses, the funding ratio of the fund has decreased. The City's
current estimate of the Municipal Pension Fund funding ratio as of the end of Fiscal Year 2009, based on
discussions with the City's actuary, is between 45-50oh. See "DISCUSSION OF FINANCIAL
OPERATIONS - Effect of Economic Crisis on City Budget" herein.

Non-uniformed employees become vested in the Municipal Pension Plan upon the completion of
ten years of service. Upon retirement, non-uniformed employees may receive up to 80% of their average

final compensation depending upon their years of credited service. Uniformed employees become vested
in the Municipal Pension Plan upon the completion of ten years of service. Upon retirement, uniformed
employees may receive up to 100% of their average final compensation depending upon their years of
credited service. The retirement age differs for Plan 67 (age 55) and Plan 87 (age 60).

Effective January l, 1987, the City adopted a new plan ("Plan 87") to cover employees hired after
January 8, 1987, as well as members in the previous Plan who elected to transfer to Plan 87. Except for
elected officials, Plan 87 provides for less costly benefits and reduced employee contributions. For elected
officials, Plan 87 provides for enhanced benefits, with participating elected officials required to pay for
the additional normal cost. Police and Fire personnel became eligible for Plan 87 on July l, 1988.

Because of Court challenges, members of District Council 33 and Locals 2186 and 2187 of District
Council 47 were not eligible for Plan 87 until October 2,1992.

The Eighteenth Five-Year Plan assumes several changes to the pension system, some of which
will require approval of the Pennsylvania General Assembly. The Cify proposes to change the

amortization period from 20 to 30 years and to lower the assumed rate of interest from 8.75 percent to
8.25 percent. Additionally, the Plan assumes a partial defenal of the pension payment in Fiscal Yem 2010
($150 million) and Fiscal Year 201 I ($80 million) to be paid back by Fiscal Year 2014. Through Fiscal
Years 2010 to 2014, the impact of the City's proposed pension changes on the Municipal Pension Fund's
funding percent is modest. Over time however, the effect is more significant. By Fiscal Year 2026 the
funded ratio is projected to be approximately 850/o under current funding assumptions, but less thanT0olo
if the proposed changes are implemented.

A comprehensive statement of operations of the City Municipal Pension Fund for Fiscal Years
1999 through 2008 is contained in the Fiscal Year 2008 Comprehensive Annual Financial Report.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]

c-34



Purchase of Services

The City accounts for a number of expenditures as purchase of services. The following table
presents major purchases of services in the General Fund in Fiscal Years 2004 through 2010.

Taern A-9

CTTY oF PHILADELPIIIA

PURcHASEoF SERvrcE rN THE Guxonar- Fuxo

FrscAL YEARS 2004-2010

(Aiuouxrs rw Mrlr,rows or USD)

Actual Actual
Current Adopted
Estimate Budget

20052004 2006 2007 2008 2009 2010

Human Services (a)

Public Health

Public Property (b)

Streets (c)

Sinking Fund-Lease Debt
(d)
Legal Serv'ices (e)

First Judicial Dishict

Licenses & Inspections (f)

Emergency (g)

Prisons

All Other

Total

493.7

69.1

132.4

53.9

70.8

511.8 467.9

60.7 6l.I
133.3 131.6

54.6 54.8

70.7 77.4

495.3

65.5

156.3

58.3

84.3

35.4

24.8

t 1.4

3 1.3

87.5

101.5

lJ5_t-6

515.3

65.1

139.5

58.4

85.1

J /.J

25.6

I 1.9

33.9

93.6

123.0

Lr&SJ

498.9

7t.l
r42.3

52.0

91.6

) I.J

22.1

9.9

32.5

lll.l
120.0

]*xt&-8

490.6

68.6

146.1

45.6

93.7

35.9

20.9

8.5

31.7

116.7

91.3

L!19-6

33.4 33.5 33.6

23.0 28.3 24.4

6.0 3.1 I1.5

r2.0 22.r 28.6

80.8 84.9 82.8

75.2 87.1 86.4

1*0503 -l-090J 1-065J

(a)
(b)

(c)
(d)

(e)
(0

Includes payments for care ofdependent and delinquent children.
Includes payments for SEPTA, space rentals, utilities, and telecommunications. h Fiscal Year 2008, the

telecommunications division was hansferred to the Mayor's Office of Information Services (M.O.LS.).
Services purchased for MOIS appear in the table under the category "All Other". In FY20l0
telecommunications is budgeted in Public Property.
Includes solid r.vaste disposal costs.
Includes, among other things, Justice Center, Neighborhood Transformation lnitiative and Stadium lease

debt.
Includes payments to the Defender Association to provide legal representation for indigens.
Includes payments for demolition in Fiscal Year 2006. Fiscal Year 2007, Fiscal Year 2008 and Fiscal Year
2049.

(g) Includes homeless shelter and boarding home payments.

FIGURES MAY NOT ADD DUE TO ROL'NDING
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City Payments to School District

ln each fiscal year since Fiscal Year 1996, the City has made an annual grant of $15 million to the
School District. Pursuant to negotiations with the Commonwealth to address the School District's current
and future educational and fiscal situation, the Mayor and City Council agreed to provide the School

District with an additional annual $20 million beginning in Fiscal Year 2002.In Fiscal Year 2008, the
Mayor and City Council agreed to provide an additional $2 million, bringing the total contribution to S37
million. The Fiscal Year 2009 budget includes a $38.5 million contribution, and the Fiscal Year 2010
budget includes a $38.5 million contribution.

City Loan to PGW

The City made a loan of $45 million to PGW during Fiscal Year 2001 to assist PGW in meeting
its cash flow requirements. This loan was scheduled to mature in Fiscal Year 20A7; however, PGW did
not make the $45 million payment. PGW repaid $2 million to the City on August 31,2007. PGW remitted
a payment for $20.5 million before December 28,20071' and PGW remitted a payment for the balance of
$22.5 million on August 29,2008.In addition, in order to assist PGW, (D the City agreed to forgo the $18
million annual payment in Fiscal Year 2004, (ii) for Fiscal Years 2005,2A06,2007,20A8 and 2009 the

City made a grant to PGW equal to the annual payment received from PGW in such fiscal years, and (iii)
the City's Eighteenth Five-Year Plan contemplates that in each of the Fiscal Years 2010 through 2014,

the City will make a grant to PGW equal to the annual payment received from PGW in such Fiscal Years.

City Payments to SEPTA

The City's Fiscal Year 2008 operating subsidy payment to SEPTA was 561.3 million. The City's
Fiscal Year 2009 operating subsidy payment to SEPTA was $63.1 million. The Fiscal Year 2010 budget
projects operating subsidy payments to SEPTA of $64.2 million. The Eighteenth Five-Year Plan provides
that the City's contribution to SEPTA will increase to $70.9 million by Fiscal Year 2014.

DEBT OF THE CITY

The Constitution of the Commonwealth provides that the authorized debt of the City "may be

increased in such amount that the total debt of said City shall not exceed 13.5% of the average of the
annual assessed valuations of the taxable realty therein. during the ten years immediately precedlng the
year in which such increase is made, but said City shall not increase its indebtedness to an amount

exceeding 3.0% upon such average assessed valuation of realty, without the consent of the electors
thereof at a public election held in such manner as shall be provided by law." It has been judicially
determined that bond authorizations once approved by the voters will not be reduced as a result of a
subsequent decline in the average assessed value ofCity property.

The Constitution of the Commonwealth further provides that there shall be excluded from the

computation of debt for purposes of the Constitutional debt limit, debt (herein called "self-supporting
debt") incurred for revenue-producing capital improvements that may reasonably be expected to yield
revenue in excess of operating expenses sufficient to pay interest and sinking fund charges thereon. In the

case of general obligation debt, the amount of such self-supporting debt to be so excluded must be
determined by the Court of Common Pleas of Philadelphia Counfy upon petition by the City. Self-
supporting debt is general obligation debt of the City. with the only distinction from tax-supported debt

being that it is not used in the calculation of the Constitutional debt limit. Self-supporting debt has no lien
on any particular rsvenues.

As of June 30, 2008, the Constitutional debt limitation for tax-supported general obligation debt

was approximately 81,417,996,300 (based upon a formula of 13.5Ya of the assessed value of taxable real
estate within the City on a l0 year rolling average). As of June 30, 2008, the Cif's total arnount of
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authorized general obligation debt was $1,688,913,000, which includes approximately 5359,651,000 of
self-supporting debt, which does not count against the Constitutional debt limit. As of June 30, 2008,
$1,329,262,000 of general obligation debt subject to the constitutional debt limit was authorized, and of
this authorized amount, $1,144,477,000 was issued and outstanding. As of June 30, 2008, a balance of
$184,785,000 remained authorized and unissued, and after legally authorized deductions for
appropriations of approximately $30,855,700 for Fiscal Year 20A9 maturing serial bonds, there remained
a balance of $119,590,000 available for future authorization and issuance. On May 14,2009, the City
introduced a bill to authorize the issuance of $65,525,000 of general obligation bonds.

Of the balance of remaining authorized general obligalion debt subject to the Constitutional debt
limit, $165,000,000 was utilized by the issuance on the General Obligation Bonds. Series 20088 on
January 6,2009, and $19,785,000 remains authorized and unissued.

The City is also authorized to issue revenue bonds pursuant to The First Class City Revenue Bond
Act of 1972. Cunently, the City issues revenue bonds to support the Division of Aviation, the Water
Department and PGW. Bonds so issued are excluded for purposes of the calculation of the Constitutional
debt limit.

Short-Term Debt

The City has issued notes in anticipation of the receipt of income by the General Fund in each
fiscal year since Fiscal Year 1972 (with a single exception). Each note issue was repaid when due prior to
the end of the fiscal year of issuance. The City issued $350 million of Ta,r and Revenue Anticipation
Notes in November 2008. These notes were repaid on June 30.2009.

Long-Term Debt

Table A-10 presents a synopsis of the bonded debt of the Cify and its component units at the close
of Fiscal Year 2008. ln addition, for tables setting forth a ten year historical summary of tax-supported
debt of the City and School District and the debt service requirements to maturity of the City's
outstanding bonded indebtedness as of June 30, 2008, see the Fiscal Year 2008 Comprehensive Annual
Financial Report.

Of the total balance of City tax-supported general obligation bonds issued and outstanding at June
30,2008, approximately 15% is scheduled to mature within 5 years and approximately 34Ya is scheduled
to mature within l0 years.
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Other Long-Term Debt Related Obligations

The City has entered into other contracts and leases to support the issuance of debt by public
authorities related to the City pursuant to which the City is required to budget and appropriate tax or other
general revenues to satisff such obligations. As of June 30, 2008, the principal amounts of the
outstanding bonds of each of these authorities relating to the City's contract and lease obligations were as

follows:

PMA
PAID-
Parking Authority
Redevelopment Authority
Convention Center Authority

Source: Office of the Director of Finance

$ 185.9 million
S 1.987.1million
$ 16.9 million
S 265.6 million
$ 215.3 million

-This 
includes 100% of Pension Bonds, only 860/o applicable to the general fund.

The bonds of the Parking Authority included in the previous table are payable from project
revenues, and by the City only ifand to the extent that net revenues are inadequate for this purpose. The
City paid $2.3 million in Fiscal Year 2006, $1.2 million in Fiscal Year 2007, $2.0 million in Fiscal Year
2008 and $ I .2 million in Fiscal Year 2009 toward the repayment of these bonds. The budgeted amount in
Fiscal Year 2010 is S1.335,650. See "Revenues of the City - Philadelphia Parking Authority.'

The Hospitals Authority and the State Public School Building Authority have issued bonds on
behalf of the Community College of Philadelphia ("CCP"). Under the Community College Act, each

community college must have a local sponsor, which for CCP is the City. As the local sponsor, the City
is obligated to pay up to 50% ofthe annual capital expenses ofthe college, which includes debt service.
The remaining 50% is paid by the Commonwealth. Additionally, the City annually appropriates funds for
a portion of CCP's operating costs (less tuition and less the Commonwealth's payment). The total
payment to CCP in Fiscal Year 2008 was 524,467,924. The amount paid in Fiscal Year 2009 is
526,467,924. The budgeted amount in Fiscal Year 2010 is 526,467,924. This amount represents the
portion of operating costs (less student tuition and the Commonwealth payment) and up to half of the

annual capital expenses for the year.
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City Entity City GO (1) Cify Lease - PAID Cify Lease - PAID City Lease - PAID City Lease - PAID

Related Bond Series 20078 2001 (Stadium) 2001 (Stadium) 20078 (Stadium) 20078 (Stadium)

Initial Notional
Amount $313.505.000 s2e8.485.000 $104.965.000 $2r7,275,000 $72,400,000

Current Notional
Amount $3 r 3,505.000 sr93"520.000 $104.965.000 9217.275,040 $72,400,000

Termination Date 8t1t203r t0n/2030 l0/l/2020 wu2a30 rc/u2430

Product Fixed Payer Swap Basis Swap (2) Constant Maturity
Swap

Fixed Payer Swap Pixed Payer Swap

Rate Paid by Dealer SIFMA
67% l-month LIBOR
+ O.20Vo, plus fixed

annuity

62.89"/o S-year
LIBOR CMS +

0.20o/o

SIFMA SIFMA

Rate Paid by Citl-
Entity 3.829o/t SIFMA SIFMA 3.97130/0 3.9713o/o

Dealer
Royal Bank of

Canada
Menill Lynch Capital

Services, Inc.

Merrill Lynch
Capital Services,

Inc.

JP Morgan Chase

Bank, N.A.

Merrill Lynch
Capital Services,

Inc.

Fair Value (3) ($16,615,713) ($9.346,0r2) $1,153,346 ($14.639.304) {$4,878,046)

Swap Information

The Ciry has entered into various swaps related to its outstanding General Fund supported bonds
as detailed in the followine chart:

Noles:

(l) Notionalamountwillberezhrcedto$|0A,A0A,0A0incannectionwiththeissuanceoftheGeneralAiligationBonds,Series2009ABonds,whichis
expected to close in Augttst 2009.

(2)PAIDreceivesannualfixedpqtmentsaf$l,2l6,50Afron7/|/2004through7/1/2013. AstheresultofanenendmentonT/1412006,$144,965,000of
the total notional $as restruclured ds a constant malurity m,ap (the rate received by PAID on that portion illas corverledfrom a percentage of l-month
L(BORtoapercentageoftheS-yearL(BORnvapratefromlall/2006to10/l/2020). Theconstantmatarityswapbshownseparately.

(3) Fair values are as oJ'June j0. 2009 and are shownfrom the City's perspective and include accnted interest.

While the City is parly to several interest rate swap agreements, for which there is General Fund
exposure and on which the swaps currently have a negative mark against the City, the Ci:y has no
obligation to post collateral on these swaps while the City's underlying ratings are invesfnent grade.

For more information related to certain swaps entered into in connection with revenue bonds
issued for the Water and Wastewater Systems, PGV/ and the Airport, see the City's 2008 Comprehensive
Annual Financial Report attached as Appendix B. In addition, PICA has entered into swaps which are

detailed in the City's 2008 Comprehensive Annual Financial Report attached as Appendix B.

Recent and Upcoming Financings

On April 16, 2008, the City priced $195,170,000 of its General Obligation Refunding Bonds.
Series 2008A. The 2008A Bonds, proceeds of which were used to refund all of the City's Series 20038-l
andB-2 General Obligation Bonds, closed on May 1,2008.

The City, in conjunction with PAID, replaced the Financial Guaranty Insurance Cornpany
('FGIC') insurance policy on the Philadelphia Authority for Industrial Development Multi-Modal Lease

Revenue Refunding Bonds, 2007 Series B with a direct pay letter of credit from J.P. Morgan and Bark of
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New York. The remarketing of the bonds took place on April 30 and the restructuring closed on May l,
2008.

On June 9, 2008, the City purchased a Letter of Credit from Wachovia Bank, N.A. related to the
Sinking Fund Reserve Account for the 19988 Airport Revenue Bonds. The surety policy was originally
provided by FGIC, but because FGIC was downgraded below the 'AA' category, the surety policy no
longer met the rating requirements of the General Airport Revenue Bond Ordinance ("GARBO"). The
Wachovia Letter of Credit in an amount of $33.1 million meets the requirements of the bond ordinance
and replaced the FGIC policy. This letter of credit was renewed for another year on June 8, 2009.

The City restructured $78.5 million outstanding Water and Wastewater Revenue Bonds, Series

1997F. The Ambac Assurance Corporation ("Ambac") insurance policy was replaced by a Letter of
Credit from Bank of America N.A. The transaction closed on September 10, 2008.

On November 18,2008, the City priced $350 million of Tax and Revenue Anticipation Notes.
The transaction closed on November 25,2008.

The City restructured S178.6 million in outstanding Airport Revenue Bonds Series 2005C and the
sinking fund reserve account in the approximate amount of $18.7 million. The City replaced the MBIA
insurance policy and the surety policy for the sinking fund reserve account for the Series 2005C Bonds
with a letter of credit for both the Series 2005C Bonds and the reserve account provided by TD Bank. The

City closed this transaction on December 23,2008.

On December 15, 2008 the City priced $165 million of General Obligation Bonds, Series 20088.
These bonds will be used to fund the cost of certain capital projects. The transaction closed on January 6,
2009.

The Airport Revenue Bonds, Series 20058 were insured by MBIA Insurance Corporation
("MBIA'). The Airport Revenue Bonds Series 2005A and 20059 also had MBIA surety policies for the
Sinking Fund Reserve Account in the following approximate amounts: $8.3 million, and $4.0 million,
respectively. When MBIA was downgraded below the'AA' category, the surety policies no longer met the
requirements of the GARBO. The City together with the Airport refunded the Series 20058 Bonds with
the issuance of the 2009A fixed rate bonds. The MBIA reserve account surety policy for the 20058 bonds
was replaced with bond proceeds. The City cash funded the 20054 sinking fund reserve account on April
9,2009. The City closed the Airport Revenue Bonds" Series 2009A transaction on April 14,2AA9.

On May 12, 2AA9, the City and the Water Department priced $140 million of Water and
Wastewater Revenue Bonds, Series 20094. The bonds will be used to fund capital improvements to the
City's water and wastewater systems. The transaction closed }l'ay 21.2409.

The City. in conjunction with PMA, issued $97.8 million of Lease Revenue Bonds, Series 2009.
The proceeds of the bonds will be used to design, construct and equip a youth center facility. The

transaction closed on June 30, 2009.

The City and the Water Department restructured $83.6 million of its outstanding Water and

Wastewater Revenue Refunding Bonds, Series 20058 on July 1,2009. The Cify replaced the Financial
Security Assurance ("FSA') insurance policy with a letter of credit from Bank of America N.A.

The City executed a $31 million, four-year t&\-exempt lease to finance an upgrade to its
municipal radio communications system for emergency and normal public safety purposes. This financing
closed July 7,2AA9.
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The PGW 6th Series Revenue Bonds are insured by FSA and had liquidity provided by J.P.

Morgan, Wachovia Bank N.A., and Scotia Bank. The liquidity expired in January 2009. All of the 6th
Series Revenue Bonds are owned by the banks. The City, together with PGW, plans to refund the 6th
Series Revenue Bonds with the Eighth Series Bonds. The variable rate bonds (Eighth Series B, C, D &
E) in the amount of $255 million will be secured by letters of credit from Bank of America, N.A.,
Wachovia Bank, N.A., Scotia Bank and J.P. Morgan. The remaining bonds will be refunded as fixed rate
bonds (Series A) and a portion of the swap related to the 6th Series Revenue Bonds will be terminated, as

further described in the forepart of this Official Statement.

The City plans to issue approximately $275 million of its annual tax and revenue anticipation
notes in August 2009.

The City also has outstanding variable rate debt that is insured by FSA which has more recently
experienced problems in the market. The $313.5 million of General Obligation Bonds, Series 20078 are
insured by FSA with Dexia as the liquidity provider. The City refunded the 2007B Bonds with the
proceeds of the 20094 Bonds and the 20098 Bonds and terminated a portion of the swap related to the
20078 Bonds. The City closed this transaction on August 13,2009.

The 2003 Variable Rate Series, Water and Wastewater Revenue Refunding Bonds are also
insured by FSA insurance with Dexia as the liquidity provider. These bonds have had increases in interest
rates and have at times had trouble being remarketed, leading to bonds becoming bank bonds. As of July
30, 2009 none of these bonds were bank bonds. The City, together with the Water Department, is
currently evaluating options to best handle potentially restructuring or refunding these bonds.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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CITY CAPITAL IMPROVEMENT PROGRAM

The Capital Improvement Program for Fiscal Years 2010-2015 contemplates a total budget of
$7,953,891,000 of which $2,186,356,000 is to be provided from Federal, Commonwealth, and other
sources and the remainder through City funding. The following table shows the amounts budgeted each
year from various sources of funds for capital projects. City Council adopted the Capital Improvement
Program for Fiscal Years 2010-2015 on May 21,2009.

Table A-ll
City of Phitadelphia

Fiscal Years 2010-2015
Capital Improvement Program

(Amounts in Thousands of USD)

CITY FUNDS - TAX
SUPPORTED
Carried-forward Loans
Operating Revenue

New Loans
Pre-financed Loans
PICA Pre-financed Loans
Tax-supported Subtotal

CITY FUNDS - SELF-
SUSTAINING
Carried-forward Loans
Operating

New Loans

Self-Sustaining Subtotal

REVOLVING FT'NDS

OTHERTHA}ICITY
FUNDS
Federal *

Federal OffBudget
State *

State OffBudget
Other Governments *

Other Governments/Off
Budget

Private *

Private OffBudget
Other Than City Funds
Subtotal

TOTAL

Federal
State

20tt 2012 2013

000
t7,439 20,439 17,439

68,020 78,023 88,013

I,000 1,000 1,000

090
86,459 99,462 106,452

000
41,961 4A352 40,743

532.1l3 525"404 582.679

574,074 565,756 623,422

000

2015 2010-2015

0 229,502

17,439 128,534

99,946 494,946

1,000 ll,a42
q 43.017

I18,385 907,041

0 653,509

4A,525 350,641

8r0.394 3.830.344

850,919 4,834,494

0 26,000

74,458 972,481

I17,840 569,573

6,321 127,878

34,732 204,196

0 62,663

6,081 44,695

25,024 288,770
q 100

?64"452 2.186.356

1,233,736 7,953,891

2010
229,502
38,339

63,000

6,042
43.017

379,900

20t4
0

17,439

97,944
1,000

a
I16,383

653,509
146,926

496.729

t,297,164

26,000

0

40,134

883.025

923,159

0

598,182

96,553

96,650
20,772

62,663

9,883

81,670
g

84,762

95,859
6,205

35,902
0

I1,989
26,020

100

77,A23

97,600
5,968

36,799

0

5,793
25,024

g

248.203

70,048 68,008

79,946 81,815

5,837 6,897

36,933 35,058

00

5,435 5,514

26,020 25,020

0g

2,669,437 92137A 889,397 952,186 1,287,745

*Other Than City Funds in FY 2010 contain both New and Carried-Forward amounts as follows:

966.373 26A-837 224^179 222.312

New* $250,399 CarriedForward- S347,783
New - 15,399 Carried Fonvard - 81,251

Other Govemments New - 0 Canied Forra'ard - 62.663
Nerv - 5,030 Carried Forward - 76,640Private
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LITIGATION

Generally, judgments and settlements on claims against the City are payable from the General
Fund, except for claims against the Water Department, the Aviation Division, and the Gas Works. Claims
against the Water Department are paid first from the Water Fund and only secondarily from the General
Fund. Claims against the Aviation Division, to the extent not covered by insurance, are paid first from the
Aviation Fund and only secondarily from the General Fund. Claims against the Gas Works, to the extent
not covered by insurance, are paid first from Gas Works revenues and only secondarily from the General
Fund.

The Act of October 5, 1980, P-L.693, No. 142, known as the "Political Subdivision Tort Claims
Act," (the "Tort Claims Act") establishes a $500,000 aggregate limitation on damages for injury to a
person or property arising from the same cause ofaction or transaction or occunence or series ofcauses
of action, transactions or occurrences with respect to governmental units in the Commonwealth such as

the City. The constitutionality of that aggregate limitation has been repeatedly upheld by the Pennsylvania
Supreme Court. In February 1981, an appeal of a decision upholding such constitutionality to the United
States Supreme Court was dismissed for want ofjurisdiction. However, under Pennsylvania Rule of Civil
Procedure 238, delay damages in State Court cases are not subject to the $500,000 limitation. Moreover,
the limit on damages is inapplicable to any suit against the City which does not arise under state tort law
such as claims made against the City under Federal civil rights laws.

The aggregate loss resulting from general and special litigation claims was $30.2 million for
Fiscaf Year 2001, 530.0 million for Fiscal Year 2002, S24.1 million for Fiscal Year 2003, 524.5 million
for Fiscal Year 2004, $27.5 million for Fiscal Year 2005, $23.0 million for Fiscal Year 2006, $26.6
million for Fiscal Year 2007 and $29.3 million for Fiscal Year 2008. Estimates of settlements and
judgments from the General Fund are $35.0 million, $24.5 million, $24.5 million, $24.5 million, and

$24.5 million for Fiscal Years 2009 through 2013, respectively. In budgeting for settlements and
judgments in the annual Operating Budget and projecting settlements and judgments for each Five-Year
Plan, the City bases its estimates on past experience and on an analysis of estimated potential liabilities
and the timing of outcomes, to the extent a proceeding is sufficiently advanced to permit a projection of
the timing of a result. General and special litigation claims are budgeted separately from back-pay awards
and similar seftlements relating to labor disputes. Usually, some of the costs arising from labor litigation
are reported as part of current payroll expenses. For Fiscal Year 2008, payments for claims arising from
labor settlements in the General Fund were $1.11 million of which S0.85 million was paid from the
Indemnities account, and $0.26 million from the Operating budgets of the affected departments. Actual
claims paid out from the General Fund for settlements and judgments averaged $26.1 million per year

over the five years from Fiscal Year 20041hrough Fiscal Year 2008.

In addition to routine litigation incidental to performance of the City's governmental functions
and litigation arising in the ordinary course relating to contract and tort claims and alleged violations of
law, certain special litigation matters are currently being litigated and/or appealed and adverse final
outcomes of such litigation could have a substantial or long-term adverse effect on the City's General
Fund. These proceedings involve: environmental-related actions and proceedings in which it has been or
may be alleged that the City is liable for damages, including but not limited to properly damage and
bodily injury, or that the City should pay fines or penalties or the costs of response or remediation,
because ofthe alleged generation, transpoft, or disposal oftoxic or otherwise hazardous substances by the
City, or the alleged disposal of such substances on or to City-owned property; a class action suit alleging
that the City failed to properly oversee management of funds in the deferred compensation plan of City
employees; civil rights claims; and a pay dispute with former and current paramedics. The ultimate
outcome and fiscal impact, if any, on the City's General Fund of the claims and proceedings described in
this paragraph are not currently predictable.
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Various claims in addition to the lawsuits described in the preceding paragraph have been

asserted against the Water Department and in some cases lawsuits have been instituted. Many of these
Water Department claims have been reduced to judgment or otherwise settled in a manner requiring
payment by the Water Department. The aggregate loss for Fiscal Year 2003 which resulted from these
claims and lawsuits was $3.9 million, $2.9 million for Fiscal Year 20A4, $2.4 million for Fiscal Year
2005 $4.2 million for Fiscal Year 2006, $2.5 million in Fiscal Year 2007 and $4.6 million in Fiscal Year
2008. The Water Fund's budget for Fiscal Year 2009 contains an appropriation for Water Department
claims in the amount of $6.5 million, although the current estimate, based on the first three quarters of
Fiscal Year 2009 expenditures, is for only $4.2 million. The Water Fund is the first source of payment for
any of the claims against the Water Department.

In addition, various claims have been asserted against the Aviation Division and in some cases

lawsuits have been instituted. Many of these Aviation Division claims have been reduced to judgment or
otherwise settled in a manner requiring payment by the Aviation Division. The aggregate loss for Fiscal
Year 2008 which resulted from these claims and lawsuits was $1.3 million. The Indemnities budget for
Aviation Fund claims for Fiscal Year 2009 contains an appropriation in the amount of $2.5 million,
although the current estimate, based on the first three quarters of fiscal year 2A09 expenditures, is for only
$460,000. The Aviation Division is the first source of payment for any of the claims against the Aviation
Division.

AD}ITIONAL INFORMATION

Current City Practices

It is the City's practice to file its Comprehensive Annual Financial Report ('CAFR'), which
contains the audited combined financial statements of the City, with a Repository as soon as practicable
after delivery of such report. The CAFR for the City's fiscal year ended June 30, 2008 was deposited with
a Repository on February 24, 2A09. The CAFR is prepared by the Director of Finance of the City in
conformance with guidelines adopted by the Governmental Accounting Standards Board and the
American Institute of Certified Public Accountants' audit guide, Audits of State and Local Government
Units. Upon written request to the Office of the Director of Finance and payment of the costs of
duplication and mailing, the City will make available copies of the CAFR for the Fiscal Yem ended June
30, 2008. Such a request should be addressed to: Office of the Director of Finance, Municipal Services
Building, Suite 1300, 1401 John F. Kennedy Boulevard, Philadelphia PA 19102. The CAFR is also
available online at www.phila.gov/investor, the City's website ('City Website" or "Website"). The City
also expects to provide financial and other information from time to time to Moody's Investors Service,
Standard & Poor's Ratings Sewices, a division of The McGraw-Hill Companies, Inc. and Fitch Ratings,
in connection with the securities ratings assigned by those rating agencies to bonds or notes of the City.

The foregoing statement as to filing or furnishing of additional information reflects the City's
current practices, but is not a contractual obligation to the holders ofthe City's bonds or notes.

The City Website contains information in addition to that set forth in the CAFR. The "Terms of
lJse" statement of the City Website, incorporated herein by this reference, provides, among other things,
that the information contained therein is provided for the convenience of the user, that the City is not
obligated to update such information, and that the information may not provide all information that may
be ofinterest to investors.

IREMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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CITY SOCIOECONOMIC INFORMATION

Introduction

The City includes within its boundaries an area of approximately 130 square miles and a resident
population of approximately 1.45 million according to the U.S. Census Bureau, 2006 Population
Estimates. The City is in the heart of a nine-county metropolitan area with approximately 5.1 million
residents. Air. rail, highway, and water routes provide easy access to the City.

The Cify is strategically located on the east coast with easy access to markets, tesources,
government centers, and transportation. The City's metropolitan area is the nation's fourth largest in the
retail market with over 2,400 retail stores.

Quality of Life

The City is rich in history, art, architecture, and enteftainment. World-class cultural and historic
attractions include the Philadelphia Museum of Art (which houses the third largest art collection in the
United States), the Philadelphia Orchestr4 Academy of Music, Pennsylvania Ballet, the Constitution
Center, the Kimmel Center (which had over I million people in attendance in 2007), Pennsylvania
Academy of Fine Arts, Franklin lnstitute, Mann Music Center, Opera Company of Philadelphia, and the
Rodin Museum. The South Philadelphia spofts complex, currently consisting of Lincoln Financial Field,
Citizens Bank Park, the Wachovia Spectrum and the Wachovia Center, is home to the Philadelphia 76ers,

Flyers, Phillies and Eagles. The City also offers its residents and visitors America's most historic square

mile, which includes lndependence Hall and the Liberty Bell, as well as Fairmount Park, which spans

8,000 acres and includes Pennypack Park and the country's first zoo.

The City is a center for health, education, and science facilities with the nation's largest
concentration of healthcare resources within a 100-mile radius. There are presently more than 30
hospitals, seven medical schools, two dental schools, two pharmacy schools, as well as schools of
optometry, podiatry and veterinary medicine, and the Philadelphia Center for Health Care Sciences in
West Philadelphia. The City is one of the largest health care and health care education centers in the
world, and a number of the nation's largest pharmaceutical companies are located in the Philadelphia
area.

The City has the second largest concentration of students on the East Coast with eighfy degree
granting institutions of higher education and a total enrollment of over 300,000 students. Included among
these institutions are the University of Pennsylvania Temple Universify, Drexel University, St. Joseph's
University, and LaSalle University. Within a short drive from the City are such schools as Villanova
University, Bryn Mawr College, Haverford College, Swarthmore College, Lincoln University, and the
Camden Campus of Rutgers University. The undergraduate and graduate programs at these institutions
help provide a well-educated and trained work force to the Philadelphia community.

Hospitals and Medical Centers

The City also has major research facilities, including those located at its universities, the medical
schools, the Wistar Institute, the Fox Chase Cancer Center, and the University City Science Center. The
Children's Hospital of Philadelphia (ranked number one in U.S. children's hospitals) has recently
completed the construction of a new $100 million biomedical research fucility located within the
Philadelphia Center for Health Care Sciences in West Philadelphia. A Comprehensive Cancer Center is
also located at the University of Pennsylvania.

Hospitals and Medical Centen: The following table presents the most recent published data
regarding hospitals and medical centers in Philadelphia- Due to mergers, consolidations and closures that
have occurred or may occur in the future, this table is accurate only as of its publication date.
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Table A-12
City of Philadelphia

Hospitals and Medical Centers

(As of October 2008)

Institution

Albert Einstein
Chestnut Hill
Frankford (r)

Jeane 
(3)

Kensington
Mercy Hospital of Philadelphia
Methodist Hospital Division, TfUH
Nazareth
Northeastern Temple East
Pennsylvania
Presbyterian
Roxborough Memorial
St. Joseph's

Veteran's Affairs Medical Ctr Phila
Hahnemann University
Hosp of the Univ of Pennsylvania
Temple (2)

Thomas Jefferson
Children's Hospital of Philadelphia (a)

Fox Chase Cancer Center
Girard
Kindred - Philadelphia
Shriner's
St. Agnes Continuing Care
St. Christopher's
Belmont
Fairmount BHS
Friends
Magee Rehabilitation
MossRehab

Beds

424
143

477
r76
35

180
202
195

187

410
223
137
146
137
497
743
746
694
431
r00
106
52
JJ
58

124
147
180

r92
96

r66

Source: Delaware Valley Healthcare Council of HAP, Monthly Utilization Report-Summary Stats, October2008

( I ) Frankford includes data for all three divisions - Frankford, Torresdale and Bucks County.
(2) Temple includes data for Episcopal Hospital.
(3) Jeanes Hospital Closed NICU Unit as of April 3A, 2007 and OB as of May 31, 2007.
(4) Children's Seashore House is now consolidated into Children's Hospital of Philadelphia's data.

Children's Hospital Exoansion. The Children's Hospital of Philadelphia is expanding its research
facilities in West Philadelphia. The $400 million first phase of the new complex is expected to be
completed in Fall 2AA9; the $500 million second phase has been put on hold for the time being due to
market conditions.

Universitv of Pennsylvania. A major new $302 million cancer research and treatment center, the
Center for Advanced Medicine, opened in October 2008. The West Tower of the Center of Advanced
Medicine is estimated to be completed in }Aft at a cost of $370 million and is currently under
construction.
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The Fox Chase Cancer Center. The Center is a non-profit institution, which is expanding its
campus in the northeast section of the City. The Center's 2S-year Master Plan is over $l billion,
providing over 2.7 million square feet of space dedicated to research and patient care. While a planned

expansion into Burholme Park is currently the subject of litigation, the Cancer Research Pavilion will
open in July 2009 on the current main campus. The project cost is $100 million. Other projects on the
current main campus are being planned at this time.

Demographics

During the ten-year period between 1990 and 2000, the population of the City decreased from
1,585,577 to 1,517,550. During the same period, the population of Pennsylvania increased by 3.4%, less

than one-third the national rate of increase.

Table A-13
Population

City, Pennsylvania & Nation

Philadelphia
Pennsylvania
United States

1990

1,585,577
I1,881,643

248,749,873

2000

I,517,550
12,281,0s4

281,421,906

2008 (est.)

1,447,395
12,448,279

304,059,724

7n Change
1990-2000

-4.3o/o

3.4o/o

13.2o/o

oh

Change
200&2007

-4.60/o

1.4%
8.0%

Source: U.S. Census Bureau, 2007 Population Estimates, Census 2A00,l99A Census.
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Table A-13
Population Age Distribution

Philadelphia County

Age

0-24
25-44
45-64

65-84

85&up
Total

563,916
490,224

290,803

2t7,913
22,901

1,5g5,5??

3s.6
30.9
18.3

13.7

1.4

100

2000

551,308

444,774

307,746

186,383

27,339

lJr?Js0

Pennsylvania

2005-
2007* (est)

523,318
402,896

339,409

160,269

28,494

1,454,382

1990

o/" of

Total

oh of

Total

36.3

29.3

20.2

12.3

1.8

ro0

Yo of

Total

36

27.7
23.3

ll
2

100

Ase 1990

Vo of

Total 2000

o/o of

Total

o/" of
2005-2007.

(est) Total

0-24
25-44
45-64

65-84
85&up
Total

4,021,585

3,657,323

2,373,629

1,657,270

171,936

tt$8t-643

33.8
30.8

20

13.9

1.4

100

4,016,670

3,509,562
2,836,657
1,6g l,5gg

237,567

n28tw

Udted States

32.6
28.6

23.1

13.7

1.9

100

3,996,274

3,212,392
3,308,060
l,614,969

269.274

32.2

25.9

26.8

13

2.2

12,440,959 100

Age 1990

0-24
25-44
45-64

65-84
85&up
Total

90,342,198
80,754,835
46,371,A09

28,161,666

3,ogo,l65

24SJA9,S?3

36.3

32.s

18.6

1 1.3

t.2

100

99,437,266

85,040,251

61,952,636
30,752,166
4,239,587

35.3

34.2

22

ll
1.5

100

2005-2097'

(est)

143,tr0,927
83,587,234
74,794,039
32,289.322

4.975"788

298,757,3r0

3,1.5

28

25

10.8

t.7
100

o/o oI
Total 2000

o/o of
Total

Vo ot
Total

281,421,946

Source: U.S. Dept. of Commerce, Bureau of the Census.

*20A5-20A7 American Community Survey 3 year estimates

The Economy

Philadelphia's economy is composed of diverse industries, with virtually all classes of industrial
and commercial businesses represented. The City is a major business and personal service center with
strengths in insurance, law, finance, health, education, and utilities.

The cost of living in Philadelphia is relatively moderate compared to other rnajor metropolitan
areas. The City, as one of the country's education centers, offers the business community a large, diverse,
and industrious labor pool.
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Table A-14
Office Rental Rates in Cities

Throughout the United States

(In $ Per Square Foot)

Atlanta
Chicago
Dallas
Denver
Houston
Los Angeles
New York
Philadelphia
Phoenix
Portland
San Francisco
St. Louis
Tampa
Washington, D.C.

November May
2008 2009
2t.23 21.29
24.78 24.56
?3.72 23.7t
27.55 26.53

26.83 24.91

30.51 29.92
98.08 68.63
25.26 25.24
29.t7 28.23

27.62 26.99
48.57 39.40
22.42 22.78
26.22 26.36
s1.26 51.77

January
2004
23.09
29.97
20.58
17.84
19.29
25.56
45.51
23.24
20.38
20.59
27.15
20.52
19.23
3l .05

January
2005
21.92
28.47
19.71

t7.24
18.21

26.55
45.t6
21.97
19.39
19.65
27.75
19.91

18.01

35.95

May
2006
20.08
23.77
t7.43
19.03
19.1 5

23.12
)).1)
22.42
24.29
2r.58
30.62
2t.12
20.54
42.74

November
2046
20.56
22.97
16.47
20.37
19.52
22.59
62.07
22.96
26.19
22.4r
31.11
2t.75
21.r3
43.58

May
2007
20.16
22.44
17.20
22.17
2t.53
23.74
69.44
22.60
27.32
23.00
35.81
2t.21
22.46
/t4.00

May
2008
21.76
24.75
22.96
27.15
28.92
30.52

103.43
24.35
29.14
25.85
49.71

22.82
2s.30
51.05

Source: CB Richard Ellis, Global Market Rents Report; Clobal MarketView: Office Occupancy Costs Report.

Employment

The employment and unemployment rates and the total number of jobs within the City are

reflected in Tables A-15 and A-16, respectively.

The employment changes within the City principally have been due to declines in the
manufacturing sector and the relatively stronger performance of the service economy. The City's and
region's economies are diversified, with strong representation in the health care, government, and

education sectors but without the domination of any single employer or industry.

In March 2000, the Philadelphia Authority for Industrial Development ("PAID*) took ownership
of more than 1,000 acres at the site of the former Philadelphia Navy Shipyard, Naval Station. Naval
Hospital and Defense Supply Center and has begun to implement aggressive redevelopment activities. To
date. a1 least 47 companies have leased or purchased in excess of 2 million squale feet of facilities at the
complex, now known as the Philadelphia Naval Business Center ('PNBC"). In addition to this
employment, the Navy has retained more than 2 million square feet of facilities. Together, the private and
Navy facilities employ more than 7,000 people. Long term plans call for more than 10 million square feet
of industrial and commercial space al PNBC, with employment targeted between 15,000-20,000.
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Table A-15
Labor Force Data Annual Average

Based on Residency (not seasonally adjusted)

2002 2003 2007 2008
Philadelphia (000)*
Labor Force
Employment
Unemployment
Unemployment Rate (7o)

Philadelphia PMSA (000)**
Labor Force
Employment
Unemployment
Unemployment Rate (7o)

Pennsylvania (000)
Labor Force
Employment
Unemployment
Unemployment Rate (9ir)

United States (000,000)
Labor Force
Employment
Unemployment
Unemployment Rate (7o)

635.2 622.6
588.5 575.7
46.6 46.9
7.3 1.5

2,898.4 2,879.2
2,743.1 2,722.4
155.2 156.8

5.4 5.4

6,218.0 6,145.0
5,869.0 5.796.0
349.0 349.0

5.6 5.7

144.9 146.5
136.5 t37.7

8.4 8.8
5.8 6.0

614.7 627.2
577.8 582.3
37.0 44.9

6.0 7.2

2,948.2 2,986.2
2,822.8 2,826.3

t25.4 159.9
4.3 5.4

6,287.0 6,395.0
6,013.0 6,051.0
274.0 344.0

4.4 5.4

153.1 154.3
146.0 145.4

7.r 8.9
4.6 5.8

2004

619.1
573.9

45.2
t-J

2.893.1
2,746.1

147.1
5.1

6,205.0
5,868.0

338.0
5.4

147.4
139.3

8.1
5.5

2005

617.7
576.2

41.4
o./

2,924.8
2.786.6

r38.2
4.7

6,257.0
5,946.0

311.0
5.0

149.3

t4t.7
7.6
5.1

2006

615.4
577.3

38.1
6.2

2,954.5
2,821.7

132.7
4.5

6,294.0
6,003.0

287.0
4.6

151.4
144.4

7.0
4.6

Source: Center for Workforce lnformation and Analysis, PA Dept of Labor and Industry, 2009.

* Philadelphia County:t* The PhiladelphiaPMSA includes Philadelphia-Camden-Wilmington, PA, NJ, DE, MD
Metro Stat Area.
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Table ,4'-16
Philadelphia County

Total Monthly Employment and Monthly Unemployment Rates
Based on Residency

2002 - 2008

Total Employment in 000's Unemployment Rate 7o

2042 2003 2004 2005 2{n6 20A1 2008 2002 2003 2004 2005 20a6 2A07 2008Month

January

February

March
April
May

June

July

August

September

October

November

December

Total Non-Farm

2002

683.5

Natural Resources" Construction & 12.9
Mining

589.9 580.5 574.5 576.0 576.4 580.7 582.1

591.3 580.3 574.2 574.3 576.9 580.0 576.6

589.5 579.7 572.8 573.t 577.2 579.4 576.3

589.9 578.9 573.4 575.7 578.0 577 .4 580. r

591.2 s76.r s70.7 577.5 577.8 s76.1 582.2

590.6 575.9 571.5 575.5 578.4 578.2 580.2

588.3 573.4 574.3 577.8 576.0 578.5 577.0

589.2 573.7 573.6 576.6 577.5 578.0 577.7

590.4 s73.r 574.6 577.5 577.3 577.2 578.6
586.8 573.1 574.9 576.9 578.7 576.3 579.4

583.5 573.3 576.3 576.5 577.3 577.7 573.6

582.0 57A.7 576.0 577.9 576.7 574.0 572.6

6.9

7.1

7.2

7.4

t-J

t.)
7.4

7.4

7.6

7.6

6.9

7.2

7.0

6.8

6.7

6.6

6.4

6.5

6.6

6.5

6.7

6.5

6.2

6.4

6.3

6.4

6.2

6.2

6.3

6.3

6.1

5.9

6.0

6.0

t.i t.)
7.5 7.3

7.3 7.7

7.5 7.4

t.) t.)
t. | /.)
7.6 7.4

7.6 7.3

7.7 7.1

7.6 7.1

7.5 6.9

7.4 6.9

6.1 6.7

5.9 6.8

5.8 6.7

5.9 6.8

6.0 7.0

6.0 7.0

6.0 7.0

6.0 7.9

6.1 7.5

6.1 7.7

6.0 8.0

6.3 8.6

Source: Center for Workforce Information and Analysis, PA Dept of Labor and Industry, 2009 (monthly
Seasonally Adjusted Labor Force), Philadelphia County.

Table A-17
Philadelphia City

Non-Farm Payroll Employment*

(Amounts in Thousands)

Manufacturing

Trade, Transportation & Utilities

Information

Financial Activities

Professional &Business Services

Education & Health Services

Leisure & Hospitality

Other Services

Govemment

185.3 184.1 186.8

s2.9 54.6 56.6

29.A 28.5 28.5

114.7 113.0 lll.4

84.2 85.3 84.0

192.2 196.4 202.9

s8.0 58.4 57.4

28.2 28.2 28.3

108.6 105.9 143.2

37.7

98.5

t7.0

52.3

82.9

l8 r.0

54.2

29.9

tt7.l

12.3 I1.4 t2.0

34.0 32.6 31.2

95.8 90.9 90.0

15.9 13.6 r3.2

2004 2005

657.9 660.3

49.0 48.2

80.3 82.4

2006 2007 2008**

662.5 662.4 660.9

12.4 I 1.8

29.9 28.3

11.2

26.5

88.0 88.4

12.9 12.9

47.1 46.1

2003

671.3

50.7

80.9

88.5

12.8

47.7

Source: Bureau of Labor Statistics, 2009.

* Includes persons employed within the City, without regard to residency.
** Preliminary, December 2008.
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Table A-18
City of Philadelphia

Largest Employers in Phitadelphia
June 300 2008

(Listed Alphabetically)

Albert Einstein Medical

Children's Hospital of Philadelphia

City of Philadelphia

School District of Philadelphia

Southeastern Pennsylvania Transportation Authority

Temple Universify

Thomas Jefferson University Hospitals

United States Postal Service

University of Pennsylvania

University of Pennsylvania Hospital

Source: Philadelphia Department of Revenue

Table A-19
Fortune 500

Largest Corporations
With Headquarters in Philadelphia, 2008

Corporation Tvoe oflndustrv Ranking Revenues
($ Millions)

Sunoco Petroleum Refining 4l $56,652.0

Comcast Telecommunications 68 $34,256.0

Cigna Health Care/Insurance 132 $19,101.0

ARAMARK Diversified Outsourcins Services 198 $13,470.0

Rohm & Haas Chemical 281 $9,575.0

Crown Holdings Metal Products 312 $8,305.0

Source: Fortune Magazine website, May 2008.

Income

The following table presents data relating to per-capita income for the City, the PMSA, and the
United States. lt illustrates that, for the past few years, real per-capita income has generally outpaced the
urban cost of living index, suggesting that on average, the newly created service jobs have genemted
positive real income growth for City wage earners.
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TAsr,s A-20
Consuvrun Pmce lxorcns .q,l\[D MnorArr HousEHoLD Erpncttvn Buvrxc INcoME

1990 2000 2042 2003 2404 2005

$24,880 $31,621
$33,277 547,152
$27.9r2 $37.233

t79.9 184.0
184.9 188.8

$29,995 $28,015
$43,800 $41,820
$38,365 $38,035

188.9 195.3

196.5 204.2

$28,150 $29,269
$42,852 $44,060
$38,201 $39,324

2407 2008

2A? 3 21s3
216.7 224.1

$31,292 $30,746
$46,413 $46,900
$40,710 $41,792

2006

201.6
212.1

$30.748
$45,395
$39.324

CPLLI United States 
(u) 130.7 172.2

CPL U Philadelphia PMSA(.) 135.8 176.5

Bu],ins Income(b)
Philadelphia
Philadelph ia Metro Area*
United States

'Statistic is a measure of the Philadelphia" Camden & Wilmington Metropolitan Area.

Source: (a) Consumer Price Index - All Urban Consumers. U.S, Bureau of Labor Statistics.
(b) Sales & Marketing Management's 2008 Survey of Buying Power.

Table A-21
Number of Households by Income Range in Philadelphia County

Number of Households' Percentage of Households-

lncome 1990 2ooo 
2oo$2oo?." (esr) r99o 2000 200s

-200?.- (est)

Under $ 9,999 136.335 1A9.237
$10,000-14,999 59,331 49,035

$15,000-24,999 108,405 89,059
$25,000-49,999 t90,237 t7t,2l5
$50,000 and over 106.432 171.737

Total 600.740 590.283

18.5

8.3
15.0
29.4
29.1

100.0

Percentage of Households

86,260 22.6
50,017 9.9
75,816 l8.l
147,471 3t.7
t98.421 17.6
557,985 100.0

l5.s
9.0

13.6
26.4
35.5

100.0

Source: U.S. Department of Commerce, Bureau of the Census.- 
A household includes all the persons who occupy a housing unit.

*. 2005-2007 American Community Survey 3 yeat estimates

Number of Households by Income Range in United States

Number of Households
f{Xf0's)

Income 1990 2000

Under $ 9,999 14,214 10,067

$10,000-14,999 8,133 6,657
$15,000-24,999 t6,124 13,536
$25,000-49,999 31,003 30,965
$50,000 and over 22,519 44,312

Total 91.994 105.537

1990

15.5

8.8
17.5

33.7
24.5

r00.0%

9.5
6.3

12.8
29.3
42.1

100.0%

2005-2007*
(est)

7.6
5.8

1t.l
25.5

50
100.0%

2ffi5-2fi17* (est)

8,514
6,429

12,364
28,489
55,81I

l l l,609

Source: U.S. Department of Commer€e, Economics and Statistics Administration, 2000 Census of
Population. Figures may not add due to rounding.. 

2005-2AA7 American Community Survey 3 year estimates
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Retail Sales

The following table reflects taxable sales for Philadelphia from Fiscal Years 1997 to 2008.

Table A-22
Philadelphia

Taxable Retail Sales 1997-2008
($000's)

Fiscal Year Taxable Sales

1997
1998
t999
2000
2001
2002
2003
2A04
2005
2006
2007
2008

9,637,833
8,276,483
9,604,970

10,432,800
I 1,107,100
10,980,914
10,933,524
11,172,231
12,001,439
12,839,137
13,643,582
13,704,958

Source: Figures determined by dividing the Philadelphia local sales tax reported by the
Pennsylvania Department of Revenue by the local sales tax rate of 0.01.

Transportation

The residents of the City and surrounding counties are served by a commuter transportation
system operated by SEPTA. This system includes two subway lines, a network of buses and trolleys, and
a commuter rail network joining Center City and other areas of the City to the airport and to the
surrounding counties. A high speed train line runs from southern New Jersey to Center City and is
operated by the Delaware River Port Authority. An important addition to the area's transportation system
was the opening of the airport high speed line between Center City and the Philadelphia International
Airport in 1985. The line places the airport less than 25 minutes from the Center City business district
and connects directly with the commuter rail network and the Convention Centel which opened in June
1993. The opening of the commuter rail tunnel in 1984 provided a unified City transportation system
linking the commuter rail system, the SEPTA bus, trolley, and subway lines, the high speed line to New
Jersey, and the airport high speed line.

Amtrak, SEPTA. Norfolk Southem, CSX Transportation, Conrail and the Canadian Pacific
provide inter-city commuter and freight rail services connecting Philadelphia to the other major cities and
markets in the United States. More than 100 truck lines serve the Philadelphia area.

The City now has one of the most accessible downtown areas in the nation with respect to
highway transportation by virtue of t 95; the Vine Street Expressway (l 676>, running east-ts-west
through the Central Business District befween I ?6 and I 95; and the "Blue Route" (l 476) in suburban
Delaware and Montgomery Counties which connects the Pennsylvania Turnpike and I 95 and thereby
feeds into the Schuylkill Expressway (I 76) and thus into Center City Philadelphia.

The Philadelphia International Airport (PHL) a:rd Northeast Philadelphia Airport (PNE) comprise
the Philadelphia Airport System (the "Airport System"). The Airport System is owned by the City of
Philadelphia and is operated by the Department of Commerce's Division of Aviation. PHL is located 7.2
miles southwest of Center Crty; and PNE, a smaller reliever airport, is located l0 miles northeast of
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Center City. PHL is accessible from major highways within the Cify and from surrounding communities
and SEPTA's Airport rail line. PHL provides its passengers with service on l1 domestic carriers, two of
which also provide intemational service. and 13 regional carriers, while five foreign flag carriers also
provide international service. In addition, there are four all-cargo carriers. PHL serves as a key
connecting hub for US Airways.

Water and Wastewater Svstems

The water and wastewater systems of Philadelphia are owned by the City and operated by the

City's Water Department. The water system provides water to the City (130 square mile service area), to
Aqua Pennsylvani4 [nc., formerly Philadelphia Suburban Water Company, and to the Bucks County
Water and Sewer Authority. The City obtains approximately 58 percent of its water from the Delaware
River and the balance from the Schuylkill River. The water system serves approximately 472,640
accounts through 3, 1 3 7 miles of mains, three water treatment plants, I 5 pumping stations and provides
fire protection through more than 25,000 fire hydrants.

The wastewater system services a total of 360 square miles of which 130 squaxe miles are within
the City and 230 square miles are in suburban areas. The total number of accounts is approximately
471,000. The wastewater and stormwater systems contain three water pollution control plants, a biosolids
processing facility, 13 pumping stations, and approximately 3,652 miles of sewers. Based on its current
NPDES discharge permit, the City is required to achieve effluent limitalions that are considered more

stringent than those required to achieve secondary treatment levels as defined in the Federal Water
Pollution Control Act. as amended.

Municipal Solid Waste Disposal

The City is responsible for collecting solid waste, including recycling, from residential
households and some commercial establishments. On average, approximately 3,000 tons of solid waste
per day is collected by the City. Municipal solid waste is disposed of through a combination of recycling
processing facilities, private and City transfer stations within the City limits, and at various landfills
operated outside the City limits. The Cify significantly reduced its waste disposal costs over the last

decade. The current disposal contract, which began July 1, 2005, continues this trend. With three one-
year City options, the contract can be extended through Fiscal Year 2012. Disposal rates escalate at a
relatively low rate of approximately three percent per year over the contract term, and multiple vendors
maximize operational fl exibility and efficiencies.
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Housing

While the City's housing market has remained relatively stable, recently home values have gone
up, as shown on the table below:

Table A-23
Characteristics of Housing Units

1990 2000 2005-2007*
(est)

Total Housing Units
Philadelphia County
Pennsylvania
Percent Owner-Occupied
Philadelphia County
Pennsylvania
Median Value of Owner-Occupied Housing
Philadelphia County
Pennsylvania
Number/Average Persons per Housing Unit
Philadelphia County
Pennsylvania

674,899 661,958 660,244
4,938,140 5,249,750 5,451,386

62.4%

70.6%

2.s6
2.72

59.3o/o

71.3%

57j%
71.7%

$49"400 $59,700 $ 117,500

$69,700 $97,000 $ 144,100

2.65 2.66
2.62 2.59

Source: U.S. Department of Commerce, Sureau of the Census.
*2005-2007 American Community Survey 3 year estimates.

Promoting Economic Development

Mission

The goal of the City's economic development strategy is to create, maintain, and develop: (l)
jobs by fostering an improved business environment; (2) increases in population; and (3) enhanced quality
of life within the City of Philadelphia-all in order to grow the City's tax base.

Background

ln response to the national recession, in 2009 the City is poised to launch several reforms aimed
at enhancing its competitive position. By reorienting economic development services to provide
transparency and better address customer service needs. Philadelphia will strive to become the business
location of choice. This new business climate, coupled with recent cultural additions, neighborhood
reinvestment and a renewed sense of civic pride, is desigred to enhance Philadelphia's position as a
world-class city.

Philadelphiaos Competitive Advantages

Philadelphia's competitive advantages as a business location are based on size, strategic location,
relative affordability, cultural and recreational amenities, and its growing strength in key knowledge
industries. The City of Philadelphia the fifth-largest city in the nation as of the last official census with
the third largest downtown population, is at the center of the sixth largest metropolitan region. Our region
includes the fourth largest retail sales market in the nation, as well as a diverse network of busiaess
suppliers and complementary industries.
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Accessibility

Philadelphia is in a key position to access regional and intemational markets, due to the
transportation infrastructure centered here, including Philadelphia International Airport, AMTRAK's
Northeast Corridor service, major interstate highway access, regional SEPTA service and the port. The

capacity of Philadelphia's transportation infrastructure is demonstrated by its median commuting time,
which is 19 percent lower than the national metropolitan average. Recent analysis has shown that

employees also benefit: Commuters to suburban firms, nearly all of whom drive to work, spend over
$6,200 per year in vehicle expenses. By contrast, 70 percent of downtown office workers use public
transit to get to work, and the annual cost of a SEPTA regional rail pass is just S2,l72.In addition, 37
percent of downtown residents walk to work, the highest percentage of any major American city.

Culture

As a major urban center with a rich historical legacy, Philadelphia is increasingly gaining national
recognition for its cultural and recreational advantages, which include the many tourism assets

concentrated within city limits. Independence National Historical Park, the Philadelphia Afi Museum,
and the Franklin Institute, as well as recent developments, such as the construction of the stunning
Kimmel Center for the Performing Arts and the National Constitution Center, are increasingly drawing
national attention. The development of new first-class sports facilities. as well as continued access and

development along the City's Delaware and Schuylkill River waterfronts, adds to this array.

Affordability

Philadelphia remains affordable when compared to its peers, as noted in the chart below.

Cost of Living 2008 (Third Quarter)

Index

Composite (100%)

Philadelphia, Washington-Arlington
PA - Arlington, DC-VA

r24.1 t37.7

Boston, MA New York National
(Manhattan),NY Average

133.7 220.3 t00.0

Source: Councilfor Community and Economic Research ACCM Cost of Living Index

The Council for Community and Economic Research determines "Cost of Living" by weighing
various living expenses including: cost of groceries, housing, utilities, transportation and health. The
national average cost for each index area is set at "100", and the indices for each place are then calculated

based upon their relation to that average. With lower composite indices indicating lower cost of living,
Philadelphia's composite index of 124.1 is an indication of how our region matches up to other east coast
peer metropolitan regions.

Educational Attainment

Philadelphia captures a significant portion of the region's educational employment and

enrollment because of its major colleges and universities. The City houses 40 percent of all students

during their studies, and the Philadelphia region retains a strong share ofits graduates (55 percent) and an

even greater share of graduates who are originally from the region (82 percent). The region retains 26
percent of non-native graduates, based on a survey of the class of 2005. On average, the region's
workforce over age 25 is better educated (with four-year college degrees) than those in other metropolitan
arezrs across the U.S. (32 percent, compared to 27 percent). At the same time, the City has one of the
lowest educational aftainment rates in the nation, with only 20.7 percent of its 25-years-or-older
population possessing a bachelor's degree or higher in2006.
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Real Estate Market

Despite challenges in the national economy, Philadelphia's central business district ('CBD'),
encompassing 42.2 million rentable square fee! shows stable office market conditions. The strength of
the market is driven by the continued expansion of the city's major healthcare and educational
institutions, which are less likely to be impacted by the slowdown, and the growth of Comcast
Corporation. Recent developments in the financial services market offer both retenlion risks and
attraction opportunities for Philadelphia. Significant downsizing among law firms and other professional
services businesses pose the greatest challenge to the office market.

On the recovery side, Cushman & Wakefield's market forecast names Boston, Philadelphia,
Washington, DC and Seaftle as places where markets "will be in a recovery-ready mode in 2010.". The
Center City office market has seen positive results in recent years, with I million square feet of net
absorption in 2006, 992,00A square feet in 2007 and approximately 876,000 square feet of positive net
absorption in 2008. Philadelphia's CBD boasted a direct vacancy rate of under 9% for the sixth quarter in
a row as of the frst quarter of 2009. The overall vacancy rate, including the sublease market which has
seen a slight increase in activity but is still below national levels, is at 10.2o/o. The CBD experienced
130,000 square feet of leasing activity year to date. As building owners make substantial capital
investments and 'trophy' locations are in demand, Class A asking rental rates in the CBD have risen from
525.85 in 2006 to$27.52 per squaxe foot in the first quarter of2009. A concerted attraction and retention
campaign involving the combined efforts of the City, PIDC, the Center City District, the Greater
Philadetphia Chamber of Commerce. and the Commonwealth has sustained these market conditions.

Amidst the national slowdown in real estate, Philadelphia's single-family properly market
remains consistent but is showing some signs of strain due to threats of increased foreclosures and a
stagnant buyers market. However, the rental real estate market continues to be positioned favorably.
Unburdened by a glut of speculative multifamily projects outstripping tenant demand, Philadelphia has
maintained a low apartment vacancy rate and has fared well when compared to other regions.

Major Industry Sectors

When compared to the average sector concentration in Pennsylvania counties, Philadelphia has a
higher concentration of employment in six sectors, as noted in the chart below.

Philadelphia Industry Concentrations Compared to Pennsylvania

Industrv

Education and Health Services
Financial Activities
Other Services
Professional and Business Services
Leisure and Hospitality
Information
Trade, Transportation, and Utilities
Manufacturing
Construction
Unclassified
Natural Resources and Minins

Pennsylvania

1.34
4.97
0.98
0.91
0.87
0.82
0.99
1.10
0.80
0.01
0.s5

Philadeluhia Countv

2.27
1.22

1.06

0.99
0.94
0.90
0.69
0.44
0.33
0.02
0.00

Source BLS: 2007 Location Quotient, 2006 fuarterly Census of Employment and Wages Data. Ratio af
analysis-industry emploTvnent in the anal.,-sis area to base-industry employnmt in the analysis area divided bv
the ratio of ana$tsis-industry emplovmmt in the base area to base-industry emplovment in the base area.
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Philadelphia has maintained an above-average concentration of employment in Education and
Health Services, Financial Activities, Other Services, Professional Business Services, Leisure and
Hospitality as well as lnformation Services. The employment base has undergone a gladual shift over the
last decade, most notably marked by growth in leisure/hospitality and educationArealth services sector
employment.

Despite a continued rise in unemployment over the past year, the overall gap between local and
national unemployment has shrunk considerably due to deteriorating market conditions brought on by the
nation's financial crisis.

As indicated in the chart below, until this year's economic downturn the City has consistently had

an unemployment rate befween 1.4 to 1.9 percent higher than the national average.

2000 4.0o/o 4.2%
2001 4.tvo 4.8%

Year
1997

1998

1999

4.9%

4.5%
4.2o/o

2002 5.8%
2003 6.A0/o

2404 5.5o/o

2005 5.1%
2006 4.60/o

2007 4.60/o

2008 5.8%

U.S. Pennsylvania
7o Difference between

Philadelphia U.S. and Phila
6.8% 1.9/o

6.20/o l.7o/o

6.1% l.9o/o

5.60/o l.60/o

6.1% l.4o/o

7.3o/o 1.5%

7.5% l.5o/o

73% l.8o/o

6.7% l.60/o

6.3% r.7%

6.0% l.4o/o

7.2% l.4o/o

9.5% l.2o/o

5.lo/o

4.64/o

4.4o/o

5.60/o

5.7%
5.4o/o

5.Ao/o

4.7o/o

4.4%

5.5o/o

20a9" 8.3% 8.lo/o
Source: Bureau of Labor Statistics (BLS). 2008.
'2009 Preliminary estimate based on 4 month tnerqge (Jan - Apr.)

The jobs report is mixed. As shown in the chart below, the local economy has reflected a trend

toward growth in particular sectors. Overall job growth in the City has decreased slightly in 2008 and

continues to be sluggish.
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c-60



Cluster Employment Data: City of Philadelphia
2003-2089

(in thousands)

Source : Bureau of Labor Statis tics.
Note: All years have been restated based on current BLS data, retrieved 5.22.2009 from data.bls.gov.
- 

2009 Preliminary estimates based on 3 month average (Jan.- March.)

While the ongoing economic crisis has dampened employment growth across virtually every
sector of the economy, "Philadelphia is coping better than many other urban areas throughout the U.S.,u
according to a recent economic report published by the Center City District. Much of this can be
attributed to the City's diverse employment base and its avoidance of speculative real estate and high-risk
financial activities that swept through the country following the "Technology Bust" of 200 I .

The sector of Philadelphia's economy which has remained most insulated from the cuffent
recession has been Education and Health Services, capturing a 9% growth rate since 2003. The City, in its
strategic plan for economic development and job growth, has identified the "Eds and Meds", along with
Professional and Business Services, and Leisure and Hospitality, as targeted growth sectors that will drive
the City's recovery process and position it for continued long-term growth.

The Education sector not only provides stable support to the local economy, but also generates a
steady supply of potential "Knowledge Indusfiy" workers. In the knowledge industry, which relies on the
supply of new college graduates, companies apply emerging technologies to deliver high-quality,
knowledge-based services. The knowledge industry includes seclors as diverse as financial services,
engineering, health care, insurance, law, life sciences, printing, publishing, and academia. In a 2009
report published by the Milken lnstitute, the Greater Philadelphia region's life sciences industry earned
the number one ranking of the study's "current impact" category by directly employing 94,4A0 workers
and generating $7.7 billion in direct revenue in 2008. These advantages equip Philadelphia and the region
to continue to build its knowledge industries.

While Philadelphia has a strong core of knowledge-based industries, the Cify must capitalize on
these advantages to ensure future growth and dynamisrn. Within the knowledge economy is another

Sector 2003 2004 2005 2006 2007 2008 2009

7o Change
from

2003-2009'

Average
Annual

7o Chanee
Consfruction &
Minins t2.3 I1.4 t2 12.6 I 1.8 12.2 10.4 t5% -2.1%
Manufacturins 34 32.6 31.2 30 28.3 z t.J 25.4 -25o/o -35%
Trade,
Transportation, &
utiliries 95.8 90.9 90 88.6 88.0 87.5 85. r -t1% -l.5vo
Information r5.9 13.6 13.2 t2.7 r2.9 12.3 I 1.8 -260/o -3.7o/o

Financial
Activities 50.7 49 48.2 47.6 47.1 46.3 45.3 -tt% -1.5o/o

Professional &
Business Services 80.9 80.3 82.4 84.1 85.3 85.5 81.4 lo/o .lo/o

Education &
Health Services 185.3 184.1 186.8 t92 196.4 20r.1 202.7 9% l.2o/o

Leisure &
Hosoitalitv 52.9 54.6 56.6 57.6 58.4 57.8 )). / 5o/o .7o/o

Other Services 29 28.5 28.5 28.2 28.2 28.1 27.7 -4% -4.64/o

Government 114.7 l13 I ll.4 108.4 105.9 104.5 144.2 -9% -1.2o/o

Total 67t.5 658 660.3 661.8 662.4 662.5 649.7
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sector of great importance to Philadelphia and the region, the life sciences, which includes health care,

research, biotechnology, and pharmaceuticals. Philadelphia is capitalizing on the region's opportunity to
become an incubator for research generated by life sciences and educational institutions. Several sites

now foster incubator opportunities, including the Philadelphia Navy Yard, the Science Center in West
Philadelphia, and the west bank of the Schuylkill River bordered by the University of Pennsylvania,
Children's Hospital of Pennsylvania and Drexel University.

Philadelphia's economy enjoys a large market share of for-profit creative industry companies
which are technology-driven, known as businesses representing the "creative economy." A subset of the
knowledge industry, the sector includes architecture, communications, design and merchandising, digital
media, engineering, fashion design, graphic arts, information technology, interior and indrstrial design.
marketing, music, film and video production, multimedia design, photography, planning product design
and software development. Philadelphia supports several initiatives with the goal of increasing
employment in this sector and fostering population gowth in the City as a result.

Philadelphia International Airport

Philadelphia International Airport served 31.8 million passengers, including 4.0 million
international travelers, in calendar year 2008. Ln2007, PHL ranked seventeenth in the nation in terms of
total passengers and is presently the tenth busiest in the world for aircraft operations, according to data
reported by Airports Council International North America. The regional economic impact of the Airport
is $14 billion annually PHL opened a new commuter terminal in 2001, a new international terminal in
May 2003, and recently completed the extension of Runway 17-35 to increase airfield capacity.

In 2005, the Airport issued three series of Airport Revenue Bonds which included $125 million in
fixed-rate Series 20054 bonds, $41 million in variable-rate Series 20058 bonds and $189.5 million in
variable-rate Series 2005C bonds. Proceeds of the 2005A and B bonds have enabled the Airport lo
undertake critical infrastructure projects, such as expansion of Terminals D and E, improvements to
Terminal A East, expansion of security checkpoints at Terminals B and C, and resurfacing of Runway
9R-27L. Proceeds of the 2005C bonds were used to refund the Airport's Series 19954 revenue bonds.

In August of 2007, the City issued the 2007A Bonds and the 20078 Bonds. Proceeds from the
2007A Bonds provide funding for several new capital projects including intemational terminal gate

expansion, design work for the expansion of Terminal F, design of a new in-line baggage system for
Terminal B/C, and an infrastructure improvement program. The 2007B Bonds refunded the Series 19978
Airport Revenue Bonds.

Philadelphia Industrial Development Corporation

Philadelphia Industrial Development Corporation (PIDC) is a private, not-for-profit Pennsylvania
corporation, founded in 1958 by the City of Philadelphia and the Greater Philadelphia Chamber of
Commerce to promote economic development throughout the City. The many progr:ms provided by
PIDC include (i) direct mortgage funding in a subordinate position at reduced interest rates for fixed asset

improvement to companies who intend to build or expand in Philadelphia; (ii) ta,\-exempt bond financing
to eligible borrowers through the Philadelphia Authority for Industrial Development (PAID); (iii) offering
of fully improved parcels of land for sale in more than a dozen designated industrial parks and districts
across the City; and (iv) offering of development assistance and project management to a range of
Phi ladelphia' s development and non-profi t corporations.

Financing Programs

PIDC offers a variety of Financing Programs to assist economic development for all segments of
the Philadelphia market. Primary categories include:
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PIDC Loan Progtams: Largely funded by federal, state, and local govemment sources, PIDC
loan programs generally offer sr-rbordinated financing and below-market rates which encourage
investment in Philadelphia. Specific terms and uses vary and may cover infrastructure costs, land
acquisition, building construction, machinery/equipment purchase, or working capital. During 2008,
PIDC settled 37 loan transactions and provided approximately $55 million of funding to projects valued
at$237 million.

PAID Bond Program: PIDC also manages the Philadelphia Authorify for Industrial Development
(PAID). PAID issues. as a conduit, tax-exempt bonds for qualified manufacturing and not-for-profit and

other projects. PAID is also a conduit for taxable issues. During calendar year 2008, PAID settled 25
bond issues for $389.8 million in financing and total project costs of $419.3 million.

Real Estate Services

On behalf of the City of Philadelphia, PIDC is responsible for acquiring, improving and selling
industrial and commercial land in strategic locations throughout the City. Over the years, PIDC has

successfully leveraged economic development on more than 2,000 acres of such land.

o lndustrial Land: PIDC parcels are competitively priced, zoned for immediate development,
environmentally clean, and fully improved with roads and utilities. Many of these sites are

located in established Northeast, West, and Southwest Philadelphia industrial park settings
with excellent access to transportation and workforce. Others are situated in redeveloping
commercial neighborhood corridors.

o Most of PIDC's properties are in designated incentive areas, which include specific
entitlements to tax abatements, low interest loans and other benefits. Of particular note are

the Keystone Opportunity Zones (KOZs), which abate business taxes for varying terms.

o Public hoperty Sales: ln 2005. PIDC entered into an agreement with the City's
Department of Public Property to market the City's surplus real estate throughout
Philadelphia. During 2008, PIDC completed 8 different transactions with a combined sale
price of S5.996 million. Since this effort began, PIDC has completed the sale of 27
properties resulting in approximately $14 million for the City's General Fund.

r Developer Selection: When demand is present, PIDC also manages developer selection
and sales of key real estate assets utilizing conventional RFQ/RFP methodolory.
Currently, PIDC is developing a handful of RFQ/RFP documents for sites that are likely to
be in demand when the real estate market rebounds.

. In summary, PIDC closed 12 land sales, totaling 44.3 acres in 2008. This level of activity
is consistent with 2008 and represents the impacts of the overall slowdown in the national
and regional economy. [n Fiscal Year 2009, PIDC working along with the City of
Philadelphia's Commerce Department and the City Planning Commission will complete a

study of Philadelphia's industrial land inventory, characteristics, and projected demand to
develop a new industrial land policy to serve as a guide for the nature, location and scale of
industrial land acquisition and development for the foreseeable future.

The Navy Yard

During the past decade, the United States Department of Defense has downsized significantly in
the Philadelphia area, resulting in substantial excess real estate in the city. PIDC is responsible for
convefting these former military properties to civilian use, and many of the dispositions realized during
2043-2406 included development sites from this portfolio.
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Located on the Delaware River at the south end of Broad Street, The Navy Yard is the largest
former Defense Department asset, with 1,000 acres and 6.5 million square feet of existing industrial and
office space. Since the ownership transfer in March 2000. PIDC has been responsible for planning,
operations and development of this massive properfy.

Initial emphasis was on upgrading roads and utilities systems with over $25 million of
infrastructure investment. Development of the Aker Philadelphia Shipyard, a $300 million state-of-the-
art facility, was funded by federal, state, and local sources. Successful leasing and development efforts
have resulted in more than 80 companies and three Navy operations occupying more than 4.5 million
square feet of space and employing more than 7,000 people. In September 2004, PIDC and the City
released an updated Navy Yard Master Plan, which focuses on mixed use development on 400 acres east

of Broad Street and envisions over $2 billion of private investment in office, research, retail, residential,
and recreational projects. To date, major progress was achieved in implementation of the Master Plan:

o lndustrial Anchors: The Navy Yard continues to be a vital industrial and manufacturing
center, with the Aker Philadelphia Shipyard as a major anchor activity. Aker employs
1,300 in its commercial shipbuilding operation and is in the midst of $2 billion worth of
ship orders. This robust activity also supports a number of supplier and related industrial
and manufacturing companies located at The Navy Yard. The US Navy also retains
significant industrial facilities to support its foundry and propeller shop with nearly 800
employees. Building on the skilled workforce and range of industrial supplier companies
located at The Navy Yard, an affiliate of Boston Ship repair leased a dry-dock, pier and
related facilities in 2007 and commenced ship repair in 2008. Also in 20A7, Tasty Baking
Company announced plans for, and began construction on, a new 350,000 SF bakery and
distribution center at The Navy Yard. This facility will be operational in 2009. This
facility, along with an additional 200,000 SF of speculative flex and industrial space, is
being developed in the Navy Yard Commerce Center by Libefty Properly Trust and
Synterra Partners.

r Navy Yard Corporate Center: In 2003, PIDC selected a team led by Liberty Property Trust
and Synterra Partners to develop 72 acres with 1.4 million square feet of Class A office
space. Liberry/Synterra has developed three buildings, (i) a 77,000-square-foot, multi-
tenant speculative building which is now 100 percent leased, (ii) a 47,000 square foot
build-to-suit headquarters for Unique Industries and (iii) a 95.000 square foot office
building currently under construction. The third building will be a multi-tenant building to
include Tasty Baking Company's corporate headquarters as the anchor tenant and will open
in2009 with more than7l%o of the space now leased..

. Additional Corporate Office Activity: The Navy Yard's shift from a federal, industrial
property to a private sector business park with corporate/research future has defined itself
in recent years with a combination of headquarters relocations by Vitetta Architects and

Engineers, Unique Industries, and Barthco Intemational. In 2006, Urban Outfitters, a major
retailer of clothing, fumishings and accessories completed its $115 million corporate
campus, an award-winning historic conversion of approximately 300,000 SF of former
industrial facilities now housing more than 900 employees.

. Research and Development: In addition to the development of general corporate office
facilities, The Nary Yard has established an important market segment in technologr and
R&D activity. This activity is anchored by the Naval Ship Systems Engineering Station an

1.800 person federal research lab that houses the Navy's premier research organization
focusing on power, energl, fuel cells, propulsion, IT and systems integration. In order to
complement and expand this research base, the Commonwealth designated the Navy Yard
as a Keystone Innovation Zone (KlZ), providing access to variety of state incentives for
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technology development. The KIZ team led by PIDC includes the U.S. Navy, Penn State

University, the Delaware Valley Industrial Resource Center (DVIRC), the City of
Philadelphia and the Ben Franklin Technology Partners of Southeastem Pennsylvania.
Early initiatives of the KIZ have resulted in Penn State establishing a Navy Yard location
for its graduate level engineering program; the relocation of Ben Franklin Technology
Partners' Corporate Office to The Navy Yard; the development of the Building 100
Innovation Center by Ben Franklin, DVIRC and PIDC to house early stage technology
companies focused on power and enerry related research; and a cadre of l2 KIZ related
companies with offices at The Navy Yard. PIDC and Penn State have also prepared initial
plans for a $70 million, 120,000 SF Energy Engineering and Technology Innovation Center
that will provide Penn State with a major research presence at The Navy Yard.

The Navy Yard also supports a significant and growing life sciences community. In 2004,
AppTec Laboratory Services, a Minneapolis based provider of contract testing and
manufacturing services to the pharmaceutical sector, developed a new, 75,000 SF office
and lab facility at The Navy Yard. Established with approximately 40 employees initially,
AppTec now has more than 260 employees at The Navy Yard. In 2008, WuXi
Pharmaceulicals acquired AppTec and now houses its North American contract testing
operation at The Navy Yard. Phoenix IP Ventures, an intellectual property Merchant Bank
focused in the life sciences area, established its corporate headquarters at The Navy Yard,
where it also houses operations for its growing base of companies.

Additional Projects under Construction

The following table lists additional projects currently under construction in the City for the
CitylPublic sector.

Table A-25
Projects under Construction

Proiect Estimated Cost

City Hall Exterior Renovation Project
Presidents House
Robin Hood Dell Restoration
Emergency Standby Generators
Herron & Gambrel Playground
Improvements
Philadelphia Industrial Correctional Center
Security Upgrade Project
Fire Point Source Capture
Waterworts Dredging Enhancement

Source: Offrce ofBudget and Program Evaluation, January 2009

$90,000,000
$8,400,000
$5,500,000
$4,600,000
$2,600,000

$ 2,100,000

$ I1,000,000
$1,000,000
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APPENDIX D

SUMMARIES OF TI{E ACT AND LEGISLATION AUTHORIZING
THE ISSUANCE OF TIIE BONDS

The following are summaries of certain provisions of The First Class City Revenue Bond
Act, as amended and supplemented (the o'Act"), the General Gas Revenue Bond Ordinance of
1975, as amended and supplemented (the "1975 General Ordinance") and the General Gas
Works Revenue Bond Ordinance of 1998, as amended and supplemented (the "1998 General
Ordinance"), which generally authorize the issuance of Gas Works Revenue Bonds (t975
General Ordinance) and Gas Works Revenue Bonds (1998 General Ordinance), respectively.
Also summxized herein is the Ninth Supplemental Ordinance to the 1998 General Ordinance
(the "Ninth Supplemental Ordinance"), which authorizes the issuance of the Gas Works Revenue
Refunding Bonds, Eighth Series (1998 General Ordinance) (the "Eighth Series Bonds"). The
summaries are not, and should not be regarded as, complete statements of the provisions of this
legislation or of the portions thereof summarized. Reference is made to the Act, the 1975
General Ordinance, the 1998 General Ordinance and the Ninth Supplemental Ordinance, copies
of which are available from the Office of the Director of Finance, 1300 Municipal Services
Building, 1401 John F. Kennedy Boulevard, Philadelphia, Pennsylvania 19102, for the complete
terms and provisions thereof. Certain terms used in this summary are defined below. Other
terms used herein are defined in the Act, the 1975 General Ordinance, the 1998 General
Ordinance and the Ninth Supplemental Ordinance and, unless otherwise stated, shall have the
meanings set forth therein.

THE FIRST CLASS CITY REVENUE BOND ACT
(Act234 of the General Assembly of the Commonwealth

Approved October 18,1n2,P.L.955;53 P.S. SS 15901-24)

General Authorization; Definitions; Bonds to be Special Obligations

The Act is intended to provide a comprehensive authorization to The City of
Philadelphia, Pennsylvania (the "City") and any other Pennsylvania city of the frst class to issue
revenue bonds ("Bonds") to finance various types of projects or to refund previously issued
Bonds and certain other bonds, as more fully described herein under "Refunding."

Project is defined as any buildings, structureso facilities or improvements of a public
nature, the related land, rights or leasehold estates in land, and the related furnishings,
machinery, apparatus or equipment of a capital nature, which the City is authorized to own,
construct, acquire, improve, lease as lessor or lessee, operate, maintain or support; any item of
construction, acquisition or extraordinary maintenance or repair thereof, the City's share of the
cost of any of the foregoing or any combination thereof undertaken jointly with others; and any
combination of the foregoing or any undivided portion of the cost of any of the foregoing as may
be designated a project by the City for financing purposes and in respect of which the City may
reasonably be expected to receive Project Revenues.

Project Revenues is defined as, in respect of a Project, all rents, rates, tolls or charges
imposed or charged for the use or product of or services generated from the Project to the
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ultimate users or customers thereof, all payments under bulk contracts with municipalities,
government instrumentalities or other bulk users, all subsidies or payments payable by federal,
state or local governments or governmental agencies on account of the cost of operation of, or
the payment of the principal of or interest on moneys borrowed to finance the cost of the Project,
and may include reasonable estimates of al1 interest on and profits from investment of moneys
derived from the foregoing.

Bonds issued under the Act are required to be secured by and payable solely from Project
Revenues and by any reserve funds which may be created or funded in connection with the

Bonds. The Bonds are not permitted to pledge the credit or taxing power of the City, to create a
debt or charge against the tax or general revenues of the City, or to create a lien against any City
property of the City other than the Project Revenues pledged therefor. The obligations
represented by the Bonds do not constitute a debt of the City, and are excluded from the
calculation of the City's debt-incurring capacity under the Pennsylvania Constitution.

Estimate of Future Reyenues in Ordinance

The Act requires a finding to be made in the ordinance authorizing the issuance of the
Bonds that the pledged Project Revenues will be sufficient to pay any prior parity charges on
such pledged Project Revenues and the principal of and interest on the Bonds. This finding is to
be based on a report of the chief fiscal officer of the City filed with the City Council and

supported by appropriate schedules and summaries. The report of the chief fiscal officer of the
City may be based on the final report of the head of the department or agency of the City having
jurisdiction over the project involved or on certificates of a registered engineer engaged by the
City to compile relevant data.

For the purpose of calculating projected annual Project Revenues for each year, the Act
provides that: (i) only those rents, rates, tolls or charges to the general public shall be included
which, under an appropriate ordinance, resolution or rate schedule duly adopted and in full force
and effect as of the date of calculation will be reasonably collectible in such year under the
schedule or rate of rents, rates, tolls or charges which are or will be in effect during such year, or
which may be imposed by adminishative action without further legislation; (ii) only those bulk
payments shall be included which may be imposed under subsisting legislation or which are

provided under subsisting agreements or are the subject of an expression of intent by the
prospective obligor deemed reliable by the chief fiscal officer of the City; and (iii) only those
governmental subsidies or payments shall be included which, under existing legislation, are

subject to reasonably precise calculation and, unless stated in such legislation or authorization to
be of an annual or more frequently recurring nature, are payable in such year.

Details of Bonds and City Covenants

The Act provides that the ordinance authorizing the issuance of the Bonds shall state the

aggregate amount of Bonds to be issued and determine, or designate officers of the City to
determine, the form and details of the Bonds. Subject to applicable constitutional provisions, the
City may include in its bond ordinance various covenants with bondholders, including coyenants
governing the segregation, custody, investment and disbursement of construction funds, the

imposition, collection, custody and disbursement of Project Revenues, the operation and
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maintenance, replaced and insurance of the Project, the establishment, segregation, maintenance,
custody, investment and disbursement of sinking funds and other special funds, accounts and
reserves, the issuance of additional priority or parity Bonds, the redemption of Bonds, the rights
and remedies of obligees upon default, and such other provisions as the City deems necessary or
desirable in the interest of or for the protection of the City or of such bondholders. Under the
Act, such covenants, terms and provisions of the bond ordinance constitute contractual
obligations of the City subject to modification (with such limitations as may be specified in the
bond ordinance) by agreement with a majority in interest of the bondholders or such larger
portion thereof as may be provided in the bond ordinance.

Sinking Fund

The Act requires that the bond ordinance shall provide for the establishment and
maintenance of a sinking fund or shall designate a previously established sinking fund for the
payment of the principal of and interest on the Bonds as the same become due and payable or
upon redemption and for the payment of State taxes, if any, assumed by the City to be paid on
the Bonds. Payment into such sinking fund shall be made in annual or more frequent
installments commencing not later than one year subsequent to the completion of the Project in
respect of Bonds issued for construction or acquisition of the Project, and in all other cases, lot
later than one year subsequent to the date of the Bonds, and shall be sufficient to pay or
accumulate for payment all principal of and interest on the Bonds for which the sinking fund is
established and all State taxes, if any, assumed by the City to be paid on such Bonds, as and
when the same shall become due and payable. The sinking fund and any other funds or accounts
established by the bond ordinance shall be managed by the chief fiscal officer of the City and
moneys therein, to the extent not cuffently required, shall be invested, subject to limitations
established by the bond ordinance and the Act. Interest and profits from investment of moneys
in the sinking fund and other funds shall be added to such fund and may be applied in reduction
of or to complete required deposits to the sinking fund. Excess moneys in the sinking fund shall
be repaid to the City for its general purposes or as otherwise provided in the bond ordinance. All
moneys deposited in the sinking fund are subject to a perfected security interest for the Bonds for
which the sinking fund is established until properly disbursed.

Refunding

Bonds outstanding under the Act or other bonds issued for purposes for which Bonds are

issuable under the Act, whether issued before or after the effective date of the Act, may be
refunded by Bonds issued under the Act and such refunding Bonds are subject to the same
protections and provisions required for the issuance of an original issue of Bonds, provided that
the last stated maturity date of the refunding Bonds is not later than ten years after the last stated
maturity date of the bonds to be refunded. The principal of and interest to payment or
redemption date and redemption premium payable, if any, in respect of bonds to be refunded will
no longer be deemed to be outstanding obligations of the City (i) when the City shall have
deposited with a bank, bank and trust company or trust company funds represented by demand
deposits, interest-bearing time accounts, savings deposits, certificates of deposit or specified
noncallable obligations of the United States or of the Commonwealth of Pennsylvania (provided
such deposits or accounts are insured or secured as public deposits with securities having at all
times a market value exclusive of accrued interest equal to the principal amount thereof), which
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are sufficient to effect, and are irrevocably pledged to, the redemption or payment of such bonds.

and, (ii) when the City shall have duly called the Bonds for redemption and shall have met all
notice requirements or given irrevocable instruction to give such notice.

Yalidity of Proceedings; Suits and Limitations Thereon

Prior to the delivery of Bonds, the City must file with the Court of Common Pleas of
Philadelphia County (the "Court") a transcript of the proceedings authorizing the issuance of
such Bonds. If no action asserting the invalidity of such proceedings is brought on or before the

twentieth day following the date of recording of the transcript, the validity of the proceedings,
the City's right to issue such Bonds authorized thereby, the lawful nature of the purpose for
which such Bonds are issued, and the validity and enforceability of such Bonds in accordance
with their terms may not thereafter be inquired into judicially, in equity, at law, or by civil or
criminal proceedings, or otherwise, either directly, or collaterally, except where a constitutional
question is involved.

Negotiable Instruments

The Act provides that Bonds issued thereunder shall have all the qualities and incidents
of securities under Article 8 of the Uniform Commercial Code of the Commonwealth of
Pennsylvania and shall be negotiable instruments.

Exemption from State Taxation

The Commonwealth pledges with the Holders from time to time of Bonds issued under
the Act that such Bonds and the interest thereon shall at all times be free from taxation within
and by the Commonwealth of Pennsylvania, but this exemption does not extend to underwriting
profits or to gift, succession or inheritance taxes or any other taxes not levied directly on the
Bonds, the receipt of income therefrom or the realization of gains on the sale therefrom. Profits,
gains or income derived from the sale, exchange or other disposition of the Bonds are subject to
state and local taxation within the Commonwealth of Pennsylvania.

Defaults and Remedies

If the City should fail to pay or cause to be paid the principal of or interest on any Bond
as the same shall become due, the Act permits the Holder of any such Bond, subject to the
limitations described below, to recover the amount due in an action in assumpsit the court of
cofirmon pleas of the county. However, a judgment rendered in favor of the bondholder in such

an action is limited to assessments, revenues, rates, rents, tolls and charges from the Project
which are pledged for the payment of such Bond. The Holders of 25Vo in aggregate principal
amount of any series of Bonds then outstanding which are in default, whether because of failure
of timely payment which is not cured within 30 days or failure of the City to comply with any
other provisions of the Bonds or any bond ordinance, may appoint a tntstee to represent the
Holders of all such Bonds, and such representation shall be exclusive for the purposes provided
in the Act. Such trustee may and, upon written request of the Holders of 257o in aggregate
principal amount of such Bonds then outstanding, and on being furnished with indemnity
satisfactory to it, shall take one or more of the following actions which, if taken, shall preclude
similar action, whether previously or subsequently initiated, by individual Holders of Bonds: (1)
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enforce, by proceedings at law or in equity, all rights of the Holders of the Bonds, including &e
right to require the City to impose and collect pledged rents, rates, tolls and charges or to require
the City to carry out any other agreements with the Holders of such Bonds; (2) bring suit on the
Bonds with the same effect as a suit by any Holder of the Bonds; (3) bring suit in equity to
require the City to account as if it were a trustee of an express trust for the holders of such Bonds
for all pledged Project Revenues received and/or to enjoin any acts or things which may be
unlawful or in violation of the rights of the Holders of any Bonds; and (4) after 30 days' written
notice to the City and subject to any limitations in the bond ordinance, declare the unpaid
principal of all Bonds issued pursuant to the 1998 General Ordinance to be immediately due and
payable, together with interest thereon at the rates stated in the Bonds until final payment, and,
upon the curing of all defaults, to annul such declaration and its consequences. The court, in
cases of extreme hardship, may provide for the payment of sums levied in five or less annual
installments with interest at a rate sufficient to cover the interest accruing on the Bonds. ln any
suit, action or proceeding by or on behalf of Holders of defaulted Bonds, the fees and expenses
of a trustee, including operating costs of a Project and reasonable counsel fees, which are

allowed by the court shall be deemed additional principal due on the Bonds and shall be paid in
full from any recovery prior to any distribution to the Holders of the Bonds. (The 1998 General
Ordinance limits any such recovery to Project Revenues.) The trustee shall make distribution of
any sums so collected in accordance with the Act.

Refunding With General Obligation Bonds

Upon certification by the City's chief fiscal officer that Project Revenues for the payment
of Bonds have become insufficient to meet the requirements of the ordinance or ordinances
under which the Bonds were issued, the City Council is empowered, but not required, subject to
applicable Pennsylvania constitutional debt limitations, to authorize the issuance and sale of
general obligation refunding bonds of the City without limitation as to rate of interest and in such
principal amount as may be required, together with other available funds to pay and redeem such
Bonds, including principal, interest to the date fixed for redemption or payment and redemption
premium, if any.

THE 1975 GENERAL ORDINANCE
Ordinance of City Council Approved

May 30, lms - Bill No. 1871
(the "1975 General Ordinance")

Pursuant to the authorization contained in the Act; the City has enacted the 1975 General
Ordinance. The City has made a pledge of, and has granted a security interest in all Project
Revenues and all accounts, contract rights and general intangibles representing Project Revenues
for the security and payment of all Bonds issued under the 1975 General Ordinance.

Definitions Under the 1975 General Ordinance

Aa means The First Class City Revenue Bond Act approved October 18,1974 (Act No.
234,53 P.S. $15901to 15924) as from time to time amended. The words and phrases which are
defined in the Act shall have such defined meaning when used in the 1975 General Ordinance.
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Bond or Bonds means any gas works revenue bond of the City issued and outstanding
pursuant to the Act under the 1975 General Ordinance and any supplemental ordinance thereto
and shall include installment bonds, temporary bonds and interim certificates.

Bondholder means the Holder of any bearer bond and the registered owner of any
registered bond and the term Holder, or Holders unless the context otherwise requires, shall be

deemed to include the registered owners of any bond or bonds as well as the Holders of bearer
bonds.

Ciry means the City of Philadelphia, Pennsylvania.

City Charges are defined to be the proportionate charges for services performed for the

Gas Works by all officers, departments, boards or commissions of the City which are contained
in the computation of Operating Expenses of the Gas Works including, without limitation, the
expenses of the Gas Commission and the base payments to the City contained in the agreement

between the City and the manager of the Gas Works and all other payments made to the City
from Project Revenues.

Director of Finance means the chief financial, accounting and budget officer of the City
as established by the Philadelphia Home Rule Charter.

Fiscal Agent means the bank named as such in the 1975 General Ordinance.

Fiscal Year is defined as the fiscal year for the Gas Works provided in any ordinance of
the City from time to time enacted and, if no other Fiscal Year is established by ordinance, it
shall mean the fiscal year of the City.

Gas Works means all property, real and personal, owned by the City and used in the
acquisition or manufacture, storage and distribution of natural, liquefied, synthetic or
manufactured gas or in the maintenance, management or administration thereof, and also means,

as the context may require, the business entity managed by the Manager.

Manager means The Philadelphia Facilities Management Corporation currently
managing the Gas Works pursuant to an ordinance of City Council approved December 29,
1972, setting forth the Agreement between the City and The Philadelphia Facilities Management
Corporation, or its successor or such other person, corporation, board, commission or department
of the City, which may be designated by ordinance to manage the Gas Works.

Net Operating Expenses are defined to be Operating Expenses exclusive of City Charges.

Operating Expenses are defined to be all costs and expenses of the Gas Works necessary

and appropriate to operate and maintain the Gas Works in good operable condition during each

Fiscal Year including, without limitation, the manager's fee, salaries and wages, purchases of
service by contract, costs of materials, supplies and expendable equipment, maintenance costs,
costs of any property or the replacement thereof or for any work or project related to the Gas

Works which does not have a probable useful life of at least five years, pension and welfare plan
and workmen's compensation requirements, provision for claims, refunds and uncollectible
receivables and for City Charges, all in accordance with generally acceptable municipal
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accounting principles consistently applied, but shall exclude depreciation and interest and
sinking fund charges.

Project Revenues are defined to include all rents, rates and charges imposed or charged
by the City upon the owners or occupants of properties connected to, and upon all users of gas

distributed by the Gas Works and all other revenues derived from the Gas Works (the Project
Revenues) as such term is defined in the Act, and all accounts, contract rights and general
intangibles representing the Project Revenues and in each case, the proceeds ofthe foregoing.

Rate Covenant means the rate covenant contained in subsection (b) of Section 4.03 of the
1975 General Ordinance.

Series when applied to Bonds means collectively all of the Bonds of a given issue
authorized by Supplemental Ordinance as provided therein and may also mean, if appropriate, a

subseries of any series if, for any reason, the City should determine to divide any series into one
or more subseries of Bonds.

Sinking Fund means the Gas Works Revenue Bond Sinking Fund established by Section
6.01 of the 1975 General Ordinance.

Sinking Fund Depositary means the bank named as such in Section 6.02 of the 1975
General Ordinance or its successor.

Sinking Fund Reserve means the Sinking Fund Reserve established by Section 6.04 of the
1975 General Ordinance.

Supplemental Ordinance means an ordinance supplemental to the 1975 General
Ordinance enacted pursuant to the Act and the 1975 General Ordinance by the Council of the
City authorizing the issuance of a series of Bonds.

Security

The City has pledged, pursuant to the 1975 General Ordinance, for the security and
payment of all Bonds issued under the 1975 General Ordinance and has granted a lien on and
security interest in, all Project Revenues.

Priority in Application of Project Revenues

Prior to default, the 1975 General Ordinance establishes the following priorities in the
application of Project Revenues during each Fiscal Year.

(a) to Net Operating Expenses;

(b) to required payments into the Sinking Fund established under the 1975 General
Ordinance to pay the principal of and interest on all Bonds issued under the 1975 General
Ordinance and to accumulate, or to restore any deficiency in the Sinking Fund Reserve;
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(c) to the payment of general obligation bonds, which have been adjudged to be self-
liquidating on the basis of expected revenues from the Gas Works:

(d) to the payment of interest and sinking fund charges of other general obligation
debt incurred for the Gas Works: and

(e) to the payment of City Charges, including any Base Payment due to the City.

The 1998 General Ordinance and the 2005 Note Ordinance establish a priority in
application of Gas Works Revenues that modifies the application after item Second above (see

the priority in application under the summary of the 1998 General Ordinance that follows).

The balance of the Project Revenues in any Fiscal Year may, upon the approval of the
Gas Commission, be paid to the City, provided that in a given Fiscal Year the balance so paid
does not exceed the amount of earnings on the Sinking Fund Reserve transferred and paid to the
Gas Work's operating funds during the same Fiscal Year. The 1975 General Ordinance does not
require the segregation of revenues upon their collection prior to default.

Rate Covenant

The Rate Covenant requires the City, at a minimum, to impose, charge and collect in each

Fiscal Year such gas rates and charges as shall, together with all other Project Revenues to be

received in such Fiscal Year, equal not less than the greater of:

First: The sum of:

(A) all Net Operating Expenses payable during such Fiscal Year;

(B) l50Vo of the amount required to pay Sinking Fund requirements for the
principal of and interest on all Bonds issued and outstanding under the 1975 General
Ordinance which will become due and payable during such Fiscal Year; and

(C) the amount, if any, required
during such Fiscal Year, or

Second: The sum of:

to be paid into the Sinking Fund Reserve

(A) all Net Operating Expenses payable during such Fiscal Year; and

(B) all Sinking Fund deposits required during such Fiscal Year in respect of all
outstanding Bonds and in respect of all outstanding general obligation bonds issued for
improvements to the Gas Works and all amounts, if any, required during such Fiscal Year
to be paid into the Sinking Fund Reserve.
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Additional Covenants

The City further covenants that: (l) it will pay or cause to be paid from the Project
Revenues the principal of, premium, if any, and interest on all Bonds as the same shall become
due and payable; (2) it will continuously maintain in good condition and operate the Gas'Works;
and (3) it will not, in any Fiscal Year, pay from Project Revenues any City Charges or deposit
from the Project Revenues in the general sinking fund of the City any sinking fund charges in
respect of general obligation bonds of the City unless, prior to or concurrently with such
payment, it shall satisfu all Sinking Fund requirements on Bonds outstanding under the 1975
General Ordinance for such Fiscal Year.

Report Requirements

The City shall file with the Fiscal Agent not later than 120 days after the close of each
Fiscal Year a report of the operation of the Gas Works, including specified financial data,
showing compliance with the Rate Covenant and accompanied by a certificate of the manager of
the Gas Works that the Gas Works are in good operating condition and a certificate of the
Director of Finance that, as of the date of such report, the City has complied with all covenants
and requirements of the 1975 General Ordinance and Supplemental Ordinances. Copies of such
reports will be available, for a period of ten (10) years, to bondholders and may be inspected and
copied at all reasonable times by bondholders or their representatives.

General Obligation Bonds - Junior Lien Revenue Bonds

The City reserves the right to finance Gas Works Projects by issuing general obligation
bonds or revenue bonds, under authorization other than the 1975 General Ordinance and
Supplemental Ordinances, for the payment of which Project Revenues may be pledged, provided
that such pledge is subject and subordinate to the prior payments in each Fiscal Year of all
Sinking Fund requirements of all Bonds issued under the 1975 General Ordinance.

Conditions of Issuing Bonds

Prior to the issuance of any series of Bonds, the Council of the City shall adopt an
ordinance supplemental to the 1975 General Ordinance meeting the requirements of the 1975
General Ordinance.

Prior to the issuance of any series of Bonds under the 1975 General Ordinance, the
Director of Finance shall, in addition to the filing requirements of Section 12 of the Act, file with
the Fiscal Agent a transcript of the proceedings authorizing the issuance of such series of Bonds
which shall include (i) a certified copy of the 1975 General Ordinance (unless previously so
filed); (ii) a certified copy of the Supplemental Ordinance; (iii) an executed or certified copy of
the report of the Director of Finance required by subsection (a) of Section 8 of the Act; (iv) an
executed copy of the opinion of the City Solicitor required by subsection (b) of Section I of the
Act; and (v) an executed copy of the Engineer's report required pursuant to the terms of the 1975
General Ordinance; and (vi) a certificate of the Director of Finance that there is no default in the
payment of the principal of, interest on, or premiums, if any, payable in respect of any Bonds,
that the amounts currently on deposit in the Sinking Fund Reserve meet the requirements of the
1975 General Ordinance with respect thereto, that the report for the latest completed Fiscal Year
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of the City was in compliance with the Rate Covenant as therein shown, and that the City is
crurently in compliance with the Rate Covenant and all other covenants contained in the 1975

General Ordinance and all Supplemental Ordinances; and thereupon the proper officers of the
City and the Fiscal Agent shall be authorized to execute and deliver the Bonds so authorized, to
receipt for the purchase price thereof and to execute and deliver on behalf of the City the usual
closing statementso affi davits and certificates.

Sinking Fund and Sinking Fund Reserve

A Gas Works Revenue Bond Sinking Fund is established for the benefit of all Bonds
issued under the 1975 General Ordinance which shall be held in an account separate and aparl
from all other accounts of the City. On or before each interest and principal payment date for the
Bonds, the Director of Finance shall deposit in the Sinking Fund from Project Revenues the
amount sufficient, together with interest and profits on investments held therein, to pay the
principal of and interest on the Bonds due and payable on such interest or principal payment

date. The 1975 General Ordinance authorizes the appointment, in accordance with legal
procedures, of one or more banks to act as Fiscal Agent andlor paying agent for all Bonds or for
any series of Bonds issued thereunder and reserves to the City the right to appoint other or
additional banks from time to time. The Fiscal Agent for any particular series will act as

registrar and Sinking Fund Depositary for :hat series. The moneys in the Sinking Fund are

required to be secured, and invested and reinvested under management of the Director of
Finance.

The Sinking Fund Reserve is established as a separate account in the Sinking Fund and is
to be held by the Sinking Fund Depositary in an amount equal to the maximum amount required
in any Fiscal Year to pay the debt service on the Bonds. The Sinking Fund Reserve shall be

funded from either (i) the proceeds of each series of Bonds in an a series becoming due and

payable in such Fiscal Year or (ii) the accumulation of Project Revenues over a period of not
more than six Fiscal Years.

The moneys and investments (valued at market) in the Sinking Fund Reserve shall be

maintained in an amount equal at all times to the maximum principal and interest requirements in
any subsequent Fiscal Year of all Bonds issued and outstanding under &e 1975 General
Ordinance; provided, however, that the Supplemental Ordinance authorizing the issuance of any
such series may provide for the funding of such amount from Project Revenues over a period of
not more than six Fiscal Yean after the issuance and delivery of such Bonds. If at any time the
moneys in the Sinking Fund, other than in the Sinking Fund Reserve, are insufficient to pay
when due the principal of (and premium, if any) or interest on any Bond or Bonds, the Sinking
Fund Depositary shall withdraw from the Sinking Fund Reserve and pay to the Fiscal Agent the

amount of such deficiency. If, by reason of such withdrawal or for any other reason, there shall
be a deficiency in the Sinking Fund Reserve, the City covenants to restore such deficiency by
daily deposits of at least 509o of Project Revenues.

Transfer of Income on Sinking Fund Reserve

The 1975 General Ordinance provides &at all interest and income eamed on moneys held
in the Sinking Fund Reserve may, to the extent not required to comply with the requirements of
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the 1975 General Ordinance relating to the Sinking Fund Reserve, be transferred to the operating
funds of the Gas Works to be applied as Project Revenues in accordance with the terms of the
1975 General Ordinance. To the extent that in any Fiscal Year a balance remains in the Project
Revenues, such balance, upon approval of the Gas Commission, may be paid to the City,
provided that in a given Fiscal Year such balance does not exceed the amount of Sinking Fund
Reserve Earnings transferred to the operating funds during the same Fiscal Year.

Remedies; Limitations on Liabilities of City

In addition to the remedies provided by &e Act, if the City shall fail or neglect to make
deposits into the Sinking Fund, including the Sinking Fund Reserve, in the amounts and at the
times required by the 1975 General Ordinance or if, for any reason, moneys in the Sinking Fund
shall be insufficient to pay debt service on any Bonds, the City shall, immediately and without
notice, deposit to the Sinking Fund, on a daily basis 507o of all pledged Project Revenues, or
such greater percentage thereof as the Director of Finance shall determine, so long as the default
or deficiency shall continue. The 1975 General Ordinance provides that all remedies are
enforceable only against pledged Project Revenues and investrnents thereof, and that no decree
or judgment against the City on action brought under the provisions of the 1975 General
Ordinance shall order, or be construed to permit, the occupation, attachment, seizure or sale upon
execution of any other property of the City.

Amendments

The 1975 General Ordinance and any Supplemental Ordinance may be amended without
the consent of any bondholders (1) to cure ambiguities, formal defects or omissions, or (2) to
grant to bondholders or any trustee therefor additional rights, remedies, powers or security, or (3)
to comply with mandatory provisions of state or federal law or with permissive provisions of
such law which do not substantially impair the security or right to payment of bondholders. The
1975 General Ordinance and any Supplemental Ordinance may be amended in such o&er
respects as may be authorized by 67Vo in principal amount of the Holders of Bonds ou8tanding
and affected, but no alteration of the amount" rate or time of payment, respectively, of the
principal thereof or the interest thereon or of the redemption provisions may be made without the
consent of the Holders of all Bonds outstanding and affected.

Amendments Not Affecting Outstanding Bonds

The 1975 General Ordinance or any part thereof may be amended and the foregoing
covenants (including the Rate Covenant) may be rescinded, amended or supplemented by funher
covenants and agreements, from time to time by Supplemental Ordinance, but no such
amendments or further provisions, terms, covenants or agreements contained in a Supplemental
Ordinance, other than those permitted by and adopted pursuant to 8.01 of the 1975 General
Ordinance governing amendments generally, which shall be inconsistent with, or would impair a
prior covenant in, the 1975 General Ordinance as at the time amended or supplemented, shall
become effective until all Bonds, the Holders of which are entitled to the protection of, or to
force compliance with, such prior provisions or eovenants, shall cease to be outstanding.
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THE 1998 GENERAL ORDINANCE
Ordinance of City Council Approved

May 8, 1998 - Bill No. 980232
(the "1998 General Ordinance")

Pursuant to the authorization contained in the Act, the City has enacted the 1998 General
Ordinance. The City has made a pledge of, and has granted a security interest in, all Gas Works
Revenues and all accounts, contract rights and general intangibles representing Gas Works
Revenues for the security and payment of all Bonds issued under the 1998 General Ordinance.

Definitions Under the 1998 General Ordinance

Accreted Value means, with respect to any Capital Appreciation Bond, as of any
specified date, the Original Value of such Bond, plus interest accreted on such Bond to such

date, all as may be provided in an applicable Supplemental Ordinance.

Act means The First Class City Revenue Bond Act approved October 18, 1972 (Act No.
234, 53 P.S. $ 15901 to 15224), as from time to time amended. The words and phrases which
are defined in the Act shall have such defined meanings when used in the 1998 General
Ordinance.

Bond or Bonds means any Gas Works revenue bond or note of the City issued and

outstanding pursuant to the Act under the 1998 General Ordinance and any Supplemental
Ordinance.

Bond Counsel means any firm of nationally recognized bond counsel acceptable to the
City.

Bondholder or Holder means the registered owner of any Bond.

Bond Regisfer means the list of the names and addresses of Bondholders and the principal
amounts and numbers of the Bonds held by them maintained by the Fiscal Agent on behalf of the
City.

Bond Year for any Series of Bonds means each one-year period (or shorter period from
the date of issue) that ends at the close of business on the date in the calendar year &at is selected

by the City as permitted under the Code. If no day is selected by the City before the earlier of
the final maturity date of the Series of Bonds or the date that is five (5) years after the issue date,

the Bond Year with respect to such Series of Bonds shall end on each anniversary of the issue

date and on the final maturity date.

Business Day means a day other than a Saturday, Sunday or holiday on which the Fiscal
Agent is authorized or required to be closed under applicable state or federal law.

Capital Appreciation Bonds means any Bonds issued under the 1998 General Ordinance
which do not pay interest until maturity or until a specified date prior to maturity, but whose
Original Value accretes periodically to the amount due on the maturity date.
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Ciry means The City of Philadelphia, Pennsylvania.

City Charges means the proportionate charges, if any, for services performed for the Gas
Works by all officers, departments, boards or commissions of the City which are contained in the
computation of operating expenses of the Gas Works, including, without limitation, the expenses
of the Gas Commission, and also means the base payments to the City contained in the
Management Agreement and all other payments made to the City from Gas Works Revenues.

City Controller means the head of the City's auditing department as provided by the
Philadelphia Home Rule Charter.

City Solicitor means the head of the City's law department as provided by the
Philadelphia Home Rule Charter.

Code means the Internal Revenue Code of 1986, as amended, or any successor
legislation, and the regulations and published rulings promulgated thereunder or applicable
thereto.

Credit Facility means any letter of credit, standby bond purchase agreement, line of
credit, surety bond, insurance policy or other insurance commitment or similar agreoment (other
than a Qualified Swap or an Exchange Agreement) that is provided by a commercial bank,
insurance company or other institution, with a current long term rating (or whose obligations
thereunder are guaranteed by a financial institution with a long term rating) from Moody's and
S&P not lower than 1'A."

Credit Facility Issue or issuer of a Credit Facility means each issuer of a Credit Facility
then in effect, and its successors. References to the Credit Facility Issuer shall be read to mean
the issuer of the Credit Facility applicable to a particular Series of Bonds or each issuer of a
Credit Facility, as the context requires.

Debt Service Reqwiremer?ts means, for a specified period, the sum of (i) the principal of
(whether at maturity or pursuant to mandatory redemption) and interest (other than capitalized
interest) on Outstanding Bonds payable during the period and (ii) all net amounts due and
payable by the City under Qualified Swaps and Exchange Agreements during the period. For
pu{poses of estimating Debt Service Requirements for any future period, (i) any Option Bond
outstanding during such period shall be assumed to mature on the stated maturity date thereof,
except that the principal amount of any Option Bond tendered for payment and cancellation
before its stated maturity date shall be deemed to accrue on the date required for payment
pursuant to such tender; (ii) Debt Service Requirements on Bonds for which the City has entered
into a Qualified Swap or an Exchange Agreernent shall be calculated assuming that the interest
rate on such Bonds shall equal the stated fixed or variable rate payable by the City on the

Qualified Swap or Exchange Agreement or, if applicable and if greater than such stated rate, the
applicable rate for any Bonds issued in connection with the Qualified Swap or Exchange
Agreement adjusted, in the case of variable rate obligations, as provided in Section 4.03(b); and
(iii) Debt Service Requirements with respect to Variable Rate Bonds shall be subject to
adjustments as permitted by Section 4,03(b) of the 1998 General Ordinance.
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Director of Finance means the chief financial, accounting and budget officer of the City
as established by the Philadelphia Home Rule Charter, including a person acting as Director of
Finance under applicable law.

Exchange Agreement means, with respect to a Series of Bonds, or any portion thereof to
the extent from time to time permitted by applicable law, any interest exchange agreement,

interest rate swap agreement, cuffency swap agreement or other contract or agreement, other
than a Qualified Swap, authorized, recognized and approved by a Supplemental Ordinance as an

Exchange Agreement and providing for payments to and from an entity whose senior long term
debt obligations, other senior unsecured long term obligations, or claims paying ability or whose
obligations under an Exchange Agreement are guaranteed by an entity whose senior long term
debt obligations, other senior unsecured long term obligations or claims paying ability, are rated
not less than '{3 by Moody's, A- by S&P or A- by Fitch, or the equivalent thereof by any
successor thereto as of the date the Exchange Agreement is entered into, which payments are

calculated by reference to fixed or variable rates and constituting a financial accommodation
between the City and the counterparty.

Fiscal Agent means any bank, bank and trust company or trust company named as such in
Section 6.02 of the 1998 General Ordinance or its successor.

Fiscal Year means the fiscal year of the Gas Works.

Fitch means Fitch IBCA, Inc., a corporation organized and existing under the laws of &e
State of New York, its successors and assigns and if such corporation shall for any reason no
longer perform the functions of a securities rating agency, "Fitch" shall be deemed to refer to any
other nationally recognized securities rating agency designated by the City. Whenever rating
categories of Fitch are specified in the 1998 General Ordinance, such categories shall be

irrespective of gradations within a category.

Gas Commission means the Gas Commission provided for by the Philadelphia Home
Rule Charter as presently constituted or hereafter reconstituted in accordance with law.

Gas Works means all property, real and personal, owned by the City and used in the
acquisition or manufacture, storage and distribution of natural, liquefied, synthetic or
manufactured gas or in the maintenance, management or administration thereof and all activities
ancillary and related thereto, and also means, as the context may require, the business entity
managed by the Manager.

Gas Works Revenues means all operating and nonoperating revenues of the Gas Works
derived from its activities and assets involved in the supply, manufacture, storage and

distribution of gas, including all rents, rates and charges imposed or charged by the City upon the
owners or occupants of properties connected to, and upon all users of, gas distributed by the Gas

Works and all other revenues derived therefrom and all other income derived by the City from
the Gas Works. Revenues derived from activities unrelated to the supply, manufacture, storage

and distribution of gas or assets related thereto shall not be included in Gas Works Revenues,
provided that the Gas Works receives fair payment for the use of gas related assets and personnel

of the Gas Works used in such activities, which payments shall be included in Gas Works
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Revenues. In particular, Gas Works Revenues shall not include revenues from enterprises or
functions not related to gas activities (e.g., activities involving the supply, generation or
distribution of electricity). Gas Works Revenues shall not include those portions of the Gas
Works' rents, rates and charges which are securitized and sold pursuant to Section 4.03(b) of the
1998 General Ordinance. Gas Works Revenues may be divided into separate components in one
or more Supplemental Ordinances and any Series of Bonds issued thereafter may be limited as to
source of payment to one or more of such components as provided in the Supplemental
Ordinance authorizing the particular Series of Bonds.

Government Obligations means any of the following which are noncallable and which at
the time of investment are legal investments under the Act for the moneys proposed to be
invested therein:

(a) direct general obligations of, or obligations the payment of principal of and
interest on which are unconditionally guaranteed as to full and timely payment by, the United
States of America;

(b) direct obligations and fully guaranteed certificates of beneficial interest of the
Export-Import Bank of the United States; consolidated debt obligations and letter of credit-
backed issues of the Federal Home Loan Banks; participation certificates and senior debt
obligations of the Federal Home Loan Mortgage Corporation; debentures of the Federal Housing
Administration; mortgage-backed securities (except sripped mortgage securities which are
valued greater than par on the portion of unpaid principal) and senior debt obligations of the
Federal National Mortgage Associationl participation certificates of the General Services
Administration; guaranteed mortgage-backed securities and guaranteed participation certificates
of the Government National Mortgage Association; guaranteed participation certificates and
guaranteed pool certificates of the Small Business Administration; debt obligations and letter of
credit-backed issues of the Student Loan Marketing Association; local authority bonds of the
U.S. Department of Housing & Urban Development; guaranteed Title XI financings of the U.S.
Maritime Administration: or

(c) obligations issued by the Resolution Funding Corporation pursuant to the
Financial Institutions Reform, Recovery and Enforcement Act of 1989 (the "FIRRE Act"), (i) the
principal of which obligations is payable when due from payments of the maturing principal of
non-interest bearing direct obligations of the United States of America which are issued by the
Secretary of the Treasury and deposited in the Funding Corporation Principal Fund established
pursuant to the FIRRE Act, and (ii) the interest on which obligations, to the extent not paid from
other specified sources, is payable when due by the Secretary of the Treasury pursuant to the
FIRRE Act.

Independenl means a person who is not a salaried employee or elected or appoiated
official of the City; provided, however, that the fact that such person is retained regularly by or
transacts business with the City shall not make such person an employee within the meaning of
this definition.
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Interim Debt means any bond anticipation notes or other temporary borrowing which the
City anticipates permanently financing with Bonds or other long term indebtedness under the
1998 General Ordinance or otherwise.

Management Agreeme,?t means the Agreement dated December 29, 1972 between the
City and the Manager for the management and operation of the Gas Works, as presently or
hereafter amended, or any successor agreement which may be entered into by the City pertaining
to the management of the Gas Works.

Manager means Philadelphia Facilities Management Corporation, currently managing the
Gas Works pursuant to the Management Agreement, or its successor or such other person,
corporation, board, commission or department of the City which may be designated by the City
to manage the Gas Works.

Mayor means the Mayor of the City.

Moody's means Moody's Investors Service, fnc., a corporation organized and existing
under the laws of the State of Delaware, its successors and assigns, and if such corporation shall
for any reason no longer perform the functions of a securities rating agency, "Moody's" shall be

deemed to refer to any other nationally recognized securities rating agency designated by the
City. Whenever rating categories of Moody's are specified in the 1998 General Ordinance, such

categories shall be irrespective of gradations.

Net Operating Expense.s means Operating Expenses exclusive of City Charges.

1975 Ordinance means the General Gas Works Revenue Bond Ordinance of 1975, as

amended.

Office of the Fiscal Agent means the corporate trust office of the Fiscal Agent designated
by the Fiscal Agent.

Operating Expenses means all costs and expenses of the Gas Works necessary and

appropriate to operate and maintain the Gas Works in good operable condition during each Fiscal
Year, and shall include, without limitation, the Manager's fee, salaries and wages, purchases of
service by contract, costs of materials, supplies and expendable equipment, maintenance costs,

costs of any property or the replacement thereof or for any work or project, related to the Gas
Works, which does not have a probable useful life of at least five years, pension and welfare plan
and workmen's compensation requirements, provision for claims, refunds and uncollectible
receivables and for City Charges, all in accordance with generally accepted municipal
accounting principles consistently applied, but shall exclude depreciation and interest and

sinking fund charges. Operating Expenses shall not include Unrelated Expenses.

Option Bond means any Bond which by its terms may be tendered by and at the option of
the Holder thereof for payment by the City prior to its stated maturity date or the maturity date of
which may be extended by and at the option of the Holder thereof.

Ordinance means the 1998 General Ordinance, as from time to time amended.
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Original Value, with respect to a Series of Bonds issued as Capital Appreciation Bonds,
means the principal amount paid by the initial purchasers thereof on the date of original issuance.

Outstanding, when used with reference to the Bonds, means, as of any particular date, all
Bonds which have been authenticated and delivered under the 1998 General Ordinance, except:

(a) Bonds canceled after purchase in the open market or because of payment or
redemption prior to maturity;

(b) Bonds for the payment or redemption of which sufficient moneys shall have been
theretofore deposited with the Fiscal Agent (whether upon or prior to the maturity or redemption
date of any such Bonds), provided that, if such Bonds are to be redeemed prior to the maturity
thereof, notice of such redemption shall have been given as provided in Section 5.02 of the 1998
General Ordinance or arrangements satisfactory to the Fiscal Agent shall have been made
therefor, or waiver of such notice satisfactory in form to the Fiscal Agent shall have been filed
with the Fiscal Agent; and

(c) Bonds in lieu of which or, in substitution for which others have been
authenticated and delivered under Section 3.04 of the 1998 General Ordinance.

(d) Bonds paid with the proceeds of any Credit Facility shall be Outstanding until the
issusr of such Credit Facility has been reimbursed for the amount of the payment or has
presented the Bonds for cancellation.

Philadelphia Home Rule Charter means the Philadelphia Home Rule Charter, as

amended or superseded by any new home rule charter, adopted pursuant to authorization of the
First Class City Home Rule Act approved April 21, t949,P.L.665 $1 et seq. (53 P.S. $13101 et

leg.).

Prior Obligations means the obligations of the Gas Works to The Philadelphia Municipal
Authority existing on the date of adoption of the 1998 General Ordinance.

Qualified Escrow Securities means funds which are represented by (i) demand deposits,
interest-bearing time accounts, savings deposits or certificates of deposit, but only to the extent
such deposits or accounts are fully insured by the Federal Deposit Insurance Corporation or any
successor United States governmental agency, or to the extent not insured, fully secured and
collateralized by Government Obligations having a market value (exclusive of accrued interest)
at all times at least equal to the principal amount of such deposits or accounts, (ii) if at the time
permitted under the Act, obligations of any state or political subdivision thereof or any agency or
instrumentality of such state or political subdivision for which cash, Government Obligations or
a combination thereof have been irrevocably pledged to or deposited in a segregated escrow
account for the payment when due of principal or redemption price of and interest on such
obligations, and any such cash or Government Obligations pledged and deposited are payable as

to principal or interest in such amounts and on such dates as may be necessary without
reinvestment to provide for the payment when due of the principal or redemption price of and
interest on such obligations, and such obligations are rated by any Rating Agency in the highest
rating category assigned by such Rating Agency to obligations of the same type, or (iii)
noncallable Government Obligations. In each case such funds (i) are subject to withdrawal,

D-17



mature or are payable at the option of the Holder at or prior to the dates needed for disbursement,
provided such deposits or accounts, whether deposited by the City or by such depository, are

insured or secured as public deposits with securities having at all times a market value exclusive
of accrued interest equal to the principal amount thereof, (ii) are irrevocably pledged for the
payment of such obligations and (iii) are sufficient, together with the interest to the disbursement
date payable with respect thereto, if also pledged, to meet such obligations in full.

Qualffied Swap or Swap Agreement means, with respect to a Series of Bonds or any
portion thereof, any financial arrangement that (i) is entered into by the City with an entity that is
a Qualified Swap Provider at the time the arrangement is entered into; (ii) provides that (a) the
City shall pay to such entity an amount based on the interest accruing at a fixed rate on an

amount equal to the principal amount of the Outstanding Bonds of such Series or portion thereof,
and that such entity shall pay to the City an amount based on the interest accruing on a principal
amount initially equal to the same principal amount as such Bonds, at either a variable rate of
interest or a fixed rate of interest computed according to a formula set forth in such arrangement
(which need not be the same as the actual rate of interest borne by the Bonds) or that one shall
pay to the other any net amount due under such arrangement or (b) the City shall pay to such
entity an amount based on the interest accruing on the principal amount of the Outstanding
Bonds of such Series or portion thereof at a variable rate of interest as set forth in the
iurangement and that such entity shall pay to the City an amount based on interest accruing on a
principal amount equal to the same principal amount of such Bonds at a variable rate of interest
or a fixed rate of interest computed according to a formula set forth in such a{rangement (which
need not be the same as the actual rate of interest borne by the Bonds) or that one shall pay to the
other any net amount due under such arrangement; and (iii) which has been designated in writing
to the Fiscal Agent by the City as a Qualified Swap with respect to such Bonds.

Qualffied-Swap Provider means, with respect to a Series of Bonds, an entity whose
senior long term debt obligations, other senior unsecured long term obligations or claims paying
ability, or whose payment obligations under a Qualified Swap are guaranteed by an entity whose
senior long term debt obligations, other senior unsecured long term obligations or claims paying
ability, are rated (at the time the subject Qualified Swap is entered into) at least as high as Aa by
Moody's and AA by S&P, or the equivalent thereof by any successor thereto.

Rate Covenar?t means the rate covenant contained in subsection (b) of Section 4.03 of the
I 998 General Ordinance.

Rating Agency means Moody's, S&P or Fitch, to the extent that any of such rating
services have issued a credit rating on any of the Outstanding Bonds or, upon discontinuance of
any of such rating services, such other nationally recognized rating service or services if any
such rating service has issued a credit rating on any of the Outstanding Bonds.

Rebate Amount means the amount with respect to a Series of Bonds, which is required to
be paid to the United States of America, as of any computation date, in compliance with the
restrictions imposed by Section 148(1) of the Code.
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S & P means Standard & Poor's Ratings Services, a corporation organized and existing
under the laws of the State of New York, its successors and assigns, and if such corporation shall
for any reason no longer perform the functions of a securities rating agency, 'oS&P" shall be
deemed to refer to any other nationally recognized securities rating agency designated by the
City. Whenever rating categories of S&P are specified in the 1998 General Ordinance, such
categories shall be irrespective of gradations within a category.

Senior Bonds means Bonds which shall be first in right of payment and as to which the
coverage requirement under the Rate Covenant shall be l50%o.

Series, when applied to Bonds, means collectively all of the Bonds of a given issue
authorized by Supplemental Ordinance as provided in Article IV of the 1998 General Ordinance
and may also mean, if appropriate, a subseries of any such issue if, for any reason, the City
should determine to divide any such issue into one or more subseries of Bonds.

Sinking Fund means the 1998 Ordinance Gas Works Revenue Bond Sinking Fund
established by Section 6.01 of the 1998 General Ordinance.

Sinking Fund Depositary means the Fiscal Agent or any other bank, bank and trust
company or trust company appointed as such by the City.

Sinking Fund Reserue means the Sinking Fund Reserve established by Section 6.04 of the
1998 General Ordinance.

Sinking Fund Reserve Requirement means, with respect to all Bonds secured by the
Sinking Fund Reserve, an amount equal to the greatest amount of Debt Service Requirements
payable in any Fiscal Year (except that such Debt Service Requirements will be computed as if
any Qualified Swap did not exist and the Debt Service Requirements attributable to any Variable
Rate .Bonds may be based upon the fixed rate of interest as set forth in the Supplemental
Ordinance for such Bonds), determined as of any particular date.

Subordinate Bonds means those Bonds which shall be subordinate in right of payment to
Senior Bonds and as to which the coverage requirement under the Rate Covenant shall be lAAVa.

Supplemental Ordinance means an ordinance supplemental to the 1998 General
Ordinance enacted pursuant to the Act and the 1998 General Ordinance by the Council of &e
City authorizing the issuance of a Series of Bonds.

Uncertificated Bond means any Bond which is fully registered as to principal and interest
and which is not represented by an instrument.

(liretated Expenses means expenses unrelated to the supply, manufacture, storage and
distribution of gas or assets related thereto.

Variable Rate Bond means any Bond, the rate of interest on which is subject to change
prior to maturity and cannot be determined in advance of such change.
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Concerning the Bonds

Bonds may be issued in one or more series as the City may from time to time determine
by supplemental ordinance (each a "Supplemental Ordinance"). The 1998 General Ordinance
provides for the method of setting the details and terms of the Bonds authorized by such
Supplemental Ordinance. The 1998 General Ordinance sets forth the general form and content
of Bonds, the manner of making payment of principal, interest and premium, the requirements
governing such payments, the rules regarding registration, transfer and exchange of Bonds, and
general provisions governing redemption and the effect thereof. The 1998 General Ordinance
authorizes the issuance of definitive and temporary Bonds, provides for the execution of the
Bonds and provides for the issuance of Bonds to replace mutilated, destroyed, lost or stolen
Bonds. The 1998 General Ordinance authorizes the issuance of Bonds in book-entry form.

Purposes For Which Bonds May Be Issued, Conditions of Issuance, Engineering Report

Bonds may be issued to (1) pay the cost of projects related to the Gas Works, (2)
reimburse any City fund from which such costs shall have been paid or advanced, (3) fund any
such cost for which the City shall have outstanding bond anticipation notes or other obligations,
(4) refund any bonds of the City issued for the foregoing purposes under the Act, (5) refund any
general obligation bonds of the City issued for the foregoing purposes, or (6) finance anything
else relating to the Gas Works permitted under the Act.

The City covenants that so long as any Bonds shall remain outstanding, no Bonds will be
issued under the 1998 General Ordinance or any ordinance supplemental thereto unless the
financial report of the City's chief fiscal officer, required by the Act, is filed with the City
Council in connection with such issuance. Such report may be given in reliance on an
engineering report of an Independent consulting engineer or an Independent firm of consulting
engineers, in either case having broad experience in the design and analysis of the operation of
gas works or gas distribution systems of the magnitude and scope of the Gas Works and a
favorable reputation for competence in such field. The report must set forth the qualifications of
the engineers and must contain a statement that the engineers have made an investigation of the
physical properties and of the books and records of the Gas Works, as they deemed necessary.

On the basis of such investigation, the engineering repon must contain the same matters,
statements and opinions as are required to be contained in the report of the chief fiscal officer to
the City Council, supported by appropriate schedules and summaries, namely: (l) a brief
description of the project or projects for which the Bonds are to be issued; (2) a statement
identifying the sources from which the pledged revenues are to be derived; (3) a statement that,
on the basis of actual, if appropriate, and estimated future annual financial operations of the
project or projects from which the pledged project revenues are to be derived, the project or
projects will, in the opinion of the engineers, yield pledged project revenues over the
amortization period of such Bonds sufficient to meet the payment or deposit requirements of all
expenses of operation, maintenance, repair and replacement of the Project, reserve requirements,
debt service of all Bonds outstanding for which Project Revenues are pledged, any State taxes
assumed by the City to be paid on such Bonds and surplus requirements fixed by the 1998

General Ordinance or the Supplemental Ordinance authorizing the issuance of any Series of
Bonds, and (4) that the project revenues upon which the preceding statements are based comply
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with the definition of "Project Revenues" contained in the Act. The 1998 General Ordinance
also requires that the engineering report state that the Gas Works rents, rates and charges, on the
basis of which the foregoing statements are made, iue currently and will be sufficient to comply
with the Rate Covenant and that the Gas Works are in good operating condition or that adequate
steps are being taken to make them so.

Prior to the issuance of the Bonds, a transcript of the proceedings authorizing the
issuance of the Bonds, including the engineering report, if any, shall be filed with the Fiscal
Agent.

Security

The City pledges, pursuant to the 1998 General Ordinance, for the security and payment
of all Bonds issued under the 1998 General Ordinance and thereby grants a lien on and security
interest in, all Gas Works Revenues, all accounts, contract rights and general intangibles
representing the Gas Works Revenues and all funds and accounts established under the 1998
General Ordinance, and in each case, the proceeds of the foregoing, except as limited for a Series
of Bonds in the Supplemental Ordinance authorizing the issuance of such Series of Bonds;
provided, however, that the pledge of the 1998 General Ordinance may also be for the benefit of
the provider of a Credit Facility, Qualified Swap or Exchange Agreement, or any other person
who undertakes to provide moneys for the account of the City for the payment of principal or
redemption price, of and interest on any Series of Bonds on an equal and ratable basis with the
related Series of Bonds, to the extent provided by any Supplemental Ordinance.

Subordinate Bonds shall be subordinate to Senior Bonds in right of payment of principal,
premium, if any, and interest. Senior Bonds and Subordinate Bonds shall not have any
preference, priority or distinction as to lien or otherwise, except as otherwise provided in the
1998 General Ordinance or in a Supplemental Ordinance, over any other Senior Bonds or
Subordinate Bonds, respectively.

Priority in Application of Gas Works Revenues

The 1998 General Ordinance provides that all Gas Works Revenues as and when
collected in each Fiscal Year shall be applied in order of priority, to the extent then payable,

First: to Net Operating Expenses then payable;

Second: to debt service on bonds issued under the 1975 Ordinance and amounts
required to be paid into the sinking fund reserve under the 1975 Ordinance;

Third: to debt service on Senior Bonds, payments (other than termination
payments) due to the issuers of Qualified Swaps and Exchange Agreements related to Senior
Bonds and payments due in respect of obligations of the Gas Works to The Philadelphia
Municipal Authority existing on the date of adoption of the 1998 General Ordinance;

payments due to issuers of Credit Facilities related to Senior Bonds;Fourth:
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Fifth: to debt service on Subordinate Bonds and payments due in respect of
obligations of the Gas Works on a parity with Subordinate Bonds (including notes issued under
the City's General Inventory and Receivables Gas Works Revenue Note Ordinance of 1993, or
any similar ordinance, and amounts payable to the provider of a Credit Facility in respect of such
notes) and payments (other than termination payments) due to the issuers of Qualified Swaps and

Exchange Agreements related to Subordinate Bonds;

Sixth: to payments due to issuers of Credit Facilities related to Subordinate
Bonds;

Seventh: to required payments of the Rebate Amount to the United States;

Eighth:

Ninth:
liquidating from Gas Works Revenues;

Tenth:
Works; and

Eleventh:

to replenishment of any deficiency in the Sinking Fund Reserve;

to payment of general obligation bonds of the City adjudged to be self-

to debt service on other general obligation bonds issued for the Gas

to the payment of City charges and any other proper purpose of the Gas

Works (including any termination payments to issuers of Qualified Swaps and Exchange
Agreements) except Unrelated Expenses.

The 1998 General Ordinance does not require the segregation of revenues upon their
collection.

Rate Covenant

The Rate Covenant requles the City, at a minimum, to impose, charge and collect in each

Fiscal Year such gas rates and charges as shall, together with all other Gas Works Revenues to
be received in such Fiscal Year, equal not less than the greater of:

(i) all Net Operating Expenses payable during such Fiscal Year;

(ii) all principal of and interest on bonds issued and outstanding under
the 1975 Ordinance payable during such Fiscal Year and amounts required to be
paid into the sinking fund reserve under the 1975 Ordinance during such Fiscal
Year:

(iii) l5OVo of the amount required to pay all Sinking Fund deposits
requted during such Fiscal Year in respect of all Outstanding Senior Bonds and
lWVo of the amounts payable in respect of the Prior Obligations during such

Fiscal Year;
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(iv) the amount required to pay Sinking Fund deposits required during
such Fiscal Year in respect of all Outstanding Subordinate Bonds and other
obligations of the Gas Works on a parity with Subordinate Bonds payable during
such Fiscal Year:

(v) the amount, if any, required to be paid into the Sinking Fund
Reserve durins such Fiscal Year:

(vi) the Rebate Amount required to be paid to the United States during
such Fiscal Year: and

(vii) the amounts required to be paid to the issuers of Credit Facilities
and the providers of Qualified Swaps and Exchange Agreements during such
Fiscal Year; or

(B) The sum of:

(i) all Net Operating Expenses payable during such Fiscal Year;

(ii) all principal of and interest on bonds issued and outstanding under
the 1975 Ordinance payable during such Fiscal Year and amounts required to be
paid into the sinking fund reserve under the 1975 Ordinance during such Fiscal
Year;

(iii) all Sinking Fund deposits required during such Fiscal Year in
respect of all Outstanding Bonds and all amounts payable in respect of obligations
of the Gas Works which are on a parity with any of the Bonds and in respect of
general obligation bonds issued for improvements to the Gas Works and all
amounts, if any, required during such Fiscal Year to be paid into the Sinking Fund
Reserve:

(iv) the Rebate Amount required to be paid to the United States during
such Fiscal Year: and

(v) the amounts required to be paid to the issuers of Credit Facilities
and the providers of Qualified Swaps and Exchange Agreements during such
Fiscal Year.

For purposes of estimating Sinking Fund deposits with respect to Interim Debt and
Variable Rate Bonds, the City shall be entitled to assume that (1) Interim Debt will be amortized
over a period of up to the maximum term permitted by the Act, but not in excess of the useful
life of the assets to be financed, on an approximately level debt service basis and bear interest at
the average interest rate on bonds of a similar maturity and credit rating (without any credit
enhancement) as the Bonds Outstanding under the 1998 General Ordinance and (2) Variable
Rate Bonds will bear interest at a rate equal to the average interest rate on such Variable Rate
Bonds during the period of twenty-four (24) consecutive calendar months immediately preceding
the date of calculation or during such shorter period that such Variable Rate Bonds have been
Outstanding.
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The Gas Commission is authorized and directed, without further authorization, to impose
and charge and to collect, or cause to be collected, rents, rates and charges which shall be
sufficient in each Fiscal Year to comply with the foregoing Rate Covenant.

Notwithstanding the requirements of Section 4.03(b) of the 1998 General Ordinance and
the pledge under Section 4.02 thereof, the City may, at such time as there are no bonds
outstanding under the 1975 Ordinance, pursuant to a Supplemental Ordinance, securitize and sell
that portion of the Gas Works rents, rates and charges which relate to assets which are designated
as non-performing by the Gas Commission and as to which the Gas Commission has designated
specific rents, rates or charges; provided that prior to any such securitization and sale the City
delivers to the Fiscal Agent (1) an Engineer's report including a statement that, for the three year
period following such securitization and sale, the Gas Works rents, rates and charges (excluding
those securitized and sold) are currently and will be sufficient to comply with the Rate Covenant
set forth in Section 4.03(b) of the 1998 General Ordinance applied as if the percentage in
subsection A(iii) thereof were 175%o rather than lSAVo and (2) an opinion of Bond Counsel that
such securitization and sale will not adversely affect the exclusion from gross income for Federal
income tax purposes of interest on any Outstanding Bonds the interest on which is intended to be
so excluded. Proceeds received from any such securitization and sale shall be excluded from
Gas Works Revenues in all calculations relating to the Rate Covenant and, notwithstanding any
provision of the 1998 General Ordinance to the contrary, may be used to redeem or refund
obligations issued to finance the related assets designated as non-performing.

Additional Covenants

The City further covenants that (l) it will pay or cause the Fiscal Agent or any paying
agent appointed by the City to pay from the Gas Works Revenues deposited in the Sinking Fund
the principal of, and premium, if any, and interest on, all Bonds as the same shall become due
and payable; (2) it will continuously maintain in good condition and continuously operate the
Gas Works; and (3) it will not in any Fiscal Year pay from the Gas Works Revenues any City
Charges or deposit from the Gas Works Revenues in the general sinking fund of the City any
sinking fund charges in respect of general obligation bonds of the City unless prior thereto or
concurently therewith all sinking fund charges then payable in respect of Outstanding Bonds
shall have been deposited in the Sinking Fund, all amounts then payable in respect of obligations
of the Gas Works which are on a parity with Bonds shall have been paid, all amounts then
payable to issuers of Credit Facilities and providers of Qualified Swaps and Exchaage
Agreements shall have been paid and all deposits then required to the Sinking Fund Reserve

shall have been made.

Report Requirements

The City shall file with the Fiscal Agent not later than 120 days after the close of each
Fiscal Year a report of &e operation of the Gas Works, including specified financial data,

showing compliance with the Rate Covenant and accompanied by a certificate of the Manager of
the Gas Works that the Gas Works are in good operating condition and a certificate of the
Director of Finance that, as of the date of such report, the City has complied with all covenants
of the 1998 General Ordinance and all Supplemental Ordinances. Copies of such reports will be
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available to Bondholders for a period of ten (10) years and may be inspected and copied at all
reasonable times by Bondholders or their representatives.

General Obligation Bonds - Junior Lien Revenue Bonds

The City reserves the right to finance improvements to the Gas Works by issuing (1) its
general obligation bonds or (2) under authorization other than the 1998 General Ordinance and
Supplemental Ordinances, obligations for the payment of which Gas Works Revenues may be
pledged, subject and subordinate in each Fiscal Year to the prior payment from such revenues of
all principal, premium, interest and sinking fund requirements payable during such Fiscal Year
under the 1998 General Ordinance.

Conditions of Issuing Bonds

Prior to the issuance of any Series of Bonds, the Council of the City shall adopt an

ordinance supplemental to the 1998 General Ordinance meeting the requirements of the 1998
General Ordinance.

Prior to the issuance of any Series of Bonds under the 1998 General Ordinance, the
Director of Finance shall, in addition to the filing requirements of Section 12 of the Act, file with
the Fiscal Agent a transcript of the proceedings authorizing the issuance of such Series of Bonds
which shall include (i) a certified copy of the 1998 General Ordinance (unless previously so

filed); (ii) a certified copy of the Supplemental Ordinance; (iii) an executed or certified copy of
the report of the Director of Finance required by subsection (a) of Section 8 of the Act; (iv) an
executed copy of the opinion of the City Solicitor required by subsection (b) of Section 8 of the
Act; and (v) an opinion of Bond Counsel to the effect that (1) the Series of Bonds has been duly
issued for a permitted purpose under the Act and under the 1998 General Ordinance, (2) all
conditions precedent to the issuance of the Series of Bonds pursuant to the Act and the 1998
General Ordinance have been satisfied, (3) the Series of Bonds has been duly authorized,
executed and delivered and constitutes the legal, valid and binding obligation of the City and (4)
if the interest on the Series of Bonds is intended to be excluded from gross income for Federal
income tax purposes, interest on the Series of Bonds will be so excluded; and thereupon the
proper officers of the City and the Fiscal Agent shall be authorized to execute and deliver the
Bonds so authorized, to receipt for the purchase price thereof and to execute and deliver on
behalf of the City the usual closing staternents, affidavits and certificates.

Sinking Fund and Sinking Fund Reserve

The Sinking Fund was established for the benefit and security of the Holders of all Bonds
issued under the 1998 General Ordinance. The Sinking Fund shall be held in an account or
accounts separate and apart from all otler accounts of the City. The City covenants and the
Director of Finance is directed to deposit in the Sinking Fund from Gas Works Revenues in each
Fiscal Year such amounts as will, together with interest and profits on investments held therein,
be sufficient to accumulate therein (exclusive of amounts in the Sinking Fund Reserve), on or
before each interest and principal payment date of the Bonds, the amounts required to pay the
principal of and interest on the Bonds then becoming due and payable. The 1998 General
Ordinance authorizes the appointment, in accordance with legal procedures, of one or more
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banks to act as Fiscal Agent andlor paying agent for all Bonds or for any series of Bonds issued

thereunder and reserves to the City the right to appoint other or additional banks from time to
time. The Fiscal Agent for any particular series will act as registrar and Sinking Fund
Depositary for that series. The moneys in the Sinking Fund are required to be secured, and
invested and reinvested under management of the Director of Finance.

The Sinking Fund Depository shall, on direction of the Director of Finance, or if for any
reason s/tre should fail to give such direction, on the direction of &e Fiscal Agent, liquidate
investments, if necessary, and pay over from the Sinking Fund in cash to the Fiscal Agent not
later than the due date thereof the full amount of the principal, interest on, and premium, if any,
payable upon redemption of Bonds. Any excess moneys in the Sinking Fund, including any
excess amount in the Sinking Fund Reserve, shall be transferred to the operating accounts of the
Gas Works.

The Sinking Fund Reserve is established as a separate account in &e Sinking Fund and is

to be held by the Sinking Fund Depository as part of the Sinking Fund, but for which a separate

account shall be maintained. Unless otherwise provided in the applicable Supplemental
Ordinance, the City shall, under direction of the Director of Finance, deposit in the Sinking Fund
Reserve from the proceeds of sale of each Series of Bonds issued under the 1998 General
Ordinance and/or Gas Works Revenues an amount which, together with other amounts in the
Sinking Fund Reserve, will cause the amount in the Sinking Fund Reserve to equal the Sinking
Fund Reserve Requirement. The money and investments (valued at market) in the Sinking Fund
Reserve and amounts which can be drawn under Credit Facilities held for the Sinking Fund
Reserve shall be held and maintained in an amount equal to the Sinking Fund Reserve
Requirement.

In lieu of a deposit to the Sinking Fund Reserve or in substitution for amounts in the
Sinking Fund Reserve, the City may provide one or more letters of credit or other Credit
Facilities in the same aggregate amount issued by a provider or providers whose credit facilities
are such that bonds secured by such credit facilities are rated in one of the three highest rating
categories by Moody's or S&P, provided that (1) in the case of a substitution for moneys in the
Sinking Fund Reserve, an opinion of Bond Counsel is delivered to the Fiscal Agent that such

substitution will not adversely affect the exclusion from gross income for Federal income tax
purposes of interest on the Bonds the interest on which is intended to be so excluded, (2) each
such Credit Facility permits the Fiscal Agent to make a draw thereon up to the principal amount
thereof if the Sinking Fund Reserve is needed to cover a shortfall in the Sinking Fund and other
moneys in the Sinking Fund Reserve are insufficient and (3) each such Credit Facility provides
that a draw will be made thereon to replenish the Sinking Fund Reserve on the expiration thereof
unless the City has otherwise made such deposit to the Sinking Fund Reserve or has obtained
another Credit Facility meeting the above requirements.

If, at any time and for any reason, the moneys in the Sinking Fund, other than in the
Sinking Fund Reserve, shall be insufficient to pay as and when due, the principal of, and
premium, if any, and interest on, any Bond or Bonds secured by the Sinking Fund Reserve, the
Sinking Fund Depositary is authorized pursuant to the 1998 General Ordinance and directed to
withdraw from the Sinking Fund Reserve and to draw on Credit Facilities held for the Sinking
Fund Reserve and pay over to the Fiscal Agent the amount of such deficiency. If by reason of
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such withdrawal (including draws on any Credit Facilities held to satisfy the Sinking Fund
Reserve Requirement) or for any other reason there shall be a deficiency in the Sinking Fund
Reserve, the City covenants pursuant to the 1998 General Ordinance to restore such deficiency
(either by a deposit of funds or the reinstatement of the cash limits of Credit Facilities) wi&in
twelve months. The Sinking Fund Reserve shall be valued by the Sinking Fund Depositary
promptly after any withdrawal from the Sinking Fund Reserve or any other event indicating a

possible deficiency in the Sinking Fund Reserve and on August 31 of each Fiscal Year.

The Sinking Fund shall be a consolidated fund for the equal and proportionate benefit of
the Holders of all Bonds from time to time Outstanding under the 1998 General Ordinance and

may be invested and reinvested on a consolidated basis. The principal of and interest on and
profits (and losses if any) realized on investments in the Sinking Fund shall be allocated pro rata
for the Series of Bonds or the specific Bonds in respect of which such investments were made

without distinction or priority, but moneys (and the investments thereo$ specifically deposited
for the payment of any particular installment of principal, interest (including capitalized interest)
or premium in respect of particular Bonds shall be held and applied exclusively to the payment
of such particular principal, interest or premium.

Remedies; Limitations on Liabilities of City

If the City shall fail or neglect to pay or to cause to be paid the principal of, or the
redemption premium, if any, or the interest on, any Bond, whether at stated maturity or upon call
for prior redemption, or if the City, after written notice to it, shall fail or neglect to make any
payment owed by it to the provider of a Credit Facility, a Qualified Swap or an Exchange
Agreement provided with respect to the Bonds and such provider gives the Fiscal Agent written
notice of such failure or neglect, or if the City shall fail to comply with any provision of the
Bonds or with any covenant of the City contained in the 1998 General Ordinance or an
applicable Supplemental Ordinance, then, under and subject to the terms and conditions stated in
the Act, the Holder or Holders of any Bond or Bonds shall be entitled to all of the rights and
remedies provided in the Act, including the appointment of a trustee; provided, however, that the
remedy provided in Section 20(bX4) of the Act may be exercised only upon the failure of the
City to pay, when due, principal and redemption price of (including principal due as a result of a
scheduled mandatory redemption) and interest on a Series of Bonds. Upon the occurrence of an

event of default specified above, the Fiscal Agent shall, within thirty (30) days, give written
notice thereof by first class mail to all Bondholders.

Any decree or judgment for the payment of money against the City by reason of default
under the 1998 General Ordinance shall be enforceable only against the Gas Works Revenues,
amounts in the Sinking Fund Reserve and other amounts which may be specifically pledged
therefor and investments thereof and no decree or judgment against the City upon an action
brought under the 1998 General Ordinance shall order or be construed to permit the occupation,
attachment, seizure, or sale upon execution of any other property of the City.

Amendments

The 1998 General Ordinance and any
supplemented, modified or amended: (a) to cure

Supplemental Ordinance may be further
any ambiguity, formal defect or omission
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therein; (b) to make such provisions in regard to matters or questions arising thereunder which
shall not be inconsistent with the provisions thereof and which shall not adversely affect the
interests of Bondholders; (c) to grant to or confer upon Bondholders or a trustee, if any, for the
benefit of Bondholders any additional rights, remedies, powers, authority or security that may be
lawfully granted or conferred; (d) to incorporate modifications requested by any Rating Agency
to obtain or maintain a credit rating on any Series of Bonds; (e) to comply with any mandatory
provision of state or federal law or with any permissive provision of such law or regulation
which does not substantially impair the security or right to payment of the Bonds, but no
amendment or modification shall be made with respect to any Outstanding Bonds to alter the

amount, rate or time of payment, respectively, of the principal thereof or the interest thereon or
to alter the redemption provisions thereof without the written consent ol the Holders of all
affected Outstanding Bonds; and (0 except as aforesaid, in such other respect as may be

authorized in writing by the Holders of a majority in principal amount (using Accreted Value in
the case of Capital Appreciation Bonds) of the Bonds Outstanding and affected. The written
authorization of Bondholders of any supplement to or modification or amendment of the 1998

General Ordinance or any Supplemental Ordinance need not approve the particular form of any
proposed supplement, modification or amendment but only the substance thereof.

Closure of the 1975 Ordinance

After the adoption of the 1998 General Ordinance, the City shall not issue any bonds
under the 1975 Ordinance except to refund bonds issued under the 1975 Ordinance or to replace
bonds issued thereunder which have been mutilated, destroyed, lost or stolen as provided therein
or in substitution for bonds issued thereunder upon transfer or exchange as provided therein.

Any refunding bonds issued under the 1975 Ordinance shall include in the title of such

bonds a designation indicating that such bonds relate to the 1975 Ordinance in order to
distinguish such bonds from Bonds issued under the 1998 General Ordinance.

Deposit of Funds for Payment of Bonds

When interest on, and principal or redemption price (as the case may be) ol all Bonds
issued under the 1998 General Ordinance, and all amounts owed under any Credit Facility,

Qualified Swap and Exchange Agreement entered into under the 1998 General Ordinance (other
than termination payments), have been paid, or there shall have been deposited with the Fiscal
Agent an amount, evidenced by moneys or Qualified Escrow Securities the principal of and

interest on which, when due, will provide sufficient moneys to fully pay the Bonds at the
maturity date or date fixed for redemption thereof, and all amounts owed under any Credit
Facility, Qualified Swap and Exchange Agreement entered into under the 1998 General
Ordinance (other than termination payments), the pledge and grant of security interest in the Gas
Works Revenues made under the 1998 General Ordinance shall cease and terminate, and the

Fiscal Agent and any other depository of funds and accounts established under the 1998 General
Ordinance shall turn over to the City or to such person, body or authority as may be entitled to
receive the same all balances remaining in any funds and accounts established thereunder.

If the City deposits with the Fiscal Agent moneys or Qualified Escrow Securities
sufficient to pay the principal or redemption price of any particular Bond or Bonds becoming
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due, either at maturity or by call for redemption or otherwise, together with all interest accruing
thereon to the due date, interest on such Bond or Bonds shall cease to accrue on the due date and
all liability of the City with respect to such Bond or Bonds shall likewise cease, except as

provided in the following paragraph. From and after such deposit, such Bond or Bonds shall be
deemed not to be Outstanding under the 1998 General Ordinance and the Holder or Holders
thereof shall have recourse solely and exclusively to the funds so deposited for any claims of
whatsoever nature with respect to such Bond or Bonds, and the Fiscal Agent shall hold such
funds in trust for the Holder or Holders of such Bond or Bonds.

Moneys deposited with the Fiscal Agent pursuant to the preceding paragraphs which
remain unclaimed two (2) years after the date payment thereof becomes due shall, upon written
request of the City, if the City is not at the time to the knowledge of the Fiscal Agent (the Fiscal
Agent having no responsibility to independently investigate) in default with respect to any
covenant in the 1998 General Ordinance or the Bonds, be paid to the City, and the Holders of the
Bond for which the deposit was made shal1 thereafter be limited to a claim against the City;
provided, however, that before making any such payment to the City, the Fiscal Agent shall, at
the expense of the City, publish in a newspaper of general circulation published in the City, a

notice that said moneys remain unclaimed and that, after a date named in said notice, which date
shall not be less than thirty (30) days after the date of publication of such notice, the balance of
such moneys then unclaimed will be paid to the City.

THE MNTH SUPPLEMENTAL ORDINANCE
Ordinance of City Council
Approved June3,2009

Bill No. 090322
(the "Ninth Supplemental Ordinance")

The Ninth Supplemental Ordinance authorizes the Mayor, the City Controller and the
City Solicitor (the "Bond Committee"), or a majority of them, on behalf of the City, to borrow,
by the issuance and sale of Gas Works Revenue Bonds, Eighth Series (1998 General Ordinance)
of the Cily (the "Eighth Series Bonds"), which may be issued in one or more subseries,
designated "Eighth Series Bonds" and consecutively thereafter by letter designation and in one
or more subseries within each such subseries, and with such relative priorities as the Bond
Committee may deem desirable, pursuant to the Act and the 1998 General Ordinance, a sum or
sums which in the aggregate shall not exceed the aggregate principal amount of $450,000,000.
The Eighth Series Bonds shall be sold at public or private sale and shall contain such terms and
provisions as are determined by a majority of the Bond Committee to be in the best interests of
the City and are not inconsistent with the provisions of the Ninth Supplemental Ordinance, the
Ac| the 1998 General Ordinance or any applicable law.

If a majority of the Bond Committee determiaes it to be in the best interests of the City,
the Eighth Series Bonds may be issued in book-entry form; and in such event a majority of the
Bond Committee shall also select a securities depository (the "Depository") for the Eighth Series
Bonds. If a majority of the Bond Committee determines it to be in the best interests of the City,
the City may obtain Credit Facilities in the form of credit enhancement and liquidity for all or a
portion of the Eighth Series Bonds. If a ma.iority of the Bond Committee determines that the
entry by the City into one or more Qualified Swap Agreements, or the modification of an
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existing Qualified Swap Agreement, will assist the City in more effectively managing its interest
costs or interest rate exposure, the City may enter into one or more Qualified Swap Agreements
with respect to all or a portion of the Eighth Series Bonds, or one or more amendments to an

existing Qualified Swap Agreement with respect to the Eighth Series Bonds and/or the Bonds to
which such Qualified Swap Agreement to be amended relates, or may enter into one or more
amendments to an existing Qualified Swap Agreement to relate all or a portion thereof to all or a
portion of a different series of outstanding Gas Works Revenue Bonds and designate in writing
to the Fiscal Agent that such Qualified Swap Agreements constitute Qualified Swaps, in
accordance with the requirements of the 1998 General Ordinance and the Ninth Supplemental
Ordinance. The Eighth Series Bonds shall mature or be subject to mandatory redemption in such
principal amounts and on such date or dates and at such rate or rates (including, without
limitation, variable, adjustable or convertible rates), as shall be determined by a majority of the
Bond Committee. A majority of the Bond Committee is authorized to take any and all other
actions as may be necessary or appropriate in connection with the consummation of the
transactions contemplated herein.

The Eighth Series Bonds are authorized to be issued under the Ninth Supplemental
Ordinance in an aggregate principal amount up to Four Hundred Fifty Million Dollars
($450,000,000.00); provided that, if any of the Eighth Series Bonds arc to be sold at discounts
which are in lieu of periodic interest, the aggregate principal amount of the Eighth Series Bonds
which may be issued under the Ninth Supplemental Ordinance shall be increased to reflect such

discounts, as long as the aggregate gross proceeds to the City from the sale of the Eighth Series

Bonds shall not exceed Four Hundred Fifty Million_Dollars ($450,000,000.00), plus accrued
interest, if any; provided further, that the Eighth Series Bonds, or an portion thereof, may be sold
at a premium so long as the aggregate principal amount of the Eighth Series Bonds does not
exceed Four Hundred Fifty Million Dollars ($450,000,000.00) .

The Ninth Supplemental Ordinance provides that the Eighth Series Bonds shall not
pledge the City's credit or taxing power, create any debt or charge against the tax or general
revenues of the City or create any lien against any property of the City o&er than the revenues
pledged by the 1998 General Ordinance.

The Ninth Supplemental Ordinance provides that the Eighth Series Bonds shall be issued

for the pulpose of providing funds for any or all of the following purposes: (i) the refunding or
redeeming of all or any portion of the outstanding City of Philadelphia, Pennsylvania, Gas

Works Revenue Bonds, Sixth Series (1998 Ordinance), upon such terms and in such amounts as

shall be determined by the Director of Finance (the "Sixth Series Bonds"); (ii) providing funds in
order to make a payment (the "Termination Payment") to terminate, in whole or in part, the

Qualified Swap (the "Sixth Series Swap") entered into with respect to the Sixth Series Bonds
pursuant to a Qualified Swap Agreement (the "Sixth Series Swap Agreement"); (iii) paying the
costs of issuing the Eighth Series Bonds and any required deposits to the Sinking Fund Reserve;

and (iv) paying any other Project Costs (as defined in the Act).

The City covenants in the Ninth Supplemental Ordinance that the proceeds of &e Eighth
Series Bonds which remain available for the payment of the costs of refunding of the Sixth
Series Bonds, after payment of the Termination Payment, the financing costs, and the required
payment into the Sinking Fund Reserve, shall be deposited, held in and disbursed from a special
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account of the Sinking Fund or the escrow fund to be established pursuant to the Escrow
Agreement (defined below).

The City authorizes the redemption of the Sixth Series Bonds, in whole or in part, in
accordance with the terms of the 1998 General Ordinance and the Sixth Series Bonds and further
authorizes the Bond Committee or the Director of Finance, if it is determined to be necessary, to
enter into an Escrow Deposit Agreement (the "Escrow Agreement") providing, among other
things, for the deposit and investment of all or a portion of the Eighth Series Bond proceeds and
any other available funds of the City in amounts sufficient, together with interest thereon, if any,
to defease such Sixth Series Bonds so that such Sixth Series Bonds shall be deemed to be not
outstanding under the 1998 General Ordinance and providing for payment of the Sixth Series
Bonds at maturity or redemption, as applicable, including all interest payable on such Sixth
Series Bonds to such maturity or redemption dates, as applicable. All interest and income
eamed, if any, on the investment of such proceeds (except for amounts to be rebated to the
United States), which is not required for the refunding or redemption of the Sixth Series Bonds,
pending expenditure for the aforesaid purposes may be transferred to and deposited in the
operating funds of the Gas Works and applied as Gas Works Revenues in accordance with the
1998 General Ordinance.

Based on the report of the Director of Finance of the City required by the Act, the Ninth
Supplemental Ordinance determined that the pledged Gas Works Revenues (as defined in the
1998 General Ordinance) will be sufficient to comply with the rate covenant contained in the
1998 General Ordinance and also to pay all costs, expenses and payments required to be paid
therefrom in their order and priority stated in the 1998 General Ordinance.

The City covenants in the Ninth Supplemental Ordinance that, as long as any of the
Eighth Series Bonds shall remain outstanding, all pledged Gas Works Revenues shall be
deposited and held in and disbursed from one or more unsegregated accounts of the Gas Works
which shall be separate from and not commingled wi& the consolidated cash account of the City
or any other account of the City not held exclusively for Gas Works purposes. Such pledged Gas
Works Revenues shall be held for the security and payment of the Eighth Series Bonds and all
Bonds issued under the 1998 General Ordinance to the extent, and to be applied in the order of
priority, set forth in the 1998 General Ordinance. This covenant shall not be construed to require
the establishment of any Gas Works account segregated from any other Gas Works accounts
except as provided in the Ninth Supplemental Ordinance or as otherwise required by the 1998
General Ordinance.

The City covenants that as long as any Eighth Series Bonds shall remain unpaid, it shall
make payments or cause payments to be made out of its 1998 Gas Works Revenue Bond Sinking
Fund created under the 1998 General Ordinance at such times and in such amounts as shall be
sufficient for the payment of the interest thereon and the principal thereof when due; provided,
however, that whenever the City shall be required to deposit moneys with the Fiscal Agent for
the mandatory redemption of any of the Eighth Series Bonds, such obligation may be satisfied, in
whole or in part, by the delivery by the City to the Fiscal Agent of a principal amount of Eighth
Series Bonds of the maturity required to be redeemed for cancellation prior to the date specified
for such redemption.
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The Ninth Supplemental Ordinance authorizes the Director of Finance to make such

elections under the Internal Revenue Code of 1986, as amended (the "Code"), and Treasury
Regulations promulgated thereunder with respect to the Eighth Series Bonds and to take such

actions on behalf of the City with respect to the investment of the proceeds of the Eighth Series
Bonds as is deemed advisable, and the Director of Finance or any member of the Bond
Committee is authorized to make such covenants as may be necessary or advisable in order that
the Eighth Series Bonds shall not be "arbitrage bonds" as defined in the Code.

Subject to the determination by a majority of the Bond Committee and as required by the
1998 General Ordinance, the Ninth Supplemental Ordinance authorizes the Director of Finance
to enter into an amendment to the Sixth Series Swap Agreement, provided that the Sixty Series
Swap Agreement, as so amended, shall continue to constitute a Qualified Swap Agreement, as

such term is defined in the 1998 General Ordinance, with respect to the Sixth Series Bonds under
the Eighth Series Bonds and/or relate to all or a portion of the outstanding Gas Works Revenue
Bonds Fifth Series A-2, as authorized and permitted pursuant to the 1998 General Ordinance.

Subject to the determination by a majority of the Bond Committee and as required by &e
1998 General Ordinance, the Director of Finance is hereby authorized to enter into one or more
interest rate swap transactions consisting of a Master Agreement, Schedule and one or more
Confirmations (collectively, the "Eighth Series Swap"), collectively constituting a Qualified
Swap Agreement, with respect to the Eighth Series Bonds, and/or the Sixth Series bonds and/or
relate to all or a portion of the outstanding Gas Works Revenue Bonds Fifth Series A-2, as

authorized and permitted pursuant to the 1998 General Ordinance.

In accordance with and as permitted by the 1998 General Ordinance, the pledge and grant
of a lien on and security interest in, all Gas Works Revenues, all accounts, contract rights and
general intangibles representing the Gas Works Revenues and all funds and accounts established
under the 1998 General Ordinance (except for the Sinking Fund and the Sinking Fund Reserve),
and in each case, the proceeds of the foregoing, shall be for the benefit of the provider of the
Sixth Series Swap, the provider of the Eighth Series Swap and the provider of a Credit Facility
securing any payments of the City to be made pursuant to the Sixth Series Swap and/or the
Eigh& Series Swap (collectively, "Swap Credit Facilities"), all to the extent and in the manner as

provided therein.

All of the provisions of the 1998 General Ordinance relating to Qualified Swaps, except
to the extent limited to the Ninth Supplemental Ordinance, with respect to the Sinking Fund and

the Sinking Fund Reserve, shall apply to the Sixth Series Swap, as amended, the Eighth Series
Reserve, and to payments due from the City to the providers of the Sixth Series Swap, as

amended, the Eighth Series Swap and the Swap Credit Facilities.
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APPENDIX E

CONTINUING DISCLOSURE AGREEMENT

This Continuing Disclosure Agreement ("Disclosure Agreement") is executed and
delivered as of August 20, 2009 by and between The City of Philadelphia, Pennsylvania (*City")
and Digital Assurance Certification,L.L.C., as dissemination agent (the "Dissemination Agent"),
in connection with the issuance by the City of its $58,285,000 City of Philadelphia, Pennsylvania
Gas Works Revenue Refunding Bonds, Eighth Series A (1998 General Ordinance) (the "Eighth
Series A Bonds" or the "Bonds").

The Eighth Series A Bonds are being issued by the City under the provisions of The First
Class City Revenue Bond Act, Act No. 234 of the General Assembly of the Commonwealth of
Pennsylvania approved October 18,1972, P.L. 955, as amended (the "Acf'), and the General Gas
Works Revenue Bond Ordinance of 1998 (Bill No. 980232, approved May 30, 1998) (*1998
General Ordinance"), as amended and supplemented from time to time and, in particular, as

supplemented by the Ninth Supplemental Ordinance (Bill No. 090322, approved June 3, 2009)
(collectively, the "1998 General Ordinance"). Certain matters concerning the Eighth Series A
Bonds have been determined pursuant to the 1998 General Ordinance by the Bond Committee of
the City, consisting of the Mayor, the City Controller and the City Solicitor ("Bond
Committee"), and acting by at least a majority thereol in an authorization dated August 13, 2009
("Eighth Series A Bond Authorization").

In consideration of the mutual covenants, promises and agreements contained herein and
intending to be legally bound hereby, the parties hereto agree as follows:

Section 1. Definitions

In this Disclosure Agreement and any agteement supplemental hereto (except as

otherwise expressly provided or unless the context clearly requires otherwise) terms defined in
the recitals hereto shall have such meanings throughout this Disclosure Agreement, ando in
addition, the following terms shall have the meanings specified below:

ooAnnual Financial Information" shall mean the financial information or operating data
with respect to the City and PGW delivered at least annually pursuant to Section 3 hereof,
substantially similar to the type set forth in Appendix "A'o attached hereto and in accordance
with the Rule. The financial statements comprising the Annual Financial Information are
prepared according to accounting methods and procedures which conform to generally accepted
accounting principles for governmental units as prescribed by the Government Accounting
Standards Board.

"Business Day" or "Business Days" shall mean any day other than a Saturday or Sunday
or, in the City, a legal holiday or a day on which banking institutions are authorized by law or
contract to remain closed or a dav on which the Dissemination Asent is closed.
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"Disclosure Representative" shall mean the Director of Finance of the City, the City
Treasurer or such other official or employee of the City as the Director of Finance or the City
Treasurer shall designate in writing to the Dissemination Agent.

"EMMA" shall mean the Electronic Municipal Market Access System maintained by the
MSRB.

"Fiscal Agent" shall mean US. Bank National Association, as Fiscal Agent for the Bonds.

"Material Evento' shall mean any of the events listed in Section 4(a) of this Disclosure
Agreement, if material within the meaning of the Rule.

'.MSRB" shall mean the Municipal Securities Rulemaking Board.

"Official Statement" shall mean the Official Statement dated August 13, 2009, relating to
the Eighth Series A Bonds.

"Participating Underwriters" shall mean any of the original underwriters of the Bonds
required to comply with the Rule in connection with their purchase and reoffering of the Bonds.

'.PGW'means the Philadelphia Gas Works of the City of Philadelphia.

"Registered Owner" or ooowners" shall mean the person or persons in whose name a
Bond is registered on the books of the City maintained by the Fiscal Agent in accordance with
the 1998 General Ordinance, the Ninth Supplemental Ordinance and the Bonds. For so long as

the Bonds shall be registered in the name of the Securities Depository or its nominee, the term
"Registered Owners" shall also mean and include, for the purposes of this Disclosure
Agreement, the owners of book-entry credits in the Bonds evidencing an interest in the Bonds;
provided, however, that the Dissemination Agent shall have no obligation to provide notice
hereunder to owners of book-entry credits in the Bonds, except those who have filed their names

and addresses with the Dissemination Agent for the purposes of receiving notices or giving
direction under this Disclosure Agreement.

"Repository" shall mean each nationally recognized municipal securities information
repository under the Rule. The Securities and Exchange Commission has designated EMMA as

the sole Repository effective as of July 1,2009. Any information filed in connection with this
Disclosure Agreement shall be filed with EMMA at http://emma.msb.org/, and any future
Repository as may be required under the Rule.

ooRule'o shall mean Rule l5c2-12(bx5) promulgated by the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended, as such rule may be

amended from time to time.

"Securities Depository" shall mean The Depository Trust Company, New York, New
York, or its nominee, Cede & Co., or any successor thereto appointed pursuant to the General
Ordinances.
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All words and terms used in the Disclosure Agreement and defined above or elsewhere
herein shall have the same meanings as set forth in the Bond Authorization, if defined therein, or
in the 1998 General Ordinance. if defined therein.

Section 2. Authorization and Purpose of Disclosure Agreement

This Disclosure Agreement is authorized to be executed and delivered by the City
pursuant to Section 12 of the Eighth Series A Bond Authorization in order to assist the
Participating Underwriters into complying with the requirements of the Rule.

Section 3. Provision of Annual Financial Information

(a) Within 240 days of the close of each fiscal year of the City, commencing with the
fiscal year ending June 30, 2009, the Disclosure Representative shall file with the Dissemination
Agent, Annual Financial Information for such fiscal year. The Dissemination Agent shall
promptly upon receipt thereof file the Annual Financial Information with each Repository. The
Annual Financial Information will be in the form of the City's Comprehensive Annual Financial
Report and, to the extent such information is not included therein, will include the other
information set forth on Appendix A, and will contain unaudited financial statements if audited
financial statements are not available.

(b) As soon as audited hnancial statements for the City are available, commencing
with the audited financial statements for the fiscal year ending June 30, 2009, the Disclosure
Representative shall file the audited financial statements with the Dissemination Agent. The
Dissemination Agent shall promptly upon receipt thereof file the audited financial statements
with each Repository.

Section 4. Material Events

(a) The City agrees that it shall provide through the Dissemination Agent, in a timely
manner, to each Repository, notice of any of &e following events with respect to the Bonds if
material within the meaning of the Rule (each a'oMaterial Event"):

(1) Principal and interest payment delinquencies;

(2) Non-payment related defaults;

(3) Unscheduled draws on debt service reserves reflecting financial
diffrculties;

(4) Unscheduled draws on credit erhancements reflecting financial
difficulties;

(5) Substitution of credit or liquidity providers or their failure to perform;

(6) Adverse tax opinions or events affecting the tax-exempt status of the
Bonds:
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(7) Modifications to the rights of the Holders of the Bond Holders;

(8) Bond calls;

(9) Defeasances;

(10) Release, substitution or sale of propeny securing repayment of the Bonds;
and

(l l) Rating changes.

The foregoing eleven (11) events are quoted from the Rule. No mandatory redemption
shall be deemed aMaterial Event.

(b) Whenever the City concludes that a Material Event has occurred, the Disclosure
Representative shall promptly notify the Dissemination Agent in writing of such occulrence,
specifying the Material Event. Such notice shall instruct the Dissemination Agent to file a notice
of such occunence with each Repository. Upon receipt, the Dissemination Agent shall promptly
file such notice with each Repository. In addition, the Dissemination Agent shall promptly file
with each Repository notice of any failure by the City or the Dissemination Agent to timely file
the Annual Financial Information as provided in Section 3 hereof, including, any failure by the
City or the Dissemination Agent to provide the Annual Financial Information on or before the
date specified in Section 3(a) hereof. Any filing with each Repository shall be accompanied by a
form provided by the Disclosure Representative to the Dissemination Agent.

(c) Notwithstanding the foregoing, the Dissemination Agent shall, promptly after
obtaining actual knowledge of an event listed in clauses (a) (l), (3), (4), (5), (8), or (9) notiff the
Disclosure Representative of the occurrence of such event and shall, within three (3) Business
Days of giving notice to the Disclosure Representative, file notice of such occuffence with each
Repository unless the Disclosure Representative gives the Dissemination Agent written
instructions not to file such notice because the event has not occurred or the event is not material
within the meaning of the Rule.

(d) The Dissemination Agent shall prepare an affidavit of mailing for each notice
delivered pursuant to clauses (b) and (c) of this Section 4 and shall deliver such affidavit to the
City no later than three (3) Business Days following the date of delivery of such notice.

(e) The Dissemination Agent shall request the return from each Repository, of written
acknowledgment or receipt of any notice delivered to each Repository. Upon the return of all
completed acknowledgments of a notice, the Dissemination Agent shall prepare an affidavit of
receipt specifying the date and hour ofreceipt ofsuch notice by each recipient to the extent such
information has been provided to the Dissemination Agent. Such affidavit of receipt shall be

delivered to the City no later than three (3) Business Days following the date of receipt by the
Dissemination Agent of the last completed acknowledgment.
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Section 5. Amendment; Waiver

(a) Notwithstanding any other provision of this Disclosure Agreement, the City and

the Dissemination Agent may amend the Disclosure Agreement or waive any of the provisions
hereof, provided that no such amendment or waiver shall be executed by the parties hereto or
effective unless:

(i) the amendment or waiver is made in writing and in connection with a

change in circumstances that arises from a change in legal requirements, change in law or change
in identity, nature or status of the City or the governmental operations conducted by the City;

(iD the Disclosure Agreement, as amended by the amendment or waiver,
would have been the written undertaking contemplated by the Rule at the time of original
issuance of the Bonds, after taking into account any amendments or interpretations of the Rule,
as well as any change in circumstances; and

(iii) the amendment or waiver does not materially impair the interests of the
Registered Owners of the Bonds.

(b) Evidence of compliance with the conditions set forth in clause (a) of this Section
5 shall be satisfied by the delivery to the Dissemination Agent of an opinion of counsel having
recognized experience and skill in the issuance of municipal securities and federal securities law,
acceptable to both the City and the Dissemination Agent, to the effect that the amendment or
waiver satisfies the conditions set forth in clauses (a) (i), (ii), and (iii) of this Section 5.

(c) Notice of any amendment or waiver containing an explanation of the reasons
therefor shall be given by the Disclosure Representative to the Dissemination Agent upon
execution of the amendment or waiver and the Dissemination Agent shall promptly file such
notice with each Repository. The Dissemination Agent shall also send notice of the amendment
or waiver to each Registered Owner including owners of book-entry credits in the Bonds who
have filed their names and addresses with the Fiscal Agent.

Section 6. Other Information; Duties Under the General Ordinances or the Bond
Authorizations

(a) Nothing in this Disclosure Agreement shall preclude the City from disseminating
any other information with respect to the City or the Bonds, using the means of communication
provided in this Disclosure Agreement or otherwise, in addition to the Annual Financial
lnformation and the notices of Material Events specifically provided for herein, nor shall the City
be relieved of complying with any applicable law relating to the availability and inspection of
public records. Any election by the Cify to furnish any information not specifically provided for
herein in any notice given pursuant to this Disclosure Agreement or by the means of
communication provided for herein shall not be deemed to be an additional contractual
undercaking and the City shall have no obligation to furnish such information in any subsequent
notice or by the same means of communication.
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(b) Nothing in this Disclosure Agreement shall relieve the Dissemination Agent of
any of its duties and obligations under the 1998 General Ordinances, the Ninth Supplemental
Ordinance or the Bond Authorization.

(c) Except as expressly set forth in this Disclosure Agreement, the Dissemination
Agent shall have no responsibility for any continuing disclosure to the Registered Owners, the
MSRB, or any Repository.

Section 7. Default

(a) [n the event that the City or the Dissemination Agent fails to comply with any
provision of this Disclosure Agreement, the Dissemination Agent or any Registered Owner of
the Bonds shall have the right, by mandamus, suit, action or proceeding at law or in equity, to
compel the City or the Dissemination Agent to perform each and every term, provision and

covenant contained in this Disclosure Agreement. The Dissemination Agent shall be under no
obligation to take any action in respect of any default hereunder unless it has received the
direction in writing to do so by the Registered Owners of at least 25Yo of the outstanding
principal amount of a series of the Bonds and if, in the Dissemination Agent's opinion, such
action may tend to involve expense or liability, unless it is also furnished with indemnity and
security for expenses satisfactory to it.

(b) A default under the Disclosure Agreement shall not be or be deemed to be an
Event of Default under the Bonds, the 1998 General Ordinances, the Ninth Supplemental
Ordinance, the Bond Authorization, the Act or any other agreement related thereto and the sole
remedy in the event of a failure of the City or the Dissemination Agent to comply with the
provisions hereof shall be the action to compelperformance described in Section 7(a) above.

Section 8. Concerning the Dissemination Agent

(a) The Dissemination Agent accepts and agrees to perform the duties imposed on it
by this Disclosure Agreement, but only upon the terms and conditions set forth herein. The
Dissemination Agent shall have only such duties in its capacity as are specifically set fo*h in this
Disclosure Agreement. The Dissemination Agent may execute any powers hereunder and
perform any duties required of it through attorneys, agentso and other experts, officers, or
employees, selected by it, and the written advice of such counsel or other experts shall be full
and complete authorization and protection in respect of any action taken, suffered or omitted by
it hereunder in good faith and in reliance thereon. The Dissemination Agent shall not be

answerable for the default or misconduct of any attorney, agent, expert or employee selected by
it with reasonable care. The Dissemination Agent shall not be answerable for the exercise of any
discretion or power under this Disclosure Agreement or liable to the City or any other person for
actions taken hereunder, except for its own willful misconduct or negligence.

(b) The City shall pay the Dissemination Agent reasonable compensation for its
services hereunder, and also all its reasonable expenses and disbursements, including reasonable
fees and expenses of its counsel or other experts, as shall be agreed upon by the Dissemination
Agent and the City. Nothing in this Section 8(b) shall be deemed to constitute a waiver of
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governmental immunity by the City. The provisions of this paragraph shall survive termination
of this Disclosure Agreement.

(c) The Dissemination Agent may act on any resolution, notice, telegram, request,
consent, waiver, certificate, statement, affidavit, or other paper or document which it in good
faith believes to be genuine and to have been passed or signed by the proper persons or to have
been prepared and furnished pursuant to any of the provisions of this Disclosure Agreement; and
the Dissemination Agent shall be under no duty to make any investigation as to any statement
contained in any such instrument, but may accept the same as conclusive evidence of the
accuracy of such statement in the absence of actual notice to the contrary. The Dissemination
Agent shall be under no obligation to institute any suit, or to take any proceeding under this
Disclosure Agreement, or to enter any appearance or in any way defend in any suit in which it
may be made a defendant, or to take any steps in the execution of the duties hereby created or in
the enforcement of any rights and powers hereunder, until it shall be indemnified by the
Registered Owners to its satisfaction against any and all costs and expenses, outlays and counsel
fees and expenses and other reasonable disbursements, and against all liability; the
Dissemination Agent may, nevertheless, begin suit or appear in and defend suit, or do anything
else in its judgment proper to he done by it as Dissemination Agent, without indemnity.

(d) All documentso reports, notices, statements, information and other materials
provided to the MSRB under this Section shall be provided in an electronic format and
accompanied by identifying information as prescribed by the MSRB.

Section 9. Term of Disclosure Agreement

This Disclosure Agreement shall terminate upon (l) payment or provision for payment in
full of the Bonds, or (2) repeal or rescission of Section (bX5) of the Rule; or (3) a final
determination that Section (bX5) of the Rule is invalid or unenforceable.

Section 10. Beneficiaries

This Disclosure Agreement shall inure solely to the benefit of the City, the Dissemination
Agent and the Registered Owners from time to time of the Bonds and nothing herein contained
shall confer any right upon any other person.

Section ll. Notices

Any written notice to or demand may be served, presented or made to the persons named
below and shall be sufficiently given or filed for all purposes of this Disclosure Agreement if
deposited in the United States mail, first class postage prepaid or in a recognized form of
overnight mail, or by telecopy with confirmation of receipt, addressed:
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(a)

(b)

To the Dissemination Agent at:

DAC, Digital Assurance Certification LLC
390 North Orange Avenue, Suite 1750
Orlando, FL 32801
Attention: Jenny Emami
Fax: (407) 515-6513

To the City or the Disclosure Representative at:

City of Philadelphia
Office of the Director of Finance
Municipal Services Building
l40l J.F.K. Boulevard
Philadelphia, PA 19102
Attention: Director of Finance
Fax: (215) 568-1947; or

City of Philadelphia
Office of the City Treasurer
Municipal Services Building
l40l J.F.K. Boulevard
Philadelphia, PA 19102
Attention: City Treasurer
Fax: (215) 686-3815

To the MSRB at:

Municipal Securities Rulemaking Board
1900 Duke Street, Suite 600
Alexandria,VA 22314
Attention: CDI
Fax: (703) 683-1930

To the Repository at httpy'lemma.msrb.org/

or such other addresses as may be designated in writing to all parties hereto.

Section 12. No Personal Recourse

No personal recourse shall be had for any claim based on this Disclosure Agreement
against any member, officer, or employee, past, present or future, of the City (including without
limitation, the Disclosure Representative), or of any successor body as such, either directly or
through the City or any such successor body, under any constitutional provision, statute or rule
of law or by the enforcement of any assessment or penalty or otherwise.

(c)

(d)
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Section 13. Controlling Law

The laws of the Commonwealth of Pennsylvania shall govem the construction and
interpretation of this Disclosure Agreement.

Section 14. Removal and Resignation of the Dissemination Agent

The City has appointed the Dissemination Agent as exclusive Dissemination Agent under
this Disclosure Agreement. The City may, upon thirty days' written notice to the Dissemination
Agent and the Fiscal Agent, replace or appoint a successor Dissemination Agent. Upon
termination of the Dissemination Agent's services as Dissemination Agent, whether by notice of
the City or the Dissemination Agent, the City agrees to appoint a successor Dissemination Agent
or, alternately, agrees to assume all responsibilities of Dissemination Agent under this Disclosure
Agreement for the benefit of the Holders of the Bonds. Notwithstanding any replacement or
appointment of a successor, the City shall remain liable until payment in full for any and all sums
owed and payable to the Dissemination Agent. The Dissemination Agent may resign at any time
by providing thirty days' prior written notice to the City.

Section 15. Successors and Assigns

All of the covenants, promises and agreements contained in this Disclosure Agreement
by or on behalf of the City or by or on behalf of the Dissemination Agent shall bind and inure to
the benefit of their respective successors and assigns, whether so expressed or not.

Section 16. Headings for Convenience Only

The descriptive headings in this Disclosure Agreement are inserted for convenience of
reference only and shall not control or affect the meaning or construction of any of the provisions
hereof.

SectionlT. Counterparts

This Disclosure Agreement may be
which when so executed and delivered shall
constitute but one and the same instrument.

executed in any number of counterparts, each of
be an original, but such counterparts shall together

Section 18. Entire Agreement

This Disclosure Agreement sets forth the entire understanding and agreement of the City
and the Dissemination Agent with respect to the matters herein contemplated and no
modification or amendment of or supplement to this Disclosure Agreement shall be valid or
effective unless the same is in writing and signed by the parties hereto.

E-9



IN WITNESS WHEREOF, THE CITY OF PHILADELPHIA, PENNSYLVANIA, hAS

caused this Disclosure Agreement to be executed by the Director of Finance and DIGITAL
ASSURANCE CERTIFICATION, L.L.C., as Dissemination Agent, has caused this Disclosure
Agreement to be executed by one of its duly authorized officers all as of the day and year first
above written.

THE CITY OF PHILADELPHIA.
PENNSYLVANIA

Rob Dubow
Director of Finance

DIGITAL ASSURANCE CERTIFICATION, L.L.C,
as Dissemination Agent

By:
Authorized Officer

By:
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APPENDIX'(A"

l. Commencing with the fiscal year ending June 30, 2009, a copy of the
Comprehensive Annual Financial Report ("CAFR") which contains the audited combined
financial statements of the City prepared by the office of the Director of Finance of the City in
conformance with guidelines adopted by the Governmental Accounting Standards Board and the
American Institute of Certified Public Accountants' audit guide, Audits of State and Local
Government Units, and

2. Commencing with the Fiscal Year of the Philadelphia Gas Words ending
August 31, 2009, to the extent such information is not contained in the CAFR, an update of the
information set forth in the financial statements of the Philadelphia Gas Works for the Fiscal
Years ended August3l,2A07 and August3l, 2008, included in Appendix A to the Official
Statement.
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PROPOSED FORM OF OPINIONS OF CO-BOND COUNSEL

2009

Re: $58,285,000 City of Philadelphia, Pennsylvania
Gas Works Revenue Refundins Bonds, Eighth Series A (1998 General Ordinance)

To The Purchasers of the Within-Desmibed Bonds:

We have acted as Co-Bond Counsel to the Cify of Philadelphia, Pennsylvania ("City") in
connection with the authorization, issuance and sale by the City of its Gas Works Revenue
Refunding Bonds, Eighth Series A (1998 General Ordinance) ("Eighth Series A Bonds").

The Eighth Series A Bonds are issued under and pursuant to provisions of: (i) the
Constitution of the Commonwealth of Pennsylvania ("Commonwealth"); (ii) the First Class City
Revenue Bond Act, approved October 18,1972 (P.L. 955), Act No. 234 ("Act"); (iii) the City of
Philadelphia General Gas Works Revenue Bond Ordinance of 1998, as amended (Bill No.
980232) ("1998 General Ordinance"); (iv) the Ninth Supplemental Ordinance to the General
Ordinance (Bill No. 0903?2), enacted by the Council of the City ("City Council") on May 21,
2009 and approved by the Mayor of the City on June 3, 2009 ("ltlinth Supplemental Ordinance");
and (v) a Bond Authorization of the Bond Committee of the City, comprised of the Mayor, the
City Controller and the City Solicitor, acting by a majority thereof ("Bond Committee"), dated
August 13,20A9 ("Bond Authorization"). This opinion is being rendered pursuant to Section
4.06 of the 1998 General Ordinance. Capitalized terms not otherwise defined herein shall have
the meanings ascribed to such terms in the 1998 General Ordinance or the Ninth Supplemental
Ordinance.

Concurrently with the issuance of the Eighth Series A Bonds, the City is issuing its
$105,000,000 Gas Works Revenue Refunding Bonds, Eighth Series B (1998 General Ordinance)
(the "Eighth Series B Bonds"), $50,000,000 Gas Works Revenue Refunding Bonds, Eighth
Series C (1998 General Ordinance) (the "Eighth Series C Bonds"), $50,000,000 Gas Works
Revenue Refunding Bonds, Eighth Series D (1998 General Ordinance) (the "Eighth Series D
Bonds") and $50,000,000 Gas Works Revenue Refunding Bonds, Eighth Series E (1998 General
Ordinance) (the "Eighth Series E Bonds" and, together with the Eighth Series A Bonds, the
Eighth Series B Bonds, the Eighth Series C Bonds and the Eighth Series D Bonds, the "Eighth
Series Bonds".

The Eighth Series Bonds are being issued by the City to provide funds for any or all of
the following purposes: (i) redeeming all or any portion of the outstanding City of Philadelphia,
Pennsylvania, Gas Works Revenue Bonds, Sixth Series (1998 Ordinance), upon such terms and
in such amounts as shall be determined by the Director of Finance (the "Sixth Series Bonds");
(ii) providing the funds in order to make a payment (the "Termination Payment") to terminate, in
whole or in part, the Qualified Swap (the "Sixth Series Swap") entered into with respect to the
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To The Purchasers of the Within-Described Bonds
,2009

Page 2

Sixth Series Bonds pursuant to a Qualified Swap Agreement (the "Sixth Series Swap
Agreement"); and (iii) paying the costs of issuing the Eighth Series Bonds and any required
deposits to the Sinking Fund Reserve.

The Eighth Series A Bonds, together with all Senior Bonds presently Outstanding under
the 1998 General Ordinance and any parity obligations hereafter issued under the 1998 General
Ordinance (collectively, "1998 Ordinance Senior Bonds"), are equally and ratably payable solely
from and secured solely by a lien on and security interest in, all Gas Works Revenues, all
accountso contract rights and general intangibles representing Gas Works Revenues and all funds
and accounts established under the 1998 General Ordinance. Pursuant to the l998General
Ordinance, all 1998 Ordinance Senior Bonds are subordinate in right of payment and security to
bonds issued under the City's General Gas Works Revenue Bond Ordinance of 1975.

As Co-Bond Counsel, we have examined: (a) the relevant provisions of the Constitution
of the Commonwealth; (b) the Act; (c) the 1998 General Ordinance; (d) the Ninth Supplemental
Ordinance; (e) the Bond Authorization; and (0 certain statements, certifications, affidavits and

other documents and matters of law as we have deemed necessary to enable us to render the
opinion set forth below, including, without limitation, a certification of officials of the City and

of the Philadelphia Gas Works (*PGW") having responsibility for issuing the Eighth Series A
Bonds ("Tax Compliance Certificate"), intended to satisfr certain provisions of the Intemal
Revenue Code of 1986, as amended (uoCode"), and applicable Treasury Regulations, and the
other documents and instruments listed on the Closing Index filed with U.S. Bank National
Association, as Fiscal Agent, on the date of delivery of the Eighth Series A Bonds. We have also

examined a fully executed and authenticated Eighth Series A Bond.

In rendering the opinion set forth below, we have relied upon the genuineness, accuracy
and completeness of all documents, records, certifications and other instruments examined
including, without limitation, the authenticity of all signatures appearing thereon. We have also
relied, in the opinion set foth below, upon the opinion of the City Solicitor as to all matters of
fact and law set forth therein. We have not made any independent examination in rendering this
opinion other than the examination referred to above. Our opinion is therefore qualified in all
respects by the scope of that examination.

Except with respect to Paragraph 5 below, our opinion is given only with respect to the
laws of the Commonwealth of Pennsylvania as enacted and construed on the date hereof.

Based upon and subject to the foregoing and subject to the qualifications hereinafter set

forth, we are of the opinion that:
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To The Purchasers of the Within-Described Bonds
,2009

Page 3

l. The City is authorized under the provisions of the Constitution and laws of the
Commonwealth to perform its obligations under the 1998 General Ordinance, the Ninth
Supplemental Ordinance and the Eighth Series A Bonds and to issue the Eighth Series A Bonds
for the purposes set forth in the Ninth Supplemental Ordinance.

2. The City has duly and properly authorized the issuance of the Eighth Series A
Bonds.

3. The Eighth Series A Bonds have been duly executed, authenticated, issued and
delivered, and are the legal, valid and binding obligations of the City, enforceable in accordance
with the terms thereof, except as enforcement may be affected by bankruptcy, insolvency,
reorganization, moratorium, fraudulent transfer or other similar laws or legal or equitable
principles affecting the enforcement of creditors' rights.

4. Under the laws of the Commonwealth as presently enacted and construed, interest
on the Eighth Series A Bonds is exempt frorn Pennsylvania personal income tax and
Pennsylvania corporate net income tax and the Eighth Series A Bonds are exempt from personal
property taxes in Pennsylvania; howeveE any profits, gains or income derived from the sale,
exchange or other disposition of the Eighth Series A Bonds will be subject to Commonwealth
taxes and local taxes within the Commonwealth.

5. Under existing statuteso regulations, rulings and court decisions, assuming that the
City complies with its covenants relating to certain requirements of the Code, interest on the
Eighth Series A Bonds will not be includible in the gross income of the holders thereof for
federal income tax purposes, is exempt from individual and corporate federal alternative
minimum tax ("AMT"), and is not includible in adjusted current eamings for purposes of
corporate AMT.

In rendering this opinion, we have assumed compliance by the City with its
covenants contained in the 1998 General Ordinance, the Ninth Supplemental Ordinance, the
Bond Authorization and the Tax Compliance Certificate that are intended to comply with the
provisions of the Code relating to actions to be taken by the City in respect of the Eighth Series
A Bonds after the issuance thereof to the extent necessary to effect or maintain the exclusion of
interest on the Eighth Series A Bonds from gross income for federal income tax purposes. These
covenants relate to, inter alia, the use and investment of proceeds of the Eighth Series A Bonds
and the rebate to the United States Treasury of specified arbitrage eamings, if required. Failure
to comply with such representations and covenants could result in the interest on the Eighth
Series A Bonds becoming includible in gross income for federal income tax purposes from the
date of issuance of the Eighth Series A Bonds.

We call to your attention that the Eighth Series A Bonds are special obligations of the
City payable solely from and secured solely by the Gas Works Revenues and amounts in the
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To The Purchasers of the Within-Described Bonds

Page 4

Sinking Fund, including the Sinking Fund Reserve established under the 1998 General
Ordinance. The Eighth Series A Bonds are not general obligations of the City and do not pledge
the full faith, credit or taxing power of the City or create any debt or charge against the general
revenues of the City or create a lien against property of the City other than Gas Works Revenues.

We express no opinion as to any matter not set forth in the numbered paragraphs herein.
This opinion is given as of the date hereof and we assume no obligation to supplement this
opinion to reflect changes in law that may hereafter occur or changes in facts or circumstances
that may hereafter come to our attention. Without limiting the generality of the foregoing, we
express no opinion herein with respect to, and assume no responsibility for, the accuftlcy,
adequacy or completeness of the Preliminary Official Statement or the Official Statement
prepared in respect of the Eighth Series A Bonds, and make no representation that we have

independently verified the contents thereof.

Very truly yours,

2009
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MATURITY SCHEDULE
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Due Initial Initial lnitial InterestPeriod
(Aueust 1) Period Interest Rate Reset Date Pavment Dates hice CUSIp No. "

August 20, 2009 to
2031 and including 0.35% August26,2009 First Business Day 100% 7l78B2m

August26,2009 oftheMonth

$50,000,000
Gas Works Revenue Refrrnding Bonds

Eighth Series C
(1998 General Ordinance)

Consisting of:

Due Initial Initial Initid lnterestPeriod
(August I ) Period Inere$t Rate Reset Date Payment Dates Price CUSIp No. 

*
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August26,2009 oftheMonth
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the Bmds md the City does not make my representalion with respect to srch nmberr or rmderoke any respousrtility 6r iheir accuracy now or at any time in
the futre. The CUSP number br a specific matuity is sbject to being chmged after fte is$mca of the Bonds as a r6ult of vtrios srbsequenl actiom
including, but not limited to, a rcfinding in whole or in part of sush maluity or as arcsult ofthe pmment of secondary rmket portfolio insrrare or orha
similar etrhflcemnt by invstos 6st is applicable to all or a portim of cerrain maturitis of the Bmds.
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IN CONNECTION WITH THIS OFFERING, THE TINDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS AT A
LEVEL ABOVE THAT WHICH MIGHT OTHERWTSE PREVATL IN THE OPEN MARKET. SUCH
STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

THE ORDER AND PLACEMENT OF MATERIALS IN THIS OFFICIAL STATEMENT. INCLUDING
THE APPENDICES, ARE NOT TO BE DEEMED TO BE A DETERMINATION OF RELEVANCE,
MATERIALITY OR IMPORTANCE, AND THIS OFFICIAI STATEMENT,INCLUDING THE APPENDICES,
MUST BE CONSIDERED IN ITS ENTIRETY. THE OFFERINC OF THE BONDS IS MADE ONLY BY
MEANS OF THIS ENTIRE OFFICIAL STATEMENT.

No dealer, broker, salesperson or other person has been authorized by the City, PGW or the Underwriters to
give any information or to make any representations, other than those contained in this Official Statement and, if
given or made, such other information or representations must not be relied upon as having been authorized by any
of the foregoing. This Official Statement does not constifute an offer to sell or the solicitation of an offer to buy, nor
shall there be any sale of the Bonds by any person in any jurisdiction in which it is unlawful to make such off€r,
solicitation or sale. The information set forth herein has been obtained from PGW and other sources which are
believed to be reliable, but, as to information &om other sources, is not guaranteed as to accuracy or completeness
by PGW. The information and expressions of opinion herein are subject to change without notice and neither the
delivery of this Official Statement nor any sale made hereunder shall, under any circumstanceso create any
implication that there has been no change in the affairs of PGW or with respect to other matters set forth herein since
the date hereof or the date as of which particular information is given, if earlier.

The Eighth Series B Credit Provider has provided only the information with respect to itself and its
affiliates set forth under the caption 'THE EIGHTH SERIES B CREDIT PROVIDER' in this Official Statement
and makes no reference or warranty, express or implied, as to the accuracy or completeness of any other information
contained in this Official Statement.

The Eighth Series C Credit Provider has provided only the information with respect to itself and its
affiliates set forth under the caption 'TIIE EIGHTH SERIES C CREDIT PROVIDER' in this Official Statement
and makes no reference or warranty, express or implied, as to the accumcy or completeness of any other information
contained in this Official Statement.

The Eighth Series D Credit Provider has provided only the information with respect to itself and its
affrliates set forth under the caption 'THE EIGHTH SERIES D CREDIT PROVIDER" in this Official Statement
and makes no reference or warranty, express or implied, as to the accuracy or completeness of any other information
contained in this Official Statement.

The Eighth Series E Credit Provider has provided only the information with respect to itself and its
affiliates set forth under the caption 'THE EIGHTH SERIES E CREDIT PROVIDER" in this Oflicial Statement
and makes no reference or warranty, express or implied. as to the accuracy or completeness of any other information
contained in this Official Statement.

The Underurriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Of{icial Statement in accordance with and as part of their
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriters do not guarantee the accuracy or completeness of such information. The
information and the opinions expressed herein are subject to change without notice, and neither the delivery of this
Official Statement nor any sale made hereunder shall, under any circumstancas, create any implication that tlere has
been no change in the operations of the Philadelphia Gas Works or the City of Philadelphia since the date hereof, or
as to the information under "PGW BUDGET. RATES AND FINANCES - Fiscal Years 2007 and 2008 Operating
Budgets," since August 31,2008.

This Official Statement is not to be construed as a contract with the purchasers of the Bonds. All
summaries of statutes and documents are made subject to the complete fext of such statutes and documents,
respectively, and do not purport to be complete statements of any or all of such provisions.



This Official Statement is submitted in connection with the sale of the Bonds and may not be reproduced or
be used, as a whole or in part, for any other purpose.

The Bonds have not been registered under the Securities Act of 1933, as amendedo in reliance upon
an exemption contained therein, and have not been registered or qualified under the securities laws of any
state.

THE BONDS HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY.

If and when included in this Official Statement, the words "expects," "forecasts," "projects," "outlook,"
"intends," "anticipates," "estimates," "assumes," and analogous expressions are intended to identify forward-looking
statements and any such statements inherently are subject to a variety of risks and uncertainties that could cause

actual results to differ materially from those that have been projected. Such risks and uncertainties that could affect
the revenues and obligations of PGW include. among others, changes in economic conditions, mandates from
regulatory authorities, lack of approval, in whole or in part, of requests by PGW from regulatory authorities and
conditions and circumstances, many of which are beyond the control of PGW. Such forward-looking statements
speak only as of the date of this Official Statement. The Cify disclaims any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statement contained herein or to reflect any changes in
PGW's expressions with regard thereto or any change in events, conditions or circumstances on which any such

statement is based.

This Official Statement speaks only as of the date printed on the coyer page hereof. The information
contained herein is subject to change. The Of{iciat Statement will be made available through the Electronic
Municipal Market Access System ("EMMA"), which, effective July 1, 2009, is the sole Nationally Recognized
Municipal Securities Information Repository.
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REFUNDING BONDS REF'I"]NDING BONDS
IIGHTHSERIESC EIGHTHSERIISD

(1998 CENER{L OR)INANCE); (1998 Gf,NER{L ORDINANCf,);
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$105,000,000
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EIGHTH SERIES B

( t 998 CENER{ L ORDtN.r\CE):

INTRODUCTION

General

This Official Statement, including the cover page, inside front cover page, table of contents, tables and
appendices, sets forth information with respect to the issuance by the City of Philadelphia, Pennsylvania (the "City")
of $255,000,000 aggregate principal amount of its Gas Works Revenue Bonds, Eighth Series (1998 General
Ordinance), consisting of $105,000,000 of the Eighth Series B Bonds (the "Eighth Series B Bonds"); $50,000,000 of
the Eighth Series C Bonds (the "Eighth Series C Bonds"); $50,000,000 of the Eighth Series D Bonds (the "Eighth
Series D Bonds") and $50,000,000 of the Eighth Series E Bonds (the "Eighth Series E Bonds," and together with the
Eighth Series B Bonds, the Eighth Series C Bonds and the Eighth Series D Bonds, the "Bonds" or the "Variable Rate
Bonds"). The Bonds are being issued as Senior 1998 Ordinance Bonds, as defined in this Official Statement,
pursuant to (i) the First Class City Revenue Bond Act of the Commonwealth of Pennsylvania, Act No. 234,
approved October 18, 1972, P.L.955 (the "Act"), (ii) the General Gas Works Revenue Bond Ordinance of 1998,
approved on May 30, 1998, Bill No. 980232, as amended and supplemented from time to time and in particular, as

supplemented by the Ninth Supplemental Ordinance, approved June 3, 2009, Bill No. 090322 (collectively, the
" 1998 General Ordinance") and (iii) the Bond Authorization dated August 13, 2009 adopted by the Bond Committee
of the City (consisfing of the Mayor, City Solicitor and City Conffoller and acting by a majority of at least a majority
thereof; (the "Bond Authorization").

The Bonds shall be issued on a parity with other Senior 1998 Ordinance Bonds issued under the 1998
General Ordinance but shall be subordinated in right of payment and security to all bonds issued and outstanding
under the General Gas Works Revenue Bond Ordinance of 1975, approved on May 3A, 1975, Bill No. 1871, as

amended and supplemented from time to time (the "1975 General Ordinance" and, together with the 1998 Ceneral
Ordinance, the "General Ordinances"), as described herein. The Bonds shall also be issued on a parity with the
obligation of the City to make periodic payments (but not termination payments) due under any Qualified Swap (as

defined in the 1998 General Ordinance) including the Qualified Swap in the notional amount of $31 1,615,000 (the

"Swap Agreement") between the City and JPMorgan Chase Bank, National Association entered into in connection
with $313,390,000 City of Philadelphia Gas Works Revenue Bonds, Sixth Series (1998 General Ordinance),
provided, however, the Qualified Swap Provider shall have no lien on and security interest in the Sinking Fund or
the Sinking Fund Reserve. In connection and concunently with the issuance of the Bonds a portion of the Swap
Agreement related to the Sixth Series Bonds will be terminated. Upon the issuance of the Bonds, portions of the
Swap Agreement in notional amounts equal to the principal amounts of the Eighth Series B Bonds, the Eighth Series
C Bonds, the Eighth Series D Bonds and the Eighth Series E Bonds, respectively, will be related to the Eighth Series
B Bonds, the Eighth Series C Bonds, Eighth Series D Bonds and the Eighth Series E Bonds, as more fully described
below under "INTRODUCTION - lnterest Rate Swap Agreement." Upon the issuance of the Eighth Series A Bonds
and the Bonds a portion of the Swap Agreement will be terminated and a portion of the Swap Agreement will
remain outstanding with $105,000,000 notional amount related to the Eighth Series B Bonds, $50,000,000 notional
amount related to the Eighth Series C Bonds, $50.000,000 notional amount related to the Eighth Series D Bonds and
$50,000,000 notional amoun: related to the Eighth Series E Bonds.

The pledge of Gas Works Revenues (as defined in the 1998 General Ordinance) to secure the Senior 1998
Ordinance Bonds issued under the 1998 General Ordinance (including the Bcnds) is at all times subjeci and



subordinate to the pledge ofProject Revenues (as defined in the 1975 General Ordinance) under the 1975 General

Ordinance securing the 1975 Ordinance Bonds.

The City's fiscal year begins on July I and ends on June 30 of the following calendar year. The term
"Fiscal Year" when followed by a year and used in connection with the City refers to the fiscal year of the City
ending June 30 of that year. For example, "Fiscal Year 2009" when used in connection with the City refers to the

fiscal year ending June 30, 2009. The fiscal year of the Philadelphia Gas Works ("PGW" or the "Gas Works")
begins on September I and ends on August 3l of the following calendar year. The term "Fiscal Year" when
followed by a year and used in connection with the Gas Works refers to the fiscal year of the Cas Works ending
August 31 of that year. For example, "Fiscal Year 2009" when used in connection with PCW refers to the fiscal
year ending August 31, 2009. Certain capitalized terms used in this Official Statement and not otherwise defined
are defined in APPENDIX D - "Summaries of the Act and Legislation Authorizing the lssuance of the Bonds."

This introduction is a brief description of certain matters described in this Official Statement and is
qualified by ret'erence to the entire Oificial Statement. Prospective purchasers of any of the Bonds should read this
Official Statement, including the cover page, inside front cover page, table ofcontents, tables and appendices, in its
entirety. The information contained herein is subject to change. All estimates and assumptions of financial and

other information are based on information currentlv available. are believed to be reasonable and are not to be

construed as assurances ofactual outcomes.

If and when included in this Official Statement, the words "expects," "forecasts," "projects," "outlook,"
"intends," "anticipates," "estimates," "assumes," and analogous expressions are intended to identifu forward-looking
statements and any such statements inherently are subject to a variety of risks and uncertainties that could cause

actual results to differ materially from those that have been projected. Such risks and uncertainties that could affect
the revenues and obligations of PGW include, among others, changes in economic conditions, mandates from
regulatory authorities, lack of approval, in whole or in part, of requests by PGW from regulatory authorities and

conditions and circumstances, many of which are beyond the control of PGW. Such forward-looking statements

speak only as of the date of this Oflicial Statement. The City disclaims any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statement contained herein or to reflect any changes in
PGW's expressions with regard thereto or any change in events, conditions or circumstances on which any such

slatement is based.

The Philadelphia Gas Works

The Gas Works presently consists of real and personal property owned by the City and used for the

acquisition, manufacture, storage, processing and distribution of natural gas within the City, and all property, books
and records employed and maintained in connection with the operation, maintenance and administration thereof.
See "PHILADELPHIA GAS WORKS" herein.

PGW serves the entire 129 square mile area contained within the boundaries of the City and is the
distributor and principal supplier of natural gas in the City. PGW has no distribution mains and provides no service

to customers outside the City limits. As of March 31,2009, PGW served approximately 518,000 customers.

The Philadelphia Home Rule Charter provides for a Gas Commission (the "Gas Commission") to be

constituted and appointed in accqrdance with the provisions of contracts between the City and the operator of PGW
as may from time to time be in effect. or, in the absence of a contract, as may be provided by ordinance. For details
of the Gas Commission's various responsibilities and oversight of the operations of PGW, see "CITY
GOVERNMENTAL OVERSIGHT - Gas Commission" herein.

Since January l, 1,973, PGW has been managed by the Philadelphia Facilities Management Corporation
(*PFMC"), a not-for-profit corporation, pursuant to an agreement between the City and PFMC dated December 29,

1972, as amended, authorized by ordinances of City Ccuncil (the "Management Agreement"). See

"PHILADELPHIA GAS WORKS - Manasement Asreement."



Rates and charges of PGW are fixed by the Public Utility Commission of the Commonwealth (the 'PUC').
The PUC has acknowledged that it is obligated to establish rates that permit PGW to meet all of its bond ordinance
covenants in the General Ordinances. See "PHILADELPHIA CAS WORKS - Effects of the Natural Gas Choice
and Competition Act" and "PGW BUDGET, RATES AND FINANCES" herein for a further discussion of PGW's
budget process and recent rate proceedings.

PGW's Basic Financial Statements and Supplementary Information as of and for the years ended
August 3 1, 2008 and 2007 (with Independent Auditor's Report thereon) are presented in APPENDIX A. For certain
information regarding the government of and fiscal affairs of the City, see APPENDIX C - "Certain Information
Conceming the City of Philadelphia."

Prior lssues of Gas Works Revenue Bonds

Since 1975, the City has issued nineteen (19) separate series of Gas Works Revenue Bonds and one
Revenue Bond Anticipation Note (collectively, together with any bonds issued under the 1975 General Ordinance to
refund any such bonds. the "1975 Ordinance Bonds"). all pursuant to the Act and the 1975 General Ordinance. As
of March 31, 2009, $263,053,000 aggregate principal amount of 1975 Ordinance Bonds remained outstanding. The
1975 Ordinance Bonds were all issued on a parity basis and share equally and ratably in the pledge of revenues
provided for in the 1975 General Ordinance. In the 1975 Ceneral Ordinance, the City has, for the security and
payment of all 1975 Ordinance Bonds issued under the 1975 General Ordinance, granted a security interest in all
rents, rates and charges imposed or charged by the City upon the owners or occupants ofproperties connected to,
and upon all users of, gas distributed by the Gas Works and all other revenues derived therefrom (the "Project
Revenues," as such term is defined in the 1975 General Ordinance), and all accounts, contract rights and general
intangibles related thereto and all proceeds of the foregoing. The 1975 Ordinance Bonds are secured solely by
monies derived, directly or indirectly, from PGW's Project Revenues as provided in the Act and the 1975 General
Ordinance, as amended and supplemented. 1 975 Ordinance Bonds of all series issued or to be issued are issued on a
parity basis and share equally and ratably in the pledge or Project Revenues provided for in the 1975 General
Ordinance.

Pursuant to the 1998 General Ordinance, all 1998 Ordinance Bonds (as defined below) are subordinated in
right of payment and security to the 1975 Ordinance Bonds. 1998 Ordinance Bonds may be issued as Senior 1998
Ordinance Bonds ("Senior 1998 Ordinance Bonds") or Subordinate 1998 Ordinance Bonds ("Subordinate 1998
Ordinance Bonds"). Senior 1998 Ordinance Bonds are all issued on a parity basis and share equally and ratably in
the pledge of revenues provided for in the 1998 General Ordinance. Senior 1998 Ordinance Bonds subordinated in
right of payment and security to the 1975 Ordinance Bonds, but are prior in right of payment and security to
Subordinate 1998 Ordinance Bonds. Subordinate 1998 Ordinance Bonds are all issued on a parity basis and share
equally and ratably in the pledge ofrevenues provided for in the 1998 General Ordinance, subject to the prior right
of payment and securify of the 1975 Ordinance Bonds and the Senior 1998 Ordinance Bonds and to payments due to
issuers of Credit Facilities related to Senior 1998 Ordinance Bonds. In the 1998 General Ordinance, the City has
pledged for the security and payment of all bonds issued under the 1998 General Ordinance a lien on and security
interest in all Gas Works Revenues (as defined in the 1998 General Ordinance) all accounts, contract rights and
general intangibles representing the Gas Works Revenues and all funds and accounts established under the 1998
General Ordinance. Such lien is subject to the prior pledge and lien on the Project Revenues created by the 1975
General Ordinance for the benefit of the 1975 Ordinance Bonds. Gas Works Revenues and Project Revenues are
treated by PGW as the same revenues and include grants from the City, properly authorized including, if applicable
and if so authorized, any grant back to PGW of any portion of PGW's Base Payment to the City. See "SOURCES
OF PAYMENT AND SECURITY FOR THE BONDS - Priority in Application of Revenues."

Since 1998, the City has issued seven (7) separate series of Gas Works Revenue Bonds (collectively,
together with any bonds heretofore or hereafter issued under the 1998 Oeneral Ordinance including the Bonds, the
"1998 Ordinance Bonds") pursuant to the Act and the 1998 General Ordinance. As of March3l,20A9,
$902,420,000 aggregate principal amount of Senior 1998 Ordinance Bonds and $10,1 15.000 aggregate principal
amount of Subordinate 1998 Ordinance Bonds were outstanding under the 1998 General Ordinance. In the 1998
General Ordinance, the City covenanted that it would not issue any additional bonds under tle 1975 General
Ordinance except to refund outstanding 1975 Ordinance Bonds.



Authorization to Issue the Bonds

The Bonds are being issued as Senior 1998 Ordinance Bonds pursuant to the Act, the 1998 General

Ordinance, and the Ninth Supplemental Ordinance and the Bond Authorization.

The Bonds

The Bonds will be dated the date of delivery and will bear interest from such date. Each series of Bonds

will initially be issued in the Weekly Mode and will bear interest at the Weekly Rate. During the Weekly Mode,
interest will be payable on the first Business Day of each month commencing September 1,2009. The City may
designate a different Rate Mode for all or a portion of each series of Bonds which may be a Daily Mode, Term
Mode or Fixed Mode. The Bonds of each series, while in the Weekly Mode, will be issued as fully registered bonds

and in the aggregate principal amount set forth on the inside fiont cover page hereof in denominations of $100,000
or any integral multiple of $5,000 in excess thereof. The principal and redemption price of the Bonds will be

payable at the corporate trust office of U.S. Bank National Association (the "Fiscal Agent") in Philadelphia,
Pennsylvania. Interest on the Bonds, while in the Weekly Mode, will be paid by check mailed by the Fiscal Agent
to the persons in whose names the Bonds are registered on the close of business on the Business Day immediately
preceding an Interest Payment Date; provided, however, in the case of any default by the City in payment of interest
due, shall be payable to the persons in whose names the Bonds are registered on a special record date as determined
by the Fiscal Agent. See'DESCRIPTION OF THE BONDS" herein. Registered Owners of at least $1,000,000
aggregate principal amount of a series of Bonds may elect to receive interest payments by wire transfer if so

requested in a written notice provided to the Fiscal Agent not less than ten (10) days prior to the relevant interest
payment date.

Initially the Bonds will be available in book-entry form only. See "DESCRIPTION OF THE BONDS -Book-Entry Only System" herein.

The Bonds are subject to optional redemption and mandatory redemption as described herein. While in the

Weekly Mode, the Bonds are subject to optional and mandatory tender as set forth herein. See "DESCRIPTION OF

THE BONDS."

Purpose of the Bonds

The proceeds of the Bonds, together with other available monies and the proceeds of the Eighth Series A
Bonds (as defined herein) are being used for the purpose of providing funds for any or all of the following purposes:

(i) the current refunding of all of the outstanding City of Philadelphia, Pennsylvania, Gas Works Revenue Bonds
(1998 General Ordinance) Sixth Series (the "Refunded Bonds"); (ii) paying the costs of terminating a portion of the
Swap Agreement for the Refunded Bonds; and (iii) paying the costs of issuing the Bonds and the Eighth Series A
Bonds and any required deposits to the Sinking Fund Reserve established under the 1998 General Ordinance
(collectively, the "2009 Project")

Upon the issuance of the Eighth Series A Bonds and ths Bonds, the Refunded Bonds will no longer be

Outstanding.

Additional Expected PGW Financing

On the date of issuance of the Bonds (the "Issue Date"), the City expects to issue its Gas Works Revenue

Refunding Bonds Eighth Series A Bonds (1998 General Ordinance) (the "Eighth Series A Bonds"). Proceeds of the

Eighth Series A Bonds, together with other available monies and the proceeds of the Bonds, will be applied on the

Issue Date to the 2009 Project. The issuance and delivery ofthe Bonds is conditioned on the issuance and delivery
of the Eighth Series A Bonds on the Issue Date-



The Eighth Series A Bonds will be offered pursuant to a separate Official Statement and will be sold
by the City on the same date as the Bonds pursuant to a separate bond purchase agreement. This Official
Statement provides information only with respect to the Eighth Series B Bonds, Oighth Series C Bonds,
f,ighth Series D Bonds and Eighth Series E Bonds while such Bonds bear interest in the Weekly Mode.

Security for the Bonds

The Bonds are secured solely and payable solely from the Gas Works Revenues as provided in the Act, the
1998 Ceneral Ordinance and the Ninth Supplemental Ordinance. Such pledge of Gas Works Revenues is subject
and subordinate to the prior pledge of Project Revenues granted by the 1975 General Ordinance. Neither the general
credit nor the taxing power of the City is pledged to any such payment.

The City has pledged and granted a security interest on a parity basis in all Gas Works Revenues and the
proceeds thereof for security and payment of all 1998 Ordinance Bonds, including the Bonds, and for security and
payment of all periodic payments (but not termination payments) due from the Cify under the Swap Agreement
(except that the Swap Agreement shall have no right or claim at any time to amounts on deposit in the Sinking Fund
or the Sinking Fund Reserve). The City has covenanted in the Ninth Supplemental Ordinance that, so long as any of
the Bonds shall remain Outstanding, all pledged Gas Works Revenues shall be deposited and held in and disbursed
from one or more unsegregated accounts of PGW. Pursuant to the 1998 General Ordinance, all monies deposited in
the 1998 Ordinance Sinking Fund (including the 1998 Ordinance Sinking Fund Reserve), are subject to a security
interest in favor of all Holders of 1998 Ordinance Bonds until such monies are properly disbursed. See "SOURCES
OF PA\-IvIENT AND SECURITY FOR THE BONDS- Pledge of Revenues and Funds" and "REMEDIES OF
BONDHOLDERS" herein. The pledge of the Gas Works Revenues to secure the Senior 1998 Ordinance Bonds
issued under the 1998 General Ordinance (including the Bonds) is at all times subject and subordinate to the pledge
of Pdect Revenues under the 1975 General Ordinance securing the 1975 Ordinance Bonds.

In the 1998 General Ordinance, the City covenants to impose, charge and collect in each Fiscal Year, rates
and charges which, together with all other Gas Works Revenues to be received in such Fiscal Year, shall be
sufficient to meet, among other things, debt service coverage requirements as specified in the 1998 General
Ordinance (the "1998 Ordinance Rate Covenant"). See "SOURCES OF PAYI\4ENT AND SECURIry FOR Tt{E
BONDS - Rate Covenant and Rate Requirements" and APPENDIX D - "Summaries of the Act and Legislation
Authorizing the Issuance of the Bonds" herein.

The 1998 General Ordinance permits the issuance of additional bonds which may be Senior 1998
Ordinance Bonds or Subordinate 1998 Ordinance Bonds. See "ADDITIONAL BONDS - Additional 1998
Ordinance Bonds" herein.

The 1998 General Ordinance establishes the 1998 Ordinance Sinking Fund Reserve which is established in
the 1998 Ordinance Sinking Fund as a separate account which is held for the benefit of owners of all bonds issued
under the 1998 General Ordinance. See " SOURCES OF PAYMENT AND SECURITY FOR THE SONDS -Sinking Fund Reserve" herein.

The 1998 General Ordinance permits the City to enter into a Qualified Swap or Exchange Agreement with
respect to a series of bonds or a portion thereof. The Ninth Supplemental Ordinance authorizes Qualified Swap and
Exchange Agreements with respect to the Bonds. Payments, other than termination payments, due to the issuer of a

Qualified Swap related to Senior 1998 Ordinance Bonds are payable onapaity with debt service on Senior 1998
Ordinance Bonds, except that the Qualified Swap shall have no right or claim at any time to amounts on deposit in
the 1998 Ordinance Sinking Fund or the 1998 Ordinance Sinking Fund Reserve. On January 2A, 20A6, the City
entered into the Swap Agreement in connection with the Sixth Series Bonds. Upon issuance of the Eighth Series A
Bonds, a portion of the Swap Agreement related to the Sixth Series Bonds will be terminated. See
"INTRODUCTION - Interest Rate Swap Agreement" herein. There are currently no other Qualified Swaps or
Exchange Agreements to which the City is a party under the 1998 General Ordinance.



Credit Facility and Liquidity Facility

Eishth Series B Bonds

While the Eighth Series B Bonds are in the Weekly Mode the principal and up to fifty-two (52)
days'interest on the Eighth Series B Bonds, and the Purchase Price ofthe Eighth Series B Bonds that are tendered

for payment and not remarketed, will be paid by the Fiscal Agent using funds drawn under an irrevocable, direct pay

letter of credit (together with any Alternate Credit Facility and/or Altemate Liquidity Facility, the "Eighth Series B
Credit Facility") initially issued by Wachovia Bank, National Association (the "Eighth Series B Credit Provider")
pursuant to a Reimbursement, Credit and Security Agreement dated as of August 20, 2009 {the "Eighth Series B
Relmbursement Agreement"), between the City and the Eighth Series B Credit Provider. The Eighth Series B Credit
Facility is also serving as the initial Liquidity Facility for the Eighth Series B Bonds and the Eighth Series B Credit
Provider is also the Liquidity Provider for the Eighth Series B Bonds. See "SUMMARY OF CERTAIN
PROVISIONS OF THE EIGHTH SERIES B CREDIT FACILITY AND THE EIGHTH SERIES B
REIMBURSEMENT AGREEMENT" herein. The Eighth Series B Credit Facilify willexpire on August 19,20ll,
unless extended at the option of the Eighth Series B Credit Provider. Under certain circumstances, the Eighth Series

B Credit Facility may be terminated or replaced by an Alternate Credit Facility and/or Alternate Liquidify Facility.
See "SOURCES OF PAYMENT AND SECURITY FOR THE BONDS" herein. The Eighth Series B Credit
Facility secures only the Eighth Series B Bonds while in the Weekly Mode

Eishth Series C Bond.s

While the Eighth Series C Bonds are in the Weekly Mode the principal and up to fifty-fwo (52)

days' interest on the Eighth Series C Bonds, and the Purchase Price ofthe Eighth Series C Bonds that are tendered

for payment and not remarketed, will be paid by the Fiscal Agent using funds drawn under an irrevocable, direct pay

letter of credit (together with any Altemate Credit Facility and/or Alternate Liquidity Facility, the "Eighth Series C

Credit Facility") initially issued by The Bank of Nova Scotia, acting through its New York Agency (the "Eighth
Series C Credit Provider") pursuant to a Reimbursement, Credit and Security Agreement dated as of August 20,

2009 (the "Eighth Series C Reimbursement Agreement"), between the City and the Eighth Series C Credit Provider.
The Eighth Series C Credit Facility is also serving as the initial Liquidity Facitity for the Eighth Series C Bonds and

the Eighth Series C Credit Provider is also the Liquidity Provider for the Eighth Series C Bonds. See "SUMMARY
OF CERTAIN PROVISIONS OF THE EIGHTH SERIES C CREDIT FACILTTY AND THE EIGHTH SEzuES C
REIMBURSEMENT AGREEMENT" herein. The Eighth Series C Credit Facility will expire on August 19,20ll,
unless extended at the option of the Eighth Series C Credit Provider. Under certain circumstances, the Eighth Series

C Credit Facility may be terminated or replaced by an Alternate Credit Facility and/or Alternate Liquidity Facility.
See "SOURCES OF PAYMENT AND SECURITY FOR THE BONDS" herein. The Eighth Series C Credit
Facility secures only the Eighth Series C Bonds while in the Weekly Mode.

Eighth Series D Bonds

While the Eighth Series D Bonds are in the Weekly Mode the principal and up to fifty-fwo (52)

days'interest on the Eighth Series D Bonds, and the Purchase Price ofthe Eighth Series D Bonds that are tendered

for payment and not remarketed, will be paid by the Fiscal Agent using funds drawn under an irrevocable, direct pay

letter of credit (together with any Alternate Credit Facility and/or Alternate Liquidity Facility, the "Eighth Series D
Credit Facility") initially issued by Bank of Americ4 N.A. (the "Eighth Series D Credit Provider") pursuant to a
Reirnbursement, Credit and Security Agreement dated as of August 20,20A9 (the "Eighth Series D Reimbursement
Agreement"), between the City and the Eighth Series D Credit Provider. The Eighth Series D Credit Facility is also
serving as the initial Liquidity Facility for the Eighth Series D Bonds and the Eighth Series D Credit Provider is also

the Liquidity Provider for the Eighth Series D Bonds- See "SUMMARY OF CERTAIN PROVISIONS OF THE
EIGHTH SERIES D CREDIT FACILITY AND THE EIGHTH SERTES D REIMBURSEMENT AGREEMENT"
herein. The Eighth Series D Credit Facility will expire on August 19,2}ll, unless extended at the option of the

Eighth Series D Credit Provider. Under certain circumstances, the Eighth Series D Credit Facility may be

terminated or replaced by an Alternate Credit Facility andlor Alternate Liquidity Facility. See "SOURCES OF
PAYMENT AND SECURITY FOR THE BONDS" herein. The Eighth Series D Credit Facility secures only the

Eighth Series D Bonds while in the Weekly Mode.



Eishth Series E Bonds

While the Eighth Series E Bonds are in the Weekly Mode the principal and up to fifty-two (52)
days' interest on the Eighth Series E Bonds. and the Purchase Price of the Eighth Series E Bonds that are tendered
for payment and not remarketed, will be paid by the Fiscal Agent using funds drawn under an irrevocable, direct pay
letter of credit (together wilh any Allemate Credit Facility and/or Altemate Liquidity Facility, the "Eighth Series E
Credit Facility") initially issued by JPMorgan Chase Bank, National Association (the "Eighth Series E Credit
Provider"), (the Eighth Series E Remarketing Agent) pursuant to a Reimbursement, Credit and Security Agreement
dated as of August 20, 2009 (the "Eighth Series E Reimbursement Agreement"), between the City and the Eighth
Series E Credit Provider. The Eighth Series E Credit Facility is also serving as the initial Liquidity Facility for the
Eighth Series E Bonds and the Eighth Series E Credit Provider is also the Liquidity Provider for the Eighth Series E
Bonds. See ''SUMMARY OF CERTAIN PROVISIONS OF THE EIGHTH SERIES E CREDIT FACILITY AND
THE EIGHTH SERIES E REIMBURSEMENT AGREEMENT" herein. The Eighth Series E Credit Facility will
expire on August 19, 201[, unless extended at the option of the Eighth Series E Credit Provider. Under certain
circumstances. the Eighth Series E Credit Facility may be terminated or replaced by an Alternate Credit Facility
and/or Alternate Liquidity Facilify. See "SOURCES OF PAYMENT AND SECURIry FOR THE BONDS" herein.
The Eighth Series E Credit Facility secrres only the Eighth Series E Bonds while in the Weekly Mode.

Interest Rate Swap Agreement

The City entered into the Swap Agreement with JPMorgan Chase Bank, National Association (the "Swap
Provider"), a bank affiliate of J.P. Morgan Securities, Inc., the Eighth Series E Remarketing Agent, in connection
and concurrently with the issuance of the Sixth Series Bonds. Upon issuance of the Bonds and the Eighth Series A
Bonds, a portion of the Swap Agreement related to the Sixth Series Bonds will be terminated, a portion of the Swap
Agreement in notional amounts equal to the principal amounts of the Eighth Series B Bonds, the Eighth Series C
Bonds, the Eighth Series D Bonds and the Eighth Series E Bonds, respectively, will be related to portions of the
Eighth Series B Bonds, the Eighth Series C Bonds, the Eighth Series D Bonds and the Eighth Series E Bonds. Upon
the issuance of the Bonds, the Swap Agreement will be amended to reflect $105,000,000 notional amount related to
the Eighth Series B Bonds, $50,000,000 notional amount related to the Eighth Series C Bonds, $50,000,000 notional
amount related to the Eighth Series D Bonds and $50,000,000 notional amount related to the Eighlh Series E Bonds.
The Swap Agreement will provide, in general, that the City will pay to the Swap Provider semiannually on each
February I and August I a fixed rate payment of 3.67450/o on an amended notional amount equal to $255,000,000,
amortizing in accordance with the principal amortization schedules of the Eighth Series B Bonds, the Eighth Series
C Bonds, the Eighth Series D Bonds and the Eighth Series E Bonds, as set forth in the Swap Agreement, and that the
Swap Provider will pay to the City on the first day of each calendar month a floating rate payment equal to the lesser
of the interest rate on the Eighth Series B Bonds, the Eighth Series C Bonds, the Eighth Series D Bonds and the
Eighth Series E Bonds, and the Securities Industry and Financial Markets Association (the "Swap Index"), on the
notional amount from time to time outstanding, to and including August 1,2011, and thereafter a floating rate
payment equal to 70o/o of one-month LIBOR, on the notional amount from time to time outstanding. The
amendment of the Swap Agreement will not alter the City's obligation to pay the principal of, premium, if any, and
interest on the Bonds.

The Swap Agreement constitutes a Qualified Swap under the 1998 General Ordinance. The City's
payment obligations under the Swap Agreement are payable solely from Gas Works Revenues. The City's
scheduled periodic payments due under the Swap Agreement are payable on a parity with the Senior 1998
Ordinance Bonds (except that the Swap Provider shall have no right or claim at any time to amounts on deposit in
the 1998 Ordinance Sinking Fund or the 1998 Ordinance Sinking Fund Reserve). PGW calculates required sinking
fund deposits for purposes of compliance with the 1998 General Ordinance Rate Covenant without regard to the
effect of the Swap Agreement. See " SOURCES OF PAYA4ENT AND SECURITY FOR THE BONDS - Pledge of
Revenues and Funds" herein.

Under certain circumstances (including certain events of default with respect to the City or the Swap
Provider), the Swap Agreement could temrinate in whole or in part prior to its stated termination date. Following
any such early termination of the Swap Agreement, either the Cify or the Swap Provider, as applicable, may owe a
termination payment to the other, depending upon market conditions. If at the time of an early termination of the
Swap Agreement long-term interest rates are significantly Iower than they were when the Swap Agreement was



executed and delivered. the City could owe a substantial termination payment to the Swap Provider. Any
tennination payments owed by the City will be subordinate to the City's obligation to make all payments due and

owing on Senior 1998 Ordinance Bonds (including the Bonds) and periodic payments due under the Swap

Agreement.

The City's payment sunder the Swap Agreement, including any termination payment due in connection
with a termination at the direction of Financial Security Assurance, Inc., the insurer of the Swap Agreement, but
excluding all other termination payments are guaranteed by Financial Security Assurance Inc. under a Swap

Insurance Policy. Financial Security Assurance Inc. has certain rights under the Swap Agreement, including rights
to consent to the designation of an Early Termination Date upon the occurrence of certain events and the right to
designate an Early Termination Date with respect to the City if an event of default under the Swap Agreement
occurs with respect to the City as a defaulting party.

Independent Consultant's Engineerin g Report

To establish that Project Revenues and Gas Works Revenues will be suffrcient to amortize all bonds

outstanding under the 1975 General Ordinance and the | 998 General Ordinance, the Act and the General Ordinances

require a finding to be made in the supplemental ordinance authorizing the issuance of a series of bonds that the
pledged Project Revenues or Gas Works Revenues (as the case may be) will be sufficient to comply with the
corresponding rate covenant and to pay all costs, expenses and payments required to be paid from Project Revenues

or Gas Works Revenues (as the case may be) in the order of priority set forth in the respective General Ordinance
and to pay any prior or parity charges on such pledged Project Revenues or Gas Works Revenues (as the case may
be) and the principal and interest on such series of bonds. The finding is to be based on a report of the chief fiscal
officer of the City filed with City Council and supported by appropriate schedules and summaries. As provided by
the Act" the report of the chief fiscal ofiicer of the City may be based on a report of an independent engineer
employed by the City to evaluate PGW. Black & Veatch Corporation ("Black & Veatch"), a consulting company
independent of the City and PGW, was retained to evaluate PGW. Black & Veatch submitted a report dated May 4,

2009, which is appended hereto as APPENDIX B (the "Independent Consultant's Engineering Report" or the "2009
Report"). In its report, Black & Veatch has opined and concluded, based upon its investigation, that:

r PGW is a competently managed and operated gas distribution utility. PGW and its facilities are

organized, operated and maintained at a level equal to, or in excess of regulatory requirements
and generally accepted industry practices. The System is in good operating condition.

o Based upon Black & Veatch's evaluation of financial projections and certain assumptions with
respect to the System that Black & Veatch believes to be reasonable and on the basis ofactual and

estimated future annual financial operations of the System (including the projects to be established

with the proceeds of the Bonds), the System will yield Project Revenues (which are pledged under
the 1975 General Ordinance and the 1998 General Ordinance) over the amortization periods of the
bonds issued under the 1975 General Ordinance and the 1998 General Ordinance which will be

sufficient to (a) meet all expenses of operation, maintenance, repair and replacement of the

System, (b) meet all reserve or special funds required to be established under the 1975 General

Ordinance and the 1998 General Ordinance, (c) meet the principal of and interest on all bonds
(including the Future Bonds (as such term is defined in APPENDIX B hereof)) issued under such

Ordinances, as the same shall become due and payable, and (d) provide such surplus requirements
as are contained in the respective rate covenants of the 1975 General Ordinance and the 1998

General Ordinance. The Project Revenues forming the basis of Black & Veatch's opinion comply
with the requirements of the definition of Project Revenues contained in Section 2 of the Act.

r The Project Revenues and Gas Works Revenues which are pledged as security for the bonds

issued under the 1975 General Ordinance and the 1998 General Ordinance, respectively, are

currently and are projected to be sufficient to comply with the Rate Covenants set forth in
Section 4.03(b) of the 1975 General Ordinance and Section 4.03ib) of the 1998 General

Ordinance.



. The capital improvements proposed during the projection period, September l, 2009 through
August 31,2014, should, along with continued good operation and maintenance practices, enable
PGW to maintain its system in good operating condition. Review of present management
practices indicates that good operation and maintenance is likely to continue.

e Contracted PGW gas supplies plus: (a) spot market purchases, (b) anticipated additional
contracted supplies plus supplemental gas capacities, as well as (c) the pipeline transport capacity
to move these supplies to PGW, are adequate to meet PGW's projected demand on a day of
maximum demand, in an hour of maximum demand, and during a year of maximum demand.

Independent Consultant's Assumptions with Respect to City Payments

PGW makes an annual base payment of $ | 8 million to the City. The City agreed to forego the $ I 8 million
annual payment in Fiscal Year 2004. For Fiscal Years 2005, 2006, 2007,2008 and 2009, the City made a grmlt to
PGW equal to the annual payment received from PGW in such fiscal years, and the City's Eighteenth Five-Year
Plan contemplates that in each of the Fiscal Yean 2010 through 2014,the City will make a grant to PGW equal to
the annual payment received from PGW in such Fiscal Years.

Continuing Disclosure

The Cify will enter into a Continuing Disclosure Agreement (the "Continuing Disclosure Agreement") with
Digital Assurance Certification, L.L.C. with respect to the Bonds. See "CONTINUING DISCLOSURE" herein and
the form of Continuing Disclosure Agreement aftached hereto as APPENDIX E.

Miscellaneous

Any quotation from, and summaries and explanations of, the Constitution and laws of the Commonwealth
and ordinances of the City contained herein do not purport to be complete and are qualified in their entirety by
reference to the official cornpilations thereof, and all references to the Bonds are qualified in their entirety by
reference to the definitive forms of the Bonds. All capitalized terms used herein, unless otherwise defined herein,
shall have the meanings ascribed to them in the Act and the General Ordinances. See "APPENDIX D" herein.
Copies of the Act, the General Ordinances and the Supplemental Ordinances are available from the O{fice of the
Director of Finance. l3th Floor, Municipal Services Building, 1401 John F. Kennedy Boulevard, Philadelphia
Pennsylvania 19102.

PLAN OF FINANCE AND ESTI1VIATED SOURCAS AND USES OF FUNDS

Plan of Finance

The proceeds of the Bonds, together with other available msnies and the proceeds of the Eighth Series A
Bonds, are being used for the purpose of providing funds for any or all of the following purposes: (i) the current
refunding of all of the outstanding Refunded Bonds; (ii) paying the costs of terminating a portion of the Swap
Agreement for the Refunded Bonds and (iii) paying the costs of issuing the Bonds and the Eighth Series A Bonds
and any required deposits to the Sinking Fund Reserve established under the 1998 General Ordinance.

A portion of the proceeds of the Bonds will be used on the Issue Date to redeem a portion of the Refunded
Bonds.



Estimated Sources and Uses of Funds

The sources and uses of funds are estimated to be as follows:

Estimated Sources:

Principal Amount of the Bonds
Equity contribution from PGW
Proceeds ofthe Eighth Series A Bonds
Net original issue premium of the
Eighth Series A Bonds

IolalSources

Estimated Uses:

Redemption of the Refunded Bonds
Termination of a portion of the Swap
Agreement
Costs oflssuance'

Total LTses

$255.000.000.00
5,616,826.95

58.285.000.00

422.616.90

$il9,:12L443J5

$3t2,231,826.9s

3,791,000.00
3.301.616.90

$319-124*44;185

tlncludes the fees and expenses of various counsel and the Fiscal Agent, consultant's fees, fees of
accountants, fees of financial advisor, swap advisor fees, bank fees and letter of credit fees related to the Variable
Rate Bonds, rating agency fees, printing and publication costs, contingency, Underwriters' discount, and other
expenses related to the issuance ofthe Bonds.

DESCRIPTION OF TIIE BONDS

General

This Official Statement only describes the terms and provisions applicable to the Bonds while
bearing interest at the Weekly Rate. In the event the Bonds are converted to another Rate Mode' a

remarketing rnemorandum or remarketing circular may be distributed describing the terms of the Bonds
during the period in which the Bonds are in enother Rate Mode.

Each series of Bonds will be dated the date of delivery and will bear interest from such date. Each series of
Bonds will be issued initially in the Weekly Mode and bear interest at the Weekly Rate and during such Weekly
Mode, interest will be payable on the first Business Day of each month commencing September 1,2009. Thereafter,
all or any portion of a series of Bonds may be converted, at the option of the City and subject to certain restrictions,
to the Daily Mode, Term Mode or Fixed Mode. Generally, the Rate Modes have different operating features,

including different demand features, purchase features, redemption provisions, interest rate determination dates, rate

change dates and interest payment dates. Capitalized terms used within this "DESCRIPTION OF THE BONDS"
section, which are not defined herein, shall have the meanings ascribed to such terms in APPENDIX D hereto.

If a different Rate Mode is designated for all or any portion of a series of Bonds, the Fiscal Agent will, not
less than thirty (30) days prior to the Conversion Date, or ten (10) days ifthe Bonds subject to conversion are then in
the Weekly Mode, give written notice to the owner of each affected Bond, that such Bond be will be subject to
mandatory purchase on the Conversion Date.

Each series of Bonds will be issued as fully registered bonds in the aggregate principal amounts set forth on
the inside front cover page hereof. While in the Weekly Mode, the Bonds will be issued in denominations of
$100,000 and any integral multiple of $5,000 in excess thereof. The Bonds, when issued, will be registered in the

name of Cede & Co., as nominee for DTC, one bond for each series of Bonds. Purchases of beneficial interests in
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the Bonds will be made in book-entry only form (without certificates) in the denominations of $100,000 and any
integral multiple of $5,000 in excess hereof.

The principal of the Bonds will be payable at the principal corporate trust office of the Fiscal Agent in
Philadelphia, Pennsylvania. Interest on the Bonds, when due, will be paid by check, mailed by the Fiscal Agent to
the persons in whose names the Bonds are registered on close of business on the Business Day immediately
preceding each Interest Payment Date. So long as a series of Bonds is in book-entry form, the principal of and
interest on such Bonds are payable by check mailed to or by wire transfer of funds to Cede & Co., as nominee for
DTC as registered owner thereof for redistribution by DTC to the Direct Participants and in tum to Indirect
Participants or Beneficial Owners as described under "Book-Entry Only System" below. Registered Owners of at
least $1,000,000 aggregate principal amount of a Series of Bonds may elect to receive interest payments by wire
transfer, provided that notice is provided to the Fiscal Agent not less than ten (10) days prior to the relevant Interest
Payment Date. In the event of any default by the City in the payment of interest due on any Interest Payment Date,
such defaulted interest shall be payable to the persons in whose names such series of Bonds are registered at the
close of business on a special record date which shall be established, with notification to Bondholders as provided in
the 1998 General Ordinance.

Description of the Bonds in the Weekly Mode

While Bonds of any series are in a Weekly Mode, interest on such Bonds will be payable for each Weekly
Rate Period on each Interest Payment Date. In addition, while Bonds of any series bear interest at the Daily Rate,
the Weekly Rate or the Term Rate, interest will also be payable on each Purchase Date applicable thereto. Interest
on Bonds will accrue from and including the Series Issue Date thereof until payment of the principal or redemption
price thereof shall have been made or provided. Interest on Bonds during a Daily Mode or a Weekly Mode will be

computed on the basis ofa year of365 or 366 days, as applicable, for the number ofdays actually elapsed. On and
after the Conversion Date to a Term Mode or the Fixed Mode, interest shall be computed on the basis of a 360-day
year of twelve 30-day months. See APPENDIX D hereto.

For so long as any Bonds of any series are Outstanding in the Weekly Mode, a Weekly Rate shall be
determined for such Bonds for each Weekly Rate Period. The Weekly Rate for each Weekly Rate Period shall be

effective from and including the commencement date of such Weekly Rate Period and shall remain in effect through
and including the last day thereof. Each such Weekly Rate shall be determined by the applicable Remarketing
Agent for a series of Bonds on the Weekly Rate Calculation Date (i.e., Wednesday in each calendar week or, if such
Wednesday is not a Business Day, the first Business Day preceding such Wednesday) and shall be provided by such
Remarketing Agent in writing to the Fiscal Agent by the close of business on that same day, except that the Weekly
Rate for the first Weekly Rate Period may be determined by the applicable Remarketing Agent on the Series Issue
Date or on any Business Day preceding the Series Issue Date. The initial Weekly Rate Period shall commence on
the Series Issue Date and shall continue to and including the next Weekly Rate Calculation Date. Each Weekly Rate
so to be determined shall be the lowest rate of interest which, in the reasonable judgment of the applicable
Remarketing Agent, would cause the applicable Bonds to have a price equal to the principal amount thereof, taking
into account Prevailing Market Conditions as of the date of determination.

If a Remarketing Agent for a series of Bonds fails for any re€$on to determine and notify the Fiscal Agent
and the City of the Weekly Rate for any Weekly Rate Period, such Weekly Rate shall be the same as the Weekly
Rate in effect for the immediately preceding Weekly Rate Period, except that if such failure continues for more than
one consecutive Weekly Rate Period, the Weekly Rate thereafter shall be the 30 day tax-exempt commercial paper
rate published for the applicable Weekly Rate Period by Munifacts Wire System, Inc. (or a replacement publisher of
a tax-exempt commercial paper rate designated in writing by the City to the Fiscal Agent and the Remarketing
Agents), representing, as of the publication date, the average of 30-day yield evaluations at par of tax-exempt
securities rated by each rating service in its highest commercial paper rating category; provided, that if Munifacts
Wire System, Inc. or such replacement publisher does not publish such a tax-exempt or taxable commercial pap€r
rate on a day on which a Weekly Rate is to be set, the Weekly Rate shall be 85% of the interest rate for 30-day
taxable commercial paper (prime paper placed through dealers) announced on such day by the Federal Reserve Bank
of New York. In no event shall the Weekly Rate for any Weekly Rate Period exceed l2o/o per annum. The
applicable Remarketing Agent shall give notice of the applicable Weekly Rates to the City and the Fiscal Agent.
Holders of Bonds in the Weekly Rate Mode may obtain Weekly Rates from the applicable Remarketing Agent.
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Optional Tender for Purchase of Bonds in the Weekly Mode

Bonds of a series bearing interest at the Weekly Rate (or any portion thereof in amounts equal to
Authorized Denominations), other than Bank Bonds, will be purchased on a Purchase Date upon the demand of the

Holder thereof, at a purchase price equal to 100% ofthe principal amount thereof(or ofsuch portions), plus accrued

interest, if any, to such Purchase Date, upon written notice to the Fiscal Agent and the applicable Remarketing
Agent at their respective offices. Such notice shall be given during the Weekly Mode, by 5:00 p.m. New York time,
on the Business Day seven (7) days prior to the applicable Purchase Date. Any such notice must state (i) the series

and principal amount of the Bonds to which the notice relates, (ii) that the Holder irrevocably demands purchase of
such Bond (or a specified portion thereof in an Authorized Denomination), (iii) the Purchase Date on which such

Bond (or specified portion) is to be purchased, (iv) the Holder's taxpayer identification number, and (v) payment
instructions with respect to the purchase price.

The Purchase Date shall be the Business Day specified in the notice received by the Fiscal Agent upon
which the Holder of such Bond intends to tender such Bond (or any portion thereof in an Authorized Denomination)
for purchase, which Business Day shall be, not less than seven (7) calendar days after the date such notice is

received.

Any Holder of Bonds who has so demanded purchase of such Holder's Bonds is required to deliver such
Bonds (properly endorsed for transfer in blank and with all signatures guaranteed to the satisfaction of the Fiscal
Agent) to the Fiscal Agent at its designated office prior to I l:00 a.m.. New York time, on the Purchase Date

specified in his or her notice in order to receive payment of the purchase price by 4:30 p.m., New York time, on
such date.

Each notice of tender automatically constitutes (i) an irrevocable offer to sell the Bond (or portion thereof)
to which such notice relates on the Purchase Date at a price equal to the principal amount of such Bond (or portion
thereof) plus any interest tbereon accrued and unpaid as ofthe Purchase Date, (ii) an irrevocable authorization and

instruction to the Fiscal Agent to effect hansfer of such Bond (or portion thereof) upon payment of such price to the
Fiscal Agent on the Purchase Date, (iii) an irrevocable authorization and instruction to the Fiscal Agent to effect the

exchange ofsuch Bond in whole or in part for other Bonds ofsuch series in an equal aggregate principal amount so

as to facilitate the sale of such Bond (or portion thereof), and (iv) an acknowledgment that such Holder will have no

further rights with respect to such Bond (or portion thereof) upon payment of the purchase price thereof to the Fiscal
Agent on the Purchase Date, except for the right of such Holder to receive such purchase price upon surrender of
such Bond to the Fiscal Agent endorsed for transfer in blank and with guaranty of signatures satisfactory to the

Fiscal Agent, and that after the Purchase Date such Holder will hold such Bond as agent for the Fiscal Agent. The
Fiscal Agent shall hold all Bonds registered in the names of the new Holders thereof for delivery to the applicable
Remarketing Agent.

Mandatory Tender for Purchase of Weekly Rate Bonds

Bonds of a series bearing interest at the Weekly Rate are required to be tendered by the Holders thereof to
the Fiscal Agent for purchase at a purchase price equal to 100% of the principal amount thereof, plus accrued
interest, if any, to such Purchase Date on the following dates applicable to such series of Bonds (or a portion
thereofl:

(a) Each Conversion Date unless a conversion election has been rescinded by the City.

(b) The Interest Payment Date immediately preceding the expiration date of a Liquidity
Facility and/or Credit Facility, as the case may be, then in effect (or if such Interest Payment Date is not a
Business Day. the Business Day next following such Interest Payment Date), but such lnterest Payment

Date shall be not less than five (5) days prior to the expiration of the Liquidity Facility and/or Credit
Facility, as the case may be, in the event such Liquidity Facility and/or Credit Facility, as the case may be,

shall not have been extended on or before the 20'h day prior to such Interest Payment Date.
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(c) The date of replacement of a Liquidity Facility with an Altemate Liquidify Facility or the
replacement of a Credit Facility with an Altemate Credit Facility.

(d) The date established by the Fiscal Agent for mandatory tender, following receipt by the
Fiscal Agent of a notice from a Liquidity Provider and/or Credit Provider, as the case may be, of a
mandatory tender to the extent provided under the applicable Liquidity Facility and/or Credit Facility.

On any mandatory tender date, the Holders of Bonds subject to such mandatory purchase who duly tender
their Bonds (with any necessary endorsements) to the Fiscal Agent by I l:00 a.m., New York time, on such date will
be paid a purchase price equal to 100o/o ofthe principal amount thereof,, plus, unless such mandatory tender date is
an Interest Payment Date, accrued interest to the date ofpurchase.

Conversion of Bonds

The City shall have the option to convert all or any portion of the Bonds of any series from the Weekly
Mode to a Daily Mode, Term Mode, or Fixed Mode on any Conversion Date selected by the City; provided that
(i) each Conversion Date shall be an lnterest Payment Date, (ii) Bonds, or any portion thereoi in a Term Mode
cannot be converted to another Rate Mode prior to the date on or after which the Bonds may first be redeemed at the
option of the City at a redemption price of par, or at the end of a Term Rate Period. and (iii) Bonds in the Fixed
Nlode may not be converted to another Rate Mode. The City shall exercise such option by giving written notice to
the applicable Remarketing Agent, Liquidity Provider and/or Credit Provider, and the Fiscal Agent stating its
election to convert the Rate Mode of the applicable Bonds to another Rate Mode specified in such notice, the
principal amount of such Bonds to be converted and stating the Conversion Dale therefor, not less than forty-five
(45) days prior to such Conversion Date (or in the case of Bonds in the Daily Mode or Weekly Mode, not less than
fifteen (15) days prior to such Conversion Date). In connection with each conversion to a Term Mode, the Nominal
Term Rate Period and Interest Payment Dates for such Term Rate Period shall be selected by the City and
designated in such notice. In the case of a conversion to the Fixed Mode, the City shall determine the principal
amount of Bonds to be converted (which amount shall be in Authorized Denominations), shall select the Interest
Payment Dates and shall determine any bond maturity and mandatory sinking fund redemption schedule to be

applicable to the Bonds after such conversion to a Fixed Mode, and such information shall be designated in such
notice. If a series of Bonds is to be converted to any Mode in part, the Bonds to be so converted and subject to
mandatory tender and purchase shall be determined in accordance with the policies and procedures of DTC.

ln the case ofany conversion, the Fiscal Agent shall give notice by first class mail (postage prepaid) to the
Holders of the Bonds subject to conversion not less than thirty (30) days (or in the case of a conversion of Bonds in
the Daily Mode or Weekly Mode, ten ( l0) days) prior to the proposed Conversion Date.

Bank Bonds

Bank Bonds are any Bonds of a series purchased by a Liquidity Provider with funds drawn on or advanced
under the applicable Liquidify Facility. For such time as any Bond is a Bank Bond, it shall bear interest as provided
in the applicable Liquidity Facility. Payments of interest on Bank Bonds shall be paid to the applicable Liquidity
Provider as holder thereof on each Interest Payment Date or as otherwise provided in such Liquidity Facility, by
wire transfer to the account number of such holder on file with the Fiscal Agent or to another account number of
which the holder shall give at least five days notice to the Fiscal Agent prior to such Interest Payment Date or
otherwise as provided in such Liquidity Facility. Principal of Bank Bonds subject to redemption as provided in the
Bank Bonds or the applicable Reimbursement Agreement, shall be payable from arnounts in the appropriate account
ofthe Sinking Fund.

Bank Bonds shall not be cancelled and the City's liability thereon shall be not discharged until amounts due
to the applicable Liquidity Provider as a result of being holders of Bank Bonds have been paid in full. The Fiscal
Agent shall hold Bank Bonds in its custody or as otherwise instructed by the applicable Liquidity Provider. No
Bank Bonds shall be released by the Fiscal Agent until the Fiscal Agent has confirmed that funds for the payment of
the purchase price of the Bank Bonds have been transfened to the Liquidify Provider as provided in the Liquidity
Facility or the Liquidity Provider has instructed the Fiscal Agent to release Bank Bonds.
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Remarketing of Bonds

Upon the receipt by a Remarketing Agent of any notice described in "Optional Tender for Purchase of
Bonds in the Weekly Mode" herein, the applicable Remarketing Agent, subject to the terms of the applicable
Remarketing Agreement, shall use its best efforts to offer for sale and sell the Bonds in respect of which such notice
has been given. Unless otherwise instructed by the City, each Remarketing Agent, subject to the terms of the
applicable Remarketing Agreement, shall use its best efforts to offer for sale and sell Bonds of a series; provided
however that, if the applicable Credit Facility or Liquidity Facility has expired and such Bonds have not been

converted to a Term Mode or a Fixed Mode, the applicable Remarketing Agent shall be under no obligation to
remarket such Bonds unless an Altemate Credit Facility or an Altemate Liquidity Facility has been provided. Any
such Bonds shall be offered: (i) at a price equal to the principal amount thereof, plus interest accrued. ifany, to the
Purchase Date, and (ii) pursuant to terms calling for payment of the purchase price on such Purchase Date against
delivery ofsuch Bonds.

(a) If any Bonds to be remarketed have been called for redemption, the applicable
Remarketing Agent shall give notice thereof to prospective purchasers of Bonds.

(b) Anything in the Ninth Supplemental Ordinance or the Bond Authorization to the contrary
notwithstanding, there shall be no remarketing of Bonds if there shall have occurred and be continuing a
Default (therein defined) under the Ordinances or any draw under an applicable Liquidity Facility has been

dishonored.

(c) During a Weekly Rate Period, the applicable Remarketing Agent shall advise the Fiscal
Agent of the principal amount of the applicable series of Bonds which have been remarketed, together with
the denominations and registration instructions (including taxpayer identification numbers) by 10:30 a.m.,
New York time, on the Purchase Date. The Remarketing Agent shall also advise the City and the Fiscal
Agent of the principal amount of Bonds which have not been remarketed at the times set forth in the
previous sentence.

The proceeds of the sale by the Remarketing Agent of any Bonds during a Weekly Rate Period shall be

transferred to the Fiscal Agent by I l:30 a.m., New York City time, respectively, on the purchase date.

Inadequate Funds

In the event funds are insuffrcient to purchase Bonds optionally tendered on a Purchase Date, the tendered

Bonds shall not be purchased but instead shall be retumed to the tendering Bondholders. Thereafter, the applicable
Remarketing Agent will continue to establish the Daily Rate, the Weekly Rate or the Term Rate for such Bonds, as

applicable.

The failure to pay the purchase price ofa Bond upon optional or mandatory tender, as a result ofa failure
of the applicable Credit Provider or Liquidity Provider to honor a draw under the applicable Credit Facility or
Liquidity Facility, shall not constitute an event of default with respect to the Bonds nor shall the City have any

obligation to replace such Credit Facility or Liquidity Facility or provide any funds to make payment with respect to
the Bonds tendered.

Book-Entry Only System

The information in this section has been provided by DTC and is not to be deemed to be a
representation of the City, PGW or the Underwriters.

DTC, New York, New York, will act as securities depository for the Bonds. The Bonds will be issued as

fully-registered Bonds registered in the name of Cede & Co. (DTC's partnership nominee) or such other name as

may be requested by an authorized representative of DTC. One fully-registered certificate will be issued for each

maturity of the Bonds. each in the aggregate principal amount of such maturity, and will be deposited with DTC.
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DTC, the world's largest securities depository, is a lirnited-purpose trust company organized under the New
York Banking Law, a "banking organization" within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a "clearing corporation" within the meaning of the New York Uniform Commercial Code,
and a "clearing agency" registered pursuant to the provisions of Section 17A of the Securities Exchange Act of
1934. DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues,

corporate and municipal debt issues, and money market instruments (from over 100 countries) that DTC's
participants ("Direct Participants") deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities, through electronic computerized
book-entry transfers and pledges berweea Direct Participants' accounts. This eliminates the need for physical
movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and
dealers, banks, trust companies, clearing corporations, and cedain other organizations. DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation ("DTCC'). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are registered
clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system is also
available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and
clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either directly
or indirectly ("lndirect Participants"). The DTC Rules applicable to its Participants are on file with the Securities
and Exchange Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of the Bonds under the DTC system must be made by or through Direct Participants, which will
receive a credit for the Bonds on DTC's records. The ownership interest of each actual purchaser of each Bond
("Beneficial Owner") is in turn to be recorded on the Direct and Indirect Participants' records. Beneficial Owners
will not receive written confirmation from DTC of their purchase. Beneficial Olvners areo however, expected to
receive written confirmations providing details of the transaction, as well as periodic statements of their holdings,
from the Direct or lndirect Participant through which the Beneficial Owner entered into the transaction. Transfers of
ownership interests in the Bonds are to be accomplished by entries made on the books of Direct and lndirect
Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing
their ownership interests in the Bonds, excapt in the event that use of the book-entry system for the Bonds is
discontinued.

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in the
name of DTC's partnership nominee, Cede & Co., or such other name as may be requested by an authorized
representative of DTC. The deposit of Bonds with DTC and their registration in the name of Cede & Co. or such
other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual
Beneficial Owners of the Bonds; DTC's records reflect only the identity of the Direct Participants to whose accounts
such Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will
remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Ownen will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.
Beneficial Owners of Bonds may wish to take certain steps to augment the transmission to them of notices of
significant events with respect to the Bonds, such as redemptions, tenders, defaults, and proposed amendments to the
Bond documents. For example, Beneficial Owners of Bonds may wish to ascertain that the nominee holding the
Bonds for their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the altemative. Beneficial
Owners may wish to provide their names and addresses to the registrar and request that copies of notices be
provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds are being redeemed, DTC's practice
is to determine by lot the amount of the interest of each Direct Participant in the Bonds to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the Bonds
unless authorizedby a Direct Participant in accordance with DTC's Procedures. Under its usual procedures, DTC
mails an Omnibus Proxy to an issuer as soon as possible after the record date. The Omnibus Proxy assigns Cede &
Co.'s consenting or voting rights to those Direct Participants to whose accounts the Bonds are credited on the record
date (identified in a listing attached to the Omnibus Proxy).
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Payments of principal, premium, if any, purchase price of and interest on the Bonds will be made to Cede

& Co., or such other nominee as may be requested by an authorized representative of DTC. DTC's practice is to
credit Direct Participants'accounts upon DTC's receipt of funds and corresponding detail information from the City
or the Fiscal Agent, on payable date in accordance with their respective holdings shown on DTC's records.

Payments by Participants to Beneficial Owners will be govemed by standing instructions and customary practices,

as is the case with Bonds held for the accounts of customers in bearer form or registered in "street name," and will
be the responsibility of such Participant and not of DTC, the City or the Fiscal Agent, subject to any statutory or
regulatory requirements as may be in effect from time to time. Payments of principal, premium, if any, and interest
on the Bonds to Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is

the responsibility of City or the Fiscal Agent, disbursement of such payments to Direct Participants will be the

responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the responsibility of
Direct and Indirect Participants.

DTC may discontinue providing its services as depository with respect to the Bonds at any time by giviag
reasonable notice to the City or the Fiscal Agent. Under such circumstances, in the event that a successor depository
is not obtained, Bond certificates are required to be printed and delivered.

The information in this section conceming DTC and DTC's book-entry system has been obtained from
DTC, and the City takes no responsibility for the accuracy thereof.

THE CITY, PGW AND THE FISCAL AGSNT CANNOT AND DO NOT GIVE ANY ASSURANCES
THAT DTC, TFIE DIRECT PARTICIPANTS OR THE INDTRECT PARTICIPANTS WILL DISTRTBUTE TO
TI# BENEFICIAL OWNERS OF THE BONDS (I) PAYMENTS OF PRINCIPAL OF, REDEMPTION
PREMIUM, IF ANY, PURCHASE PzuCE OF OR INTEREST ON THE BONDS, (2) CONFTRMATION OF
BENEFICIAL OWNERSHIP INTEREST IN TFM BONDS, OR (3) REDEMPTION OR OTHER NOTICES SENT
TO DTC OR CEDE & CO., ITS NOMINEE, AS TFIE REGISTERED OWNER OF THE BONDS, OR THAT
THEY WILL DO SO ON A TIMELY BASIS. OR THAT DTC. DIRECT PARTICIPANTS OR INDIRECT
PARTICIPANTS WILL SERVE AND ACT IN TT{E MANNER DESCRIBED IN THIS OFFICIAL STATEMENT.
THE CURRENT'RULES'APPLICABLE TO DTC ARE ON FILE WITH THE SECURITIES AND EXCHANGE
COMMISSION, AND THE CURRENT "PROCEDURES" OF DTC TO BE FOLLOWED IN DEALING WITH
DIRECT PARTICIPANTS ARE ON FILE WITH DTC.

NEITHER THE CTTY, PGW NOR THE FISCAL AGENT SHALL HAVE ANY RESPONSIBILITY OR
OBLIGATION TO ANY DIRECT PARTICIPANT.INDIRECT PARTICIPANT OR ANY BENEFTCIAL OWNER
OR ANY OTFTER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE FISCAL AGENT AS
BEING A BONDHOLDER WITH RESPECT TO (l) THE BONDS; (2) THE ACCURACY OF ANY RECORDS
MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; (3) THE
PAYMENT BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT OF ANY AMOI.INT
DUE TO ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL OR REDEMPTION PRICE OF,
PURCHASE PRICE OR INTEREST ON THE BONDS; (A) THE DELIVERY BY DTC OR ANY DIRECT
PARTICIPANT OR INDIRECT PARTICIPANT OF ANY NOTICE TO ANY BENEFICIAL OWNER WHICH IS
REQI.IRED OR PERMITTED UNDER THE TERMS OF THE 1998 GENERAL ORDINANCE TO BE GIVEN
TO BONDHOLDERS; (5) THE SELECTION OF THE BENEFICIAL OWNERS TO RECETVE PAYMENT IN
THE EVENT OF ANY PARTIAL REDEMPTION OF THE BONDS; OR (6) ANY CONSENT GIVEN OR
OTHER ACTION TAKEN BY DTC AS REGISTERED OWNER OF THE BONDS.

The City may determine to discontinue use of the system of book-entry transfers through DTC (or a

successor securities depository). ln that event, Bond certificates will be prepared and delivered as described in the
Ninth Supplemental Ordinance.

So long as Cede & Co. is the registered owner of the Bonds as nominee of DTC, references herein to the

Holders, holders, owners or registered owners of such Bonds shall mean Cede & Co. and shall not mean the
Beneficial Owners of the Bonds.

In the event that the Book-Entry-Only System is discontinued and the Beneficial Owners become registered
owners of the Bonds, the following provisions applicable to registered owners would apply: (i) Bonds may be
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exchanged for an equal aggregate principal amount of Bonds of the same maturity and series in other authorized
denominations, upon surrender thereof at the designated corporate trust office of the Fiscal Agent; (ii) the transfer of
any Bonds may be registered on the books maintained by the Fiscal Agent for such purpose only upon the surrender
thereof to the Fiscal Agent together with a duly executed assignment in form satisfactory to the City and the Fiscal
Agent; and (iii) for every exchange or registration of transfer of Bonds, the Fiscal Agent may impose a charge
sufficient to reimburse it for any tax, fee or govemmental charge required to be paid with respect to such exchange
or registration oftransfer ofthe Bonds.

Optional Redemption

While any Bonds of a series are in the Weekly Mode, such Bonds may be redeemed at the option of the
City, in whole or in part on any Interest Payment Date, prior to maturify at a redemption price equal to 100% of the
principal amount thereof, plus accrued interest to the date fixed for redemption.

Mandatora Redemption

Eishth Series B Bonds

The Eighth Series B Bonds are subject to mandatory redemption prior to maturity by the City, in part, on
August I of the years and in the principal amounts set forth below, by lot, at a redemption price of the principal
amount of Eighth Series B Bonds to be redeemed plus interest accrued to the date fixed for redemption:

Date
(August I )

2017
2018
2019
2020
2021
2022
2023
2024
2425
2026
2027
2028
2029
2030
2031*

Amount
$705,000

5,550,000
6,070,000
6,620,000
7,185,000
7,770,000
8,390,000
8,730,000
9,395,000
9,860,000

I1,065,000
I1,520,000
5,670,000
3,175,000
3,295,000

* Maturity
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Eishth Series C Bonds

The Eighth Series C Bonds are subject to mandatory redemption prior to maturity by the City, in part, on
August 1 of the years and in the principal amounts set forth below, by lot, at a redemption price of the principal
amount of Eighth Series C Bonds to be redeemed plus interest accrued to the date fixed for redemption:

* Maturity

Eishth Series D Bonds

The Eighth Series D Bonds are subject to mandatory redemption prior to maturify by the City, in part, on

August I of the years and in the principal amounts set forth below, by lot, at a redemption price of the principal
amount of Eighth Series D Bonds to be redeemed plus interest accrued to the date fixed for redemption:

Date
(Aucusl-L)

2017
2018
2019
2020
2021
2022
2023
2024
2025
2426
2027
2028
2029
2030
2031*

Date
(nusst-!)

2017
2018
2019
2020
2A2r
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031*

Amount
$335,000

2,645,000
2,895,000
3,150,000
3,420,000
3,705,ooo
3,990,000
4,150,000
4,475,040
4,700,000
5,265,000
5,490,000
2,7oo,ooo
1,510,000
1,570,000

Amount
$335,000

2,645,400
2,895,000
3,150,000
3,420,000
3,705,000
3,990,000
4,l5o,ooo
4,475,004
4,700,000
5,265.000
5,490,000
2,700,000
1,510,000
1,570,000

* Maturity
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Eishth Series E Bonds

The Eighth Series E Bonds are subject to mandatory redemption prior to maturify by the City, in part, on
August I of the years and in the principal amounts set forth below, by lot, at a redemption price of the principal
amount of Eighth Series E Bonds to be redeemed plus interest accrued to the date fixed for redemption:

Date

6ugusl-l)
2017
2018
2019
2020
202r
2022
2023
2024
2025
2426
2027
2028
2429
2$A
2031*

Amount
$335,000

2,645,00A
2,gg5,oo0
3,150,000
3,420,000
3,705,000
3,990,000
4,150,000
4,475,000
4,700,000
5,265,000
5,490,000
2,744,000
1,510,000
l,570,ooo

* Maturity

Selection of Bonds to be Called for Redemption

Except where DTC or its nominee is the registered owner of the Bonds as described above, if less than all
of a series of Bonds are to be redeemed, the particular Bonds of a series to be called for redemption shall be selected
by lot or by such other method as the Fiscal Agent deems fair and appropriate; provided however that any Bank
Bonds (as defined herein) shall be redeemed first to the extent redemption monies are available therefor.

Notice of Redemption of Bonds

Notice of redemption of Bonds shall be made not less than thirty (30) days nor more than (60) days before
the date fixed for redemption with respect to the Bonds to the Registered Owners appearing on the Bond Register of
the Bonds to be redeemed. Any notice of redemption mailed in accordance with the requirements set forth in the
1998 General Ordinance shall be conclusively presumed to have been duly given, whether or not such notice is
actually received by the Bondholders. No defect in the notice with respect to any Bond (whether in the form of
notice or the mailing thereof) shall affect the validity of the redemption proceedings for any other Bonds. If a notice
is given with respect to an optional redemption of the Bonds prior to monies for such redemption being deposited
with the Fiscal Agent, such notice shall be conditioned upon the deposit of monies with the Fiscal Agent on or
before the date fixed for redemption and in such event, such notice shall be of no effect unless such monies are
deposited. Notice having been so given and provision having been made for redemption from funds on deposit with
the Fiscal Agent or Sinking Fund Depositary, all interest on the Bonds called for redemption accruing after the date
fixed for redemption shall cease, and the Registered Owners of the Bonds called for redemption shall have no
security, benefit or lien under the 1998 General Ordinance or any rights thereunder, except to receive payment ofthe
redemption price.

Notice of Mandatory Tender of Bonds

In connection with the mandatory tender of Bonds of a series (other than Bank Bonds). the Fiscal Agent is
required to give notice to the Holders ofthe Bonds as follows:
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(a) In the event of a proposed Conversion of all or a portion of any series of Bonds, the

Fiscal Agent is required to give written notice by first class mail to the Holders of such Bonds not later than
the 30'n day (or the 10"' day in the case of Bonds in the Daily Mode or the Weekly Mode) next preceding

the Conversion Date.

(b) In the event of a mandatory purchase upon expiration of a Liquidity Facility andlor Credit
Facility, the Fiscal Agent is required to give written notice by first class mail to the Holders of the
applicable Bonds no later than the l0'n day next preceding the mandatory tender date if the Liquidity
Facility and/or Credit Facility will not be extended, stating that (A) the Fiscal Agent has not received an

extension of the then effective Liquidity Facility andlor Credit Facilif, and (B) the Bonds are required to
be purchased by the Fiscal Agent on the mandatory tender date specified in such notice at a purchase price

equal to 100% of the principal amount thereof, plus accrued interest, if any, to such Purchase Date.

(c) If the City has given notice of the provision of an Alternate Liquidity Facility and/or an

Altemate Credit Facility and has complied with the conditions set forth herein, the Fiscal Agent is required
to give written notice by first class mail to the Holders of the applicable Bonds no later than the l0'" day

next preceding the mandatory tender date, stating that (A) the Fiscal Agent has received notice of the

provision of an Alternate Liquidity Facility and/or an Alternate Credit Facility and (B) such Bonds are

required to be purchased by the Fiscal Agent on the mandatory tender date specified in such notice at a
purchase price equal to 100% of the principal amount thereof, plus accrued interest, if any, to such

Purchase Date.

(d) If a Liquidity Provider and/or a Credit Provider has provided written notice of mandatory
tender to the Fiscal Agent to the extent provided under the applicable Liquidity Facility and/or Credit
Facility, the Fiscal Agent shall promptly notiry the Holders of the applicable Bonds that such notice has

been received and that such Bonds shall be subject to mandatory tender in accordance with the provisions

for mandatory tender set forth in tlre Bond Authorization on the date set forth by the Fiscal Agent in the
notice, which date shall be not more than ten (10) days following the Fiscal Agent's receipt of notice from

the applicable Liquidity Provider and/or applicable Credit Provider.

Transfer of Bonds

Bonds are transferable and exchangeable by the Registered Owners thereofat the designated corPorate trust
office of the Fiscal Agent in Phitadelphia" Pennsylvania in the manner and subject to the limitations contained in the

and 1998 General Ordinance and the Ninth Supplemental Ordinance. The Fiscal Agent shall not be required to issue

or to register the transfer of or exchange any Bonds (a) during the period five (5) days prior to any interest payment
date for such Bonds, or (b) during the period five (5) days prior to any mailing of notice of redemption of such

Bonds.

SOURCES OF PAYMENT AND SECURJTY FORTHE BONDS

Credit Facilities

Eighth Series B Bonds

The Cify and the Fiscal Agent will enter into the Eighth Series B Reimbursement Agreement with the
Eighth Series B Credit Provider, whereby, subject to the terms and conditions contained therein, the Eighth Series B
Credit Provider will issue the Eighth Series B Credit Facility for the scheduled payment of principal of interest on

and purchase price of the Eighth Series B Bonds while in the Weekly Mode. See "SIIMMARY OF CERTAIN
PROVISIONS OF THE EIGHTH SERIES B CREDIT FACILITY AND THE EIGHTH SERIES B
REIMB URSEMENT ACREEMENT" below.
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Eiqhth Series C Bonds

The City and the Fiscal Agent will enter into the Eighth Series C Reimbursement Agreement with the
Eighth Series C Credit Provider, whereby, subject to the terms and conditions contained therein, the Eighth Series C
Credit Provider will issue the Eighth Series C Credit Facilif for the scheduled payment of principal of, interest on
and purchase price of the Eighth Series C Bonds while in the Weekly Mode. See "SUMMARY OF CERTAIN
PROVISIONS OF THE EIGHTH SERIES C CREDIT FACILITY AND THE EIGHTH SERIES B
REIMBURSEMENT AGREEMENT" below.

Eiqhth Series D Bonds

The City and the Fiscal Agent will enter into the Eighth Series D Reimbursement Agreement with the
Eighth Series D Credit Provider, whereby, subject to the terms and conditions contained therein, the Eighth Series D
Credit Provider will issue the Eighth Series D Credit Facility for the scheduled payment of principal of, interest on
and purchase price of the Eighth Series D Bonds while in the Weekly Mode. See "SUMMARY OF CERTAIN
PROVISIONS OF TFIE EIGHTH SERIES D CREDIT FACTLITY AND THE EIGHTH SERIES D
REIMB U RSEMENT AGREEMENT" below.

Eishth Series E Bonds

The City and the Fiscal Agent will enter into the Eighth Ssries E Reimbursement Agreement with the
Eighth Series E Credit Provider, whereby, subject to the terms and conditions contained therein, the Eighth Series E
Credit Provider will issue the Eighth Series E Credit Facility for the scheduled payment of principal of, interest on
and purchase price of the Eighth Series E Bonds while in the Weekly Mode. See "SUMMARY OF CERTAIN
PROVISIONS OF THE EIGHTH SERIES E CREDIT FACILITY AND THE EIGHTH SERIES E
REIMBURSEMENT AGREEMENT" below.

Pledge of Revenues and Funds

The Bonds are being issued as Senior 1998 Ordinance Bonds and are secured solely by aad payable solely
from Gas Works Revenues and the 1998 Ordinance Sinking Fund, including the 1998 Ordinance Sinking Fund
Reserve therein, as provided in the Act, the 1998 General Ordinance and the Ninth Supplemental Ordinance. Gas
Works Revenues include all operating and non-operating revenues of the Gas Works derived from its activities and
assets involved in the supply, manufacture, storage and distribution of gas, including all rents, rates and charges
imposed or charged by the City upon the owners or oecupants ofproperties connected to, and upon all users of, gas

distributed by the Gas Works and all other revenues derived therefrom and all other income derived by the City from
the Gas Works. Revenues derived from activities unrelated to the supply, manufacture, storage and distribution of
gas or assets related thereto shall not be included in Gas Works Revenues, provided that the Gas Works receives fair
payment for the use of gas related assets and personnel of the Gas Works used in such activities, which payments

shall be included in Gas Works Revenues. At such time as there are no 1975 Ordinance Bonds outstanding, Gas
Worlis Revenues shall not include any portions of the Gas Works' rents, rates and charges, if any, which are
securitized and sold pursuant to the 1998 General Ordinance.

The Act subjects all monies deposited in the 1998 Ordinance Sinking Fund, including the 1998 Ordinance
Sinking Fund Reserve, to a securify interest for the 1998 Ordinance Bonds until such monies are properly disbursed
and provides that no bonds issued under the Act shall pledge the credit or taxing power of the City or create any debt
or charge against the tax or general revenues ofthe City or create any lien against any properfy of the City other than
Gas Works Revenues and monies deposited in the 1998 Ordinance Sinking Fund.

The pledge of the Gas Works Revenues to secure the Senior 1998 Ordinance Bonds issued under the
1998 General Ordinance (including the Bonds) is at all times subject and subordinate to the pledge of Project
Revenues under the 1975 General Ordinance securing the 1975 Ordinanee Bonds. Gas Works Revenues and
Project Revenues are treated by PGW as the same revenues and include grants from the City, properly authorized,
including, if applicable and if so authorized, any grant back to PGW of any portion of PGW's Base Payment to the
City. See "SECURITY - Priority in Application of Revenues." As of March 31,2009, $263,053,000 aggregate
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principal amount of 1975 Ordinance Bonds remained outstanding under the 1975 General Ordinance, and

$902,420,000 aggregate principal amount of Senior 1998 Ordinance Bonds and $10,115,000 of Subordinate 1998

Ordinance Bonds were outstandins under the 1998 General Ordinance.

PGW has sold the right to receive the earnings through the year 2019 on approximately $53.6 million of
deposits (of total deposits of slightly more than $98.0 million) in the 1975 Ordinance Sinking Fund Reserve and the

1998 Ordinance Sinking Fund Reserve pursuant to two separate investment agreements among FSA Capital Markets
Services LLC, the Fiscal Agent and the City (the "Guaranteed Investment Contracts") dated August 23, 2002.
PGW's proceeds from the Guaranteed Investment Contracts of approximately $20.1 million were treated as Project
Revenues under the 1975 General Ordinance and Gas Works Revenues under the 1998 General Ordinance in the
year received. The portion of such eamings on the 1975 Ordinance Sinking Fund Reserve and the 1998 Ordinance
Sinking Fund Reserve which has been sold pursuant to the Cuaranteed Investment Contracts no longer belongs to
PGW and therefore does not constitute Project Revenues or Gas Works Revenues and are not subject to the lien and

security interest of the 1975 General Ordinance or the 1998 General Ordinance.

Covenant Against Commingling with Other City Funds

The City has covenanted in the Ordinance and the Ninth Supplemental Ordinance that so long as any of the

Bonds remain outstanding, all pledged Gas Works Revenues shall be deposited and held in and disbursed from, one

or more unsegregated accounts of PGW which shall be separate from and not commingled with the consolidated
cash account of the City or any other account of the City not held exclusively for PGW purposes. See "REMEDIES
OF BONDHOLDERS."

The proceeds of the Bonds which remain available for payment of the costs of refunding of the Refunded
Bonds, after payment of the Termination Payment, financing costs and the required payment into the 1998

Ordinance Sinking Fund Reserve, will be used on the Issue Date to redeem a portion of the Refunded Bonds.

The effectiveness ofthe separation ofproceeds ofthe Bonds and revenues from other City accounts may be

limited under certain circumstances, including a bankruptcy filing by the City. See "SOURCES OF PAYMENT
AND SECURITY FOR THE BONDS" and "REMEDIES OF BONDHOLDERS" herein. Pursuant to the 1998

General Ordinance, all monies deposited in the Sinking Fund established under the 1998 General Ordinance
(including the 1998 Ordinance Sinking Fund Reserve), are subject to a security interest in favor of all Holders of the
Bonds until such monies are properly disbursed. See "SECURITY - Pledge of Revenues and Funds" herein.

Priority in Application of Revenues

Pro.iect Revenues - 1975 Ordinance Bonds

The I 975 General Ordinance creates a lien on and pledge of atl Project Revenues of PGW for the benefit of
the Holders of 1975 Ordinance Bonds and creates a priorify in application of Project Revenues in each Fiscal Year
as follows:

First, to Net Operating Expenses (i.e., Operating Expenses exclusive of City Charges);

Second, to required payments into the 1975 Ordinance Sinking Fund to pay the principal of, and interest on

all 1975 Ordinance Bonds and, if required, to accumulate funds in, or to restore any deficiency in, the 1975

Ordinance Sinkins Fund Reserve:
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Third, to the payment of any general obligation bonds which have been adjudged to be self-liquidating on
the basis of expected revenues from PGW;l

Fourth, to the payment of interest and sinking fund charges ofother general obligation debt incurred for
PGW'and

Fifth, to the payment of Cify Charges.2 including any Base Payment due to the City.3

Ciry Charges are the proportionate charges for services performed for the Gas Works by all officers,
departments, boards or commissions of the City which are contained in the computation of Operating Expenses of
the Gas Works including without limitation, the expenses of the Gas Commission and also means the base payments
to the City contained in the agreement between the City and the manager of the Gas Works and all other payments
made to the City from Project Revenues. During PGW's Fiscal Years 2004-2008, City Charges exclusive of the
$ I 8,000,000 Base Payment and of rate hearing charges have averaged approximately $ 1,45 1,000 per year.

The 1975 General Ordinance provides that all interest and income earned on monies held in the 1975

Ordinance Sinking Fund Reserve may, to the extent not required to comply with the requirements of the 1975
General Ordinance relating to the 1975 Ordinance Sinking Fund Reserve, and to the extent not sold pursuant to the
Guaranteed lnvestment Contracts referred to under "SOURCES OF PAYMENT AND SECURITY FOR THE
BONDS - Pledge of Revenues and Funds" above, be fransferred to the operating funds of PGW to be applied as

Project Revenues in accordance with the terms of the 1975 General Ordinance. To the extent that in any Fiscal Year
a balance remains in the Project Revenues (after application under the 1975 General Ordinance as modified by the
1998 General Ordinance and the 2005 Note Ordinance), such balance, upon approval of the Gas Commission, may
be paid to the City, provided that in a given Fiscal Year such balance does not exceed the amount of the 1975
Ordinance Sinkin-e Fund Reserve earnings transferred to the operating funds of PGW during the same Fiscal Year.

Gas l[orks Revenues - 1998 Ordinance Bonds

The 1998 General Ordinance creates a lien on and securify interest in all Gas Works Revenues for the
benefit of the Holders of the Bonds and creates a priority in application of Gas Works Revenues in each Fiscal Year
as follows:

First. to Net Operating Expenses (i.e. Operating Expenses exclusive of City Charges) then payable;

Second, to debt service on the 1975 Ordinance Bonds issued under the 1975 General Ordinance and
amounts required to be paid into the Sinking Fund Reserve under the 1975 General Ordinance;

Third, to debt service on Senior 1998 Ordinance Bonds, payments (other than termination payments) due to
the issuers of Qualified Swaps and Exchange Agreements related to Senior 1998 Ordinance Bonds and payments
due in respect of obligations of the Gas Works to The Philadelphia Municipal Authority existing on the date of
adoption of the 1998 General Ordinance (such obligations to The Philadelphia Municipal Authority being referred to
herein as the "Prior Obligations");

Fourth, to payments due to issuers of Credit Facilities related to Senior 1998 Ordinance Bonds;

No general obligation debt of the City described in items Third and Fourth above is currently outstanding.

City Charges include charges for services performed for PGW by various City departments, including the
expenses of the Gas Commission. During PGW's Fiscal Years 2004 through 2008, City Charges
(exclusive of the $18,000,000 Base Payment and of rate hearing charges) have averaged approximately
S 1,45 1.000 per year.

The City's Eighteenth Five-Year Plan contemplates that in each of the Fiscal Years 2010 through 2014, the
City will make a grant to PGW equal to the annual payrnent received from PGW in such Fiscal Years.
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Fifth, to debt service on Subordinate 1998 Ordinance Bonds and payments due in respect of obligations of
PCW on a parity with Subordinate 1998 Ordinance Bonds (including notes issued under the City's General
Inventory and Receivables Financing Act and the Note Ordinance, as supplemented, or any similar ordinance, and

amounts payable to the provider of a Credit Facility in respect of such notes) and payments (other than termination
payments) due to the issuers of Qualified Swaps and Exchange Agreements related to Subordinate 1998 Ordinance
Bonds;

Sixth, to payments due to issuers of Credit Facilities related to Subordinate 1998 Ordinance Bonds;

Seventh, to required payments of the Rebate Amount to the United States;

Eighth, to replenishment of any deficiency in the Sinking Fund Reserve;

Ninth, to payment of general obligation bonds of the City adjudged to be self-liquidating from Gas Works
Revenues';

Tenth, to debt service on other general obligation bonds issued for the Gas Worksr and

Eleventh, to City Charges2 and any other proper purpose of the Gas Works (including any termination
payments to issuers of Qualified Swaps and Exchange Agreements), except Unrelated Expenses.

Ooeratins Expenses

Operating Expenses are defined in the 1975 General Ordinance and the 1998 General Ordinance as all costs

and expenses of the Gas Works necessary and appropriate to operate and maintain the Gas Works in good operable
condition during each Fiscal Year, and include, without limitation, the manager's fee, salaries and wages, purchases

of service by contract, costs of materials, supplies and expendable equipment, maintenance costs, costs of any
property or the replacement thereof or for any work or project, related to the Gas Works, which does not have a
probable useful life of at least five years, pension and welfare plan and workmen's compensation requirements,
provision for claims, refunds and uncollectible receivables and for City Charges, all in accordance with generally
accepted municipal accounting principles consistently applied, but shall exclude depreciation and interest and

sinking fund charges. The 1998 General Ordinance, however, excludes Unrelated Expenses (consisting of those

expenses which are unrelated lo the supply, manufacture, storage and distribution of gas or assets related thereto)
from the definition of Operating Expenses.

Rate Covenant and Rate Requirements

1975 Ordinance Bonds

The 1975 General Ordinance contains the 1975 Ordinance Rate Covenant requiring that, so long as 1975

Ordinance Bonds are outstanding, at a minimum, the City impose, charge and collect in each Fiscal Year, such gas

rates and charges as shall, together with all other Project Revenues to be received in such Fiscal Year, equal not less

than the greater of(a) the sum ofall Net Operating Expenses payable during such Fiscal Year plus (i) 150% ofthe
debt service requirements for such year on all outstanding 1975 Ordinance Bonds and (ii)the amount, if any,

required to be paid into the 1975 Sinking Fund Reserve during such year, or (b) the sum of all Net Operating
Expenses payable during such Fiscal Year plus (i) the debt service requirernents for such yeax on all outstanding
1975 Ordinance Bonds and all outstanding City general obligation bonds issued for improvements to PGW and

No general obligation debt of the City described in items Ninth and Tenth above is currently outstanding.

City Charges include charges for services performed for PGW by various City departments, including the

expenses of the Gas Commission. During PGW's Fiscal Years 2004 through-2008, City Charges (exclusive

of the $18,000,000 Base Payment and of rate hearing charges) have averaged approximately $1,45 1,000
per year.
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(ii) all amounts, if any, required during such year to be paid into the 1975 Sinking Fund Reserve. For a further
discussion of the 1975 Rate Covenant and other rate requirements applicable to PGW, see "PGW BUDGET,
RATES AND FINANCES - Debt Service Coverase Ratio."

1998 Ordinance Bonds

The 1998 General Ordinance contains a covenant that requires the City, for so long as the 1998 Ordinance
Bonds are outstanding, at a minimum, to impose, charge and collect in each Fiscal Year of the Gas Works such gas

rates and charges as shall, together with all other Gas Works Revenues to be received in such Fiscal Year, equal not
less than the greater of (a) or (b) below:

(a) The sum of:

(i) all Net Operating Expenses payable during such Fiscal Year;

(il) all principal of and interest on 1975 Ordinance Bonds issued and outstanding
under the 1975 General Ordinance payable during such Fiscal Year and amounts required to be paid into the Sinking
Fund Reserve underthe 1975 General Ordinance during such Fiscal Year:

(iii) 150% of the amount required to pay Sinking Fund deposits required during such
Fiscal Year in respect of all Outstanding Senior 1998 Ordinance Bonds and 100% of the amounts payable in respect
of the Prior Obligations during such Fiscal Year;

(iv) the amount required to pay Sinking Fund deposits required during such Fiscal
Year in r€spect of all Outstanding Subordinate 1998 Ordinance Bonds and other obligations of the Gas Works on a
parity with Subordinate 1998 Ordinance Bonds payable during such Fiscal Year;

such Fiscal Year;
(v)

(vi)

the amount, if any, required to be paid into the Sinkine Fund Reserve durins

the Rebate Amount required to be paid to the United States during such Fiscal
Year; and

(vii) the amounts required to be paid to the issuers of Credit Facilities and the
providers of Qualified Swaps and Exchange Agreements during such Fiscal Year; or

(b) The sum of:

(i) all Net Operating Expenses payable during such Fiscal Year;

(ii) all principal of and interest on 1975 Ordinance Bonds issued and outstanding
under the 1975 General Ordinance payable during such Fiscal Year and amounts required to be paid into the Sinking
Fund Reserve under the 1975 General Ordinance during such Fiscal Year;

(iii) all Sinking Fund deposits required during such Fiscal Year in respect of all
Outstanding 1998 Ordinance Bonds and all amounts payable in respect of obligations of the Gas Works which are
on a parity with any of the 1998 Ordinance Bonds and in respect of general obligation bonds issued for
improvements to the Gas Works and all amounts, if any, required during such Fiscal Year to be paid into the Sinking
Fund Reserve;

(iv) the Rebate Anount required to be paid to the United States during such Fiscal
Year; and

(v) the amounts required to be paid to the issuers of Credit Facilities and the
providers of Qualified Swaps and Exchange Agreements during such Fiscal Year.
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ln calculating PGW's compliance with the rate covenant with respect to 1998 Ordinance Bonds set fonh
above, required sinking fund deposits are calculated without regard to the effect of any Qualified Swap. For a

further discussion of the Rate Covenant and other rate requirements applicable to PGW, see "PGW BUDGET,
RATES AND FINANCES - Debt Service Coverage Ratio."

Sinking Fund

1975 Ordinance Sinking Fund

Pursuant to the Act, the 1975 General Ordinance establishes the 1975 Ordinance Sinking Fund for the
benefit and security of the Holders of all 1975 Ordinance Bonds to be held separate and apart from all other
accounts of the City and directs the Director of Finance to deposit therein from the pledged revenues in each Fiscal
Year such amounts as will, together with interest and profits earned and to be earned on investments held therein, be

sufficient to accumulate, on or before each interest and principal payment date of the 1975 Ordinance Bonds, the

amounts required to pay the principal of and interest on the 1975 Ordinance Bonds then becoming due and payable.

It is the current practice of the City to make deposits into the 1975 Ordinance Sinking Fund on or immediately prior
to the date on which debt service payments are due. To the extent monies are on deposit in the 1975 Ordinance
Sinking Fund which are not currently required for the payment of debt service, such monies shall be invested at the

direction and under the management of the Director of Finance. The 1975 Ordinance Sinking Fund shall be a
consolidated fund for equal and proportionate benefit of the Holders of all 1975 Ordinance Bonds from time to time
outstanding under the 1975 General Ordinance and may be invested and reinvested on a consolidated basis. [nterest
and profit from any such investment shall be added to the 1975 Ordinance Sinking Fund and credited in reduction of
or to satisfu required deposits into the 1975 Ordinance Sinking Fund. The 1975 Ordinance Sinking Fund, including
the 1975 Ordinance Sinking Fund Reseme establishedtherein, is eslablished solelyfor the benefit and securit.v of
the Holders of 1975 Ordinance Bonds. Neither Holders of 1998 Ordinance Bonds, including the Bonds. nor a

Qualified Svap Provider of Qualified Swaps, shall have any claim to amounls in the 1975 Ordinanee Sinking Fund.

1998 Ordinance Sinkinq Fund

Pursuant to the Act, the 1998 General Ordinance establishes the 1998 Ordinance Sinking Fund for the

benefit and security of the Holders of all 1998 Ordinance Bonds to be held in the name of the City separate and apart

from all other accounts of the City and directs the Director of Finance to deposit therein from the Gas Works
Revenues in each Fiscal Year such arnounts as will, together with interest and profits eamed and to be earned on

investments held therein, be sufficient to accumulate (exclusive of the amount in the Sinking Fund Reserve), on or
before each interest and principal payment date of the 1998 Ordinance Bonds, the amounts required to pay the
principal ofand interest on the 1998 Ordinance Bonds then becoming due and payable. It is the current practice of
the City to make deposits into the Sinking Fund on or immediately prior to the date on which debt service payments

are due. To the extent monies are on deposit in the Sinking Fund which are not currently required for the payment
of debt service, such monies shall be invested at the direction and under the management of the Director of Finance
of the City. The 1998 Ordinance Sinhing Fund is a consolidated fund for equal and proportionate benefit of the
Holders of all 1998 Ordinance Bonds from time to time Outstanding under the 1998 General Ordinance and may be

invested and reinvested on a consolidated basis. The principal ofand interest and prohts (and losses, ifany) realized
on investments in the 1998 Ordinance Sinking Fund shall be allocated pro rata among the series of 1998 Ordinance
Bonds or the specific I 998 Ordinance Bonds in respect of which such investments were made without distinction or
priority. Payments shall be made from the 1998 Ordinance Sinking Fund in the order of priority set forth in the
1998 General Ordinance, except that monies (and the investments thereof) specifically deposited for the payment of
any particular installment of principal, interest (including capitalized interest) or premium in respect of particular
1998 Ordinance Bonds shall be held and applied exclusively to the payment of such particular principal, interest or
premium. The 1998 Ordinance Sinking Fund, inchrding the 1998 Ordinance Sinking Fund Resewe established
therein, is established solely for the benefit of the Holders of 1998 Ordinance Bonds, including the Bonds and Bank
Bonds. Neither Holders of 1975 Ordinance Bonds nor Qualified Swap Provider of Qualifed Swaps shall have any
claim to qmounts in the 1998 Ordinance Sinking Fund.
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Sinking Fund Reserve

1975 Ordinance Sinkins Fund Reserve

The 1975 General Ordinance establishes the 1975 Ordinance Sinking Fund Reserve as part of the 1975

Ordinance Sinking Fund. The City is required to deposit in the 1975 Ordinance Sinking Fund Reserve from the
proceeds of sale of each series of 1975 Ordinance Bonds an amount equal to the marimum amount required in any
Fiscal Year to pay the principal of and interest on the 1975 Ordinance Bonds of such series coming due and payable
in that Fiscal Year unless the supplemental ordinance authorizing the series of 1975 Ordinance Bonds authorizes the
accumulation from Project Revenues of a reserve of such amount over a period of not more than six Fiscal Years
after the issuance and delivery of the 1975 Ordinance Bonds. The money and investments (valued at market) in the
1975 Ordinance Sinking Fund Reserve must be held and maintained, at all times, in an amount equal to the
maximum principal and interest requirements of all outstanding 1975 Ordinance Bonds in any subsequent Fiscal
Year. The City verifies the value of amounts in the 1975 Ordinance Sinking Fund Reserve on a periodic basis. As
of March 31, 2009, the value of the funds and investments on deposit in the 1975 Sinking Fund Reserve was
required to be at least $32.3 million, and the amount in the 1975 Ordinance Sinking Fund Reserve met this
requirement.

If, at any time and for any reason, the monies in the 1975 Ordinance Sinking Fund (other than the 1975

Ordinance Sinking Fund Reserve) are insufficient to pay, as and when due, debt service on any 1975 Ordinance
Bonds, the 1975 Ordinance Sinking Fund Depositary is required to pay over to the Fiscal Agent, from the 1975

Ordinance Sinking Fund Reserve, the amount of the deficiency. The 1975 Ordinance Sinking Fund and 1975

Ordinance Sinking Fund Reserve are managed by, and invested and reinvested under the direction of, the Director of
Finance of the City. The 1975 General Ordinance provides that interest and income earned on monies held in the
1975 Ordinance Sinking Fund Reserve may be transferred and paid by the Direclor of Finance to the operating funds
of PGW and applied as Project Revenues in the manner described under "SOURCES OF PAYMENT AND
SECURITY FOR Tlm BONDS- Priority in Application of Revenues." The 1975 Ordinance Sinking Fund
Reserve is established solely for the bene.fit and security oJ'the Holders of 1975 Ordinance Bonds. lieither halders
of 1998 Ordinance Bonds, including the Holders oJ'the Bonds nor Qualffied Swaps, shall have any claim to amounts
in the 1975 Ordinance Sinking Fund Reserve.

1998 Ordinance Sinkinq Fund Reserve

The 1998 General Ordinance establishes the 1998 Ordinance Sinking Fund Reserve as part of the 1998

Ordinance Sinking Fund. The City is required to deposit to the credit of the 1998 Ordinance Sinking Fund Reserve
from the proceeds of sale of each series of bonds issued under the 1998 General Ordinance and/or Gas Works
Revenues an amount which, together with other amounts in the Sinking Fund Reserve, equal the maximum amount
required in any Fiscal Year to pay principal of and interest on the 1998 Ordinance Bonds of such series coming due
and payable in that Fiscal Year. In lieu of a deposit to the credit of the 1998 Ordinance Sinking Fund Reserve or in
substitution for amounts in the 1998 Ordinance Sinking Fund Reserve, the City may provide one or more letters of
credit or other Credit Facilities in the same €gregate amount, issued by a provider or providers whose credit
facilities are such that bonds secured by such credit facilities are rated in one of t}re three (3) highest rating
categories by Moody's Investors Service, Inc." Fitch Ratings, Inc. or Standard & Poor's Ratings Service, a Division
of The McGraw-Hill Companies, Inc., all in the manner described under "The 1998 General Ordinance - Sinking
Fund and Sinking Fund Reserve" in APPENDIX D. Upon the issuance of the Bonds, the City shall deposit an

amount ofcash into the 1998 Ordinance Sinking Fund Reserve and/or purchase one or more surety bonds, or letters
of credit such that the aggregate of such cash and/or surety bonds or lefters of credit shall be equal to the Sinking
Fund Reserve Requirement for the Outstanding Bonds under the 1998 Ordinance.

If, at any time and for any reason, the monies in the 1998 Ordinance Sinking Fund (other than the 1998
Ordinance Sinking Fund Reserve) are insu{ficient to pay, as and when due, debt service on any bond or bonds
secured by the 1998 Ordinance Sinking Fund Reserve, the 1998 Ordinance Sinking Fund Depositary is required to
pay over to the Fiscal Agent. from the 1998 Ordinance Sinking Fund Reserve, the amount ofthe deficiency. Ifby
reason of such withdrawal (including drarvs on any Credit Facilities held to satisfu the Sinking Fund Reserve
Requirement) or for any other reason there shall be a deficiency in the 1998 Ordinance Sinking Fund Reserve, the
Cify has covenanted to restore such deficiency (either by a deposit of funds or the reinstatement of the cash limits of
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the Credit Facilities) within twelve (12) months. The 1998 Ordinance Sinking Fund Reserve shall be valued by the
Sinking Fund Depositary promptly after any withdrawal from the 1998 Ordinance Sinking Fund Reserve or any

other event indicating a possible deficiency in the 1998 Ordinance Sinking Fund Reserve and on August 31 of each

Fiscal Year of PGW. As of March 31, 2009, the value of the funds and investments on deposit in the 1998

Ordinance Sinking Fund Reserve was required to be at least $67.2 million and the amount in the 1998 Ordinance
Sinking Fund Reserve met this requirement. The 1998 Ordinance Sinking Fund and 1998 Ordinance Sinking Fund
Reserve are managed by, and invested and reinvested under the direction of, the Director of Finance of the City.
The 1998 Ordinance Sinking Fund Reserve is established solely for the benefit and security of the Holders of 1998

Ordinance Boncls, including the Bonds and Bank Bonds. Neither Holders of 1975 Ordinance Bonds nor Qualified
$vaps shall have any claim on amounts in the 1998 Ordinance Sinking Fund Rese, ,^e.

SUMMARY OF CERTAIN PROVISIONS OF THf, EIGTITH SERIES B CREDIT FACILITY AND THE
EIGHTH SERIf,S B REIMBURSTMENT AGREf,MENT

For the purpose of the discussion under this heading, the Eighth Series B Credit Facility includes any

extension of the Eighth Series B Credit Facility, but does not include any Alternate Credit Facility or Alternate
Liquidity Facility issued in lieu of the Eighth Series B Credit Facility.

Concunently with the issuance of the Eighth Series B Bonds, the Eighth Series B Credit Provider will issue

to the Fiscal Agent, the Eighth Series B Credit Facility in the stated amount of $106,795,068.50 of which
$ 105,000,000 is available to pay principal or the portion of purchase price coresponding to principal of the Eighth
Series B Bonds and $1,795,068.50 is available to pay interest or the portion ofpurchase price representing interest

on the Eighth Series B Bonds. The Eighth Series B Credit Facility will be in the amount suffrcient to enable the

Fiscal Agent to draw up to the amount required to pay (a) the principal of the Eighth Series B Bonds or the principal
portion of the purchase price of the Eighth Series B Bonds tendered for purchase in accordance with the terms
thereof and of the Bond Authorization, and (b) the interest on the Eighth Series B Bonds or the interest portion of
the purcbase price of Eighth Series B Bonds tendered for purchase in accordance with the terms thereof and of the
Bond Authorization (provided that the amount available to pay interest under the Eighth Series B Credit Facility
shafl not exceed 52 days' interest on the Eighth Series B Bonds calculated at l2o/o per annum), when due, whether
on an interest payment date, at maturity, or upon redemption or tender.

The Eighth Series B Credit Facility will terminate on August 19,2011, or such later date to which the

applicable Eighth Series B Credit Facility may be extended by the Eighth Series B Credit Provider in its sole discretion
(the "Expiration Date") unless sooner terminated as provided therein. The Expiration Date of the Eighth Series B
Credit Facility may be extended beyond the Expiration Date then in effect only at the sole discretion of the Eighth
Series B Credit Provider.

Each drawing honored by the Fiscal Agent under the Eighth Series B Credit Facility shall immediately reduce

the principal component, and/or the interest component (as the case may be) of the amount available under the

Eighth Series B Credit Facility by the amount of such drawing, and the aggregate amount available under the Eighth
Series B Credit Facility shall be correspondingly reduced. [n the case of a reduction resulting from a drawing to pay

Eighth Series B Bond interest, the interest component shall be reinstated automatically as of the Eighth Series B
Credit Provider's opening of business, on the fifth Business Day following the date of such payment by an amount
equal to the amount of such drawrng for interest, unless the Fiscal Agent shall have received notice from the Eighth
Series B C,redit Provider not later than the close of business on the fifth Business Day following the date of such
payment to the effect that an event of default has occurred under the Eighth Series B Reimbursement Agreement and

directing the Fiscal Agent to cause a mandatory purchase of the Eighth Series B Bonds, in which case such

reinstatement shall not occur. The interest component may otherwise be reinstated as the Eighth Series B Credit
Provider may from time io time notify the Fiscal Agent in writing.

The amount available under the Eighth Series B Credit Facility and the respective principal and interest
components thereof shall also be reduced automatically upon receipt by the Eighth Series B Credit Provider from the

Fiscal Agent ofa certificate in the form prescribed by the Eighth Series B Credit Facility, each such reduction to be

in the amount necessary to reduce the amount available under the Eighth Series B Credit Facility and the principal
and interest components thereof to the respective amounts specified by the Fiscal Agent in such certificate.

T'he following is a sttmmary of certain provisions of the Reirnbursement, Credit and Security Agreement
between the Citl: and lliachovia Banh National ,4ssociation, as issuer of the Eighth Series B Credit Facility (the
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"Eighth Series B Reimbursement Agreement"). The full text of the Eighth Series B Reimbttrsement Agreement may
be obtained from the Fiscal Agent. Capitalized terms used under this section but not defined herein have the
meanings set forth in the Eighth Series B Reimbursement ,lgreement.

Certain provisions of the Eighth Series B Reimbursement Agreement are summarized below. These
summaries do not purport to be complete or definitive and are qualified in their entirely by reference to the full
terms of the Eighth Series B Reimbursement Agreement.

The City and the Eighth Series B Credit Provider have entered into the Reimbursement, Credit and Security
Agreement pursuant to which the Eighth Series B Credit Provider will issue the Eighth Series B Credit Facility for
the account of the City.

All amounts drawn by the Fiscal Agent under the Eighth Series B Credit Facility must be reimbursed by the
City to the Eighth Series B Credit Provider in accordance with the terms of the Eighth Series B Reimbursement
Agreement. The Eighth Series B Reimbursement Agreement can be amended at any time without the consent of the
Fiscal Agent or the beneficial owners of the Eighth Series B Bonds.

The Eighth Series B Reimbursement Agreement sets forth various representations, warranties and covenants of
the City, including. without limitation, representations, warranties and covenants relating to maintenance of
existence, compliance with laws, maintenance of insurance, compliance with contracts, maintenance of properties
and reporting requirements.

The Eighth Series B Reimbursement Agreement also defines certain events of default thereunder, including
generally, without limitation, the failure to pay to the Eighth Series B Credit Provider any reimbursement or other
sum due under the Eighth Series B Reimbursement Agreement, the failure to comply with covenants in the Eighth
Series B Reimbursement Agreement, a default under certain indebtedness of the City, the breach of a representation or
warranty, the occurrence ofan event ofdefault as defined in the bond documents, and an event ofbankruptcy.

The Eighth Series B Reimbursement Agreement provides that if an event of default has occurred and is
continuing uncured thereunder, the Eighth Series B Credit Provider rnay, in its sole discretion:

(a) nodry the Fiscal Agent and the City of such event of default and give notice of
termination of the Eighth Series B Credit Facility; direct the Fiscal Agent to declare an event of default and cause a
mandatory tender of all of the Eighth Series B Bonds then outstanding and to draw on the Eighth Series B Credit
Facility whereupon the Eighth Series B Credit Facility shall terminate in accondance with its terms; and

(b) exercise, or cause to be exercised, any and all rights and remedies available to it under ttre

Eighth Series B Reimbursement Agreement, the Eighth Series B Bonds, the Bond Authorization, the 1998 General
Ordinance, the Act, the Fiscal Agent Agreement or any other document, or at law or in equity.

THN EIGIITH SERTES B CREDIT PROVIDER

Wachovia Bank, National Association is a subsidiary of Wells Fargo & Company ("WFC'), a corporation
organized under the laws of Delaware and a financial holding company and a bank holding company registered
under the Bank Holding Company Act of 1956, as amended. WFC's principal office is located in San Francisco,
California. On December 31, 2008, WFC acquired Wachovia Corporation and its subsidiaries, including Wachovia
Bank. National Association.

Wachovia Bank, National Association is a national banking association with its principal offrce in
Charlotte, North Carolina and is subject to examination and primary regulation by the Office of the Comptroller of
the Currency of the United States. Wachovia Bank, National Association is a commercial bank offering a wide
range of banking, trust and other services to its customers.

Wachovia Bank, National Association subrnits quarterly io the Federal Deposit Insurance
Corporation (the "FDIC") a "Consolidated Report of Condition and Income for a Bank with Domestic and Foreign
Offices" (each, a "Call Report", and colleetively, the "Call Reports")- The publicly available portions of the Call
Reports with respect to Wachovia Bank, National Association (and its predecessor banks) are on file with the FDIC,
and copies of such portions of the Call Reports may be obtained frorn the FDIC, Division of Insurance and Records,
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550 l7'n Street, NW. Washington, DC 20429-9990, (800) 688-3342, at prescribed

of the Call Reports are available to the public free of charge at the FDIC's web site at

WFC is subject to the information requirements of the
amended, and in accordance therewith files annual, quarterly and current re
information with the Securities and Exchange Commission (the "Commission").
copied at the Commission's public reference room in Washington, D.C.
l-800-SEC-0330 for further information on the public reference rooms. In addition,
the public free of charge at the SEC's web site at http://www.sec.gov. Reports,
about WFC also can be inspected at the offices of the New York Stock Exchange, 20
York.

Upon request, the Eighth Series B Credit Provider will provide at

this Official Statement is delivered copies of the most recent WFC Annual Report,
the most recent Call Report that the Eighth Series B Credit Provider has filed with the
periodic reports under the Securities Exchange Act of 1934 on Form l0-K and Form
on Form 8-K subsequent to its most recent report on Form lO-K. Copies ofthese
writing to or telephoning the Bank at the following address and telephone number:
Colfege Street, Charlotte, NC 28288-0206, (704) 374-6782.

The information contained in this section relates to and has been

B Credit Provider. The information concernins the Eishth Series B Credit Provi
solely to provide limited introductory information regarding the Eighth Series B
purport to be comprehensive. Such information regarding the Eighth Series B
entirety by the detailed information appearing in the documents referenced above.

The delivery hereof shall not create any implication that there has

the Bank since the date hereof, or that the information contained in this section is
to its date.

THE EIGHTH SERIES B CREDIT FACILIry IS AN OBLIGATION OF
CREDIT PROVIDER AND IS NOT AN OBLIGATION OF WFC. NO BANKING
CONTROLLED BY WFC. EXCEPT THE EIGHTH SERIES B CREDIT PROV]DE
MAKE PAYMENTS UNDER THE EIGHTH SERIES B CREDIT FACILITY.

SUMMARY OF CERTAIN PROVISIONS OF THf, EIGHTH SERIES C
EIGHTH SERIf,S C REIMBURSEMENT AGREEME

For the purpose of the discussion under this heading, the Eighth Series
extension of the Eighth Series C Credit Facility, but does not include any A
Liquidiry Facilify issued in lieu of the Eighth Series C Credit Facility.

Concurrently with the issuance of the Eighth Series C Bonds, the Eighth Ser
to the Fiscal Agent, the Eighth Series C Credit Facility in the stated amount
$50,000,000 is available to pay principal or the portion ofpurchase price
Series C Bonds and $854,794.52 is available to pay interest or the portion of purch
the Eighth Series C Bonds. The Eighth Series C Credit Facility will be in the arnount
Agent to draw up to the amount required to pay (a) the principal of the Eighth
portion of the purchase price of the Eighth Series C Bonds tendered for purchase

thereof and of the Bond Authorization, and (b) the interest on the Eighth Series C
the purchase price ofEighth Series C Bonds tendered for purchase in accordance wi
Bond Authorization (provided that the amount available to pay interest under the
shall not exceed 52 days' interest on the Eighth Series C Bonds calculated at l2Yo
on an interest payment date, at maturity, or upon redemption or tender.

The Eighth Series C Credit Facllity will terminate on August 19,2011,
applicable Eighth Series C Credit Facility may be extended by the Eiglth Series C
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(the "Expiration Date") unless sooner terminated as provided therein. The Expiration Date of the Eighth Series C
Credit Facility may be extended beyond the Expiration Date then in effect only at the sole discretion of the Eighth
Series C Credit Provider.

Each drawing honored by the Fiscal Agent under the Eighth Series C Credit Facility shall immediately reduce
the principal component, and/or the interest component (as the case may be) of the amount available under the
Eighth Series C Credit Facility by the amount of such drawing, and the aggregate amount available under the Eighth
Series C Credit Facility shall be conespondingly reduced. [n the case of a reduction resulting from a drawing to pay

Eighth Series C Bond interest, the interest component shall be reinstated automatically as of the Eighth Series C
Credit Provider's opening of business, on the fifth Business Day following the date of such payment by an amount
equal to the amount of such drawing for interesl unless the Fiscal Agent shall have received notice from the Eighth
Series C Credit Provider not later than the close of business on the fifth Business Day following the date of such
payment to the effect that an event of default has occurred under the Eighth Series C Reimbursement Agreement and
directing the Fiscal Agent to cause a mandatory purchase of the Eighth Series C Bonds, in which case such
reinstatement shall not occur. The interest component may otherwise be reinstated as the Eighth Series C Credit
Provider may from time to time notifr the Fiscal Agent in writing.

The amount available under the Eighth Series C Credit Facility and the respective principal and interest
components thereof shall also be reduced automatically upon receipt by the Eighth Series C Credit Provider from fhe
Fiscal Agent of a certificate in the form presribed by the Eighth Series C Credit Facility, each such reduction to be

in the amount necessary to reduce the amount available under the Eighth Series C Credit Facility and the principal
and interest components thereof to the respective amounts specified by the Fiscal Agent in such certificate.

The follov,ing is a summary of certain provisians of the Reimbursement, Credit and Security ,4greement
between the City and The Bank of Nova Scotia, acting through its New York Agency, as issuer of the Eighth Series C
Credit Facilit"v (the "Eighth Series C Reimbursement Agreement"). The full text of the Eighlh Series C
Reimbursement Ag'eement may be obtainedfrom the Fiscal Agent. Capitalized terms used under this section but
not defned herein have the meanings setforth in the Eighth Series C Reimbursement Agreement.

Certain provisions of the Eighth Series C Reimbursemenl Agreement are summarized below. These
summaries do not purport to be complete or definitive and are qualified in their enlirely by reference to the full
terms of the Eighth Series C Reimbursement Agreement.

The City and the Eighth Series C Credit Provider have entered into the Reimbursement, Credit and Security
Agreement pursuant to which the Eighth Series C Credit Provider will issue the Eighth Series C Credit Facility for
the account ofthe City.

All amounts drawn by the Fiscal Agent under the Eighth Series C Credit Facility must be reimbursed by the
City to the Eighth Series C Credit Provider in accordance with the terms of the Eighth Series C Reimbursement
Agreement. The Eighth Series C Reimbursement Agreement can be amended at any time without the consent of the
Fiscal Agent or the beneficial owners ofthe Eighth Series C Bonds.

The Eighth Series C Reimbursement Agreement sets forth various representations, warranties and covenants of
the City, including, without limitation, representations, warranties and covenants relating to maintenance of
existence, compliance with laws, maintenance of insurance, compliance with contracts, maintenance of properties
and reporting requirements.

The Eighth Series C Reimbursement Agreement also defines certain events of default thereunder, including
generally, without limitation, the failure to pay to the Eighth Series C Credit Provider any reimbursement or other
sum due under the Eighth Series C Reimbursement Agreement, the failure to comply with covenants in the Eighth
Series C Reimbursement Agreement, a default under certain indebtedness of the City, the breach of a representation or
warranty, the occurrence ofan event ofdefault as defined in the bond documents, and an event ofbankruptcy.

The Eighth Series C Reimbursement Agreement provides that if an event of default has occurred and is
continuing uncured thereunder, the Eighth Series C Credit Provider may, in its sole discretion:

(a) notiry the Fiscal Agent and the City of such event of default and give notice of
termination of the Eighth Series C Credit Facility; direct the Fiscal Agent tc declare an eveot of default and cause a
mandatory tender of all of the Eighth Series C Bonds then outstanding and to draw on &e Eighth Series C Credit
Facilify whereupon the Eighth Series C Credit Facility shall terminate in accordance with its terms; and
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ion. the 1998 General

THE EIGHTH SERIES C CREDIT PROVIDER

The Bank of Nova Scotia ("Scotiabank"), founded in 1832, is a Canadian rtered bank with its principal
office located in Toronto, Ontario. Scotiabank is one of North America's financial institutions and

(b) exercise, or cause to be exercised, any and all rights and
Eighth Series C Reimbursement Agreement, the Eighth Series C Bonds, the Bond
Ordinance, the Act, the Fiscal Agent Agreement or any other document, or at law or in

Canadaos most international bank. With over 67,000 employees, Scotiabank and its
customers throushout the world.

available to it under the

liates serve over 12 million

Scotiabank provides a full range of personal, commercial, corporate and investment bankine services
through its network of branches located in all Canadian provinces and territories. Canada. Scotiabank has

branches and offices in over 50 countries and provides a wide range of bankine and financial services, both
directly and through subsidiary and associated banks, trust companies and other firms.

For the fiscal year ended October 31,2008, Scotiabank recorded total
(US$417.3 billion) and total deposits of CDN$346.6 billion (US$284.9 billion).

of CDN$507.6 billion
income for the fiscal year

ended October 31, 2008 equaled CDN$3.14 billion (US$2.58 billion), compared CDN$4.05 billion (US$3.33
also reflect the United Statesbillion) for the prior fiscal year, Amounts above are shown in Canadian dollars

dollar equivalent as of October 31, 2008 (1.0000 United States dollar equals 1.2164 C ian dollars).

For the quarter ended April 30,2009, Scotiabank recorded total assets of 13.6 billion (US$430.1

2009 equaled CDN$821 million (US$688 million), compared to CDN$958 million (US$802 million) for the same

period the prior year. Amounts above are shown in Canadian dollars and also reflect the United States dollar
equivalent as of Thursday, April 30,2009 (1.0000 United States dollar equals 1.1940 Canadian dollars).

Scotiabank will provide to anyone, upon written request, a copy of its most recent annual report, as well as

a copy of its most recent quarterly financial report. Requests should be directed to: The Bank of Nova Scotia, New
YorkAgency,OneLibertyPlaza,26'nFloor,NewYork,NY, 10006. Attention: PublicFinanceDepartment.

The information concerning Scotiabank contained in this section is furnished solely to provide limiteil
introductory information regarding Scotiabank and does not purport to be comprehensive. Such information is

qualified in its entirety by the detailed information appearing in the documents and financial statements referenced

above.

The delivery of this disclosure information by Scotiabank shall not create any implication that there has

been no change in the affairs of Scotiabank since the date hereof, or that the information contained or referred to in
this disclosure information is correct as of any time subsequent to its date.

SUMMARY OF CERTAIN PROVISIONS OF THE EIGHTTI SERIES D CREDIT FACILITY AND THE
EIGHTH SERIES D REIMBLTRSEMENT AGREENIENT

For the purpose of the discussion under this heading, the Eighth Series D Credit Facility includes any

extension of the Eighth Series D Credit Facility, but does not include any Alternate Credit Facility or Alternate
Liquidity Facility issued in lieu of the Eighth Series D Credit Facility.

Concurrently with the issuance of the Eighth Series D Bonds, the Eighth Series D Credit Provider will issue

to the Fiscal Agent, the Eighth Series D Credit Facility in the stated amount of $50,854,794.52 of which
$50,000,000 is available to pay principal or the portion of purchase price corresponding to principal of the Eighth
Series D Bonds and $854,794.52 is available to pay interest or the portion of purchase price representing interest on
the Eighth Series D Bonds. The Eighth Series D Credit Facitity will be in the amount sufficient to enable the Fiscal
Agent to draw up to the amount required to pay (a) the principal of the Eighth Series D Bonds or the principal
portion of the purchase price of the Eighth Series D Bonds tendered for purchase in accordance with the terms
thereof and of the Bond Authorization, and (b) the interest on the Eighth Series D Bonds or the interest portion of
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the purchase price of Eighth Series D Bonds tendered for purchase in accordance with the terms thereof and of the
Bond Authorization (provided that the amount available to pay interest under the Eighth Series D Credit Facility
shall not exceed 52 days' interest on the Eighth Series D Bonds calculated at l2Yo per annum), when due, whether
on an interest payment date, at maturify, or upon redemption or tender.

The Eighth Series D Credit Facility will terminate on August 19, 2011, or such later date to which the
applicable Eighth Series D Credit Facility may be extended by the Eighth Series D Credit Provider in its sole discretion
(the "Expiration Date") unless sooner terminated as provided therein. The Expiration Date of the Eighth Series D
Credit Facility may be extended beyond the Expiration Date then in effect only at the sole discretion of the Eighth
Series D Credit Provider.

Each drawing honored by the Fiscal Agent under the Eighth Series D Credit Facility shall immediately reduce
the principal component, and/or the interest component (as the case may be) of the amount available under the
Eighth Series D Credit Facility by the amount of such drawing, and the aggregate amount available under the Eighth
Series D Credit Facility shall be correspondingly reduced. [n the case ofa reduction resulting from a drawing to pay
Eighth Series D Bond interest, the interest component shall be reinstated automatically as of the Eighth Series D
Credit Provider's opening of business, on the fifth Business Day following the date of such payment by an amount
equal to the amount of such drawing for interest, unless the Fiscal Agent shall have received notice from the Eighth
Series D Credit Provider not later than the close of business on the fifth Business Day following the date of such
payment to the effect that an event of default has occurred under the Eighth Series D Reimbunement Agreement and
directing the Fiscal Agent to cause a mandatory purchase of the Eighth Series D Bonds, in which case such
reinstatement shall not occur. The interest component may otherwise be reinstated as the Eighth Series D Credit
Provider may from time to time notiry the Fiscal Agent in writing.

The amount available under the Eighth Series D Credit Facility and the respective principal and interest
components thereof shall also be reduced automatically upon receipt by the Eighth Series D Credit Provider from the
Fiscal Agent ofa certificate in the form prescribed by the Eighth Series D Credit Facility, each such reduction to be
in the amount necessary to reduce the amount available under the Eighth Series D Credit Facility and the principal
and interest components thereofto the respective amounts specified by the Fiscal Agent in such certificate.

The following is a summary o.f certain provisions of the Reimbttrsement. Credit and Security Agreement
behteen the City qnd Bank of America, N..4. as issuer of the Eighth Series D Credil Facility (the "Eighth Series D
Reimbursement Agreement"). Thefull text of the Eighth Series D Reimbursement Agreement may be obtainedfrom
the Fiscal Agent. Capitalized terms used under this section but not defined herein hqve the meanings set forth in the
Eighth Series D Reimbursement Agreement.

Certain provisions of the Eighth Series D Reimburssment Agreement are summarized below. These
summaries do not purport to be complete or definitive and are qualified in their entirely by reference to the full
terms of the Eighth Series D Reimbursement Agreement.

The City and the Eighth Series D Credit Provider have entered into the Reimbursement, Credit and Security
Agreement pursuant to which the Eighth Series D Credit Provider will issue the Eighth Series D Credit Facilif for
the account of the City.

All amounts drawn by the Fiscal Agent under the Eighth Series D Credit Facility must be reimbursed by
the City to the Eighth Series D Credit Provider in accordance with the terms of the Eighth Series D Reimbursement
Agreement. The Eighth Series D Reimbursement Agreement can be amended at any time without the consent of the
Fiscal Agent or the beneficial owners of the Eighth Series D Bonds.

The Eighth Series D Reimbursement Agreement sets forth various representations, warranties and covenants of
the City, including, without limitation, representations, warranties and covenants relating to maintenance of
existence, compliance with !aws. maintenance of insurance, compliance with contracts, maintenance of properties
and reporting requirements.

The Eighth Series D Reimbursement Agreement also defines certain events of default thereunder, including
generally, without limitation, the failure to pay to the Eighth Series D Credit Provider any reimburs€ment or other
sum due under the Eighth Series D Reimbursement Agreement, the failure to comply with covenants in the Eighth
Series D Reimbursement Agreemen! a default under certain indebtedness of the City, the breach of a representation or
warranty, the occurrence ofan event ofdefault as defined in the bond documents, and an event ofbankruptcy.
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The Eighth Series D Reimbursement Agreement provides that if an event of default has occurred and is
continuing uncured thereunder, the Eighth Series D Credit Provider may, in its sole discretion:

(a) noti$, the Fiscal Agent and the City of such event of default and give notice of
termination of the Eighth Series D Credit Facility; direct the Fiscal Agent to declare an event of default and cause a
mandatory tender of all of the Eighth Series D Bonds then outstanding and to draw on the Eighth Series D Credit
Facility whereupon the Eighth Series D Credit Facility shall terminate in accordance with its terms; and

(b) exercise, or cause to be exercised, any and all rights and remedies available to it under the
Eighth Series D Reimbursement Agreement, the Eighth Series D Bonds, the Bond Authorization, the 1998 General

Ordinance, the Act, the Fiscal Agent Agreement or any other document, or at law or in equify.

THE EIGHTH SERIES D CREDIT PROVIDf,R

Bank of America, N.A. ("Bank of America") is a national banking association organized under the taws of
the United States, with its principal executive offices located in Charlotte, North Carolina. Bank of America is a
wholly-owned indirect subsidiary of Bank of America Corporation (the "Corporation") and is engaged in a general

consumer banking, commercial banking and trust business, offering a wide range of commercial, corporate,
intemational, financial market, retail and fiduciary banking services. As of June 30,2A09, Bank of America had

consolidated assets of $1.45 trillion, consolidated deposits of $l trillion and stockholder's equity of $150 billion
based on regulatory accounting principles.

The Corporation is a bank holding company and a financial holding company, with its principal executive
offices located in Charlotte, North Carolina. Additional information regarding the Corporation is set forth in its
Annual Report on Form 10-K for the fiscal year ended December 31, 2008, together with its subsequent periodic
and current reports filed with the Securities and Exchange Commission.

Filings can be inspected and copied at the public reference facilities maintained by the SEC at 100 F Street,
N.E., Washington, D.C. 2A549, United States, at prescribed rates. In addition, the SEC maintains a website at

hftp:l/www.sec.sov, which contains reports, proKy statements and other information regarding registrants that file
such information electronically with the SEC.

The information concerning the Corporation and Bank of America is fumished solely to provide limited
introductory information and does not purport to be comprehensive. Such information is qualified in its entirety by
the detailed information appearing in the documents and financial statements referenced herein.

The Eighth Series D Credit Facility has been issued by the Bank of America. Moody's Investors Service,

cunently rates the Bank of America's long-term debt as "Aa3" and short-term debt as "P- 1." The outlook is stable.

Standard & Poor's currently rates the Bank of America's long-term debt as "A+" and its short-term debt as "A-1."
The outlook is stable. Fitch Ratings, Inc. currently rates long-term debt of the Bank of America as "A+" and

short-term debt as "F l *." The outlook is stable. Further information with respeot to such rattngs may be obtained
from Moody's lnvestors Service, Standard & Poor's and Fitch Ratings, Inc, respectively. No assurances can be

given that the cunent ratings of the Bank's instruments will be maintained.

The Bank of America will provide copies of the most recent Bank of America Corporation Annual Report
on Form lO-K, any subsequent reports on Form 10-Q, and any required reports on Form 8-K (in each case as filed
with the SEC pursuant to the Exchange Act), and the publicly available portions of the most recent quarterly Catl
Report of the Bank delivered to the Comptroller of the Currency, without charge, to each person to whom this
docurnent is delivered, on the written request of such person. Written requests should be directed to:

Bank of America Corporate Communications
100 North Tryon Street, l8'n Floor
Charlotte, North Carolina 28255
Attention: Corporate Communication

PAYMENTS OF PRINCIPAL AND INTEREST ON THE EIGHTH SERIES D BONDS WILL BE
MADE FROM DRAWINGS TINDER THE EIGHTH SERIES D CREDIT FACILITY. PAYMENTS OF THE
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PURCHASE PzuCE OF THE EIGHTH SERIES D BONDS WILL BE MADE FROM DRAWINGS T'NDER THE
EIGHTH SERIES D CREDIT FACILITY IF REMARKETING PROCEEDS ARE NOT AVAILABLE.
ALTHOUGH THE EIGHTH SERIES D CREDIT FACILIry IS A BINDING OBLIGATION OF THE BANK OF
AMERICA, THE EIGHTH SERIES D BONDS ARE NOT DEPOSITS OR OBLIGATIONS OF THE
CORPORATION OR ANY OF ITS AFFILIATED BANKS AND ARE NOT GUARANTEED BY ANY OF
THESE ENTITIES. THE EIGHTH SERIES D BONDS ARE NOT INSURED BY THE FEDERAL DEPOSIT
INSURANCE CORPORATION OR ANY OTHER GOVERNMENTAL AGENCY AND ARE SL'BJECT TO
CERTAIN INVESTMENT RISKS. INCLUDING POSSIBLE LOSS OF THE PRINCIPAL AMOLTNT
INVESTED.

The delivery hereof shall not create any implication that there has been no change in the affairs of the
Corporation or the Bank of America since the date hereof, or that the information contained or referred to in this
section is correct as of any time subsequent to its date.

SUMMARY OF CERTAIN PROVISIONS OF THE EIGHTH SSRIES tr CRDDIT FACILITY AND THE
EICHTH SERIES E REIMBURSEMENT AGRf, EMENT

For the purpose of the discussion under this heading, the Eighth Series E Credit Facilify includes any
extension of the Eighth Series E Credit Facility, but does not include any Alternate Credit Facility or Alternate
Liquidity Facility issued in lieu of the Eighth Series E Credit Facility.

Concurrently with the issuance of the Eighth Series E Bonds, the Eighth Series E Credit Provider will issue
to the Fiscal Agent, the Eighth Series E Credit Facility in the stated amount of $50,854,794.52 of which $50,000,000
is available to pay principal or the portion ofpurchase price corresponding to principal ofthe Eighth Series E Bonds
and $854,794.52 is available to pay interest or the portion of purchase price representing inlerest on the Eighth
Series E Bonds. The Eighth Series E Credit Facility will be in the amount sufficient to enable the Fiscal Agent to
draw up to the amount required to pay (a) the principal of the Eighth Series E Bonds or the principal portion of the
purchase price of the Eighth Series E Bonds tendered for purchase in accordance with the terms thereof and of the
Bond Authorization, and (b) the interest on the Eighth Series E Bonds orthe interest portion ofthe purchase price of
Eighth Series E Bonds tendered for purchase in accordance with the terms thereof and of the Bond Authorization
(provided that the amount available to pay interest under the Eighth Series E Credit Facility shall not exceed 52

days' interest on the Eighth Series E Bonds calculated at l2o/o per annum), when due, whether on an interest
payment date, at maturity, or upon redemption or tender.

The Eighth Series E Credit Facility will terminate on August 19, 2011, or such later date to which the
applicable Eighth Series E Credit Facility may be extended by &e Eighth Series E Credit Provider in its sole disuetion
(the "Expiration Date") unless sooner terminated as provided therein. The Expiration Date of the Eighth Series E
Credit Facility may be extended beyond the Expiration Date then in effect only at the sole discretion of the Eighth
Series E Credit Provider.

Each drawing honored by the Fiscal Agent under the Eighth Series E Credit Facility shall immediately reduce
the principal component, and/or the interest component {as the case may be) of the irmount available under the
Eighth Series E Credit Facility by the amount of such drawing, and the aggregate arnount available under the Eighth
Series E Credit Facility shall be correspondingly reduced. In the case of a reduction resulting from a drawing to pay
Eighth Series E Bond interest, the interest component shall be reinstated automatically as of the Eighth Series E
Credit Provider's opening of business, on the fifth Business Day following the date of such payment by an amount
equal to the amount of such drawing for interest. unless the Fiscal Agent shall have received notice &om the Eighth
Series E Credit Provider not later than the close of business on the fifth Business Day following the date of such
payment to the effect that an event of default has occurred under the Eighth Series E Reimbursement Agreement and
directing the Fiscal Agent to cause a mandatory purchase of the Eighth Series E Bonds. in which case such
reinstatement shall not occur. The interest component may otherwise be reinstated as the Eighth Series E Credit
Provider may from time to time notifr the Fiscal Agent in writing.

The amount available under the Eighth Series E Credit Facility and the respective principal and interest
components thereof shall also be reduced automatically upon receipt by the Eighth Series E Credit Provider from the
Fiscal Agent of a certificate in the form prescribed by the Eighth Series E Credit Facility, each such reduction to be
in the amount necessary to reduce the amount available under the Eighth Series E Credit Facility and the principal
and interest components thereof to the respective amounts specified by the Fiscal Agent in such certificate.
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The following is a summary of certain provisions oJ'the Reimbursement, Credit and Securit.v Agreement
between the City and JPNIorgan Chase Banh National Association, as issuer of the Eighth Series E C.redil Facility
(the "Eighth Series E Reimbursement Agreement"). Thefull text of the Eighth Series E Reimbursement Agreement
may be obtainedfrom the Fiscal Agent. Capitalized terms used under this section but not defined herein have the

meanings set.forth in the Eighth Series E Reimbursement Agreement.

Certain provisions of the Eighth Series E Reimbursement Agreement are summarized below. These

summaries do not purport to be complete or definitive and are qualified in their entirely by reference to the full
terms of the Eighth Series E Reimbursement Agreement.

The City and the Eighth Series E Credit Provider have entered into the Reimbursement, Credit and Security
Agreement pursuant to which the Eighth Series E Credit Provider will issue the Eighth Series E Credit Facility for
the account of the City.

All amounts drawn by the Fiscal Agent under the Eighth Series E Credit Facility must be reimbursed by the

City to the Eighth Series E Credit Provider in accordance with the terms of the Eighth Series E Reimbursement
Agreement. The Eighth Series E Reimbursement Agreement can be amended at any time without the consent of the

Fiscal Agent or the beneficial owners of the Eighth Series E Bonds.

The Eighth Series E Reimbursement Agreement sets forth various representations, warranties and covenants of
the City, including, without limitation, representations, warranties and covenants relating to maintenance of
existence, compliance with laws, maintenance of insurance, compliance with contracts, maintenance of properties
and reporting requirements.

The Eighth Series E Reimbursement Agreement also defines certain events of default thereunder, including
generally, without limitation, the failure to pay to the Eighth Series E Credit Provider any reimbursement or other
sum due under the Eighth Series E Reimbursement Agreement, the failure to comply with covenants in the Eighth
Series E Reimbursement Agreement, a default under certain indebtedness of the City, the breach of a representation or
warranty, the occurrence ofan event ofdefault as defined in the bond documentso and an event ofbankruptcy.

The Eighth Series E Reimbursement Agreement provides that if an event of default has occurred and is
continuing uncured thereunder, the Eighth Series E Credit Provider may, in its sole discretion:

(a) notiSr the Fiscal Agent and the City of such event of default and give notice of
termination of the Eighth Series E Credit Facility; direct the Fiscal Agent to declare an event of default and cause a

mandatory tender of all of the Eighth Series E Bonds then outstanding and to draw on the Eighth Series E Credit
Facilily whereupon the Eighth Series E Credit Facility shall terminate in accordance with its terms; and

(b) exercise, or cause to be exercised, any and all rights and remedies available to it under the

Eighth Series E Reimbursement Agreemenq the Eighth Series E Bonds, the Bond Authorization, the 1998 General

Ordinance, the Act, the Fiscal Agent Agreement or any other document, or at law or in equity.

THE EIGHTH SERIES E CREDIT PROVIDER

JPMorgan Chase Bank, National Association is a wholly owned bank subsidiary of JPMorgan Chase &
Co., a Delaware corporation whose principal office is located in New York, New York. JPMorgan Chase Bank,
National Association offers a wide range of banking services to its customers, both domestically and internationally.
It is chartered and its business is subject to examination and regulation by the Office of the Comptroller of the

Cunency.

As of March 31st,2009, JPMorgan Chase Bank, National Association, had total assets of $1,688.2 billion,
total net loans of $595.9 billion, total deposits of $978.8 billion, and total stockholder's equity of $131.6 billion.
These figures are extracted from the Eighth Series E Credit Provider's unaudited Consolidated Reports of Condition
and lncome (the "Call Report") as at March 31,2009, prepared in accordance with regulatory instructions that do
not in all cases follow U.S. generally accepted accounting principles, which are filed with the Federal Deposit
Insurance Corporation. The Call Report, including any update to the above quarterly figures, can be found at

www.fdic.gov.

Additional information, including the most recent annual report on Form lO-K for the year ended December
31,2008, of JPMorgan Chase & Co., the 2008 Annual Report of JPfuIorgan Chase & Co., and additional annual,
quarterly and current reports filed with or furnished to the Securities and Exchange Commission (the "SEC") by

36



JPMorgan Chase & Co., as they become available, may be obtained without charge by each person to whom this
Offrcial Statement is delivered upon the written request of any such person to the Office of the Secretary, JPMorgan
Chase & Co.,270 Park Avenue, New York, New York 10017 or at the SEC's websile atwww.sec.gov.

The information contained in this Section relates to and has been obtained from the Eighth Series E Credit
Provider. The delivery of the Official Statement shall not create any implication that there has been no change in the
affairs ofthe Eighth Series E Credit Provider since the date hereof, or that the information contained or referred to in
this Section is correct as of any time subsequent to its date.

ADDITIONAL BONDS

Additional 1975 Ordinance Bonds

The t975 General Ordinance permits the issuance of additional 1975 Ordinance Bonds on a parity with
othercurrently outstanding 1975 Ordinance Bonds. The 1998 General Ordinance limits the issuance of additional
1975 Ordinance Bonds, providing that they may only be issued to refund prior 1975 Ordinance Bonds. In order to
issue 1975 Ordinance Bonds to refund prior 1975 Ordinance Bonds, among other requirements, it is necessary that a
financial report of the chief fiscal officer of the City be provided which determines that, over the amortization period
of the additional 1975 Ordinance Bonds, estimated Project Revenues will be sufficient to meet the 1975 Ordinance
Rate Covenant.

Additional 1998 Ordinance Bonds

The 1998 General Ordinance permits the issuance of additional 1998 Ordinance Bonds which may be

Senior 1998 Ordinance Bonds, on a parity with outstanding Senior 1998 Ordinance Bonds, including the Bonds, or
Subordinate 1998 Ordinance Bonds. All 1998 Ordinance Bonds issued under the 1998 General Ordinance are

subordinated to the 1975 Ordinance Bonds. [n order to issue additional 1998 Ordinance Bonds, among other
requirements, it is necessary that a financial report of the chief fiscal officer of the City be provided which
determines that, over the amortization period of the additional 1998 Ordinance Bonds, estimated Gas Works
Revenues will be su{ficient to meet the 1998 Ordinance Rate Covenant.

Bond Anticipation Notes

The Act authorizes the City to issue revenue bond anticipation notes as well as Gas Works Revenue Bonds.
Section 16 of the Act provides that the City may issue its revenue bond anticipation notes which shall be payable by
exchange for, or out of the proceeds of the sale of, a designated series of revenue bonds referred to in the bond
anticipation notes. The reference to the revenue bonds shall specifu a maximum rate ofinterest to be borne by said
bonds and may provide that said bonds shall be offered for sale, but if no proposals shall be received, the sole
remedy of the Holders of the revenue bond anticipation notes shall be either to accept the bonds at the specified
maximum interest rate, or to extend the maturity of the revenue bond anticipation notes for one or more specified
additional periods of not less than six months during which additional offers of the bonds may be made. At the
present time, there are no bond anticipation notes outstanding and the City has no present intention to issue revenue
bond anticipation notes.

OTHER OUTSTANDING DEBT OBLIGATIONS

Short-Term Borrowings

Gas Works Notes. The City is authorized to issue. from time to time, bonds or notes (collectively, the "Gas
Works Notes") pursuant to The City of Philadelphia Municipal Utility Inventory and Receivables Financing Act of
the Commonwealth of Pennsylvania (the "Inventory and Receivables Financing Act") and the General Inventory and
Receivables Gas Works Revenue Note Ordinance of 2005 (Bill No. 05 1138, approved December 22,2005), as

amended by an Ordinance (Bill No.070047, duly adopted by City Council on March 1,2007, and signed by the
Mayor on March 15, 2007) (the "Amendment") (collectively, the 'Note Ordinance") in amounts, as approved by the
Mayor, the Cify Controller and the City Solicitor or any two of them (the "Committee"), in a principal amount not to
exceed, in the aggregate, $200,000,000 at any one tirne outstanding. Such arnount can, in the future, be increased or
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decreased by action of City Council. The proceeds of the Gas Works Notes may be used to finance or refund the
costs of acquisition or funding of Inventory or Receivables (as such terms are defined in the Note Ordinance) of
PGW or to refund Gas Works Notes. The Gas Works Notes are junior in priority of payment to the 1975 Ordinance
Bonds and the Senior 1998 Ordinance Bonds and are on a parity with Subordinate 1998 Ordinance Bonds and
payments due in respect of obligations on a parity with Subordinate 1998 Ordinance Bonds. The Note Ordinance
provides that the final maturity date of Gas Works Notes shall be no later than the earlier of 270 days after their
respective dates of issuance, l3 months from the date of initial issuance of any installment of any Gas Works Note
under the Note Ordinance or August 31, 2010. As of June 30, 2009, there were no outstanding Gas Works Notes
issued under the City's commercial paper program for PGW. Payment of the principal of and interest on all Gas

Works Notes outstanding is secured by a letter of credit issued by JPMorgan Chase Bank, National Association,
which expires on May 29,2010. See APPENDIX B - "lndependent Consultant's Engineering Report - Projected
Revenue Requirements" and "- Adequacy of Projected Revenues to Meet Projected Revenue Requirements Under
Ordinance Requirements."

The Note Ordinance requires establishment of a sinking fund for the benefit and security of the Holders of
each series of the Gas Works Notes. The City covenants to deposit to the credit of the sinking fund for the Gas

Works Notes from Gas Works Revenues such amounts as will. together with interest and profits earned and to be
earned on investments held therein, be sufficient to pay, on or before each payment date of the Gas Works Notes, the

amount required, after taking into account amounts paid from refunding Gas Works Notes and credit support
instruments, to pay the Gas Works Notes then becoming due and payable.

Interfund Borowine. It is PGW's practice to make interfund loans from various consolidated accounts of
PGW for payment, as necessary, of PGW obligations, including debt service on bonds issued under the General

Ordinances. PGW anticipates that it will reimburse such accounts as revenues are received by the end of each Fiscal
Year during which such withdrawals were made.

City Loan

On November 27 ,2000, the City and PGW, acting through PFMC, entered into a Loan Agreement pursuant
to which the City agreed. subject to certain terms and conditions, to loan $45,000,000 to PGW (the "City Loan").
The City Loan did not bear interest. Proceeds of the Cify Loan were deposited to the credit of a segregated account
held by PGW and earnings on such account were transferred to the City. The City Loan was unsecured and was
subordinated in priority of payment to the 1975 Ordinance Bonds, the Senior 1998 Ordinance Bonds, the

Subordinated Bonds and the Gas Works Notes. On August 29,2808 PGW satisfied the City Loan in full and the

City Loan is no longer outstanding.

[Remainder of Page Intentionally Left Blank]
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Rf, MEDIES OF BONDHOLDERS

Remedies under the Act and the 1975 General Ordinance available to Holders of the 1975 Ordinance
Bonds and remedies under the Act and the 1998 General Ordinance available to Holders of 1998 Ordinance Bonds,
including Holders of the Bonds, and to any trustee for Bondholders appointed by the Holders of 25o/o in principal
amount of any series of bonds in default are described in the summaries contained in APPENDIX D hereto. In
addition to the remedies described therein, Bondholders or a trustee therefor are entitled under the Pennsylvania
Uniform Commercial Code to all remedies of secured parties in respect of the Project Revenues or Gas Works
Revenues (as the case may, be) and the funds on deposit in the respective Sinking Funds; including the respective
Sinking Fund Resewes. The remedies of the Holders of 1998 Ordinance Bonds are subject to the prior lien of the

Holders of 1975 Ordinance Bonds on Project Revenues. So long as DTC or its nominee is the Registered Owner,
the remedies of Beneficial Owners are exercisable by means of written instructions given by them, as transmitted
through the respective Participants, to DTC.

Limitation on Remedies of Bondholders

The ultimate enforcement of Bondholders' rights upon any default by the City in the performance of its
obligations under the Act, the 1975 General Ordinance, the 1998 General Ordinance, the Ninth Supplemental
Ordinance, the Bond Authorization and the Bonds will depend upon the application of remedies provided in the Act,
the 1998 General Ordinance, the applicable Supplemental Ordinance and other applicable laws. Litigation may be

necessary to obtain relief in accordance with these remedies. Such litigation may be protracted and costly.
Remedies such as mandamus, specific performance or injunctive relief are equitable remedies that are subject to the
discretion of the courts.

The following references to the United States Bankruptcy Code (the "Bankruptcy Code") and certain
provisions of the Intergovernmental Cooperation Act (hereinafter defined) should not be construed as implying that
the City has any expectation or plan to seek to invoke the provisions of such statutes orthat if the City were to seek

to invoke such provisions, that the consent of the Governor of Pennsylvania (the "Govemor") would be obtained.
Further, such references are not intended to imply that even if the City were to file for protection under the
Bankruptcy Code, any proposed restructuring would include a dilution of the sources of payment of and security for
the Bonds. The statutory provisions of the Bankruptcy Code pertaining to the City have not been subject to
extensive interpretation by the courts and there can be no assurance that the following discussion accurately reflects
the interpretation that a court might make.

Enforcement of Bondholders'rights may be limited by, and is subject to, the provisions of the Bankruptcy
Code, as now or hereafter enactedo or to other laws or legal or equitable principles which may affect the enforcement
of creditors' rights. The Intergovernmental Cooperation Authority Act for Cities of the First Class (53 P.S.

$ 12720.101 etggq.) (the "Intergovernmental Cooperation Act"), enacted in 1991, prohibits the City from filing a

petition for relief under the Bankruptcy Code, I I U.S.C. 901, et seq. ("Chapter 9"), as long as the authority created

thereunder has outstanding any bonds issued pursuant to the Intergovernrnental Cooperation Act. If no such bonds

are outstanding. the tntergovemmental Cooperation Act requires written approval by the Governor of the City's
petition and plan following a hearing, prior to a filing under Chapter 9 by the City. There are currently bonds

outstanding that were issued under the Intergovernmental Cooperation Act, which bonds are scheduled to mature at

various dates to and including the year 2023, subject to redemption prior to maturity. See "Background - The

Pennsylvania lntergovernmental Cooperation Authority" in APPENDIX C. If the City were to obtain authorization
from the Govemor to file a petition under Chapter 9 of the Bankruptcy Code and in fact filed such a petition, the

enforcement of Bondholders' rights and remedies might be limited.

The filing of a petition under Chapter 9 operates as an automatic stay of the commencement or continuation
of any judicial or other proceeding against the debtor or its property. However, a petition filed under Chapter 9 does

not operate as a stay of application of pledged special revenues to the payment of indebtedness secured by such

revenues. Special revenues include receipts derived from the ownership or operation of systems that are used to
provide utility services and the proceeds of borrowings to finance such systems and would include the pledged

Project Revenues or Gas Works Revenues (as the case may be). The Bankruptcy Code further provides that special

revenues acquired by the debtor after commencement of a Chapter 9 case shall remain subject to any lien resulting
from any security agreement entered into by the debtor before the commencernent. However, the lien on special
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revenues derived from a system will be subject to the payment of the necessary operating expenses of that system.
Therefore, Gas Works Revenues acquired by the City before and after the filing of a Chapter 9 petition will remain
subject to the lien of the 1998 General Ordinance and the Ninth Supplemental Ordinance in favor of Holders of the
Bonds, but will be subject to the payment of PGW's necessary operating expenses as determined by the City (and

subject and subordinate to the pledge of Project Revenues under the 1975 General Ordinance for the security and
payment of the 1975 Ordinance Bonds). These operating expense payments could be inconsistent with the
requirement in the 1975 General Ordinance with respect to the 1975 Ordinance Bonds, that, under certain
circumstances, at least 50% of the Project Revenues be deposited in the 1975 Ordinance Sinking Fund on a daily
basis. If the pledged Project Revenues or Gas Works Revenues cannot support both the applicable debt service
requirements and operating expenses of PGW, it is possible that payments to Holders of the Bonds may be reduced.
The Bankruptcy Code also provides that a transfer of property of a debtor to or for the benefit of a bondholder, on
account of such bond, may not be avoided as a preferential transfer.

Unless a debtor consents or the plan proposed under Chapter 9 provides, the bankruptcy court may not
interfere with any of the property or revenues of a Chapter 9 debtor or with such debtor's use or enjoyment of any
income producing properfy. Accordingly, if the City should decide to use the proceeds of the Bonds or the Project
Revenues or the Gas Works Revenues (as the case may be) pledged for the benefit of the Bondholders other than to
benefit the Gas Works, it is unclear whether a bankruptcy court would have the power to interfere with that decision.
Even ifa bankruptcy court had such power, the court, in the exercise ofits equitable powers, could refuse to require
the City to use the proceeds of the Bonds and the Project Revenues or the Gas Works Revenues (as the case may be)
to pay Holders of the Bonds, could permit a subordination of the liens to new bonds if the former were found more
than "adequately protected" or could avail itself of a broad range of equitable remedies.

Under the Bankruptcy Code, a debtor may file a plan for the adjustment of its debts which may include
provisions modifoing or altering the rights of creditors generally, or any class of tlem, secured or unsecured. The
plan, when confirmed by the court, binds all creditors who had notice or knowledge of the case and discharges all
claims against the debtor provided for in the plan, unless excepted from discharge by the plan. No plan may be
conftrmed unless certain conditions are met, among which are that the plan is in the best interests of creditors, is
feasible and has been accepted by each class of claims impaired thereunder. Each class of claims has accepted the
plan if the votes of at least two-thirds in dollar amount and more than one-half in number of the allowed claims of
the class that are voted are cast in favor of the plan. Even if the plan is not so accepted, it may be confirmed if the
court finds that the plan is fair and equitable and certain other tests are met. Thus, under the provisions of the
Bankruptcy Code, a plan of adjustment could be imposed on the Bondholders that would give them less than their
anticipated rate of interest on the Bonds or possibly even less than a full retum of their principal and,/or extend the
time for payment of principal of or interest on the Bonds.

PHILADELPHIA GASWORKS

General

PGW consists of real and personal property owned by the City and used for the acquisition, manufacture,
storage, processing and distribution of natural gas in the City, and all property, books and records employed and
maintained in connection with the operation, maintenance and administration of PGW. lncluded among such assets,
in addition to an extensive distribution system, are facilities for the liquefaction, storage and vaporizatioa of natural
gas to supplement the natural gas supply from pipeline transmission companies and facilities for storage. Such
facilities include two liquefied natural gas ("LNG") plants.

Of total billed gas revenues for the twelve month period ended August 31, 2008, approximately 72o/o were
derived from residential customers, approximately 25Vowere derived from commercial and industrial customers and
approximately 37o were derived from municipal and housing authority customsrs.

For an explanation of revenues and expenses, see "PGW BUDCET, RATES AND FINANCES,"
"MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL
CONDITION" and APPENDIX B. See also the table entitled "Historical Revenues and Debt Service Coverage"
below for future debt service payments.

4l



PGW Service Area, Gas Sales, and Accounts Receivable

PGW, the nation's largest municipally-owned gas utility, purchases, sells and distributes gas within the
limits of the City. The City's boundaries enclose an urbanized area of 129 square miles in southeastem
Pennsylvania along the Delaware River. Within these boundaries, PGW maintains a distribution system with
approximately 3,024 miles of gas mains and approximately 466,814 service lines serving slightly more than a half
million customers. The mix of sales to PGW's customers. net of transportation sales, during each of the five Fiscal
Years ended August 3 l, is shown in the following table:

PERCENT OF GAS SALES FORTHE
YEARS ENDED AUGUST3l*

2004
Residential 71.0
Commercial and Industrial 25.9

Municipal and Housing Authority 3.1
TOTAL IOO.O

2005 2006 2001 2008
70.3 70.9 71.7 74.3
26.9 2s.7 25.0 22.9

2.8 3.4 3.3 2.8

100.0 100.0 100.0 100.0

*This information was obtained from PGW's historical records.

Five Year Summary of Gas Sales

Total gas sales for PGW are comprised of sales to firm and interruptible customers. Firm customers
receive gas service under various schedules which anticipate no interruptions in the delivery of natural gas. Firm
service is sold to residential, commercial, and industrial customers, the Philadelphia Housing Authority and the City
depending on the type of service required and represented 96.2Yo of total gas sales by volume in Fiscal Year 2008.

Intemrptible sales service is offered to customers under schedules or contracts which anticipate and permit
intemrptions on short notice, generally in peak-load periods. Intemrptible gas service is sold to high volume
commercial and industrial customers and represented3.So/o of total gas sales in Fiscal Year 2008.

Gas Sales in Fiscal Year 2008 totaled 47.3 Bcf a reduction of 3.3 Bcf from the 2007 period. Temperatures

during the 2008 heating season were w€umer than normal and consistent with the pdor year resulting in 3,746 degree
days a decrease of 27 degree days or 0.7Vo less than experienced during the previous fiscal year. Sales to firm
customers of 45.5 Bcf were 2.4 Bcf lower than in Fiscal Year 2007. Associated intemrptible revenues decreased by
15.I % to $26,679.000 reflectins a decrease of 0.9 Bcf in sales.

Gas Sales in Fiscal Y ear 2007 totaled 50.6 Bcf an increase of I .9 Bcf from the 2006 period. Temperatures
during the 2007 heating season were warmer than normal and slightly warrner than the prior year resulting in 3,773
degree days a decrease of 46 degree days or 1.2 %o less than experienced the previous ftscal year. Sales to firm
customers af 47.9 Bcf were 1.7 Bcf higher than in fiscal year 2A06. Associated intemrptible revenues decreased by
6.2Yo to $3 I ,439,000 reflecting a slight inuease of 0.3 Bcf in sales.

Gas Sales in Fiscal Year 2006 totaled 48.7 Bc{ a reduction of 9.6 Bcf from the 2005 period. Temperatures
during the 2006 heating season were warrner than normal and sigaificantly warmer than the prior year resulting in
3,819 degree days, a decrease of 508 degree days or I 1 .7% less than sxperienced the previous fiscal ye ar. Sales to
firm customers of 46.2 Bcf were 7.6 Bcf less than in Fiscal Year 2005. Associated intemrptible revenues decreased

by 25.|o/oto $33,509,000 reflecting a2.lBcf or 46.20/odecrease in sales.

Gas Sales in Fiscal Year 2005 totaled 58.3 Bcl a reduction of 2.0 Bcf from the 2004 period. Temperatures

during the 2005 beating season were warrner than normal but slightly colder than the prior year resulting in 4,327
degree days, an increase of 40 degree days or lo/o greater than experienced in the previous fiscal period. Sales to
firm customers of 53.8 Bcf were 2.4 Bcf less than in the Fiscal Year 2004. Associated intemrptible revenues rose by
38.09/o or S12,274.000 to $44.678,000 million reflectine a 0.4 Bcfor 9.9%o increase in sales.
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Gas Sales in Fiscal Year 2004 totaled 60.3 Bcf, a decline of 7.8 Bcf-from the 2003 period. Temperatures
during the 2004 heating season were warrner than normal and significantly warmer than the previous year resulting
in 4,287 degree days, a reduction of507 degree days or 10.6% less than experienced in the prior fiscal period. Sales

to firm customers of 56.2 Bcf were 5.8 Bcf less than in the Fiscal Year 2003. Associated interruptible revenues
decreased by 17 .7% or $6,986,000 to $32,404,000 reflecting a 2.0 Bcf or 32.7o/o decline in sales.

Natural Gas

In Fiscal Year 2008 natural gas costs decreased by $27,358,000 or 5.1% from the prior year to a level of
$511,938,000 million. Natural Gas utilization requirements declined by 4.6 Bcf reflecting a migration of gas sales

customers towards transportation gas. The reduced natural gas utilized volume resulted in a$37,647,000 decrease
compared to the 2007 Fiscal Year. Natural gas prices increased slightly, resulting in an increase of $13,502,000,
2.7Yo or 25 cents per Mcf. Pipeline demand charges inueased $6,793,000 compared to Fiscal Year 2007. Pipeline
refundsinueased$10,012,000inFiscalYear2008comparedtoFiscal Year2007 asaresultofa largeonetime
pipeline settlement.

In Fiscal Year 2007 natural gas costs decreased by $85,781,000 or 13.7Vo from the prior year to a level of
$539,296,000. Natural gas utilization requirements rose by 3.0 Bcf despite a heating season very similar to the prior
fiscal year. The additional utilized volume resulted in a $30,573,000 increase compared to the 2006 Fiscal Year.
Natural gas prices fell resulting in decrease of $117,227,000, 19.7% or $2.02 per Mcf. Pipeline demand charges
increased $700,000 while natural gas refunds received from pipeline supplier settlements decreased $200,000.

In Fiscal Year 2006 natural gas costs increased dramatically by $l15,375,000 or 22.6%o from the prior year
to a level of $625,076,000. Gas utilization requirements declined by 9.9 Bcf reflecting a significantly warmer 2006
heating season, resulting in a 966,072,000 decrease compared to the 2005 Fiscal Year. A significant rise in the cost
of natural gas totaling $195,578,000,53.\yo or $3.55 per Mcf more than offset the reduced volume of gas utilized.
Pipeline demand charges decreased by $13,866,000. Pipeline refunds increased by $200,000 from Fiscal Year 2005.

In Fiscal Year 2005, natural gas costs increased dramatically by $58,833,000 or 13.07o from the prior year
to a level of $509,701,000. Sendout requirements declined by 3.6 Bcf reflecting continued customer conservation.
The heating season was slightly colder than the Fiscal Year 2004 period, resulting in a $20,211,000 decrease when
compared to the 2004 Fiscal Year. Also, continued escalating prices for natural gas totaling $73,347,AAA per Mcf
more than offset the lower volume of gas utilized for sendout. Pipeline demand charges increased by $6,150,000,
while the level of natural gas refunds received from pipeline supplier settlements rose by $453,000 compared to the
Fiscal Year 2004 period.

In Fiscal Year2004, natural gas costs rose by $23,436,000 or 5.5Yo from the previous yearto a level of
$450,868,000. Sendout requirements declined by 7.4 Bcf, reflecting a warmer heating scason compared to the much
colder Fiscal Year 2003 winter period, resulting in a $35.813,000 decrease compared to the 2003 Fiscal Year. In
addition, a significant rise in the cost of natural gas totaling $51,777,524, 15.7%o or 75.5 cents per Mcf more than
offset the reduced volume of gas utilized for sendout, while pipeline demand charges rose by $1,915,000. The level
of natural gas refunds received from pipeline supplier settlements declined to $136,000, $5,555,000 less than the
prior year.

Accounts Receivable

Accounts receivable (net) of$99,304,000 increased by $10,686,000 or nearly 12.l% from August 31,2407
to August 31,2008, mainly due to firm transportation suppliers'billings and an increase in panicipation in the
Customer Responsibility Program (CRP). The accumulated provision for uncollectible accounts totaling
$140,435,000 decreased by $9,796,000 and should be satisfactory to cover uncollectible amounts in the estimated
accounts receivable balance at August 31,2008.
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ACCOUNTS RECEIVABLE, RESERVE FOR BAD DEBT EXPENSE; NET IVRITE-OFF EXPENSES,
DELTNQUENT CUSTONTERS AND REVENLTE STATISTICS

(DOLLAR ANTOTJNTS IN THOT]SANDS)

FISC.{, YEAR ENDED AUGTIST 3I

Actual
2004

Actual
2005

Actual
2006

Actual
2W7

Actual
2008

Percentage of Accounts Receivable

Net Write-Offs 569.332

Billed Gas Revenues During the
Year
Accounts Receivable
Reserve for Bad Debt
Net Accounts Receivable at 8/3 l

Reserve tbr Bad Debt as a

Receivable as a Percentage of Billed
Gas Revenues

Bad Debt Expense:

As a Percentage ofAccounts
Receivable

Delinquent Customers at 8/31

s846:129 $899,174 $868,586

295,u4 243,249 238.849
(207.480) (168.889) (150,231)

$87.634 $74.360 588.618

70.3% 69.40/o 62.9%

$786,406

323,340
(230,216)

s93,r24

7l.2o/o

4t.t%

$71.000

22.0o/o

167,576

$93,160

34.f/o

$70,124

8.3o/o

23.9/o

165.479

$78,732

27.1o/o

$40,r32

4.5Yo

16.5o/o

r62.202

$58,658

27.5%

$40,000

4.6%

$842,287

239,739
(r40,435)

$99,304

58.60/o

s46,796

28.5"/o

$37,000

4.4o/oAs a Percentage of Billed Gas 9.0o/o

Revenues

16.70/o 15.4o/o

149.721 147,010

PGW's most volatile and problematic expense item, outside of natural gas costs is bad debt expense and
associated customer accounts receivable balances Over the past five years, PGW has collected approximately 95yo

of annual customer billings. PGW's bad debt expense over the past five years hns ranged from $37,000,000 in
Fiscal Year 2008 to $71,000,000 in Fiscal Year 2004.

The substantial decreases over the five year period in bad debt expense were primarily due to the increased

collection rate and timely write-offof accounts receivable balances. Enhancements and implementation of Act 201
changes to the billing system have given PGW full functionality to effectively manage its delinquent customer base.

PGW implemented a Colleotion Renewal Initiative ('CRJ") in early Fiscal Year 2004. The CRI effort
covers Customer Service operations involved in the collection ofdelinquent accounts receivable. The renewal effort
is in response to increasing accounts receivable caused by higher natural gas prices during the winter heating
seasons. Overthe pasttwo fiscal periods, PGW has increased its collection rate to 95.5 %oin2A08 and 95.8% in
2007, respectively. With these collection initiatives in place, PGW believes that the worst of the billing related
problems are in the past.

Management Agreement

PFMC has operated PGW pursuant to the Management Agreement since January l, 1973. Under t}te

Management Agreement, various aspects of PFMC's management of PGW are subject to review and approval by
the Gas Commission and, where authorization of City Council is required, recommendation of the Ci!'s Director of
Finance and/or the Gas Commission. The Gas Commission has various responsibilities for the oversight of the

operations of PGW; the City's Director of Finance oversees certain financial practices of PGW; and the City's Law
Department is the designated legal advisor to the Gas Commission and PGW. The Law Department has assigned
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the representation of PGW to the Office of General Counsel of PGW. See "CITY GOVERNMENTAL
OVERSIGHT - Gas Commission" and "PGW BUDGET. RATES AND FINANCES" for discussions of the Gas
Commission.

The term of the Management Agreement commenced on January 1,1973 for a period of two years. In the
absence of notice of cancellation, the term is automatically extended for additional fvvo year periods. The term is

subject to cancellation by the City at any time, or upon the expiration of the two-year period, upon ninety days
notice. No cancellation will be effective unless and until approved by resolution or ordinance of City Council.

Management

Under the Management Agreement, PFMC is responsible for providing executive management of PGW.
The Management Agreement states that PFMC shall provide a chief executive officer, chief operating officer, chief
financial officer and other personnel as deemed appropriate by PFMC. Certain PFMC personnel provided to PGW,
including the chief executive officer, chief operating officer and the chief financial of{icer, are subject to the
approval of the Gas Commission. PFMC' s officers also serve as officers of PGW.

The following are brief biographical descriptions of the current PFMC/PGW Senior Officers:

Thomas E. Knudsen. President and Chief Executive Officer. Mr. Knudsen joined PGW as Interim Chief
Financial Officer in March 2000. He served in that capacity until July 2001 when he was appointed Interim
President and Chief Executive Officer. Mr. Knudsen was appointed to his present position by PFMC in June 2002.
Prior to joining PGW, Mr. Knudsen was the founding partner of The Woodside Group, a management consulting
firm located in Stamford, Connecticut specializing in utility economics and regulation. For over 25 years, Mr.
Knudsen advised industrial, commercial and residential customers and groups, as well as regulatory commissions,
regarding appropriate utility operations, budgeting, pricing and rate design issues. Mr. Knudsen's involvement with
PGW dates from 1986, having served as a consultant to the Public Advocate in all rate and budget proceedings of
PGW before the Gas Commission from 1986 until 2000. His prior experience includes management consulting with
Touche Ross & Co. (now Deloitte & Touche)" as Assistant to the Finance Administrator of the Cify of New York
and the United States Navy Supply Corp. Mr. Knudsen received his Masters of Business Administration degree in
Finance from Columbia University in 1968 and a Bachelor of Arts degree in Economics from Northwestern
University in 1964. He also serves on the Energy Association of Pennsylvania's Board of Directors and has recently
been reappointed to the American Gas Association's Board of Directors.

Craig E. White. Executive Vice President and Acting Chief Operatins Officer. Mr. White was appointed
Acting Chief Operating Officer in July 2001. He is responsible for Field Operations, Customer Service, Sales and
Marketing, Corporate Preparedness, Information Services, and Gas Management issues. His previous positions at
PGW include; Senior Vice President, Marketing and Supply Services; Vice President, Marketing and New Business
Development; Manageg Gas Planning & Federal Regulatory Affairs; Administrator, Federal Regulatory Affairs;
Federal Regulatory Specialist; Planning Analyst; Demand Analyst; and Accounting Specialist. Mr. White received
his Bachelor of Science degree in Business Adminislration from Kutzown University in Kutztown, Pennsylvani4
and Master of Business Administration degree in Financial Management from Drexel University. Mr. White has
been a member of PGW's management team since January 1980. He also serves on the following: American Public
Gas Association's Board, the American Gas Association's Leadership Council and the Energy Association of
Pennsylvania's Executive Gas Board.

Joseph R. Bosdonavase. Senior Vice President * Finance. Mr. Bogdonavage was appointed Senior Vice
President, Finance in November 2000. His responsibilities include the oversight of PGW's Operating & Capital
Budget, Accounting & Reporting, and Treasury functions. Mr. Bogdonavage has over 36 years of diverse
experience in the finance area of PGW. He previously held the positions of Director, Budget & Financial
Forecasting; Manager, Budget & Financial Forecasting; Supervisor, Budget & Financial Forecasting; Accounting
Assistant Supervisor; and Budget Analyst. Mr. Bogdonavage is a member of the American Gas Association's
Financial and Adminishative Committee and the Energy Association of Pennsylvania's Finance Committee. Mr.
Bogdonavage received his Bachelor of Business Administration in Accountingin 1972 from Temple University.
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Randall J. Gvorv. Senior Vice President - Operations & Customer Affairs. Mr. Gyory was appointed
Senior Vice President of Operations and Customer Affairs in August 2007. His responsibilities include overseeing
the Distribution and Field Services Operations, Call Center Operations, Credit and Collections, Regulatory
Compliance, Account Management, Bill Processing. Universal Service Programs, Customer Service Center
Operations, Billing System operations and support. Prior to his current position, Mr. Gyory served as Vice President
of Customer Affairs. He also managed PGW's Program Management Office and led a team of functional and

business analysts in correcting and improving the billing system software issues associated with the transition from
their legacy billing system to a client server system. In his twenty-nine years of experience at PGW, Mr. Cyory has

spent the majority of his career in the Distribution Department where he held several positions in Maintenance,
Construction and Engineering. Mr. Gyory received a Bachelor of Science degree in civil engineering from the

University of Pittsburgh.

Thomas L. Kuczynski. Senior Vice President - Office of Business Transformation & Information Services.

Mr. Kuc4ynski was appointed Senior Vice President of Business Transformation and lnformation Services in
August 2007. Mr. Kucrynski rejoined PGW in February 2004 as Vice President - Information Services & CIO. He

has over 30 years of experience in Information Technology including 18 years of prior experience at PGW. In his
present position, Mr. Kuczynski is responsible for all aspects of the Oftice of Business Transformation and

Information Services. He previously held the position of Director of Technology Strategic Planning for PG&E's
National Energy Group ("NEG"). In this role, he was responsible for new technology r€search and development,
strategy and architecture, business continuify planning, disaster recovery and security. Prior to joining NEG, Mr.
Kuczynski spent one year at Delmarva Power where he provided IT Strategic Planning Services to the Energy
Supply Group. Before Delmarva, Mr. Kucrynski spent 18 years at PGW where he led development efforts for
PGW's customer information system, credit and collection, automated meter reading and distribution leak tracking.
In 1993 Mr. Kuczynski was recognized by the American Gas Association with the Distribution Achievement Award
for his effons in designing and building PGW's first mobile field service system. Mr. Kuczynski is a graduate of La
Salle College in Philadelphia, and the Executive MBA program at University of Maryland University College.

Abbv L. Pozefsky. Esq.. Senior Vice President - Administration and General Counsel. Ms. Pozefsky was
appointed Senior Vice President and General Counsel in July 1998, and Senior Vice President, Administration and

General Counsel in 2005. She manages the Human Resources, Organizational Development, Risk Management,
Technical Compliance and Legal Departments. Ms. Pozefsky previously held the position of Chief Deputy City
Solicitor of Regulatory Affairs for the City of Philadelphia Law Department, where she was also General Counsel
for the Philadelphia Water Department and Airport. Having been licensed in four states, Ms. Pozefsky practiced law
with a private law firm, a community legal services organization, and a state attorney general's office, and has

taught on a university level. Ms. Pozefsky received her Bachelor of Arts degree from the University of
Pennsylvania cum laude and a Juris Doctor degree from New York University Law School.

Cristina Coltro. Vice President - Customer Affairs. Ms. Coltro was appointed Vice President of Customer
Affairs in 2007. Her responsibilities include overseeing the Call Center Operations, Credit and Collections,
Regulatory Compliance, Commercial Resource Center, Account Management, Bill Processing. and Customer
Seruice Center Operations. Prior to her current position, Ms. Coltro served as the Director of Regulatory
Compliance, responsible for the Universal Services programs, Customer Review Unit, Dispute Resolution Unit,
Program Management Office and Training Department. Ms. Coltro received her Bachelor of Science degree in
Economics from Hunter College, New York, and a Master of Science degree in Energy and Environmental
Management and Policy from the Univenity of Pennsylvania. She also serves on the Utility Emergency Service

funds (UESF) Board of Directors, and is a member of the Energy Association of Pennsylvania and the American
Gas Association Customer Services committees.

Raquel N. Guzman. Esq.. Vice President - Lesal and Associate Ceneral Counsel. Ms. Guznan was

appointed Vice President - Legal in August 2005 and Associate General Counsel in 2003. She, together with the

General Counsel and Assistant General Counsel, is responsible for PGW's Legal Department. Prior to joining
PGW's legal stafl Ms. Cuzman was a Depufy City Solicitor for Regulatory Affairs for the City of Philadelphia and

also practiced at a major Philadelphia law firm in its real estate department. She holds a Juris Doctor degree from the

University of Pennsylvania Law School and an undergraduate degree from Harvard College.
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Michael W. Handwerk. Vice President - Technical Compliance. Mr. Handwerk was appointed Vice
President of Technical Compliance in September 2005. In this capacify, he is responsible for services to Operations
involving regulatory compliance, chemical laboratory analyses and environmental related activities, as well as

development and implementation of operational changes and best practices. Mr. Handwerk's previous position was
Director. Operations Compliance & Technical Services. He has been with PGW since 1979. Mr. Handwerk is a
member of the American Gas Association's Operations Safety Regulatory Action Committee (OSRAC) and the
American Public Gas Association's Operations Committee. He is also a member of the Energy Association of
Pennsylvania's Gas Transmission and Distribution Committee. and the American Chemical Society. Mr. Handwerk
has a B.S. degree in Chemistry from Elizabethtown College, a B.A. degree in Corporate Management from Ursinus
College. and a M.B.A. in Financial Management from Saint Joseph's University.

Steven P. Hershey. Vice President - Regulatory & Extemal Affairs. Mr. Hershey joined PGW as Vice
President, Community Initiatives in January 2004 and was appointed Vice President - Regulatory & Extemal
Affairs in January 2006. In his current position, Mr. Hershey's primary responsibility is working with the President
and CEO and senior management regarding certain regulatory and stakeholder matters and developing initiatives to
enhance PGW's regulatory and legislative goals as well as improving PGW's relationship with various stakeholders,
including customers. Prior to joining PGW, Mr. Hershey was a partner in the law firm of Eckert, Seamans, Cherin &
Mellott, LLC of Philadelphia, Pennsylvania. He represented clients in matters involving energy,
telecommunications, and utility policy, implementation of competition, rate setting, conservation, customer service
and economics. Prior to becoming a partner at Eckert, Seamans, Cherin & Mellott, LLC, Mr. Hershey was a
Supervising Attorney for Community Legal Services of Philadelphia, Pennsylvania. While at CLS, Mr. Hershey
served as Lead Attorney forthe Public Advocate. representing the interests of residential customers of Philadelphia
utilities from 1985 to 1998. Mr. Hershey's involvement with PGW dates back to approximately 1977 when he began
representing PGW's residential customers. Mr. Hershey has more than 30 years of experience in the utility and
energy field, including the practice of law. Mr. Hershey holds a B.A. degree from Hamilton College and a Juris
Doctor degree from Georgetown University Law Center.

Paul A. Mondimore. Vice President - Field Operations. Mr. Mondimore was appointed Vice President,
Field Operations in October 2002. He is responsible for PCW's Distribution and Field Services Departments. He
previously held many positions at PGW in the Distribution Department since commencing employment in June
198 I including: Director, Distribution Department; Project Manager, Mobile Dispatch Project; General Supervisor;
and Supervisor. Mr. Mondimore received his Bachelor of Science degree in Civil Engineering from Drexel
University. He has been a member of the American Gas Association, AGA Best Practices Group and the Energy
Association of Pennsylvania.

Douglas A. Moser. Vice President - Gas Manasement. Mr. Moser was appointed Vice President, Gas
Management in October 2002. He is responsible for PGW's Gas Processing; Gas Supply, Transportation &
Control; Gas Planning, Rates & Federal Regulatory; and Engineering & Facilities Departments. Since commencing
employment in September 1979 at PGW, he has held the following positions: Senior Project Manager in the
Strategic Planning Department; Manager, Gas Control and Manager, Gas Acquisition in the Gas Supply
Departmen! and Engineering Assistant, Production Engineer, Supervisor, Gas Conditioning, and Operations
Engineer in the Gas Processing Department. Mr. Moser received his Bachelor of Science degree in Chemical
Engineering from Pennsylvania State University and his Master in Business Administration degree from Widener
University.

Jo Ann Muniz. Vice President - Supply Chain. Ms. Muniz was appointed Vice President of Supply Chain
in August 2007. She is responsible for PGW's Fleet Operations, Procurement and Materials Management
Departments. Since commencing employment in July 1980 as an Engineering Assistant in Gas Supply, she has held
many positions at PGW including: Fleet Engineer in Fleet Operations; Staff Engineer in the Engineering
Department; and Internships in Field Services and Customer Affairs; Co-Project Manager of the Work Management
and Mobile Project Team; Project Manager of Customer Service Training and Process Development; Director,
Procurement and Contract Services and Director, Fleet Operations and Materials lvfanagement. She most recently
held the position of Director, Support Services. She serves as Chair of the Energy Association of Pennsylvania's
Nlaterials and Procurement Management Committee. She holds a B.S. in Mechanical Engineering from Temple
University and a M.S. in Electrical Engineering from Pennsylvania State University.
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William C. Muntzer. Vice President - Human Resources. Mr. Muntzer was appointed Vice President,

Human Resources in August 2008. Mr. iVluntzer oversees the administration function of Human Resources and
Labor Relations. He has approximately 27 years experience of utility management in Philadelphi4 Pennsylvania.

Areas of responsibility include project management, local, state and Gderal regulatory work, advocacy, information
technology, planning, rate design, marketing and utility operations. Mr. Muntzer also has experience in the

manufacturing sector: responsibilities included inventory control, planning, production scheduling and shipping.
Recent accomplishments include several major utility initiatives including the implementation of the Pennsylvania
Gas Choice Initiative, replacement of a city wide dispatching system for over 400 field employees, the
refurbishment of a large meter testing facility, and oversight of a Management Audit conducted on behalf of the

Pennsylvania Public Utility Commission. Mr. Muntzer earned his undergraduate and graduate degrees at LaSalle
University's Business School.

Josenh A. Smith. Vice President - Marketine & Sales. Nlr. Smith was appointed Vice President, Marketing
& Sales in May 2005. Mr. Smith oversees the operations of Major Accounts, Sales and Customer Support and
Business Developmen/Technical Services. He previously held the position of Director, Major Accounts; Manager,
Major Accounts as well as other positions within the Marketing Department. ln addition" he has held several
positions in PGW's Field Operations Department. Mr. Smith received his Bachelors Degree in Business
Administration in 2004. Mr. Smith has served as the President of the Asssciation of Energy Engineers (AEE), in
which he now serves as a Board member. He is currently a member of the American Public Gas Association's
Marketing Committee and the American Society of Heating, Refrigeration and Air Conditioning Engineers
(ASHRAE).

John P. Sffaub. Vice President - Corporate Pregaredness. Mr. Straub was appointed Vice President of
Corporate Preparedness (formerly known as Labor, Safety and Preparedness) in April 2003. He is responsible for
matters including Safety, Securify, Policies & Procedures, Business Continuity & Disaster Planning. and

Occupational Health & Safety. Mr. Straub previously held the position of Vice President - Human Resources

Department. Before coming to PGW in January 1999, IvIr. Straub headed the Special Litigation Group for the City
of Philadelphia's Law Department where he was responsible for the management and supervision of all employment
law related matters and litigation involving the City of Philadelphia. Mr. Straub also previously worked as an

Assistant District Attomey for the Philadelphia District Attomey's office. He holds a Juris Doctor degree from
Temple University School of Law and is a graduate of Villanova Univenity.

Lorraine S. Webb. Vice President - Oreanizational Development. Ms. Webb was appointed Vice President

of Organizational Development in May 2005. She is responsible for Staffing, Performance Management, Succession

Planning, EEO, Affirmative Action, Training and Development and the Leadership Development program. Ms.
Webb previously held the position of Director of Strategic Planning and prior to that Director of Human Resources

for PGW. Before joining PGW, Ms. Webb held various positions in the field of human resources. Previous positions
included Manager of Human Resources, Affirmative Action Officer for Ciba Geigy (now Novartis), as well as

Senior Career Transition Counselor for the Ayers Group of New York. Ms. Webb holds a B.A. degree from State

University of New York-Binghamton. She is a member of SHRM.

Eloise N. Youne. Vice President - Information Services & Chief lnformation Officer. Ms. Young was

appointed Chief Information Officer of the Philadelphia Gas Works in August 2007. As CIO, Ms. Young is

responsible for delivering information technology capabilities to PGW. Prior to this appointment, Ms. Young
served in a number of positions in PGW's Information Services Department including Director of Technical Strategy

and Support, Vlanager of Systems Services, System Administrator in both the Unix and CICS environments, DBA,
and applications developer. Ms. Young received a Bachelor of Science degree in Information Technology from the
University of Phoenix in 2003.

Joseph F. Golden" Jr.. Controller. Mr. Golden was appointed Controller in March 2001. He is responsible

for the treasury and accounting functions at PGW. Prior titles held by N{r. Golden at PGW include: Treasurer;

Manager - Treasury Department; Senior StaffAccountant; and Staff Accountant. IvIr. Colden started his career with
PGW in August of 1986. Mr. Golden has prior work experience in public accounting, treasury accounting and cash

management. and manufacturing. Mr. Golden holds a Bachelor of Science degree in Accounting from Villanova
University, a Master of Business Administration degree from Drexel University, and a Juris Doctor degree, cum
laude, from Temple University School of Law.
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Management and Governance of the Gas Works

Thomas E. Knudsen was appointed as President and Chief Executive Officer in2002. PGW's permanent
management organization is outlined in the Independent Consultant's Engineering Report attached hereto as

APPENDIX B. Govemance includes (i) ownership of PGW property and establishment of legislation for the
functioning of PGW by the City; (ii) approval by City Council of capital budgets and certain gas supply contracts for
PGW; (iii) review and approval by the Gas Commission of personnel provided by PFMC and operating budgets, and
recommendation by the Gas Commission to City Council of certain gas supply contracts, real estate mafters and
capital budgets; and (iv) provisions of executive management functions and directions for operation of PGW
facilities by PFMC. PGW personnel are responsible for the day to day management of the construction, operation
and maintenance of the gas system. Any changes in governance of PGW must be made pursuant to ordinances
adopted by City Council.

Labor Relations

As of March 2009, PGW employed 1,718 people. Presently, approximately 7l% of PGW's employees are
represented by the Gas Works Employees' Union Local 686 ("Local 686"). Local 686 hansferred affiliation from
the Service Employees International Union ("SEIU") to the Utility Workers Union of America ("UWUA') in 2003.
On October 17,2006, a new two-year Collective Bargaining Agreement was ratified by the Gas Works Employees'
Union, Local 686 and the UWUA. The two-year extension went into effect on May 19,2008 and will be valid
through May 15, 2010. The Collective Bargaining Agreement includes an incremental wage increase of 3.5o/o in

May 2009.

Facilities

Gas Facilities. The principal PGW gas facilities include plants for the liquefaction, storage and/or
vaporization of natural gas in the Richmond and Passyunk sections of the City. Located at these plants are two LNG
facilities" a deactivated propane/air facility and two gas holders, one of which has been removed from service.

Gate Stations. Natural gas is received through nine cify gate stations from two pipeline transmission
companies, Spectra Energy ("Spectra") and Transcontinental Gas Pipe Line Corporation. The facilities at each of
the city gate stations perform two basic functions, metering the flow of gas and controlling the pressure delivered to
PGW's distribution system. Dispatchers at the gas control center, located at PGW's operating offices at 1800 N. 9th

Street, Philadelphia. monitor and control gas flow and pressure from the nine city gate stations to the high pressure
distribution system. The gas control dispatchers also provide direction to the LNG production plant operators
concerning startup, shutdown and gas flow output from the LNG facilities. Operations are facilitated through the
use of a computer system which includes a backup unit and an auxiliary power supply.

Propane/Air Faciliw. The propanelair facility exists at the Passyunk location only. This facility has been
idle since 1994 due to PGW removing this capacity from service. Its use is not anticipated in the current six-year
gas supply projection.

Gas Holder Storase Facilities. The Richmond Plant has a low pressure gas holder. The Passyunli Plant
holder has been removed &om service. The Richmond holder has an operating capacity of 1,000 Mcf. It was
installed in the manufactured gas era and is in working order. It is used to enhance operational flexibility of the
Richmond LNG Plant.

LNG Facilities. There are two LNG facilities, the Richmond Plant and the Passyunk Plant. The smaller
LNG storage and vaporization facility at the Passyunk Plant receives its liquefied gas supply from the larger
Richmond Plant via cryogenic trailer hucks. The Passyunk LNG facility consists of one LNG storage tank of
3,066,000 gallons gross capacity (i.e., the equivalent of 253,300 thousand cubic feet ("Mcf') of natural gas) and two
LNG vaporizers, each having a capacity of 45,000 Mcf per day resulting in 45,000 Mcf per day planned capacity
and 45,000 Mcf per day reserve.
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The Richmond LNG plant is one of the largest liquefaction facilities in the United States and also includes
storage and vaporization facilities. A new liquefaction facitity was completed and tested in March 2005, which
replaced the original modified liquefaction facility which was subsequently moth balled. The new facility utilizes an

open expander loop technology. tt has a daily liquefaction capacity of 16,000 to 18,000 Mcf per day. This
technology utilizes energy from the high transmission delivery pressure of the interstate pipeline system throughput
to run the expandeticompressors, significantly reducing fuel requirements. In addition, these facilities have the

capability to liquefy natural gas year round providing greater operational flexibility. Further, this technology utilizes
significantly fewer components than the older modified cascade facility and should result in lower operation and
maintenance costs. The maximum capacity of the liquefaction facilities of 18,000 Mcf per day will not be available
at all times during the summer months because the demand on the PGW system is not sufificient to create the

throughput necessary to run at this capacity.

The vaporization and storage facilities at the Richmond Plant are not affected by the new liquefaction
facilities. The two storage tanks at the Richmond Plant have a combined gross capacity of 48,970,000 gallons of
LNG (4,045,800 Mcf). Regasification of the liquid natural gas is accomplished with six vaporizers having a total
output of 411,000 Mcf per day plus 100,000 Mcf per day in reserve. The Richmond Plant also has facilities to
receive LNG from and deliver LNG to cryogenic trailer trucks.

Distribution Facilities. The principal gas distribution facilities consist of approximately 3,024 miles of
main,466,8l4 service lines,208 regulator stations, approximately 563,287 meters (of which approximately 519,890
are active) and miscellaneous valves, instruments and other apputenances. PGW operates five different operating
pressure systems; each system is connected to the others by control regulators. The high-pressure systems operate at
approximately 110,60 and 35 pounds per square inch gauge (psig): the intermediate pressure system operates at 5
psig; the low-pressure system operates between 6 and 9 inches of water column (approximately 0.25 pounds per
square inch). The majority of customers are served from the low-pressure system.

Approximately 53% (by length) of the gas mains are cast iron, 33o/o are steel, 4%o are ductile iron, and l07o
are plastic. Of the steel mains, approximately 49o/o are wrapped, coated, and cathodically protected. Approximately
35% of the service lines are steel (of which l3o/o arc protected) and 640/o are plastic.

Other Facilities. PGW has its executive and operating o{fices located at 800 West Montgomery Avenue,
which is a 150,000 square foot office building constructed in 1988. The former general office building, located at
1800 N. 9th Street, houses administrative operations in addition to distribution and field service dispatch centers, gas

control dispatching, a customer information center, operating stations, a post office, duplicating center, radio repair
shop, training facilities, parking facilities, telecommunication and warehousing, as well as information systems
center and a metal fabrication shop. Additional facilities include six district offices, the Tioga station for
Distribution crews, two LNG plants, and three operating stations for field service crews. There are also five other
warehousing facilities, a meter shop, and an automotive maintenance and repair facility. The automotive
maintenance and repair facility is responsible for the upkeep of PGW's fleet of approximately 694 vehicles 100

portable compressors and 42 trailers. PGW also maintains three minor automobile repair facilities, bulk fuel
dispensing equipment, and materials and supplies.

Environmental Matters

PGW's operations and facilities are subject to federal, state and local environmental requirements,
including the need to obtain certain permits and approvals. Because these requirements are subject to change,
additional or different requirements may be imposed upon PGW in the future. No assurances can be given that
PGW would be able to fully comply with any such change or requirement, or that compliance with such

requirements would not materially increase PGW's capital or operating costs, or have a material adverse eflect on

Gas Works Revenues.

Like many providers of utiliry services throughout the northeastern United States, PGW has been in
operation for more than 168 years, and many of its facilities were built decades ago. As a result of preliminary
internal environmental evaluations of its facilities, PGW believes that several PGW facilities, which had been used

in gas manufacturing contain contaminants from those operations or from other sources. Additionally, certain
equipment and fixtures that PGW removed from service years ago may no longer comply with current
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environmental requirements. In order to address these issues, PGW and the City voluntarily approached the
Pennsylvania Department of Environmental Protection ("PADEP") and proposed to resolve these issues under
PADEP's Land Recvcline and Environmental Remediation Standards (Act2\.

PGW has detemrined the extent to which it is necessary to remediate environmental conditions impacting
its facilities through environmental site assessment studies that were conducted by an environmental consulting firm
(the "Firm") on relevant properties in 2002, 2003 and 2004. In 2004, PGW received a set of five remedial
investigation reports by the Firm that were based upon the findings of the environmental site assessment studies.
Based on the reports developed by the Firm, PGW submitted Notice of Intent to Remediation ("NlR") Forms with
copies of the five Firm reports to the PADEP for review at the end of 2004. In early 2005, PGW conducted a series
of public meetings to inform the public of PGW's upcoming remediation projects, and also to address any specific
concems raised by local residents regarding PGW's future remediation plans.

PGW has developed a project schedule and budget to address and conduct any necessary remedial work for
impacted PGW properties over the next five years. PGW expects that this will provide PGW with allocated
resources in a manner calculated to avoid any material adverse effect on PCW or on PGW's revenues.
Nevertheless, until the Project schedule work plans are finalized with the PADEP, it is not possible to determine
with quantifiable certainty what the costs of several remediation projects will be. Preliminary indications are that
PGW expenditures are estimated to be $10,828,000 over the next six years. These estimates, which were calculated
in accordance with GASB Statement No. 49, Accounting and Financial Reporting for Pollfiion Remediation
Obligations, may be subject to substantial revision. PGW has recorded a total environmental remediation liability of
$24,043,000 through FY 2040 at the end of fiscal year 2008 for these and all known estimated future environmental
costs in accordance with GASB 49. The majorify of these expenses are expected to be covered by amounts
generated from settlements of PGW's environmental insurance policies.

Gas Supply and Federal Regulation

ln 1992, the Federal Energy Regulatory Commission ("FERC") issued Order 636 which restructured the
interstate pipeline industry to provide non-discriminatory, open-access to all transporters. All interstate pipelines
regulated by the FERC were required to exit the gas supply business as a result of Order 636. The interstate
pipelines were historically permitted by the FERC to pass through. on a dollar-for-dollar basis, all of their gas

supply costs to the pipelines' customers. Therefore, the revenues ofthe pipelines pledged to their bonds remained
unchanged by Order 636 simply because ofthe historical pass-through nature ofthe pipelines' gas supply costs.

In the restructured, unbundled marketplace resulting from Order 636, PGW had to contract individually for
its gas supply, storage and transportation requirements on the pipelines. PGW now has in place firm year round and
seasonal contracts for natural gas supply for its firm requirements. Further, PGW has contracted for natural gas

storage services with four different pipelines operating storage facilities. This permits, among other things, the
iqiection of summer supply and its storage and subsequent withdrawal to meet higher winter demands of its firm
heating customers. Finally, PGW has contracted for firm transportation service with the two directly connected
pipelines, as well as with the necessary upstream pipelines feeding these pipelines, to deliver all volumes purchased,
together with those volumes withdrawn from storage.

The two interstate pipelines delivering natural gas to PGW have limited delivery capacity and cannot meet
PGW's peak-day or winter season requirements. Therefore, PGW owns and operates supplemental LNG facilities to
meet incremental demand in excess of flowing gas and underground storage supplies. PGW's supplies of natural
gas and LNG are adequate to meet its projected demand under either normal or design (colder than normal)
conditions in the future.

Competition

PGW is subject to the Natural Gas Choice and Compelition Act No. 1999-21, PL. 122,66 Pa. C.S.
Section 2201 et seq. (the "Gas Choice Act"). Pursuant to the Gas Choice Act, customers have the option of choice
among natural gas suppliers on and after September l, 2003- See the section below titled "EFi'ECTS OF
NATURAL GAS CHOICE AND COMPETITION ACT" for a full discussion of the Gas Choice Act's impact on
competition. PGW competes to supply natural gas to intemrptible custorners who are capable of switching to
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alternative fuels, including fuel oil, steam, propane and electricity. PGW also competes to supply natural gas to
transportation customers who might seek to buy gas from a competitive nafural gas supplier and use PGW's
distribution system for transportation of that gas. PCW has negotiated contracts with such customers. In addition,
PGW's rate schedules offer gas transportation service, on both a firm and intemrptible basis, to potential customers.
PGW also has Boiler and Power Plant Services ("BPS") and Load Balancing Service ("LBS") interruptible sales

rates that permit discounts to compete with altemative fuels, provided that the rate per Mcf is not less than I l0% of
the monthly weighted average gas costs for gas sold under these rate schedules.

Insurance

PGW is exposed to various risks of loss related to: torts; theft of, damage to, and destruction of assets;

errors and omissions; injuries to employees and natural disasters. While self-insured for many risks, PGW
purchases insurance coverage where appropriate. PGW's real and personal properfy is insured against the risk of
loss or damage in the amount of $250,000,000, subject to a $500,000 per accident deductible at the Richmond and

Passyunk Plants and a $100,000 deductible per accident at all other locations. PGW's property insurance includes
coverage for damages incurred from a terrorist attack. In addition, PGW maintains boiler and machinery, blanket
crime, and other forms of property insurance.

PGW maintains $210,000,000 in liability (including terorism) coverage insuring against the risk of
damage or injury to the public with a $1,000,000 deductible per occurrence.

PGW is a qualified self insured employer in the Commonwealth of Pennsylvania for workers'
compensation. In addition, PGW maintains excess workers' compensation liability covemge up to $35,000,000 with
a $500,000 per occurrence retention. Above that is another layer of coverage for statutory limits which means that
regardless of the size of the loss, the policy will pay whatever PGW must pay. The excess liability coverage

described above applies after the $500,000 retention is exhausted. PGW is also qualified to self-insure its
automobile liability in the Commonwealth.

PGW maintains Public Offrcials (Directors and Officen) liability coverage with a $10,000,000 annual

aggregate limit and a $500,000 retention.

Pension Plan and Other Postemployment Benefits

Pension Plan. PGW maintains a noncontributory pension plan (the "Pension Plan") covering all eligible
employees, which provides certain retirement benefrts at age 65. or earlier in certain situalions, and certain death and

disability benefits. The Pension Plan currently has an unfunded actuarial accrued liability. In recent years,

payments to beneficiaries under the Pension Plan have exceeded PGW's annual required pension contribution. The

annual required contribution is determined using the most recent actuarial study of the Pension Plan. Based on the

actuarial valuation completed in April, 2008, the Pension Plan had an estimated unfunded actuarial accrued liability
of $64.8 million at the end of Fiscal Year 2008. The unfunded actuarial accrued liability is presently being
amortized over 20 years. ln Fiscal Year 2008 PGW's annual required contribution to the Pension Plan was $14.2
million, such contribution consisted of $8.0 million of normal cost and $6.2 million representing partial amortization
of the unfunded balance of the Pension Plan assets. PGW's annual required contribution for Fiscal Year 2009 is
projected to be and budgeted at $14.4 million (consisting of $8.1 million of normal cost and $6.3 million
representing partial amortization of the unfunded balance of Pension Plan assets). See APPENDIX A - "Notes to
Financial Statements (10) Pension Costs."

Other Postemployment Benefits. PGW provides certain post-employment health care and life insurance

benefits to approximately I,920 and I ,935 participating retirees and their beneficiaries and dependents, respectively.
PGW pays up to 100% of premiums for medical, hospital and prescription drug coverage for retirees and their
participating dependents. PGW also pays a portion of the prerniums for life insurance for each eligible retiree.
Cunently, PGW provides for the cost of health care and life insurance benefits for retirees and their beneficiaries
and dependents on a pay-as-you-go basis. In Fiscal Year 2008, expenditures for such purposes were approximateiy
$18.3 million and are projected to be approximately $20.9 million in Fiscal Year 2009.
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PGW adopted the provisions of Governmental Accounting Standards Board (GASB) Statement No. 45 (GASB 45),
Accounting and Financictl Reporting by Employers for Postemployment Benefits Other than Pensions, as of
September l, 2006 and had a zero net Other Postemployment Benefits (OPEB) obligation at transition. PGW
adopted the provisions of GASB 45 a year earlier than required by GASB because PGW is a component unit of the
City of Philadelphia for financial reporting purposes, and its fiscal year 2007 financial statements were consolidated
into the City's financial statements for the fiscal year ended June 30, 2008. The difference between the fiscal year
2008 annual required contribution (ARC) of $44.1 million and the expenses paid by the company of $18.3 million
resulted in an additional liability of $25.8 million, bringing the cumulative OPEB liability at the end of fiscal year
2008 to $52.2 million. which is recorded in other liabilities and deferred credits.

PGW engaged actuarial consultants to provide an actuarial valuation of PGW's other postemployment
benefits ("OPEB") obligations for current retirees and active employees as of August 31,2A07. The report, issued in
September 2007. estimated that PGW's total OPEB actuarial accrued liability as of August 31, 2008 was

$591,599,000 (assuming a 5o4 discount rate) if PGW continued to provide for its OPEB obligations on a
pay-as-you-go basis. The report further estimated that PGW's actuarial accrued liability would be reduced to
$380,000,000 (assuming an 8.25Yo discount rate) if PGW adopted a policy of funding its Annual Required
Contribution ("ARC'). Based on these estimates, PGW's annual OPEB cost for the then current and estimated
future retirees (taking into consideration projected increases in health care costs) was projected to increase from
$46,291,000 in 2008 (inclusive of the $22,350,000 actually paid) to $70,210,000 per annum over the ensuing
approximate l8-year period on a pay-as-you-go basis and from $39,000,000 (inclusive ofthe $22,350,000 actually
paid) in 2008 to $49,767 ,000 per annum over the ensuing approximate l8-year period if PGW adopted a policy of
funding its ARC based on a 20-year amortization of the unfunded actuarial accrued liability.

Litigation

In the ordinary course of their business operations, PGW andlor PFMC are from time to time sued or
threatened with litigation. Most frequently such litigation alleges property damage or personal injury to third
parties. However, other forms of litigation also arise from time to time. PGW is aware of no litigation pending or
threatened in which a final adverse determination, singly or in the aggregate, would have a material adverse effect
on PGW's operations or financial condition. PGW believes it has set aside sufficient reserves to meet liabilities
arising out of litigation to the extent not covered by insurance. See "PHILADELPHIA GAS WORKS - Litigation
Relating to the Gas Choice Act" below.

Effects of the Natural Gas Choice and Competition Act

In June 1999, the Legislature enacted and the Governor signed the Gas Choice Act, which amended the
Public Utility Code by providing for the implementation of choice of suppliers of natural gas for all retail customers
of gas distribution companies. The Gas Choice Act requires each natural gas utility under Pennsylvania Public
Utility Commission ("PUC") jurisdiction (including PGW) to "unbundle" and establish separate charges for natural
gas supply services and natural gas distribution services. It provided that each natural gas distribution utility will
file a restructuring proceeding with the PUC and, in the context of that proceeding, the utility's tariff has been
revised to reflect the unbundling referred to above and to implement customer choice. In addition, the Gas Choice
Act provided that PGW be subject to regulation by the PUC effective July l, 2000, and directed that PGW file for
restructuring of the rates. PGW filed for restructuring on July l, 2002. Most issues related to restructuring
proceeding were resolved by September 1,2003, and PGW customers have had the option of choice among natural
gas suppliers effective September 1,2003 as explained above in the section titled "PHILADELPHIA GAS WORKS

- Competition." PGW will continue to be the supplier of last resort for retail customers who do not choose another
gas supplier in most instances, unless, upon petition of PGW, the PUC approves an alternative supplier of last resort
or, after July l, 2004, the PUC approves a petition from a party to serve in that capacity for cerlain groups of
customers. As of May l, 2009, no party has petitioned the PUC to serve as an alternative supplier of last resort.

Notwithstanding the initiation of customer choice in gas suppliers, PGW's gas distribution business
remains a regulated monopoly. After the initiation of gas choice, customers may purchase gas from other natural
gas suppliers or choose to continue to buy natural gas from PCW. Whornever consumers ehoose as their supplier,
all customers continue to receive their gas through PGW's distribution systern of mains and pipes to homes and
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businesses, and continue to pay a distribution charge to PGW for that service. PGW continues to provide gas to its
customers that elect PGW as their supplier and to those who cannot obtain natural gas from an alternate supplier.

The structure of the unbundled services and the rates for each service are set forth in PGW's restructured
tariff, which went into effect on September 1,2003 (the "Restructuring Filing"). These unbundled rates are

designed to realize the same level of margin revenues experienced by PGW prior to restructuring.

The Gas Choice Act contains provisions which are designed to (i) preserve the tax-exempt status of bonds

or other obligations issued by the City for PGW, including the Bonds, (ii) preserve the ability of the City to comply
with its covenants, including the City's covenants with respect to the imposition and collection of rates and charges,

to the Holders of such bonds and other obligations, including the Bonds, and (iii) require rates be set for PGW
utilizing the ratemaking methodology and requirements that were applicable to PCW's natural gas distribution
operation prior to the assumption ofjurisdiction by the PUC. The Gas Choice Act provides, among other things:

. As of July l, 2000, PGW is regulated by the PUC and, except as otherwise provided in the Gas

Choice Act, the provisions of the Public Utility Code apply to PGW and the PUC sets rales for PGW's customers.

. Notwithstanding customer choice in gas supplies, PGW gas distribution business will be regulated

as a monopoly.

r In setting rates and notwithstanding any other provision of the Public Utility Code, the PUC must
permit PGW to impose, charge and collect rates or charges as necessary to permit the City to comply with its
covenants to the Holders of any Approved Bonds, as defined in the Gas Choice A*. All bonds issued by the City on

behalf of PGW under the Act, including the Bonds, are Approved Bonds.

r The PUC is obligated to use the same rate-making methodology and requirements used by PGW

until all Approved Bonds are repaid or defeased. The methodology employed by PGW is a "cash flow" method, not

a "rate of retum" method.

o The PUC is baned from requiring the City or PGW to take any action (or to omit taking any

action) under the Public Utility Code if such action or omission would have the effect of causing the interest on any

tax exempt bonds issued by the City, including the Bonds, to be includable in the gross income of the Holders of
such bonds for federal income tax purposes.

o The Gas Choice Act permits, but does not require, the PUC to approve a senior citizen discount.
On September 30, 2A04, the PUC denied PGWs request to continue the senior discount program for
post-September l, 2003, applicants. Since September l, 2003, the program is not available to new participants.

r Effective June 30, 2000, Gas Commission powers and duties were abrogated to the extent
inconsistent with the Gas Choice Act.

r The City cannot be required to take any action underthe Public Utility Code if the effect of the

action is to cause a variance in the City's financial plan approved by the Pennsylvania Intergovemmental
Cooperation Authority.

r The City's executive or legislative powers to "legislate or otherwise determine the powers,

functions, budgets, activities and mission of PGW" are not abrogated or limited.

Senior Citizen Discount Program

The Senior Citizen Discount Program is a closed program. PGW currently has approximately 37,000
participants in its Senior Citizen Discount Program. All participants currently in the program were "grandfathered"
in when the PUC discontinued it in September 2003. ln 20A4 there were approximately 70,000 "gtandfathered"
participants in the program. The senior citizen discount amounts ta a 2Ao/o reduction on the participant's total gas

bill each month.
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Act 201 - 
frfts'spsn5ible Utility Customer Protection Act"

In November 2004, the Pennsylvania Legislature passed and the Govemor signed Act 201, entitled the
"Responsible Utility Customer Protection Act." Under specified conditions, PGW may shut off service to
delinquent customers during the winter and on Fridays. To shut off service to non-low-incom€ cusJomers during
winter months, PGW is no longer required to first obtain PUC permission. PGW may now require customers whose
service has been shut offto pay past due bills, arrange for a paymenl agreement, pay a reconnect fee, and/or pay a

deposit before it restores service. Act 201 also permits PGW to hold any adult living in a home where service has

been shut off accountable for all or part of an overdue balance before the adult can obtain service in his or her name.

Act 201 provides a number of other tools to help PGW collect payment' Under Act 201:

I . The time allowed to terminate service following shut-off notification was extended to 60 days.

2. Shut-off with notice is permitted if the customer does not pay a required deposit, does not follow
through with payment arangements or refuses to allow PGW access to its equipment.

3. Shut-off without notice is permitted for theft of service, obtaining service through fraud,
tampering with a gas meter or unsafe service conditions.

4. Winter (December l- March 31) termination is now permitted under specified conditions without
PUC prior approval if the customer's household income exceeds 150 percent of the federal poverty
level.

CITY GOVERNMENTAL OVERSIGHT

Gas Commission

The Management Agreement provides for a five member Gas Commission consisting of the City
Controller, two members appointed by City Council and two members appointed by the Mayor, and vests in the Gas

Commission the responsibility for overseeing the operation by PFMC of PGW. The City Controller holds office
during his incumbency. The members appointed by the City Council and the Mayor each serve for terms of four
years and hold office until their successors are appointed and qualified. The current members of the Cas
Commission are listed below:

Marian B. Tasco. Chairwoman. Ms. Tasco represents the Ninth District in City Council where she also
serves as Majority Leader. Councilwoman Tasco was appointed to the Gas Commission by City Council on
August 2, 1992 and has served as Chairwoman since that time. She was reappointed to the Gas Commission by City
Council on January 24, 2008 for aterm ending January 7,2012.

Alan L. Butkovitz. Mr. Butkovitz is the City Controller of the City. Mr. Butkovitz has served as

Controller and a member of the Gas Commission since January 2, 20A6. Mr. Butkovitz's current term expires on
January 3, 2010. He has duly appointed Harvey M. Rice, First Deputy City Controller, and Robert Jaffe, Director of
Legal Policy for the City Controller's Offrce, to serve as an Alternate Commissioner in his absence.

Carmen E. Adames. Ms. Adames is the President of Adames Professional Services, an accounting and

business consulting firm primarily serving Hispanic-owned businesses. She is the past Treasurer and past President
of the Philadelphia Hispanic Chamber of Commerce. She was appointed to the Gas Commission by Mayor
Michael A. Nutter on March 26.2008.

Roval E. Brown. Mr. Brown is the Vice President, Treasury Services for Independence Blue Cross. Mr.
Brown was appointed to the Gas Commission by then Mayor Edward G. Rendell on August 8, 1996 and has served
continuously since that time. He was reappointed to the Gas Commission by Mayor Michael A. Nutter on
March 26.2008.
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Curtis Jones. Jr. Mr. Jones represents the Fourth District in City Council where he also serves as Chairman
of the Committee on Transportation & Public Utilities. He was appointed to the Gas Commission by City Council
on January 24,20A8 for a term ending January 7,2012.

The Management Agreement grants the Gas Commission certain specified powers and duties and other
powers not specifically granted to PFMC. The powers and duties granted to the Gas Commission include the fixing
of PGW rates and charges (now the jurisdiction of the PUC), approval of personnel provided by PFMC, review of
gas supply contracts for approval by City Council, approval of changes in tests and standards of gas quality and
pressure, approval of PGW's operating budget, review of PGW's capital budgets and recommendations thereon to
City Council, approval of certain loans (but not issuance of bonds), access to and review of all books, records and

accounts of PGW, prescription of insurance requirements, promulgation of standards for procurement and disposal
of material, supplies and services and approval of all real property acquisitions, sales and leases for further approval
of City Council.

PGW BUDGET, RATES AND FINANCES

The revenues which PGW uses to pay debt service on its indebtedness and to fund its operations are

derived primarily from the sale of gas distribution and related services to its customers. Rate and tariff charges for
the sale of gas services are proposed by PGW based on, among other factors, anticipated revenues and expenses,
required working capital, required debt service coverage and need for funds for capital expenditures.

Budget Approval

The Management Agreement requires PGW to prepare an annual operating budget and an operating
forecast for the three years following the budget year. The operating budget and forecast are subject to the approval
of the Gas Commission. PGW also prepares annually a proposed capital budget and a forecast for the five years

following the budget year. The Gas Commission and the Director of Finance of the City review the capital budget
and forecast and forward it, together with their recommendations, to City Council for its approval.

The Gas Commission holds public hearings on the budgets at which PGW and other interested parties are
permitted to present evidence to support their positions. Communify Legal Services, lnc. was appointed by the Gas

Commission in 1988 to serve as Public Advocate and continues to represent residential customers in budget
proceedings. The Gas Commission considers a number of factors before determining whether to accept, modify or
reject the budgets proposed by PGW. Based on its furdings, the Gas Commission issues an order regarding the

operating budget. The capital budget and forecast are reviewed by the Director ofFinance ofthe City and by the

Gas Commission, and are forwarded to City Council for approval. The Gas Commission order regarding the

operating budget and the City Council ordinance regarding:he capital budget may direct PGW to reduce expenses in
certain areas or increase spending on certain items or to undertake specific projects. This process remains

unchanged after passage of the Gas Choice Act which provides that the City continues to determine PGW's budget
function.

Rates and Charges

The rates charged by PGW for providing gas service are subject to various statutory provisions. The 1975

General Ordinance, the 1998 General Ordinance, the Note Ordinance and the Management Agreement, the complete
text of which was authorized by ordinance, each contain a rate covenant. See APPENDIX D for further descriptions
of the 1975 General Ordinance and the 1998 General Ordinance. PGW's rates are also subject to regulation under
the Public Utility Code by virtue of the Gas Choice Act.

Section 2212(b) of the Public Utility Code transferred rate setting authority for PGW from the Gas

Commission to PUC, effective July l. 2000. Section 2212(e) of the Public Utility Code requires the PUC,
notwithstanding any other Public Utility Code provision, to follow the "sarne ratemaking methodology and
requirements" that were applied by the Gas Commission, when determining PGW's revenue requirements and

overall rates and charges. The Gas Choice Act requires the PUC to follow that ratemaking methodology until all
"approved bonds have been retired, redeemed, advance refunded or otherwise defeased." Approved Bonds are those
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obligations issued in accordance with the Ac1 or the lnventory and Receivables Financing Act and which were
outstanding as ofJuly l, 2000, or which are issued on or after July 1, 2000, unless City Council declares such bonds
not to be "approved." All 1975 Ordinance Bonds and 1998 Ordinance Bonds are Approved Bonds. As discussed
below, the PUC, in its October 4,2001 Order confirmed PGW's ratemaking methodology by stating; "That, in
accordance with Section 2212(e) of the Gas Choice Act, we herein set rates for Philadelphia Gas Works in
accordance with its previous ratemaking methodology and requirements. In this instance, Philadelphia Gas Works'
previous ratemaking methodology, as contained in its Management Agreement and affirmed by the Pennsylvania
courts, is the cash flow method."

As acknowledged by the PUC in its October 4. 2001 Order, the specific elements of PGW's "prior
ratemaking methodology and requirements" are set forth in the Management Agreement. The Management
Agreement directs the Gas Commission to fix rates and charges which, together with Project Revenues, will in each
Fiscal Year produce revenues sufficient, at a minimum:

(a) to pay all the operation and maintenance costs and expenses of PGW, including but not
limited to, depreciation, employee retirement costs and a management fee to PFMC equal to the actual
costs of PFMC in managing PGW, to pay expenses of the Gas Commission, to pay debt service (including
sinking fund deposits) becoming due in such Fiscal Year on debt incurred for PGW and to meet applicable
rate covenants and sinking fund reserve requirements;

(b) to make annual payments to the City in the aggregate principal amount of $18 million;

(c) to provide appropriations for prepayment of debt reduction and capital additions not
otherwise provided which are determined by the Gas Commission to be reasonable and which are approved
by City Council; and

(d) to provide cash or equivalent for working capital in such reasonable amounts as may be

determined by PFMC and approved by the PUC.

The Management Agreement provides that, for pur?oses of complying with such rate requirements, the
amount of operating expenses which do not represent an actual outflow of funds (e.g., depreciation) may be included
in determining whether revenues are sufficient to meet other costs, expenses and requirements. Further, Section VII,
l(c) of the Management Agreement obligates rates to be set to comply with the covenants of PGW's bonds and
commercial paper program.

Section 2212(e) of the Public Utility Code also states that, notwithstanding any other provision of the
Public Utility Code, the PUC is required to set PGW's rates to permit the City to comply with its covenants to the
Holders of any Approved Bonds. There are three bond covenants that are relevant with respect to establishing
PGW's revenue requirement: a) a covenant that requires PGW to produce net revenues at least equal to 150% of the
annual debt service obligation; b) a covenant that requires PGW and its owner, the City of Philadelphia, to charge
rates that permit PGW to have suffrcient cash to pay all of its third party obligations, including its debt service
obligations, during each Fiscal Year in full when they are due; and c) a covenant that requires PGW and the City to
continuously maintain and operate PGW's gas works system.

In regulating PGW, the PUC is further required by Section 2212(f) of the Public Utility Code to permit
PGW to impose. charge and collect rates and charges as necessary to make its annual payment to the City as PGW's
owner. Additionally, the PUC has stated in its September 21,2001 Order, "Thus, we conclude that PGW's payment
of $18,000,000 to the City of Philadelphia should be included in its rates requested in this proceeding."

PGW recoven its costs through various mechaaisms (discussed below) reflected in its tariff. Changes in
the cost of raw materials, primarily natural gas costs, are reflected in rates embodied in a Gas Cost Rate ('GCR").
Discounts provided to low income customers and senior citizens are recovered in a separate Universal Service
Charge. The remainder of PGW's costs, including debt service payments, operating expenses (other than costs
covered in the CCR) and the annual payment to its owner, the City of Philadelphia, are recovered in PGW's base
rates, either through monthly customer charges or volumetric chmges.
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PGW's base rates are set, in accordance with the Cash Flow method, to enable PGW to recover a normal
level of expenses and annual obligations, together with an allowance for cash working capital or liquidity. In
PGW's most recent rate proceedings, the PUC authorized rates that produced debt service coverages that complied
with PGW's 1998 General Ordinance and 1975 General Ordinance requirements and produced revenues sufficient
to provide coverage of all obligations including the Base Payment. Any resulting rate increase is then recovered by
increases in the customer or volumetric charges of the various classes of customers taking service from PGW.

Gas Cost Rate

PGW's largest expense item is the cost of the natural gas delivered into its distribution system. Priorto
industry restructuring mandated under FERC Order No. 636, the cost of bundled pipeline sales service was reviewed
and approved by FERC.

Currently, changes in these costs are recovered on a dollar-for-dollar basis through the operation of the
GCR as authorized by the PUC. PGW's tariff permits PGW to charge annual projected changes in natural gas costs

in its GCR factor, after review and approval by the PUC. The GCR is designed to permit PGW, on an annual or
quarterly basis, to adjust its gas cost charge to firm sales customers to approximate its actual cost of natural gas.

PGW calculates its anticipated annual cost for natural gas and allocates that cost to its customers on a level basis for
payment during the Fiscal Year. GCR collections are then matched against actual costs for the year to date, and the
GCR is adjusted annually or quarterly if necessary, to credit or charge customers in the upcoming period for
overpayment or underpayment ofnatural gas costs to date.

Base Rate Filings

Permanent Base Rates. Base rates for PGW are established, using the Cash Flow method, to produce a

targeted amount of revenue for PGW based on various assumptions, such as normal weather conditions and a

projected and normalized level of revenues, expenses, capital expenditures and required working capital and
liquidity. Base rates in effect at any time cannot be modified by PGW except pursuant to a proposed rate filing by
PGW for new base rates, and only to the extent such proposed modification is approved by the PUC for
implementation on a going forward basis.

Prior to passage of the Gas Choice Act transferring rate setting authority for PGW from the Gas

Commission to the PUC, PGW's last base rate increase was approved by the Gas Commission in December 1991 to
generate an additional $15,000,000 ofannual revenue.

On January 5, 2001, PGW filed a proposal with the PUC to permanently increase its base rates by
$65,000,000 annually. By a PUC order entered on December 6,2001, PGW was awarded total permanent rate relief
of $33,558,000, including $11,000,000 of rate relief that the PUC had granted on an interim basis in November
2000.

On February 25,2002, PGW filed a proposal with the PUC to permanently increase its base rates by an

additional $60,000,000 annually. Additional permanent base rate relief of $36 million was approved by the PUC on

August 8,2A02. This $36,000,000 of base rate relief had initially been approved by the PUC on an interim basis by
order entered April 12, 2002, as part of PGW's request for extraordinary rate relief. As a result, the $36,000,000
was effective on April 16,2002.

On December 22, 20A6, PGW filed for a $100,000,000 increase in base rates. PGW sought the rate

increase primarily to cover the increase in non-gas operating expenses and interest expense since its 2002 rate case,

provide sufficient funds available for debt service to meet its rate covenants under the 1975 General Ordinance and

the 1998 General Ordinance, to provide for sufficient cash working capital and ensure, that in the long term, PGW
has adequate liquidity when needed through internally generated funds without having to continually resort to
borrowing funds extemally for capital improvements. On September 13,2007, the PUC granted PGW a

$25,000.000 increase in base rates, effective September2},2007. PGW appealed the PUC's order to the

Commonwealth Court where it was affirmed by an opinion and order issued February 4,2A09. On May 4,2009,
PGW filed a petition for allowance of appeal of the Commonwealth Court decision with the Pennsylvania Supreme
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Court. PGW alleged that, while the PUC professed to have utilized the specifrc cash flow ratemaking method
mandated by Section 2212 of the Gas Choice Act, its actual application failed to adequately consider PGW's cash

working capital and intemal generation needs.

On November 14,2008, PGW filed for extraordinary base rate relief of $60,000,000, effective January 1,

2009. The request was granted December 19, 20A8. PGW filed the request primarily with the intention of
improving financial ratios ts cover increased financing costs in the future and providing for the continuation of more
reliable service. [n granting the extraordinary relief, the PUC required PGW to file a permanent base rate case no
later than December 31, 2009. The Office of Small Business Advocate filed a petition for reconsideration of the
PUC's extraordinary rate order, challenging the allocation of the rate increase. The PUC dismissed the petition on
March 26,2009. The PUC imposed several conditions on PGW's receipt of extraordinary rate relie{ all of which
PGW has accepted: PGW was required to: (1) file its Business Transformation Initiative -Full Plan with the PUC
for review, followed up by annual reports on its implementation and savings; (2) provide monthly reports of
financial and operational performance, and the results of cost containment efforts; (3) submit a performance-based
incentive compensation plan for all management employees for comment by the PUC; (4) submit, ninety (90) days
in advance of negotiating its next employee collective bargaining agreement, a plan for improving performance and
implementing efficiencies for hourly employees; (5) convene a collaborative process to explore options for
transitioning default service supply customers to alternative suppliers; (6) take appropriate steps to seek repeal ofthe
City of Philadelphia ordinance mandating the annual $18 million payment to the City.

Weather Normalization. The Weather Normalization Adjustment Clause ("WNA") was approved by the
PUC Order dated August 8, 2002. The purpose of the WNA is to neutralize the impact of weather on PGW's
revenues. This allows PGW to achieve the recovery of appropriate costs as authorized by the PUC. The WNA
results in neither a rate increase nor a rate decrease, but acts as a billing adjustment. The main benefits of the WNA
are the stabilization of cash flow and the reduction of the need for short-term borrowing from year to year. The
WNA is applied to customer invoices rendered during the period of October I through May 3 I of each year for each

billing cycle. The WNA will continue in place unless the PUC issues an order directing that it be discontinued.

Restructuring's f,ffect on PGW Rates

Consistent with the requirements of the Gas Choice Act, as of September l, 2003, PGW has provided
service pursuant to unbundled tariff terms and conditions of service. The principal changes that occurred were:
1) the rates of all PGW customers are separated into a distribution component and a natural gas commodity
component; 2) as of September l, 2003, all customers have the right to purchase natural gas from an alternative
natural gas supplier, but are required to utilize PGW's distribution system to deliver the commodity to the
customer's meter; 3) PGW will provide certain services to suppliers, for a tariffed charge. to facilitate the supplier's
sale of natural gas to customers and the delivery of gas supply to PGW's city gate; and 4) PGW is the Supplier of
Last Resort for all residential, small commercial and industrial and human needs customers who do not take service
from an alternative natural gas supplier.

The rate unbundling and choice options available as of September 1,2003 were designed by PGW to be
revenue neutral such that PGW's earnings levels will not change as a result of restructuring.

PGW was also required as part of its restructuring filing, and has so filed with the PUC, a plan to come into
compliance with all applicable PUC rules and regulations (i.e., PGW's Compliance Filing on September l, 2003).
The Gas Choice Act also establishes that any incremental costs that PGW incurs in complying with new regulatory
requirements may be recovered in a non-bypassable surcharge to be embedded in PGW's base rates. As of
September l, 2003, PGW charged incremental restructuring costs in a Restructuring Surcharge which were charged
to all firm customers on a non-bypassable basis and was reconcilable so as to result in dollar-for-dollar recovery. In
2007 , the Restructuring Surcharge was removed from the tariff by PGW because the related costs were recovered or
are being recovered elsewhere. Additionally, on September 30,2004, the PUC denied PGW's request to continue
the senior discount program for post-September 1, 2003 applicants and its appeal to the Commonwealth Court of
Pennsylvania was denied. There are currently approximately 37,A0t "grandfathered senior citizen discount
participants." All current participants are "grandfathered" into the existing program and will continue to receive the
20olo discount unless the program is modified or ended by the enactment of an ordinance by the City.
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Capital Improvement Program

Net proceeds of revenue bond sales (other than sales of refunding bonds) are placed into restricted
segregated accounts for the Capital lmprovement Program and are requisitioned for expenditures as required for the

Capital Improvement Program or to reimburse PGW for expenditures made in advance of issuance of bonds. For
use of the proceeds of the Bonds, see "PLAN OF FINANCE AND ESTIMATED SOURCES AND USES OF
FUNDS." PGW determines its capital improvement requirements from projected customer additions, pipeline gas

availability, peak day gas requirements, enforced relocation due to highway and bridge construction and the need to
maintain its plant and equipment in a safe, adequate and reliable manner. For-further discussion of the Capital
Improvement Program, see "FISCAL YEAR 2007 AND 2008 CAPITAL BUDGET AND FORECASTS" below and

APPENDIX B - "Independent Consultant's Engineering Report."

The following table represents information regarding actual net capital expenditures for each of the five
Fiscal Years 2004-2008 as well as unaudited information for the periods September |, 2A07 through March 3 1 , 2008

and September 1,2008 through March 31,2009:

PHILADELPTIIA GAS WORKS CAPITAL EXPENDITURES,
(DOLLAR AMOUNTS IN THOUSANDS)

(FISCAL YEAR ENDED AI-IGUST 31)

2008

$ 2,515
47,748

5,813
1.139

4,527

61.742
(70.00q)

__G*2511

PERIOD
SEPTtrMBER I

THROUGH
MARCH 3T

(UNAUDITND)

2008 2009

$ 1,429 $ 1,024
26,545 26,573
2,976 3,028
543 257

3,427 4,279

34.914 35.161
NA NA

NA NA

Gas Processing
Distribution
Field Services
Information
Technology
Other
Departments(r)
Total 

(:)

Capital Fund
Drawdowns
Other Funding
Sources (Uses) for
Capital
Expenditures

2004

$ 9,843
40,096

3,266
1,304

5,407

59.916
(55.601)

__4315

2005

$ 5,008
43,572
5,288
t,928

I l,l 14

66"910
(68.000)

_J]jgCI

2006

$ 3,615
44,593
5,22r
1,8 19

6,07s

61.313
(60.295)

__l3r8

2007

$ 3,332
48,549
6,621
1,228

10,288

70.018
(65.000)

l-013

* This information was obtained from PGW's historical records.(l) hcludes Approved and Budgeted Programs for Field Operations, Building Services, Customer Affairs and

Systems Technology(2) Net of reimbursements. contributions and salvaee.

Other Funding Sources

PGW provides for a portion of capital costs to be funded through the use of, intemally generated funds.

lnternally generated funds consist of net revenues after payment of City Charges. See "PGW BUDGET, RATES
AND FINANCES - Debt Service Coverage Ratio." A decline in net revenues reduces internally generated funds
and requires that the shortfall be funded from the issuance ofbonds or other indebtedness or the incurrence ofcapital
leases. In Fiscal Years 2004-2008, PGW provided $1,000,000 of other funding sources of actual capital
expenditures.
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Fiscal Year 2008 and 2009 Operating Budgets

On May 29,2008, PGW filed its fiscal2009 Operating Budget. The PGC conducted informaldiscovery
conceming the budget in July and August 2008 and public hearings in September 2008. The PGC authorized
interim spending authority of $88,140,000 for the period September l. 2008 through December3l,2008, pursuant
to a Motion dated September 23, 2008. A final Order approving interim spending was approved by the PGC at its
September 23,2008 meeting. Briefs were filed on October 15, 2008, a Recommended Decision was received on
October 27 , 2008 and a final budget approval was granted by the PGC on December 2, 2008.

On July 13, 20A7, PGW filed its fiscal year 2008 Operating Budget. The PGC conducted hearings
concerning this budget in August 2007 and approved PGW's proposed operating revenues and expenses with net
adjustments of $4, 1 97,000.

Fiscal Year 2008 and 2009 Capital Budgets and Forecasts

OnJanuary2,2009,PGWfiledaproposedFY2010Capital Budgetintheamountof$74,407,000. On
April 13, 20A9,the PGC, after review and evaluation, approved a recommendation to City Council for a budget of
$72,215,000. An Ordinance approving this budget was approved by City Council on May 2l,2AA9; the Ordinance
was signed by the Mayor on June 4,2009.

During Fiscal Year 2009, PGW projects net capital expenditures of approximately $50,459,000, with an
additional $381,339,000 forecasted for the five year forecast period. Approximately 83% of Fiscal Year 2009
capital expenditures are for Distribution, Field Services and Gas Processing Deparhnent projects.

On January 2, 2A08. PGW filed a proposed fiscal year 2009 Capital Budget in the amount of $73,436,000.
After review and evaluation, the PGC on April 30, 2008 approved a recommendation to City Council for a budget of
$71,956,000. The PGC's recommendation was approved by City Council on June 19, 2008 and the ordinance signed
by the Mayor on July 2,2008.

On January 2,2007, PGW filed with the Philadelphia Gas Commission ("PGC") its fiscal year 2008 Capital
Budget requesting spending authority in the amount of $l18,243,000. This budget request was amended by PGW to
reflect the defenal of two projects, construction of Phase It LNG Replacement and lmplementation of Billing
Collection Customer Service (BCCS) for a reduction of $47,300,000. The PGC conducted hearings conceming this
budget in February 2007. Briefs were filed on March 13,2007. The Hearing Examiner issued a Recommended
Decision on March 27.2007 for consideration by the Commissioners further reducing the budget by $295,000. The
PGC's Resolution and Order recommending approval of the fiscal year 2008 Capital Budget to City Council was
passed on Apri| 25,2007. This recommendation of $70,648,000 was approved by Crty Council on June 15,2007.
The Mayor signed the Ordinance approving the fiscal year 2008 Capital Budget on September 2A,2007.

On September}7,2007, PGW filed with the PGC a proposal to amend the approved fiscal year 2008
Capital Budget for two new line items totaling $1,433,000. These line items were Supplemental Funding -
Consolidate Fire Protection System - Richmond Plant for $1,171,000 and Disaster Recovery for Richmond and
Passyunk Plans for $262,000. On October 23, 2007, PGW filed a proposal to further amend the budget by adding
another new line item Partial Reauthorization - Customer Service Data Warehouse for $169,000. Concurrently,
PGW proposed a reduction of $1,523,000 in fiscal year 2008 budget authorization to compensate for the additional
funding requested. The PGC, after review and evaluation, recommended that City Council approye an amended
budget for fiscal year 2008 in the amount of 570,727,000. Subsequently, City Council approved the PGC's
recommendation on March 6,2008, with the Mayor signing the budget ordinance on March 12,20A8.

On April 21,2008,the Philadelphia Facilities Management Corporation (PFMC) Board approved PGW's
Request to file an amendment to the fiscal year 2008 budget in the amount of $2,300,000 for funding to support the
Risk-Based Collections and Field Operations projects. These projects are critical efforts in suppofi of PGW's
Business Transformation effort. The PGC, after review and evaluation, approved a recommendation to City Council
supporting PGW's amendment on July 2,2008. City Council approved the PGC's recommendatian on October 23,
2008 and the Mayor signed the ordinance on November 5, 2008.
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Over the six year forecast period, approximately 84% of PGW's capital expenditures are in Gas Processing,
Distribution and Field Services. These expenditures will support new and replacement main and services and meter
and regulator facilities, as well as projects to maintain PGW's gas processing facilities in proper condition.

[Remainder of Page Intentionally Left Blank]
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Selected Operating Data

The following data is based upon PGW's historical records.

SELECTED OPf,RATING DATA
FISCAL YEARS ENDED AUGUST3I

PERIOD
SEPTEMBER T

THROUGH
MARCH3T

AU
2008 20(B

489,888 491,184

26341 263s3
198 167

22
5]6AD 1JIJM

26,843 29359
703 514

7518 8,078

1587 1,009

3,856 3.888

40507 A,U8

3637e
947

37.3X

Q20s)
4.025

40t06

3l3l
4fp'
u%

3,832
4931
95o/o

Summary ofCu$omers at End of
Period
Resi&ntial
Indusrrial and Commercial:
Firm
Interruptrble

MuricipalandPHA
Total Crstomen

Gas Sales By Classification
(MmO
Resllential:
Heatiq
NorrHeding
Indusbial md Commercial
Firm
InEruFible
O&er
Total Gas Sales & Tranryort

Supply & Dbposition of Gas

CIImO
NerralGasP'nchased
LiquefiedNaualGm
TotalGasSuppg

Deduct:
Additbns to (Widdrawals) from
Gas Storage

PG!Vs Use and Odrer
TotalGasSalcs

AverageMon&ly Usage of
Resilential Customers (Mcf):
HeatftE
l.,lon-Heding

&'erage illonthly Bill Of
Resfrlential Customers:
Heatirg
trlm.Heating

DegreeDays
IrloffnalDegreeDays
Percerfiage off.trornral Degree Days

47r941

26243
470

L

493656

q,826
l,g5l

I 1,543

4,103

r.796

@2p

64zut
2.ffi

66.853

$10457
$45.00

470,758

25,9m
3n

2

497.147

39,033

195s

I 1,156

4Jl0
1573

582:7

65,695

2"199

67.89+

$l10.68
$49.09

459,U2

25,718

312
2

4E5iZt

31980
t,szl

10,104

2426
1.755

4&786

53,885

1.084

54fr9

(165)

6-350

L8.J&

$139.66

$61.5s

3,819
455s
&|o/a

479,553

25970
105

2

505.630

3s24s
1,040

10,491

47M
1580

5r,60

(261)

7.054

51.060

$r36.70
w2.

478,7t6

259r9
68
z

504J05

rcn2
r39r
1.833

48.985

$131.01

911.48

343s7
802

36,190
r236

174?r,

55-905 53380
1.948 1.280

52853 54660

(8,738)

3-316

42.8r'.8

1,088

4.587

48-985

290 2As7
6344 7210
ffi219 58227

NA NA
NA NA

6.6
1.7

NA NA
NA NA

7.0

1.9

6.6
2.7

7.6

2.7
83
2.6

fin 3,7M
452s 4Jr0
83o/a 834/o

43n
4555
95%

4287
4,555

91%
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Maximum 24Hour Sendout
(Mcf)

Peakda,v Average Ternperatrue

(Degees)

620i113

l3
591.133

l)
490.n3
2l

Summary of Statements of Income and Expenses

Information for each of the Fiscal Years ended August 3l should be read in conjunction with and was

derived from the audited frnancial statements and notes thereto.

(Dollar Amounts in Thousands)

FTSCAL YEARS ENDED AT]GT.iST 3I

20$
Operating Revenues
Residential:
Heating
Non-Heating
Industrial and Commercial :

Firm
Intemrptible
Gas Transportation
Other Gas Revenues
(Municipal. Philadelphia
Housing Authority ("PHA"),
Unbilled Revenues and GCR
Adjustment)
Appliance & Other
Total Gas Revenues
Other Operating Revenues
Totsl Opereting Revenues
Operating Expenses
Naaral Cas & Raw Material
Gas Processing
Field Serv'ices
Distribution
Customer Activities
Administrative & Ceneral
Pensions
Tares. other than income
Depreciation
Total Operating Erpcnses
Operating Income
Interest and Other lncorne
Income before Interest Expense
Interest Expense
Net Income (Lossl {tl

$534,406
33, I 59

r59.977
32,104
2,945

$565,s33
35.537

171,838
44.678
4,679

$593,797
34,182

200,3 l3
33.509

6,459

$588,536
20.040

173,080
26.67e

8,575

12.7 t7
r26,805
22.917

6,055

20,465
10.065

793,121
18.889

8 12,3 l0

450,868
17,284
?o <57

15,778
105,,1 l7
64.670
t4,973
6,638

33.966
739,151

73,r59
3,580

76,739
59.580

$1t-t59

8,285
l0-895

84t,,14s
21"9t2

863,357

509,704
18,58,1

28,455
l5,l l5

104,194
60,995
14,702
6,218

35.045
793,012

70.3.15

1,778
75,t23
63.85 r

stt.272

61.701
10.482

940.443
t2 <ti

953,968

625.093
l5,234
35,667
15,179

70.971
59,484
17.563
6.1?4

34.725
880,040
73.928

8.5 l8
82,446
65-687

s I 6-759

653
9-398

849,503
9.818

859,35 r

539,300
16,240
36.100
17,n9
69,422

83,240(2)
r5,2t7
6,730

36.380
8 19,748

39.601
13,073

52,676
68.780

($16. l0.l)

14,5 l8
8.607

840,035
o <o,

849,627

5 1 1.976
14,436
37,126
t7,3r9
67,380

86,55d2)
14,258
j,bll

39.521
794,246

55.381
15,732

7t.r l3
68.006
$ito7

68,240
4.784

672,986
5.453

678,439

423.488
7,971

23,169
9,907

44,543
16.391{2\

8.199
2.860

22.871
5E9,705

88.734
lh )4)
98.976
40.263

$58J13

66,747
4.926

749,8t2
5.546

?55 ?SR

493,170
9,367

23,38r
11,306
51,247

53,857(2)
8,268
3,925

22.076
676,597
78,761
7,186

85,947
44.970

w"giJ

I

589,588 s333491 s33,349 514,126

14231
12315

PERIOD SEFIENIBf,R I
THROI-IGH
N-TARCII 31

ruTNAUDITED)

$587,648
24,439

t87,0'76
31,439

8,8s0

1t) Ne lncome {Loss) is before payment of the $18,000.000 Base Payment portion of City Charges.
(r) Includes Post Employnrent Benefits

Debt Service Coverage Ratio

The annual operating budget approved by the Gas Commission estimates the level of revenues required to
reach at least the minimum debt service coverage ratio mandated by the 1975 General Ordinance and the 1998

2W

$502.30 I

1?.978
142,0'.77

14,674

6,109
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General Ordinance. The following table presents historical revenue and debt service cov€rage calculated under the
1975 General Ordinance and the 1998 General Ordinance.

IIISTORICAL REVENUES AND DEBT SERVICE COVERAGE
(DOLLAR AMOUNTS IN THOUSANDS)

2W 2005 M
Operating Revenues
Interest and Other Income
AFUDC (Interest)
Total Funds
Adjustments
Project Revenues

Operating Expenses
Less:
Depreciation
Other Adjustments
Net Operating Expenses
Funds Available To Cover
Debt Serv'ice

Debt Service
Requirements:
Revenue Bonds 1975
PMA/Capital Leasing
Revenue Bonds 1998
Subordinate Revenue
Bonds 1998
Commercial Paper Notes
Total Debt Service

Net Funds Available for
Other Purposes:

Debt Service Coverage:
Senior Revenue Bonds
1975
Senior Revenue Bonds
1998
Subordinate Revenue
Bonds 1998
Coverage of Debt Sen ice
& City Payment

$8r2,3 I 0
2"635

907
8 l 5.852

231
816.086

739,151

38,868
478

699,805
I 16.281

$863,357
22,126

907
886,390
(3.109)

883,281

793,0r2

39,547
443

753,022
t30,259

$953,968
25,866

981
980,815

3.451
984,266

880,040

37,9s5
894

84l,l9l
143,075

4r.949

32,g39{r)
1,986

5.968
82.741

60,334

3.41

3.08

34.38

1.41

2W7

s859,35 l
30,448

408
890.207
(6.650)

883,557

819,748

39,708
27.163{2)
752,877
130,680

35.359

47,611
1,987

8-098
93.055

37.625

3.70

2.00

24.01

t.t7

2{m

s849,627
33,107

338
883.072
fl 1.85r)
87l,2Zl

794,246

42,868
26.655Q)
724,723
146,498

48,630
3,997

39.655
1,988

2.085
96,355

19,926

2.39

1.61

12.07

l.0l

38.806
r,998

45,ggg(t)
1.987

2.864
9r,654

38,605

3.36

t.94

21.87

l.l8

34"225

59,695
1.986

4.099
r00,005

46,493

4.28

1.88

26.47

1.23

(r) 
Capitalized Interest of$2,283.000 and $6,000,000 excluded from the 1998 Ordinance Coverage Calculation in Fiscal Year

2005 and 2006. respectivell.
''' Other adjustments include non-cash Postemployment Benefits for Fiscal Year 200? and 2008 totaling $26,421,000 and
$25.83,1,000" rcspectiyely.

I}IANAGEMENT'S DISCUSSION AND ANALYSIS RESULTS OF OPERATTONS AND FINANCIAL
C0NDITION FOR THE SEVEN MONTHS ENDED MARCH 3r,2009 AND 2008 (UNAUDITED)

The narrative overview and analysis of the financial statements of Philadelphia Gas Works for the seven
months ended March 31, 2009 and 2008 have been prepared by PGW's management. The information presented
here is unaudited and should be read in conjunction with additional information contained in PGW's audited
financial statements as of and for the years ended August 31. 2008 and 2007 attached hereto in APPENDTX A.
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Financial Highlights

o The seven-month period ended March 31, 2009 reflected a 4.9o/o warrner than normal winter. The
seven-month period ending March 31, 2009 was I 1.77o cooler than the prior comparative period and firm gas sales

increased by 2.6 Billion cubic feet (Bcf1. In addition, the Weather Normalization Adjustment (WNA), which was in
effect from October 2008 through March 2009, resulted in heating customers receiving credits totaling $ 1.7 million
as a result of the temperatures experienced during the period. The period ended March 31, 2008 reflected a 15.7o/o

wanner than normal winter. The seven-month period ended March 31, 2008 was 1.5% cooler than the same period
the prior year and firm gas sales decreased by 1.4 Bcf. In addition, the Weather Normalization Adjustment (WNA),
which was in effect from October 2007 through May 2008, resulted in heating customers receiving charges totaling
$10.8 million as a result of the temperatures experienced during the period.

o PGW achieved a collection rate of 93 .3o/o during the rolling twelve months ended March 3l , 2009,
as compared to 97.60/o for the comparable period ended March 31, 2008. The collection rate of 93.3o/o is calculated
by dividing the total gas receipts collected in a rolling 12 month period by the total gas billings that were applied to
PGW customers' accounts during the same period. The same methodology was utilized for the comparative period

ended March 31, 2008.

Condensed Statements ofRevenues and Expenses
(Thousands of Dollars)

Seven Months Ended March 3l
2009 2008

Total gas revenues
Other revenues

Total operating revenues
Total operating expenses

Operating income
Interest and other income
Total interest expense

Excess (defi ciency) of revenues
over (under) expenses

s749,812
5.546

755,358

676.597
78,761

7,186
(40.970)

s44.977

$672,986
5.453

678,439
589.705

88,734
10,242

(40.263)

$58J13

Operating Revenues

Operating revenues for the period ended March 31, 2009 were $755.4 million, an increase of $76.9 million
or I1.3% from same period ended March 31, 2008. The increase for the period ended March 31, 2009 was due to a
colder heating season. Operating revenues for the period ended March 3 l, 2008 were $678.4 million, an increase of
$7.2 million or l.1o/o from the same period ended March 31, 2007.

Total sales volumes, including gas transportation deliveries, for the period ended March 31 , 2009 increased

by 4.7 Bcf to 58.3 Bcf or 8.8% from the same period ended March 31, 2008. For the period ended March 31, 2008

total sales volumes. including gas transportation deliveries, increased by 2.0 Bcf to 53.6 Bcf or 3.8% from the same

period ended March 31, 2007.

The number of customers served by PGW as of March 3 l. 2009 and March 3 I , 2008 were approximately
518,000 and 516,000, respectively. Commercial accounts were approximately 26,AA0, reflecting no change from
March3l,2009andMarch3l,2008. Industrial accountsdecreasedby4.6%fromthepriorperiod'slevelto833.
Residential customers increased to 491,000 customers, an increase of 1,200 from the prior year.

Operating Expenses

Total operating and maintenance expenses, including fuel costs, for the seven-period ended March 31, 2009
were $654.5 million (net of depreciation), an increase of $87.7 million or 15.5% from the same period ended March
3 l, 2008. The increase for the March 3l , 2009 period is a result of increased utilization of natural gas as compared
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to the same period ended March 31, 2008. Total expenses decreased by $23.8 million or 4.Ao/o for the period ended
March 3 l, 2008 compared to the same period ended March 31, 20A7 . The decrease for the March 3 I , 2008 period
reflects a small decrease in the commodity price of gas as well as decreased demand for Natural Gas.

Cost of Fuel - The cost of natural gas utilized increased by $69.7 million or 76.50/oto $493.2 million for the
seven-month period ended March 31, 2009 compared with $423.5 million in the same period ended March 31, 2008.
The average commodity price per Thousand cubic feet (Mcf) increased by $ 1.22 or $56.4 million, while the volume
of gas utilized increased by 1.7 Bcf, 3.8o/o or $ 13.7 million. Demand charges decreased by $0.a million, as compared
to the comparative period ended March 31, 2008.

The cost of natural gas utilized decreased by $ 16.5 million or 3.7o/o to $423.5 million for the period ended
March 31,2008 compared with $440.0 million for the same period ended March 31,2007. The average commodity
price per Mcf decreased by $0.32 or $14. I million, while the volume of gas utilized decreased by 1.8 Bcf, or
$14.8 million. In addition, pipeline supplier refunds for the period decreased by $0.3 million while demand charges
increased by $12.1 million, compared to the same period ended March 31, 2007. Variations in the cost of purchased
gas are passed through to customers under the GCR provision of PGW's rate schedules. Over-recoveries or
under-recoveries of purchased gas costs are subtracted from or added to gas revenues and are included in current
assets or curent liabilities, thereby eliminating the effect that recovery of gas costs would otherwise have on net
income.

The average natural gas commodity prices for utilized gas forthe seven-month periods ended March 31,
2009 and 2008 were $9.34 and $8.12 perMcf, respectively.

Other Operating kpenses - Expenditures for street operations, infrashucture improvements, and plant
operations for the seven-month period ended March 31,2009 totaled $44.1 million compared to $41.3 million for
the comparative period ended March 31,2008. This is a result of higher labor costs. [n addition, the cost for
customer services, collections, account management, marketing and the administrative area increased by
$5.0 million or 9.3o/o in the seven-month period ended March 31,2009 primarily due to costs related to health care
premiums, risk management claims, litigation and cost related to business transformation.

Provisionfor Uncollectible Accounls - The provision for uncollectible accounts for the seven-month period
ended March 31, 2A09 totaled $33.7 million, an increase of $6.2 million or 22.4Vo over the comparative period
ended March 31, 2008, which totaled $27.5million, based on the most recent accounts receivable collectibility
evaluation. The accumulated provision for uncollectible accounts at March3l,2009 reflects a balance of
$146.1 million, compared to the $151.5 million balance as of March 31, 2008. PGW is committed to continuing its
collection efforts in an attempt to reduce outstanding delinquent accounf balances and to provide assistance to those
customers who qualiS for low-income grants and payment programs to help those customers maintain their gas

service.
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Condensed Balance Sheets
(Thousands of Dollars)

March 3l
Assets

Utility plant, net
Restricted investment funds

Curent assets:
Accounts receivable (net of accumulated provision for
uncollectible accounts of$146,057 and $151,539 for
2009 and 2008, respectively)
Other current assets and defened debits, cash and cash
equivalents, gas inventories, materials and supplies

Total current assets

Other assets and deferred debits

Total assets

Fund Equity and Liabilities
Fund equity
Total long-term debt

Cunent liabilities:
Note payable
Current portion oflong-term debt
Other current liabilities and deferred credits

Total current liabilities

Other liabilities and deferred credits

Total fund equity and liabilities

Assets

2009
$ 1,074,135

223,486

249,47r

208.925

458,396

101.086

$_t-857-rc3

$ 260,885
1,123,805

148,000
75.984

r49^924

373,908

98.505

$l-85L103

$1,051,989
308,1 I 8

241,270

143.492

384,762

98.548

$1843i111

$ 27l,sr4
1,223.857

89,300
43,967

l5l.l8l

284,448

63.598

$1,84turu

Utiliy Plant - Utility plant, net of depreciation, totaled $ 1,074. I million as of March 3 1 , 2009, an increase

of $22.1 million or ?.lVo compared with the March 31, 2008 balance of $1,052.0 million. Capital expenditures for
construction of distribution facilities, purchase of equipment, information technology enhancements, and otler
general improvements were $5.1 million for the seven-period ended March 31,2009 compared to $4.8 million for
the period ended March 31,2008. PGW funded capital expenditures through drawdowns from the Capital
lmprovement Fund in the amounts of $0.0million, and $3 1.6 million at March 31,2009 and March 31, 2008,
respectively. The major capital expenditures are associated with PCW's gas supply infrastructure, namely, gas

mains and customer service lines.

Restricted Investment Funds - Restricted investment funds decreased by $84.6 million as of March 31,

2009 from March 3l,2OO8primarily due to drawdown from the Capital Improvement Fund offset by interest
income. Interest income on these funds, to the extent not drawn, is reflected as an increase and approximated
$3.5 million for the period ended March 31,2009 and $4.1 million for the period ended March 31, 2008.

Accounts Receivable - At March 31, 2009 accounts receivable (net) totaled $249.5 million, an increase of
$8.2 million, or 3.4o/o from March 31,2008. Accounts receivable (net) of $241.3 million increased by $21.4 million,
or 9.7o/a from N1arch 31,2007. The accumulated provision for uncollectible accounts, totaling $146.1million
decreased by $5.4million for March 31, 2009 as compared to March3l, 2008. The accumulated provision for
uncollectibleaccountstotaled$l5l.5milliononMarch3l.2008and$174"1 milliononMarch3l.2AAT.
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Other Cutent Assets and Deferred Debits, Cash and Cash Equivalents, Gas lwentories, Materials, and
Supplies -As of March 31.2009 cash and cash equivalents were $100.0 million, an inuease of $58.4 million from
March 31, 2008. Gas storage increased by $2.6 million or 3.2o/o. The increase in gas inventory reflects an increase
in the gas cost per Mcf Materials and supplies of $93.2 million, which principally include gas inventory.
maintenance spare parts, and material, increased by $1.7million and were $91.4million at March 31,2008 and
$83.9 million at March 31,2007. Other cunent assets and defened debits totaled $15.8 million at March 31,2A09
up $5.4million from March 31,2008. At March 31,2008 otler current assets and deferred debits totaled
$10.4 million, up $2.0 million from March 31,2007.

Other Assets and Deferred Debits - At March, 31 2009 other assets and defened debits including
unamortized bond issuance costs, unamortized loss on reacquired debq and a deferred regulatory asset for
environmental expenses totaled $l0l.0million. This represents an increase of $2.5million from March 31,2008,
mainly due to an increase in a deferred regulatory asset for environmental expenses related to the implementation of
GASB 49 on September 1,2007, offset partially by unarnortized loss of reacquired debt.

Liabilities

Long-Term Debt - Long-term debt, including the current portion, and unamortized discount and premium
in the amountof $24.2 million, totaled $l,199.8million forthe period endedMarch 31,2009, $68.0 million less
than the previous period ended March 31,2008, as a result of PGW paying off its $45 million loan from the City
and normal debt principal payments. This represents 82.1o/o of total capitalization in FY 2009:

Short-Term Debt -Due to the highly seasonal nature of PGW's business, short-term debt is utilized to meet
working capital requirements. PCW, pursuant to the provisions of the City of Philadelphia Note Ordinance, may
sell short-term notes in a principal amount, which together with interest, may not exceed $200.0 million outstanding
at any one time. The letter of credit supporting PGW's commercial paper program fixed the maximum level of
outstanding notes plus interest at $150.0 million in both FY 2009 and FY 2008. These notes are intended to provide
additional working capital and are supported by an irrevocable letter of credit and a security interest in PGW's
revenues. The notes outstanding at March 31,2009 had a weighted average interest rate of 0.57% and a remaining
weighted average time to maturity of 4l days. The principal amounts outstanding at March 31,2009 and 2008 were
$148.0 million and $89.3 million, respectively.

ln addition, the Cify provided PGW with a $45.0million,0.0olo interest loan in FY 2001. InFY 2AA7,
PGW paid $2.0 million of the loan leaving an outstanding balance of $43.0 million. tn FY 2008, PGW paid
$20.5 million and $22.5 million in December 2007 and August 2008, respectively to completely repay the remaining
balance of the loan.

Accounts Pa,vable - In the period ended March 31,2009 accounts payable increased $1.8 million ar2.7o/o
compared with the period ended March 31,2008. In the period ended March 31,2008 accaunts payable decreased
$5.4 million or 8.5% compared with the same period ended March 31, 2007 prirnarily due to a decrease in natural
gas payables.

Other Liabilities and Deferred Credils - At March 31,2AA9 other liabilities and deferred credits totaling
$98.5million increased $34.9million compared to March 31,2008. The increase in the period ended March 31,
2009 is the effect of recording the change in the liability for OPEB in the amount of $25.7 million as of August 31,
2008, and an increase in the environmental remediation liability resulting from the implementation of GASB 49
during fiscal year 2008.

Other Financial Factors

Liquidity/Cash Flow - PGW had no commercial paper outstanding at June 30, 2009, resulting in the full
availability of all $150.0 million of the Commercial Paper Program. Additionally, PGW had $102.6 million
available in its Capital Improvement Fund to be utilized for construction expenditures. These funding sources may
be utilized to provide liquidity. The Operating Fund cash balance at June 30, 2009 was $16.9 million. Additionally,
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the City has granted back PGW's annual $18.0 million payment, in each of the last four fiscal years, thereby
improving PGW's overall liquidity position.

PGW's total OPEB actuarial accrued liability as of March 31,2009 was $599.1million if PGW continued
to provide for its OPEB obligations on a pay-as-you-go basis. PGW's actuarial accrued liability would be reduced

to $405.6 million if PGW adopted a policy of funding its ARC. The ARC represents a level of funding that, if paid

on an ongoing basis, is projected to cover normal costs each year and amortize any unfunded actuarial liabilities (or
funding excess) over a period of 30 years. The actuarial valuation utilized a discount rate of 8.25o/o for purposes of
developing the liabilities and ARC to demonstrate the effect of funding the Plan. This rate is based on the

investment return expected on investments segregated in a funded trust. The annual OPEB cost was $27.4 million
for the period ended March 31,2009 and is projected to increase to $43.5 million per year over the ensuing 2U-year

period on a pay-as-you-go basis. The annual OPEB cost was $26.5 million for the period ended March 31, 2008.

In November 2008, PGW filed for an extraordinary or emergency base rate increase of approximately
$60.0 million or 5.2Yo and simultaneously requested an $85.0 million or 7 .4o/o decrease in the GCR for a net 2.2o/o

overall rate decrease of approximately $25.0 million. The proposed base rate increase will serve several purposes.

First, the increase will cover the additional financing costs that PGW anticipates it will incur in the next few months.

Second, the increase will improve PGW's financial position so as to enhance its ability to access the financial
markets and maintain its bond rating. Third, the increase will provide additional liquidity and financial flexibility in
this tight uedit market. On December 18, 2008, the PUC issued its decision approving a base rate increase of $60.0
million or 5.2%o and a deuease in the GCR of $107.0 million for a net decrease in rates of $47.0 million or 4.2o/o.

These rates are effective as ofJanuary 1,2009.

PGW did not receive an extension or replacement of the current Liquidity Facility consisting of the
Standby Bond Purchase Agreement; the Sixth Series Bonds were required to be purchased by the Fiscal Agent on
the mandatory tender date of January 2, 2009. As of June 30, 2009, $311.6 million of the Sixth Series Bonds are

held by the providers ofthe Standby Bond Purchase Agreement as bank bonds. Per the terms ofthe Standby Bond
Purchase Agreement, if the Standby Bond Purchase Agreement is not renewed, and no substitute liquidity facility is
provided, any bank bonds held at that time will be amortized in ten payments payable in December and July for the

next five years. Pursuant to the Standby Bond Purchase Agreement, the first amortization payment was due on

August 3,20A9. The City received an extension on such payment until August 21,2009. PGW recorded as current
debt at June 30,2009 one tenth of the outstanding Sixth Series Bonds as of June 30,2009 ($61.2 million.).

The fair value of the interest rate swap related to the Sixth Series Bonds as of June 30, 2009, including
accrued interest, was negative $33,430,598. This means that PGW would have to pay this amount to terminate the

swap. Per the swap agreement, the refunding or defeasance of the Sixth Series Bonds, in whole or in part, without
the prior written consent of both the counterparty and the insurer, may constitute an event of termination unless

certain conditions are met. There is a termination risk related to the interest rate swap agreement if the credit ratings
of the Swap Provider, on the one-hand, or PGW and Financial Security Assurance Inc. (the "Swap Insurer"), on the
other hand, fall below certain designated ratings levels. If the Swap Provider's ratings fall below A3 or A-
(Moody's/S&P), PGW may terminate the Swap unless the Swap Provider transfers the Swap to a new swap provider
acceptable to PGW or provides credit enhancement or collateral in form and substance acceptable to PGW. The

Swap Provider may terminate the swap if both PGW's bond rating falls below Baa2 or BBB (Moody's/S&P) and the

Swap Insurer's credit rating falls below A2 and A (Moody's/S&P), and PGW fails to provide a Credit Support
Provider acceptable to the Swap Provider or post collateral in form and substance acceptable to the Swap Provider.
While PGW's current credit rating is below the designated levels, the Swap lnsurer's rating is currently AAA and

Aa3.

UNDERWRITING

Subject to the terms and conditions of the Purchase Agreement between the Cify and Wachovia Bank,
National Association, a subsidiary of Wells Fargo & Company ("Wachovia"), the City has agreed to sell to

Wachovia, and Wachovia, as underwriter for the Eighth Series B Bonds and the Eighth Series C Bonds, has agreed

to purchase the Eighth Series B Bonds and the Eighth Series C Bonds, at a purchase price of 5154,760,653.37
(which is equal to the par amount of $155,000.000. less the underwritels discount of $239,346.63). WellsFargo
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Securities is the trade name for certain capital markets and investment banking services of Wells Fargo & Company
and its subsidiaries, including Wachovia Bank, National Association.

Subject to the terms and conditions of the Purchase Agreement between the City and Merrill Lynch, Pierce,
Fenner & Smith Incorporated ("Merrill"), the City has agreed to sell to Menill and Merrill, as underwriter for the
Eighth Series D Bonds, has agreed to purchase the Eighlh Series D Bonds, at a purchase price of $49,921,397.46
(which is equal to the par amount of $50,000,000, less the underwriter's discount of $78,602.54). Menill, the
Underwriter and Remarketing Agent on the Eighth Series D Bonds, and Bank of America" N.A, the letter of credit
provider on the Eighth Series D Bonds, are both wholly-owned, indirect subsidiaries of Bank of America
Corporation.

Subject to the terms and conditions of the Purchase Agreement between the City and J.P. Morgan
Securities Inc., ("JP lVlorgan"), the City has agreed to sell to JPMorgan and JPMorgan, as underwriter for the Eighth
Series E Bonds" has agreed to purchase the Eighth Series E Bonds, at a purchase price of $49,918,762.23 (which is
equal to the par amount of $50,000,000, less the underwriter's discount of $81,237.77).

The underwriters may offer and sell the Bonds to certain dealers and others (including sales for deposit into
investment trusts, certain of which may be sponsored or managed by one or more of the underwriters) at prices
lower than the public offering prices stated on the inside cover page hereof.

REMARKETING

Eighth Series B Bonds-Remarketing Agent

Wachovia Bank, National Association (the "Eighth Series B Remarketing Agent") has been appointed
initially as exclusive remarketing agent for the Eighth Series B Bonds. Subject to certain conditions, upon the
delivery or deemed delivery of Eighth Series B Bonds tendered for purchase by any owners thereof, the Eighth
Series B Remarketing Agent will offer for sale and use its best efforts to remarket such tendered Bonds, any such
remarketing to be made on the date such tendered Bonds are to be purchased, at a price equal to 100% of the
principal amount thereof plus accrued interest, if any. The Eighth Series B Remarketing Agent may be removed or
replaced by the City and may also resign in accordance with the provisions of the Bond Authorization and a
Remarketing Agreement entered into between the City and the Eighth Series B Remarketing Agent (the "Eighth
Series B Remarketing Agreement").

The Eighth Series B Remarketing Agent's responsibilities include determining the interest rate from time to
time and remarketing the Eighth Series B Bonds that are optionally or mandatorily tendered by the owners thereof
(subject, in each case, to the terms of the Bond Authorization and the Eighth Series B Remarketing Agreement), all
as further described in this Official Statement. The Remarketing Agent is appointed by the City and is paid by the
City for its services. As a result, the interests of the Remarketing Agent may differ from those of existing Holders
and potential purchasers ofthe Eighfh Series B Bonds.

The Eighth Series B Remarketing Agent acts as remarketing agent for a variety of variabie rate demand
obligations and, in its sole discretion, routinely purchases such obligations for its own account. The Eighth Series B
Remarketing Agent is permitted, but not obligated, to purchase tendered Eighth Series B Bonds for its own account
and, in its sole discretion, may routinely acquire such tendered Eighth Series B Bonds in order to achieve a
successful remarketing of the Eighth Series B Bonds (i.e.. because there otherwise are not enough buyers to
purchase the Eighth Series B Bonds) or for other re:lsons. However, the Eighth Series B Rernarketing Agent is not
obligated to purchase Eighth Series B Bonds, and may cease doing so at any time without notice. The Eighth Series
B Remarketing Agent may also make a market in &e Eighth Series B Bonds by routinely purchasing and selling
Eighth Series B Bonds other than in connection with an optional or mandatory tender and remarketing. Such
purchases and sales may be at or below par. However, the Eighth Series B Remarketing Agent is not required to
make a market in the Eighth Series B Bonds. The Remarketing Agent may also sell any Eighth Series B Bonds it
has purchased to one or more affiliated investment vehicles for collective ownership or enter into derivative
arrangements with affrliates or others in order to reduce its exposure to the Eighth Series B Bonds. The purchase of
Eighth Series B Bonds by ttre and Eighth Series B Remarketing Agent may create the appearance that there is
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greater third party demand for the Eighth Series B Bonds in the market than is actually the case. The practices

described above also may result in fewer Eighth Series B Bonds being tendered in a remarketing.

Pursuant to the Bond Authorization and the Eighth Series B Remarketing Agreement, the Eighth Series B
Remarketing Agent is required to determine the applicable rate of interest that, in its judgment, is the lowest rate that
would permit the sale of the Eighth Series B Bonds bearing interest at the applicable interest rate at par plus accrued
interest, if any, on and as of the applicable interest rate determination date. The interest rate will reflect, among
other factors, the level of market demand for the Eighth Series B Bonds (including whether the Eighth Series B
Remarketing Agent is willing to purchase Eighth Series B Bonds for its own account). There may or may not be

Eighth Series B Bonds tendered and remarketed on an interest rate determination date, the Remarketing Agent may
or may not be able to remarket any Eighth Series B Bonds tendered for purchase on such date at par and the Eighth
Series B Remarketing Agent may sell Eighth Series B Bonds at varying prices to different investors on such date or
any other date. The Eighth Series B Remarketing Agent is not obligated to advise purchasers in a remarketing if it
does not have third party buyers for all of the Eighth Series B Bonds at the remarketing price. In the event the

Eighth Series B Remarketing Agent owns any Eighth Series B Bonds for its own account, it may, in its sole

discretion in a secondary market transaction outside the tender process, offer such Eighth Series B Bonds on any

date, including the interest rate determination date, at a discount to par to some investors.

The Eighth Series B Remarketing Agent may buy and sell Eighth Series B Bonds other than through the

tender process. However, it is not obligated to do so and may cease doing so at any time without notice and may
require Holders that wish to tender their Eighth Series B Bonds to do so through the Tender Agent with appropriate
notice. Thus, investors who purchase the Eighth Series B Bonds. whether in a remarketing or otherwise. should not
assume that they will be able to sell their Eighth Series B Bonds other than by tendering the Eighth Series B Bonds
in accordance with the tender process.

f,ighth Series C Bonds-Remarketing Agent

Wachovia Bank, National Association (the "Eighth Series C Remarketing Agent") has been appointed
initially as exclusive remarketing agent for the Eighth Series C Bonds. Subject to certain conditions, upon the

delivery or deemed delivery of Eighth Series C Bonds tendered for purchase by any owners thereot the Eighth
Series C Remarketing Agent will offer for sale and use its best efforts to remarket such tendered Bonds, any such

remarketing to be made on the date such tendered Bonds are to be purchased, at a price equal to 100% of the
principal amount thereof plus accrued interest, if any. The Eighth Series C Remarketing Agent may be removed or
replaced by the City and may also rcsign in accordance with the provisions of the Bond Authorization and a
Remarketing Agreement entered into between the City and The Eighth Series C Remarketing Agent (the "Eighth
Series C Remarkeling Agreement").

The Eighth Series C Remarketing Agent's responsibilities include determining the interest rate from time to
time and remarketing the Eighth Series C ihat are optionally or mandatorily tendered by the owners thereof (subject,
in each case. to the terms of the Bond Authorization and The Eighth Series C Remarketing Agreement), all as

further described in this Offrcial Statement. The Remarketing Agent is appointed by the City and is paid by the City
for its services. As a result, the interests of the Remarketing Agent may differ from those of existing Holders and
potential purchasers ofThe Eighth Series C Bonds.

The Eighth Series C Remarketing Agent acts as remarketing agent for a variety of variable rate demand
obligations and, in its sole discretion, routinely purchases such obligations for its own account. The Eighth Series C

Remarketing Agent is permitted, but not obligated, to purchase tendered Eighth Series C Bonds for its own account

and, in its sole discretion, may routinely acquire such tendered Eighth Series C Bonds in order to achieve a
successful remarketing of the Eighth Series C Bonds (i.e., beeause there otherwise are not enough buyers to
purchase the Eighth Series C Bonds) or for other reasons. However, the Eighth Series C Remarketing Agent is not
obligated to purchase Eighth Series C Bonds, and may cease doing so at any time without notice. The Eighth Series

C Remarketing Agent may also make a market in the Eighth Series C Bonds by routinely purchasing and selling
Eighth Series C Bonds other than in connection with an optional or mandatory tender and remarketing. Such
purchases and sales may be at or below par. However, The Eighth Series C Remarketing Agent is not required to
make a market in the Eighth Series C Bonds. The Remarketing Agent may also sell any Eighth Series C Bonds it has

purchased to one or more affiliated investment vehicles for collective ownership or enter into derivative



arangements with affiliates or others in order to reduce its exposure to the Eighth Series C Bonds. The purchase of
Eighth Series C Bonds by the and Eighth Series C Remarketing Agent may create the appearance that fhere is
greater third party demand for the Eighth Series C Bonds in the market than is actually the case. The practices

described above also may result in Eighth Series C Bonds being tendered in a remarketing.

Pursuant to the Bond Authorization and the Eiglrth Series C Remarketing Agreement, the Eighth Series C

Remarketing Agent is required to determine the applicable rate of interest that, in its judgment, is the lowest rate that
would permit the sale of the Eighth Series C Bonds bearing interest at the applicable interest rate at par plus accrued
interest, if any, on and as of the applicable interest rate determination date. The interest rate will reflect, among
other factors, the level of market demand for the Eighth Series C Bonds (including whether The Eighth Series C
Remarketing Agent is willing to purchase Eighth Series C Bonds for its own account). There may or may not be

Eighth Series C Bonds tendered and remarketed on an interest rate determination date, the Remarketing Agent may
or may not be able to remarket any Eighth Series C Bonds tendered for purchase on such date at par and The Eighth
Series C Remarketing Agent may sell Eighth Series C Bonds at varying prices to different investors on such date or
any other date. The Eighth Series C Remarketing Agent is not obligated to advise purchasers in a remarketing if it
does not have third parfy buyers for all of the Eighth Series C Bonds at the remarketing price. In the event The
Eighth Series C Remarketing Agent owns any Eighth Series C Bonds for its own account, it may, in its sole
discretion in a secondary market transaction outside the tender process, offer such Eighth Series C Bonds on any
date, including the interest rate determination date, at a discount to par to some investors.

The Eighth Series C Remarketing Agent may buy and sell Eighth Series C Bonds other than through the
tender process. However, it is not obligated to do so and may cease doing so at any time without notice and may
require Holders that wish to tender their Eighth Series C Bonds to do so through the Tender Agent with appropriate
notice. Thus, investors who purchase the Eighth Series C Bonds, whether in a remarketing or otherwise, should not
assume that they will be able to sell their Eighth Series C Bonds other than by tendering the Eighth Series C Bonds
in accordance with the tender process.

Eighth Series D Bonds-Remarketing Agent

Merrill Lynch, Pierce, Fenner & Smith Incorporated has been appointed to serve as remarketing agent (the
"Eighth Series D Remarketing Agent") for the Eighth Series D Bonds. The Eighth Series D Remarketing Agent
may resign or be removed and a successor remarketing agent may be appointed in accordance with the terms of the
Bond Authorization and a Remarketing Agreement between the Eighth Series D Remarketing Agent and the City
(the "Eighth Series D Remarketing Agreement").

The Eighth Series D Remarketing Agent's responsibilities include determining the interest rate from time to
time and remarketing Eighth Series D Bonds that are optionally or mandatorily tendered by the owners thereof, all
as further described in this Official Statement. The Eighth Series D Remarketing Agent is appointed by the City and
is paid by the City for its services. As a result, the interests of the Eighth Series D Remarketing Agent may differ
from those ofexisting holders and potential purchasers ofEighth Series D Bonds.

The Eighth Series D Rernarketing Agent is permitted, but not obligated, to purchase tendered Eighth Series
D Bonds for its own account. The Eighth Series D Remarketing Agent, in its sole discretion, routinely acquires
tendered Eighth Series D Bonds for its own inventory in order to achieve a successful remarketing of the Eighth
Series D Bonds (i.e., because there otherwise are not enough buyers to purchase the Eighth Series D Bonds) or for
other reasons. However, the Eighth Series D Remarketing Agent is not obligated to purchase Eighth Series D
Bonds, and may cease doing so at any time without notice. The Eighth Series D Remarketing Agent may also make
a market in the Eighth Series D Bonds by routinely purchasing and selling Eighth Series D Bonds other than in
connection with an optional or mandatory tender and remarketing. Such purchases and sales may be at or below par.
However, the Eighth Series D Remarketing Agent is not required to make a market in the Eighth Series D Bonds.
The Eighth Series D Remarketing Agent may also sell any Eighth Series D Bonds it has purchased to one or more
affiliated investment vehicles for collective ownership or enter into derivative arrangements with affiliates or others
in order to reduce its exposure to the Eighth Series D Bonds. The purchase of Eighth Series D Bonds by the Eighth
Series D Remarketing Agent may create the appearance that there is greater third party demand for the Eighth Series
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D Bonds in the market than is actually the case. The practices described above also may reduce the supply of Eighth
Series D Bonds that may be tendered in a remarketing.

The Eighth Series D Remarketing Agent is required to determine on the Weekly Rate Calculation Date the
minimum rate of interest which, in the judgment of the Eighth Series D Remarketing Agent under then existing
market conditions, would result in the sale of such Eighth Series D Bonds on the Weekly Rate Calculation Date at a
price equal to the Purchase Price. The interest rate will reflect, among other factors, the level of market demand for
the Eighth Series D Bonds (including whether the Eighth Series D Remarketing Agent is willing to purchase Eighth
Series D Bonds for its own account). The Eighth Series D Remarketing Agreement requires that the Eighth Series D
Remarketing Agent use its best elTorts to sell tendered bonds at a price equal to the Purchase Price. There may or
may not be Eighth Series D Bonds tendered and remarketed on a Weekly Rate Calculation Date, the Eighth Series D
Remarketing Agent may or may not be able to remarket any Eighth Series D Bonds tendered for purchase on such
date at a price equal to the Purchase Price and the Eighth Series D Remarketing Agent may sell Eighth Series D
Bonds at varying prices to different investors on such date or any other date. The Eighth Series D Remarketing
Agent is not obligated to advise purchasers in a remarketing if it does not have third party buyers for all of the
Eighth Series D Bonds at the remarketing price. [n the event the Eighth Series D Remarketing Agent owns any
Eighth Series D Bonds for its own account, the Eighth Series D Remarketing Agent may, in its sole discretion in a
secondary market transaction outside the tender process, offer the Eighth Series D Bonds on any date, including the
Weekly Rate Calculation Date, at a discount to par to some investors.

While the Eighth Series D Remarketing Agent may buy and sell Eighth Series D Bonds, it is not obligated
to do so and may cease doing so at any time without notice. Thus, investors who purchase the Eighth Series D
Bonds, whether in a remarketing or otherwise, should not assume that they will be able to sell their Eighth Series D
Bonds other than by tendering the Eighth Series D Bonds in accordance with the tender process.

Eighth Series E Bonds-Remarketing Agent

J.P. Morgan Securities Inc. (the "Eighth Series E Remarketing Agent") has been appointed initially as

exclusive remarketing agent for the Eighth Series E Bonds. The Eighth Series E Remarketing Agent's
responsibilities include determining the interest rate from time to time and remarketing Eighth Series E Bonds that
are optionally or mandatorily tendered by the owners thereof (subject, in each case, to the terms of the Remarketing
Agreement entered into between the City and The Eighth Series E Remarketing Agent (the "Eighth Series E
Remarketing Agreement")), all as further described in this Official Statement. The Eighth Series E Remarketing
Agent is appointed by the Cify and is paid by the City for its services. As a result, the interests of the Eighth Series
E Remarketing Agent may differ from those of existing holders and potential purchasers of Eighth Series E Bonds.

The Eighth Series E Remarketing Agent acts as remarketing agent for a variety of variable rate demand

obligations and. in its sole discretion, routinely purchases such obligations for its own account in order to achieve a
successful remarketing of the obligations (i.e., because there are otherwise not enough buyers to purchase the
obligations) or for other reasons. The Eighth Series E Remarketing Agent is permitted, but not obligated, to
purchase tendered Eighth Series E Bonds for its own account and, if it does so, it may cease doing so at any time
without notice. The Eighth Series E Remarketing Agent may also make a market in the Eighth Series E Bonds by
routinely purchasing and selling Eighth Series E Bonds other than in connection with an optional or mandatory
tender and remarketing. Such purchases and sales may be at or below par. However, the Remarketing Agent is not
required to make a market in the Eighth Series E Bonds. The Remarketing Agent may also sell any Eighth Series E
Bonds it has purchased to one or more affiliated investment vehicles for collective ownership or enter into derivative
arrangements with aftiliates or others in order to reduce its exposure to the Eighth Series E Bonds. The purchase of
Eighth Series E Bonds by the Remarketing Agent may create the appearance that there is greater third party demand
for the Eighth Series E Bonds in the market than is actually the case. The practices described above also may result
in fewer Eighth Series E Bonds being tendered in a remarketing.

Pursuant to the Eighth Series E Remarketing Agreement, the Eighth Series E Remarketing Agent is

required to determine the applicable rate of interest that, in its judgment, is the lowest rate that would permit the sale

of the Eighth Series E Bonds bearing interest at the applicable interest rate at par plus accrued interest, if any, on and

as of the applicable Weekly Rate Calculation Date. The interest rate will reflect, among other factors, the level of
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market demand for the Eighth Series E Bonds (including whether the Eighth Series E Remarketing Agent is willing
to purchase Eighth Series E Bonds for its own account). There may or may not be Eighth Series E Bonds tendered
and remarketed on a Weekly Rate Calculation Date, the Remarketing Agent may or may not be able to remarket any
Eighth Series E Bonds tendered for purchase on such date at par and the Eighth Series E Remarketing Agent may
sell Eighth Series E Bonds at varying prices to different investors on such date or any other date. The Eighth Series
E Remarketing Agent is not obligated to advise purchasers in a remarketing if it does not have third party buyers for
all of the Eighth Series E Bonds at the remarketing price. In the event a Eighth Series E Remarketing Agent owns
any Eighth Series E Bonds for its own account, itmay, in its sole discretion in a secondary market transaction
outside the tender process, offer such Eighth Series E Bonds on any date, including the Weekly Rate Calculation
Date, at a discount to par to some investors.

The Eighth Series E Remarketing Agent may buy and sell Eighth Series E Bonds other than through the
tender process. However, it is not obligated to do so and may cease doing so at any time without notice and may
require holders that wish to tender their Eighth Series E Bonds to do so through the Tender Agent with appropriate
notice. Thus, investors who purchase the Eighth Series E Bonds, whether in a remarketing or otherwise, should not
assume that they will be able to sell their Eighth Series E Bonds other than by tendering the Eighth Series E Bonds
in accordance with the tender process.

As of the date of this Official Statement, JPMorgan Chase Bank, National Association, as a liquidity
provider on the Refunded Bonds, holds a substantial amount of the Refunded Bonds. Proceeds of the Eighth Series
E Bonds, which are being remarketed by J.P. Securities Inc, a bank affiliate of JPMorgan Chase Bank, National
Association, will be used to redeem such Refunded Bonds.

RATINGS

Moody's Investors Service ("Moody's") and Standard & Poor's Ratings Services, a Division of The
McGraw-Hill Companies, Inc. ("S&P") have assigned to the Eighth Series B Bonds the ratings of "Aaa/VMIG I "
and "AAA/A- I +", respectively. The ratings are based upon (i) the ratings of the Eighth Series B Credit Provider,
(ii) the long-term ratings of the City's Gas Works Revenue Bonds, and (iii) Moody's and S&P's uedit correlation of
the ratings of the Eighth Series B Credit Provider and PGW. The Eighth Series B Credit Provider's long-term and
short-term ratings forMoody's and S&P as of the date of this Official Statement are"Aa2/P-l" and UAA/A-I+"'

respectively. The underlying ratings assigned to the Eighth Series B Bonds by Moody's, S&P and Fitch Ratings,
Inc. are "Baa2" with a negative outlook, "BBB-' with a stable outlook and "BBB-" with a stable outlook,
respectively.

Moody's and S&P have assigned to the Eighth Series C Bonds the mtings of "AaalVMIG l" and
"AAA/A-1+", respectively. The ratings are based upon (i) the ratings of the Eighth Series C Credit Provider, (ii) the
long-term ratings the City's Gas Works Revenue Bonds, and (iii) Moody's and S&P's credit correlation of the ratings
of the Eighth Series C Credit Provider and PGW. The Eighth Series C Credit Provider's long-term and short-term
ratings for Moody's and S&P as of the date of this Official Statement arc "Aal/P-l" and "AA-/A-I+", respectively.
The underlying ratings assigned to the Eighth Series B Bonds by Moody's, S&P and Fitch Ratings, Inc. are "Baa2"
with a negative outlook, "BBB-' with a stable outlook and "BBB-" with a stable outlook, respectively.

ln the Preliminary Official Statement dated Auqust 6. 2009. the shoft-term rating from S&P relating to the
Eiehth Series D Bonds. was stated to be "AA/ A-l+". as shown on an effoneous ratine reoort furnished to the Citv
by S&P. S&P has fumished to the City a corrected rating report assiqnine to the Eiehth Series D Bonds the ratins of
"AA/A-1." Moody's has assigned to the Eighth Series D Bonds the rating of "Aaa/VMIG 1." The ratings are based
upon (i) the ratings of the Eighth Series D Credit Provider, (ii) the long-term ratings of the City's Gas Works
Revenue Bonds, and (iii) Moody's and S&P's credit correlation of the ratings of the Eighth Series D Credit Frovider
and PGW. The Eighth Series D Credit Provider's long-term and short-term ratings for Moody's and S&P as of the
date of this Official Statement are "Aa3/P-1" and "A*/A-1", respectively. The underlying ratings assigned to the
Eighth Series B Bonds by Moody's. S&P and Fitch Ratings, Inc. are "Baaz" with a negative outlook, "BBB-" with a
stable outlook and "BBB-" with a stable outlook, respectively.

Moody's and S&P have assigned to the Eighth Series E Bonds the ratings of "AaalVMIG l"and
"AAA./A-l+", respectively. The ratings are based upon (i) the ratings of the Eighth Series E Credit Provider, (ii) the
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long-term ratings of the City's Gas Works Revenue Bonds, and (iii) Moody's and S&P's credit correlation of the

ratings of the Eighth Series E Credit Provider and PGW. The Eighth Series E Credit Provider's long-tetm and

short-term ratings for Moody's and S&P as of the date of this Official Statement are "AallP-l" and "AA-/A-I*",
respectively. The underlying ratings assigned to the Eighth Series B Bonds by Moody's, S&P and Fitch Ratings,

Inc. are "Baa2" with a negative outlook. "BBB-" with a stable outlook and "BBB-" with a stable outlook,
respectively.

Any explanation of these ratings may only be obtained from the rating agencies. A credit rating is not a
recommendation to buy, sell or hold securities. No assurance is given that such ratings will be maintained for any
given period of time or that they may not be lowered or withdrawn entirely by the rating agencies if, in their
judgment, circumstances so warrant. Any such downward change in or withdrawal of any of such ratings may have

an adverse effect on the market price ofthe Bonds.

The Eighth Series B Credit Provider is not obligated to maintain its present or any other credit rating and

shall have no liability if any such credit rating is lowered, withdrawn or suspended.

The Eighth Series C Credit Provider is not obligated to maintain its present or any other credit rating and

shall have no liability if any such credit rating is lowered, withdrawn or suspended.

The Eighth Series D Credit Provider is not obligated to maintain its present or any other credit rating and

shall have no liability if any such credit rating is lowered, withdrawn or suspended.

The Eighth Series E Credit Provider is not obligated to maintain its present or any other credit rating and

shall have no liability if any such credit rating is lowered, withdrawn or suspended.

The City is not required to maintain any particular rating on the Bonds and shall have no liability if a rating
is lowered. withdrawn or suspended.

TAX MATTERS

Federal

Erclusion oflnterest From Gross Income

ln the opinion of Co-Bond Counsel, under existing statutes, regulations, rulings, and court decisions, assuming
thal the City complies with covenants relating to certain requirements of the Intemal Revenue Code of 1986, as amended

(the "Code"), interest on the Bonds will not be includible in gross income of the holden thereof for federal income tax
purposes, is exempt from individual and corporate federal altemative minimum tax ('AMT"), and is not includible in

adjusted current earnings for purposes of corporate AMT.

In rendering its opinion, Co-Bond Counsel has assumed compliance by the City with its covenants contained in
the 1998 General Ordinance and the Bond Authorizations, and the representations in the Tax Compliance Certificale
relating to actions to be taken by the City after issuance of the Bonds necessary to effect or maintain the exclusion from
federal goss income of the interest on the Bonds. These covenants relate to, inter ali4 the use of and investment of
proceeds of the Bonds, and rebate to the United States Treasury of specified arbitrage eamings, if any. Failure to comply
with such covsnants could result in interest on the Bonds becomins includible in soss income for federal income tax
purposes from the date ofissuance ofthe Bonds.

Other Federal Tu lllatters

Ownership or disposition of the Bonds may result in other federal tax consequences to certain taxpayers,
including, without limitation, certain S corporations, foreign corporations with branches in the United States,

property and casualty insurance companies, taxpayers who have an initial basis in the Bonds greater or less than the
principal amount thereof, individual recipients of Social Security or Railroad Retirement benefie. and taxpayers,
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including banks, thrift institutions and other financial institutions subject to Code Section 265,who may be deemed
to have incurred or continued indebtedness to purchase or to carry the Bonds.

Co-Bond Counsel is not rendering any opinion regarding any federal tax matters other than those described
under the caption Exclusion of lnterest from Gross Income and expressly stated in the forms of Co-Bond Counsel
opinions included as APPENDIX F. Purchasers of the Bonds should consult their independent tax advisors with regard to
all federal tax matters.

Pennsylvania

In the opinion of Co-Bond Counsel, under the laws of the Commonwealth of Pennsylvania as enacted and
construed on the date hereol interest on the Bonds is exempt from Pennsylvania personal income tax and Pennsylvania
corporate net income ta4 and the Bonds are exempt from personal properly taxes in Pennsylvaniq however, any profits,
gains, or income derived from the sale, exchange, or other disposition of the Bonds will be subject to Pennsylvania taxes
and local taxes within the Commonwealth.

The Bonds and the interest thereon may be subject to state and local taxes in jurisdictions other than the
Commonwealth of Pennsylvania under applicable state and local tax laws. Purchasers of the Bonds should consult their
independent tax advisors with regard to all state and local tax matters.

CERTATN LEGAL MATTERS

All legal matters incident to the authorization, issuance and sale ofthe Bonds are subject to approval ofthe
legality of the issuance of the Bonds by Blank Rome LLP and Andre C. Dasent, P.C., both of Philadelphia,
Pennsylvania, Co-Bond Counsel. The proposed forms of such opinions are included herein as APPENDX F.
Certain legal matters will be passed upon for the Underwriters by Saul Ewing LLP and Kelly, Monaco and Naples,
LLP Co-Counsel to the Underwriters, both of Philadelphia, Pennsylvania. Certain legal matters will be passed upon
for the City by the City of Philadelphia Law Department. Certain legal matters will be passed upon for PGW by the
OfIice of General Counsel of Philadelphia Gas Works and by Eckert Seamans Cherin and Mellott, LLC of
Harrisburg, Pennsylvania. Certain legal matters will be passed upon for the Credit Providers by Duane Monis LLP,
Philadelphia Pennsylvania.

FINANCIAL ADVISOR

Public Financial Management, Inc., of Philadelphia, Pennsylvani4 has served as financial advisor (the

"Financial Advisor") to the City in respect of the sale of the Bonds. The Financial Advisor assisted in the
preparation of this Official Statement, and in other matters relating to the planning. structuring and issuance of the
Bonds, and has provided other advice. Public Financial Management, Inc. is a financial advisory and consulting
organization and is not engaged in the business of underwriting or marketing of municipal securities or any other
negotiable instruments.

INDEPENDENT AUDITORS

The basic financial statements and supplementary information of the Philadelphia Gas Works as of and for
the years ended August3l,2008 and August 31,2007 included in APPENDIX A to this Official Statement have
been audited by KPMG LLP, as stated in their report appearing therein.

Any financial information other than in APPENDIX A to this Official Statement has not been audited by
any firm of independent auditors and no opinion on such information is expressed in this OfEcial Statement.

INDEPENDENT CONSULTANT'S REPORT

The report prepared by Black & Veatch Corporation, and contained herein as APPENDIX B, has been
included in reliance upon the expertise ofthat company as an independent consulting firm having broad experience
in the design and analysis of the operation of gas works or gas distribution systems of the magnitude and scope of



PGW and having skill in assessing assumptions used in the preparation of forecast financial statements of gas works
systems.

CERTAIN RELATIONSHIPS

Public Financial Managemento Inc., financial advisor to the City, acts as a consultant to PCW on certain
management and labor relations issues and has provided testimony before the PUC on several of PCW's rate cases.

Blank Rome LLP and Andre C. Dasent, P.C. provide cerlain legal services to the City and to PGW. Saul Ewing
LLP provides certain legal services to the City. Kelly, Monaco and Naples, LLP provides certain legal services to
the City. Black & Veatch Corporation provides certain professional services (unrelated to the Independent

Consultant's Report) to PGW.

NO LITIGATION

To the knowledge of the City of Philadelphia Law Department and, solely with respect to the opinion
described in (E) below, based upon certain representations from PGW's General Counsel, after customary inquiry,
no litigation is pending against the City before any court, public board or agency, or threatened in writing against the

City (A) to restrain or enjoin the issuance, sale, execution or delivery of the Bonds, (B) which contests the validity
or enforceability of the Bonds or any proceedings of the City taken with respect to the issuanceo sale, execution or
delivery thereof. (C) which contests the pledge or application of any monies or security provided for the payment of
the Bonds, (D) challenges the existence or powers of the City or (E) in which a final adverse determination, singly
or in the aggregate. would have a material and adverse effect on PGW's operations or financial condition.

Upon delivery of the Bonds. the City Solicitor shall fumish a written confirmation, to the effect, among

other things, that, except for litigation which is disclosed in this Official Statement, to the knowledge of the Law
Departnrent after customary inquiry, no litigation is pending against the City before any court, public board or
agency, or threatened in writing against the City (A) to restrain or enjoin the issuance, sale, execution or delivery of
the Bonds, (B) which contests the validity or enforceability of the Bonds or any proceedings of the City taken with
respect to the issuance, sale, execution or delivery thereof,, (C) which contests the pledge or application of any

monies or security provided for the payment of the Bonds, (D) challenges the existence or powers of the City or (E)
in which a final adverse determination, singly or in the aggregate, would have a material and adverse effect on

PGW's operations or financial condition.

NEGOTIABLE INSTRUMENTS

The Act provides that bonds issued thereunder shall have all the qualities and incidents ofsecurities under
the Uniform Commercial Code of the Commonwealth of Pennsylvania and shall be negotiable instruments.

CERTAIN REFERENCES

All summaries of the provisions of the Bonds and the security therefor, the Act. the General Ordinances
and the Supplemental Ordinances set forth herein and in APPENDIX D hereof, and all summaries and references to
other materials not purported to be quoted in full are only brief outlines of certain provisions thereof and do not

constitute complete statements of such documents or provisions. Reference is made hereby to the complete
documents relating lo such matters for the complete terms and provisions thereof. So far as statements are made in
this Official Statement involving matters of opinion, whether or not expressly so stated, they are made merely as

such and not as representations offact.

CONTINUTNG DISCLOSURE

The City will enter into a Continuing Disclosure Agreement with Digital Assurance Certification, L.L.C.
with respect to the Bonds, which shall constitute a written undertaking for the benefit of the owners and beneficial
owners of the Bonds. The proposed form of Continuing Disclosure Agreement is attached to this Official Statement

as APPENDIX E.
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ADDITIONAL INFORMATION

Upon written request to the office of the Director of Finance and payment of the costs of duplication and
mailing, the Annual Report of the City for the fiscal year ended June 30, 2008, and the audited combined financial
statements of the City for the fiscal year ended June 30, 2008, will be made available, as well as other pertinent
information. Such a request should be addressed to: Office of the Director of Finance, Accounting Bureau, 1330

Municipal Services Building, 1401 John F. Kennedy Boulevard, Philadelphia, Pennsylvania 19102. The City will
provide copies of the foregoing documents to one or more nationally recognized municipal securities information
depositories. The City will provide financial and other information regarding PGW from time to time to Standard &
Poor's Ratings Service, a Division of The McGraw-Hill Companies, Inc., Moody's lnvestors Service and Fitch
Ratings, Inc. in connection with securities ratings assigned by those rating agencies to obligations payable from
Project Revenues or Gas Works Revenues. The City intends to continue these practices in future years on an annual
basis on behalf of PGW as well as all oblieations issued for PGW.

[Remainder of Page lntentionally Left Blank]
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This Official Statement has been duly executed and delivered by the following officers on behalf of the

City of Philadelphia.

CITY OF PHILADELPHIA, PENNSYLVANIA

By:

By:

By:

/s/ Michael A Nrrfter
Honorable Michael A. Nutter, Mayor

/s/ Alan T.. Butkovitz
Honorable Alan L. Butkovitz. Citv Controller

/s/ Shellev R. Smith
Shelley R. Smith, City Solicitor

Approved:

By: /s/ Rob Dubow
Rob Dubow Oir.rto. if Fin*..-
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Independent Auditors' Report

The Controller of the City of Philadelphia and
Chairman and Members of the
Philadelphia Facilities Management Corporation

Philadelphia, Pennsylvania:

We have audited the accompanying balance sheets of Philadelphia Gas Works (the Company), a

component unit of the City of Philadelphia, as of August 31, 2008 and 2007, and the related statements of
revenues and expenses, cash flows, and changes in fund equity, as ofand for the years then ended. Tbese
financial statements are the responsibility of the Company's management. Our responsibitity is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial sktements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Philadelphia Gas Works as of August3l,2008 and2AA7, and the changes in its
financial position and its cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.

The required supplementary information of management's discussion and analysis on pages 3 to 12 and the
schedules of pension funding progress, other postemployment benefits funding progress, and other
postemployment benefit employer contributions on pages 52 to 54 is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepted accounting
principles. This supplementary information is the responsibility of the Company's management. We have
applied cedain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information, However, we did not
audit such information and express no opinion on it.

Our audits were made for the purpose of fonning an opinion on the basic financial statements taken as a
whole. The supplementary information included on pages 55 to 58 is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audits of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

fPMi . Lq , U I lftrod rrhdb e1r6r3F6 ,s.he L 5
n*r&r l@ cl {PMC lFFtf#rl..5s$ ffiF4



As discussed in note l(n), the Company adopted the provisions of Governmental Accounting Standards

Board Statement (GASB) No.45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, and GASB Statement No. 50, Pension Disclosures, as of September l,
2406.

t&Plq- uP

December 29,2008



PHILADELPHIA GAS WORIG
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2A07

The narrative overview and analysis of the financial statements of Philadelphia Gas Works (the Company or
PGW) for the years ended August 31, 2008 and 2A07 have been prepared by PGW's management. The
information presented here is unaudited and should be read in conjunction with additional information contained
in PGW's financial statements.

Financial Highlights

o The fiscal year (FY) 2008 reflected a 16.9To warner than normal winter. The FY 2008 period was 0.7o/o

wanner than the prior year and firm gas sales decreased by 2.4 Billion cubic feet (Bcf). In addition, the
Weather Normalization Adjustrnent (WNA), which was in effect from October 2007 through May 2008,
resulted in heating customers receiving charges totaling $12.2 million as a result of the temperatures
experienced during the period. FY 2007 reflected a 16.6% wanner than normal winter. The FY 2007
period was l.2Yo wanner than the prior year; however, firm gas sales increased by 2.0 Bcf. In addition, the
WNA, which was in effect from October 2006 through May 2007, resulted in heating customers receiving
charges totaling $6.5 million as a result of the temperatures experienced during the period.

o PGW achieved a collection rate of 95.5% in the current period, 95.8% in FY 2007 and 96.60/o in FY 2006.
The collection rate of 95.5Yo is calculated by dividing the total gas receipts collected in FY2008 by the
total gas billings that were applied to PGW customers' accounts from September I through August 31. The
same methodology was utilized in FY 2007 and FY 2006, respectively.

o The Company adopted the provisions of Governmental Accounting Standards Board (GASB) Statement
No. 45 (GASB 45), Accounting and Financial Reporting by Employersfor Postemployment Benefits Other
Than Pensio,rs, as of September l, 20A6 and had a zero net Other Postemployment Benefits (OPEB)
obligation at transition. PGW adopted the provisions of GASB 45 a yeat eaf,lier than required by
GASB because the Company is a component unit of the City of Philadelphia (the Cityi for financial
reporting purposes and the Company's FY 2007 financial staternents will be consolidated into the City's
financial statements for the fiscal year ended June 30, 2008. The difference between the FY 2008 Annual
Required Contribution (ARC) of $44.1 million and the expenses paid by the Company of $18.3 million
resulted in a liability of $25.8 million which has been recorded in other liabilities and deferred credits and
expensed in FY 2008. The difference between the FY 2007 ARC of $45.2 million and the expenses paid by
the Company of $18.8 million resulted in a liability of $26.4 million which was recorded in other liabilities
and deferred credits and expensed in FY 2007.

o GASB Statement No.49, Accounting and Financial Reporting for Pollution Remediation Obligations
(GASB 49), is effective for the Company's fiscal year beginning September l, 2008; however, the
Company has chosen to implement the provisions of GASB 49 a year earlier than required by
GASB because the Company is a component unit of the City for financial reporting purposes and the
Company's FY 2008 financial statements will be consolidated into the City's financial statements for the
fiscal year ended June 30, 2009. This statement establishes a framework for the recognition and
measurement of pollution remediation liabilities. A pollution remediation obligation addresses the current
or potential detrimental efFects of existing pollution by participation in pollution remediation activities.
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Prior to the implementation of GASB 49, the Company recognized liabilities related to its voluntary
participation in remediation activities under Pennsylvania Act2, Land Recycling and Environmental
Remediation Standards Act of 1995, which established the land recycling program, and its mandatory
participation in activities under Pennsylvania Act32, Storage Tank and Spill Prevention Act of 1989,
which established a comprehensive program to prevent leaks and spills from underground and above
ground tanks in accordance with existing U.S. generally accepted accounting principles (U.S. GAAP)
related to the accrual of liabilities.

The Company revised its methodology for estimating its pollution remediation obligations to conform with
GASB 49 in the cuffent year, which resulted in an additional $8.3 million liability which is reflected in
other liabilities and deferred credits at August 31,2008. GASB 49 requires pollution remediation liabilities
to be measured at the beginning of the first period presented in the financial statements. The Company has

not restated prior periods and instead recognized the effect of GASB 49 implementation in the current year,
because the increase in the liability related to the implementation of GASB 49 is not material.

In accordance with U.S. GAAP for regulated entities, the Company has also recognized the long-term
portion of its environmental remediation liability as a regulatory asset because based on available evidence
it is probable that the previously incurred costs will be recovered through rates.

Overview of the Financial Statements

The discussion and analysis are intended to serve as an introduction and overview of PGW's basic financial
statements. PGW's financial statements are comprised of:

Financial statements provide both long-term and short-term information about PGW's overall financial
condition, results of operations, and cash flows.

The notes to financial statements provide additional information that is essential to a full understanding of the

data presented in PGW's financial statements. The notes can be found immediately following the basic financial
statements.

The financial statements report information about PGW as a whole using accounting rnethods similar to those

used by private sector business. The four statements presented are:

The statement ofrevenues and expenses presents revenue and expenses and their effects on the change in equity
during the fiscal year. These changes in equity are recorded as soon as the underlying event giving rise to the

change occurs, regardless ofwhen cash is received or paid.

The balance sfreel includes all of PGW's assets and liabilities, with the difference between the two reported as

equiry. Over time, increases or decreases in firnd equity are indicators of whether PGW's financial position is

improving or deteriorating.

The statement of cash fiows protrides relevant information about the cash receipts and cash payments of an

enterprise during a period and the impact on PGW's financial position.
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The statement of changes in .fund equity provides a rollforward of the fund equity balance of PGW based upon
the results from the statement of revenues ano exoenses.

Condensed Statements of Revenues and Expenses

(Thousands of dollars)

Total gas revenues
Other revenues

Total operating revenues

Total operating expenses

Operating income

Interest and other income
Total interest expense

Excess (deficiency) of
revenues over (under)
expenses

55,381

15,732
(68,006)

$ 3,107

$ 831,428
I 8,199

39,603

13,073
(68,780)

(16,104)

929,967
24,007

953,968

880,040

73,928

8,518
(65,687)

840,105
19,246

849,627

794,246

859,351

819,748

16,759

Operafing Revenues

Operating revenues in FY 2008 were $849.6 million, a decrease of $9.8 million or 1.1% from the FY 2007 level.
The decrease in FY 2008 was due to a milder winter. Operating revenues in FY 2007 were $859.4 million, a
decrease of $94.6 million or 9.9Yo from the FY 2006 level. The decrease in FY 2007 was principally due to lower
fuel costs which are a component of operating revenues through the gas cost rate (GCR). Please see the
discussion of the cost of fuel in the Operating Expenses section below.

Total sales volumes, including gas transportation deliveries, in FY 2008 increased by 2.5 Bcf to 66.3 Bcf or 3.9o/o

from FY 2007 sales volumes of 63.8 Bcf. In FY 2007 total sales volumes increased by 4.4 Bcf to 63.8 Bcf or
7.4%o from FY 2006 sales volumes of 59.4 Bcf. Firm gas sales of 45.5 Bcf were 2.4 Bcf or 5.0% lower than
FY 2047 firm gas sales of 47.9 Bcf were 1.7 Bcf or 3.7a/o higher than FY 2007. Intemrptible customer sales
decreased by 0.9 Bcf compared to FY 2007 and increased by 0.3 Bcf compared to FY 2006. Gas transportation
sales in FY 2008 increased by 5.9 Bcf to 19.0 Bcf from the 13.l Bcf level experienced in FY 2007. In FY 2007,
the volume increased by 2.4 Bcf to l3.l Bcf from the 10.7 Bcf level experienced in FY 2006.

The number of customers served by PGW at the end of FY 2008 decreased by 0.2% from the previous year to
approximately 505,000 customers. The number of customers served by PGW at the end of FY 2007 and FY 2006
were approximately 506,000 and 486,000, respectively. Commercial accounts rMere approximately 25,000,
reflecting no change from the previous two fiscal years. Industrial accounts decreased by l1.l% from the prior
year's level to 800. Industrial accounts were 900 and 1,000 customers in FY 2007 and FY 2006, respectively.
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Residential customers decreased to 479,000 customers, a decrease of 1,000 from the prior year. The number of
residential customers in FY 2007 increased to approximately 480,000 customers, an increase of 20,000 over the

FY 2006 level.

Operating Expenses

Total operating and maintenance expenses, including fuel costs, in FY 2008 were $794.2 million, a decrease of
$25.5million or 3.1% from FY2007. Total expenses decreased by $60.3million or 6.9Yo from FY2007
compared to FY 2006. The decrease for FY 2008 reflects substantially lower natural gas utilization and an

increase in refunds received from pipeline suppliers. The decrease for FY 2007 reflects substantially higher
natural gas prices from FY 2006.

Cost of Fuel - The cost of natural gas utilized decreased by $27 .3 million or S.lYo to $5 12.0 million in FY 2008

compared with $539.3 million in FY 2007. The average commodity price per Thousand cubic feet (Mcf)
increased by $0.25 or $13.5million, while the volume of gas utilized decreased by 4.6 Bcf,7.9o/o or

$37.6 million. In addition, pipeline supplier refunds in FY 2008 increased by $10.0 million while demand
charges increased by $6.8 million, compared to FY 2007.

The cost of natural gas utilized decreased by $85.S million or 13.7%6 to $539.3 million in FY 2007 compared
with $625.1 million in FY 2006. The average commodity price per Mcf decreased by nearly 52.02 or

$ll7 .2 million, while the volume of gas utilized increased by 3.0 Bcf, 5.4Yo or $30.6 million, in FY 2007 despite
a l.2Yo decrease in degree days from FY 2006. In addition, pipeline supplier refunds in FY 2007 decreased by

$0.2 million while demand charges increased by $0.7 million, compared to FY 2006.

Variations in the cost of purchased gas are passed through to customers under the GCR provision of PGW's rate

schedules. Over-recoveries or under-recoveries of purchased gas costs are subtracted from or added to gas

revenues and are included in current assets or current liabilities, thereby eliminating the effect that recovery of
gas costs would otherwise have on net income.

The average natural gas commodity prices for utilized gas for FY 2008, FY 2007, and FY 2006 were $8.48,

$8.23, and $10.25 per Mc{ respectively.

Other Operating Expenses - Expenditures for street operations, infiastructure improvements, and plant
operations in FY 2008 were $68.9 million, down from the FY 2007 total of $69.5 million as a result of lower
labor costs and up from the FY 2006 total of $66.1 million as a result of an increase in the value of gas used from
the time customers request shutoff to the occupancy of the premise by a subsequent customer. This cost was
partially reduced by lower operating expenses due to warrner weather conditions. ln addition, the cost for
customer services, collection and account management, marketing, and the administrative area increased by

$4.9million or 5.7o/o in FY2008 primarily due to costs related to the business transformation initiative and a
decrease in the gas used by the utility. This category decreased by $a.1 million or 4.5%o in FY 2007, which was

offset somewhat by higher premiums for active and retired employee health insurance coverage. Pension costs

decreased by $l.0million and $2.3million in FY2008 and FY2A07, respectively, based on the most recent

actuarial valuation ofthe pension plan.
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Provision for Uncollectible Accounts - The provision for uncollectible accounts in FY 2008 totaled
$37.0 million, a decrease of $3.0 million or 7 .5o/o lower than FY 2A07 , which totaled $40.0 million, a decrease of
$0.1 million or 0.3o/o compared to FY 2006 based on the most recent accounts receivable collectibility
evaluation. The accumulated provision for uncollectible accounts at August3l,2008 reflects a balance of
$140.4 million, compared to the $150.2 million balance in FY 20A7 and $168.9 million in FY 2006. PGW is
committed to continuing its collection efforts in an attempt to reduce outstanding delinquent account balances
and to provide assistance to those customers who quali$ for low-income grants and payment programs to help
those customers maintain their gas service.

Depreciation Expense - Depreciation expense increased by $3.1 million in FY 2008 compared with FY 2007.
Depreciation expense increased by $l.Tmillion in FY2007 compared with FY2006. The effective composite
depreciation rates for FY 2008, FY 2007 and FY 2006 were 2.4oA,2.3oA and2.3o/o, respectively. Cost of removal
is charged to expense as incurred.

Interest and Other Income - Interest and other income was $2.7 million grcater than FY 2007 as the result of
increased earnings on higher restricted fund balances. Interest and other income in FY 2007 was $4.6 million
greater than FY 2006 as the result ofincreased earnings rates on higher restricted fund balances.

Interest Expense - Total interest expense decreased by $0.8 million or l.Io/o in FY 2008 compared with FY 2007
and increased by $3.1 million or 4.7o/o in FY 2007 compared with FY 2006. Interest on long-term debt was
$3.9 million higher than the FY 2007 level as a result of the full year effect of the FY 2007 issuance of revenue
bonds in May 2007. Other interest costs decreased by $a.8 million or 28.0oh in FY 2008 principally due to the
reduction in the borrowing cost of the commercial paper progftrm. Other interest costs increased by 52.2 million
or 14.60/o in FY 2007 and increased by $a.0 million or 36.4Yo in FY 2006 reflecting additional costs associated
with PGW's commercial paper program and the amortization of the loss on reacquired debt.
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Excess (Deficiencrv) of Revenues Over (Under) Expenses - In FY 2008, the Company's excess of revenues over
expenses was $28.9 million prior to recording the expense of $25.8 million related to OPEB. As a result, the

Company ended with an excess of revenues over expenses of $3.1 million. The Company had an excess of
revenues over expenses of $10.3 million in FY 2007 prior to recording the expense of $26.4 million related to
OPEB and $16.8 million in FY 2006.

Condensed Balance Sheets

(Thousands of dollars)

utility plant, net 
Assets

Restricted investment funds

Current assets:
Accounts receivable (net of

accumulated provision for
uncollectible accounts of $ 140,435,
$150,231, and $168,889 for 2008,
2007, and 2006, respectively)

Other current assets and deferred
debits, cash and cash equivalents, gas

inventories, materials, and supplies

Total current assets

Other assets and defened debits

Total assets

Fund Equity and Liabilities

Fund equity
Total long+erm debt

Current liabilities:
Note payable
Current portion of long+erm debt
Other current liabilities and deferred

credits

Total current liabilities

Other liabilities and deferred credits

August 3l

993M 88,618

126.235 103,276

292,265 168,445

$ 1,062,095
2r9,788

1,040,373
277,139

1,007,648
135,625

74,360

181,394

255,754

106,983

1,506,010

239,405
1,076,131

55,000
39,591

73.8s4

242.503 205.083

341,807

105,975

$ 1,729,665

$ 226,408
1,127,163

293,701

103.727

1,714,944

223,301
1,24r,792

90,000
76,030

51,600
86,995

83.829

241,87 |

47.976 22.029

Total fund equity and
liabilities $ 1,729,665

8

t.714.944 1,506,010
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Assels

Utilit,v Plant - Utility plant, net of depreciation, totaled $1,062.1 million in FY 2008, an increase of $21.7 million
or 2.1%o compared with the FY 2007 balance of $l,040.4million. The FY 2007 balance of $l,040.4million,
increased by $32.8million or 3.3o/o compared with the FY 2006 balance of $l,007.6million. Capital
expenditures for construction of distribution facilities, purchase of equipment, information technology
enhancements, and other general improvements were $61.2 million in FY 2008 compared to $69.1 million in
FY 2007 and $60.7 million in FY 2006. PGW funded capital expenditures through drawdowns &om the Capital
Improvement Fund in the amounts of $60.9 million, $60.7 million and $63.1 million in FY 2008, FY 2007 and
FY 2006, respectively. The major capital expenditures are associated with PGW's gas supply infrastructure,
namely, gas mains and customer service lines.

Restricted Investment Funds - Restricted investment funds decreased by $57.4 million in FY 2008 primarily due
to the drawdown from its Capital Improvement Fund offset by interest income. Interest income on these funds, to
the extent not drawn, is reflected as an increase and approximated $2.7 million in FY 2008 and $6.8 million in
FY 2007. A drawdown from the Sinking Fund's capitalized interest account in the amount of $0.1 million was
utilized to offset the debt service payment in FY 2007. In FY 2006, this amount was $6.0 million.

Accounts Receivable * In FY 2008 accounts receivable (net) of $99.3 million increased by $10.7 million, or
l2.l% from FY 2007 due to firm transportation suppliers' billings and an increase in participation in the
Customer Responsibility Program (CRP). Accounts receivable (net) increased by $14.3 million, or l9.2To in
FY 2007 compared to FY 2006. The accumulated provision for uncollectible accounts, totaling $140.4 million
decreased by $9.8 million in FY 2008 and totaled $i50.2 million in FY 2007 and $168.9 million in FY 2006.

Other Cunent Assets and Deferred Debits, Cash and Cash Equivalents, Gas Inventories, Materials, and
Supplies - In FY 2008 cash and cash equivalents were $49.3 million, a decrease of $2.4 million from FY 2007,
and totaled $5l.7million in FY 2006. Gas storage increased by $4l.4million or 29.9Yo. The increase in gas
inventory reflects an increase in the gas cost per Mcf plus an increase in the amount of storage at year-end.
Materials and supplies of $187.5 million, which principally include gas inventory, maintenance spare parts, and
material, increased by $39.7 million and were $147.8 million in FY 2007 and $149.4 million in FY 2006. Other
cuffenl assets and deferred debits totaled $5.6 million in FY 2008, up $0.1 million from FY 2047. In FY 2007
other current assets and deferred debits totaled $5.6 million, down $19.6 million from FY 2006, primarily due to
the recovery of under-recovered GCR amounts from the prior year.

Other Assets and Defewed Debits - In FY 2008 other assets and deferred debits including unamortized bond
issuance costs, unamortized loss on reacquired debt, and a deferred regulatory asset for environmental expenses
totaled $l06.0million, an increase of $2.3 million from FY 2007, mainly due to an increase in the workers'
compensation injuries and damages reserye. In FY 2007 the total was $103.7 million and reflected an increase of
$3.3 million from FY 2006. The major portion of this change was related to the bond issuance costs on the
$313.4 million of debt issued in FY 2006, offset partially by deferred environmental costs.
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Liabilities

Long-Term Debt - Long-term debt, including the current portion and unamortized discount and premium, totaled

$1,203.2 million in FY 2008, $85.6 million less than the previous year as a result of the Company paying off the

City Loan and normal debt principal payments. This represents 84.2% of total capitalization in FY 2008.

Long-term debt, including the current portion and unamortized discount, premium, and note payable - City Loan
totaled $l,288.8million in FY 2007, $l73.l million greater than the previous year as a result of principal
payments on outstanding debt and the issuance of the Seventh Series and Nineteenth Series revenue bonds during
FY 2007. This represents 85.2Yo of total capitalization in FY 2007 The total long-term debt for FY 2006 totaled
$l,l15.7 million, which represented 82.3% of total capitalization.

Debt Service Coverage Ratio and Ratings - PGW has a mandatory debt service coverage ratio of 1.50 times debt

service on the 1975 Ordinance Bonds and the 1998 Ordinance Bonds, respectively. In FY 2008, the debt service
coverage was at 4.28 times debt service on the outstanding 1975 Ordinance Bonds and 1.88 times debt service on

the Senior 1998 Ordinance Bonds compared to debt service coverage ratios of 3.70 and 2.00 times, respectively,
in FY 2007 and 3.36 and 1.94 times, respectively, in FY 2006. PGW's curent bond ratings are "Baa2" from
Moody's Investors Service (Moody's), "BBB-" from Standard and Poor's Ratings Service (S&P), and "BBB-"
from Fitch Ratings.

Short-Term Debt - Due to the highly seasonal nature of PGW's business, short-term debt is utilized to meet

working capital requirements. PGW, pursuant to the provisions of the City of Philadelphia Note Ordinance, may
sell short-term notes in a principal amount, which together with interest, may not exceed $200.0 million
outstanding at any one time as compared to $150.0million in FY 2006. The letter of credit supporting PGW's
commercial paper program fixed the maximum level of outstanding notes plus interest at $l50.Omillion in
FY 2008 and FY 2007, respectively. These notes are intended to provide additional working capital and are

supported by an irrevocable letter of credit and a security interest in PGW's revenues. The notes outstanding at

August 31, 2008 had a weighted average interest rate of 1.63% and a remaining weighted average time to
maturity of 6l days. The principal amounts outstanding at August3l,2008 and 2007 were $90.Omillion and

$51.6 million, respectively. In addition, the City provided PGW with a $45.0 million, 0.0% interest loan ia FY
2001. In FY 2007, PGW paid $Z.0million of the loan leaving an outstanding balance of $43.0million. In
FY2008, PGW paid $20.5million and $22.5million in December}}AT and August2008, respectively to
completely repay the remaining balance of the loan.

LiEtidity/Cash Flow - At December 18, 2008, $2.0 million was available from the Commercial Paper Program.

Additionally, PGW had $111.7 million available in its Capital Improvement Fund to be utilized for construction
expenditures. These funding sources may be utilized during the fall and early winter period to provide liquidity
until billings from the winter heating season are collected. The cash balance at December 18, 2008 was

$65.5 million.

Accounts Payable - In FY 2008 accounts payable increased $6.9million ar 11.4o/o compared with FY2007
primarily due to an increase in natural gas payables. In FY 2007 accounts payable increased $3.1 million or 7.8Vo

compared with FY 2005 reflecting a $3.3 million increase in accounts payables associated with natural gas

partially offset by a $0.2 million decrease in trade payables.
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Other Liabilities and Defemed Credits - In FY 2008 other liabilities and deferred credits totaling $83.8 million
increased $35.8 million compared to FY 2007. ln FY 2007 other liabilities and deferred credits totaling
$48.0 million increased $26.0 million compared to FY 2006. The increase in FY 2008 is the effect of recording
the change in the liabiliry for OPEB in the amount of $25.8 million, an increase in the injuries and damages
reserve and an increase in the environmenial remediation liabilitv. The increase in FY 2007 is the effect of
recording the liability for OPEB in the amount of $26.4 million.

Other Financial Factors

The City has made a major commitment to PGW by granting back its annual $18.0 million payment, in each of
the last three fiscal years, thereby improving PGW's overall liquidity position. PGW must continue to focus its
efforts on becoming a competitive utility in the deregulated marketplace. PGW remains committed to achieving
its tradition of providing high-quality service to customers, while continuing as a valuable enterprise of the City.

The Company's total OPEB actuarial accrued liability as of August 31,2008 was $591.6 million if the Company
continued to provide for its OPEB obligations on a pay-as-you-go basis. The Company's actuarial accrued
liability would be reduced to $382.7 million if the Company adopted a policy of funding its ARC. The ARC
represents a level of funding that, if paid on an ongoing basis, is projected to cover normal costs each year and
amortize any unfunded actuarial liabilities (or funding excess) over a period of 30 years. The actuarial valuation
utilized a discount rate of 8.25% for purposes of developing the liabilities and ARC to demonstrate the effect of
funding the Plan. This rate is based on the investment retm expected on investments segtegated in a funded
trust.

The annual OPEB cost was $52.3 million for the fiscal year ended August 31, 2008 and is projected to increase
to $70.2 million per year over the ensuing 2}-year period on a pay-as-you-go basis. The annual OPEB cost was

$45.2 million for the fiscal year ended August 31, 2007.

On Decernber22,2006, PGW filed for a $100.0 million base rate increase with the Public Utility Commission
(PUC). On September 28,2007, the PUC approved a rate increase of $25.0 million. PGW appealed this decision
to Commonwealth Court on or about October 18, 2007 and this matter is still pending in the courts. The
$25.0 million rate increase was implemented in November 2007.

In November 2008, the Company filed for an extraordinary or emergency base rate increase of approximately
$60.0 million or 5.2Yo and simultaneously requested an $85.0 million or 7 .4o/o decrease in the GCR for a net
2.2Yo overcll rate decrease of approximately $25.0 million. The proposed base rate increase will serve several
purposes. First, the increase will cover the additional financing costs that the Company anticipates it will incur in
the next few months. Second, the increase will improve the Company's financial position so as to enhance its
ability to access the financial markets and maintain its bond rating. Third, the increase will provide additional
liquidiry and financial flexibility in this tight credit market. On Decernber 18, 2008, the PUC issued its decision
approving abase rate increase of $60.0 million or 5.2o/o and a decrease in the GCR of $107.0million for a net
decrease in rates of $47.0 million or 4.2a/o. These rates are effective as of Januarv l. 2009.
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The Company had $90.0 million of commercial paper that was outstanding at August31,2008. Subsequent to
year-end, all outstanding commercial paper matured, and additional commercial paper was issued. As of
December 18, 2008, $148.0 million of commercial paper was outstanding which matures on February 12,

February l3 and March 12,2009.

As of December 18,2008, $271.4 million of the Sixth SeriesBonds are held by the providers of the Standby
Bond Purchase Agreement as bank bonds. The providers of the Standby Bond Purchase Agreement continue, on

a weekly basis, to remarket the bonds in accordance with the bond authorization. The Standby Bond Purchase

Agreement expires on January 26, 2009. If the Standby Bond Purchase Agreement is not renewed, and no

substitute liquidity facility is provided, any bank bonds held at that time will be amortized in ten payments
payable the first business day of July and the first business day of December for the next five years. The

Company has therefore recorded as current debt at August3l, 2008 one tenth of the outstanding Sixth
Series Bonds as of August 31, including $1.9 million due to mature in 2009 under the original amortization
schedule and an additional $29.3 million for a total of $31.2 million.

The fair value of the interest rate swap as of December 18, 2008 was negative $72.6 million. This means that the

Company would have to pay this amount to terminate the swap. Per the swap agreement, the refunding or
defeasance of the Sixth Series Bonds, in whole or in part, without the prior written consent of both the

counterparfy and the insurer, may constitute an event of termination unless certain conditions are met. There is a
termination risk related to the interest rate swap agreement if PGW's bond rating falls below Baa2 or BBB
(Moody's/S&P). Because the City's swap payments are insured by Financial Security Assurance Inc. (FSA) as

long as FSA is rated at or above A2 or A (Moody's/S&P) the termination event based on the City's rating is
stayed. Neither the Company's credit rating nor FSA's credit rating has declined below the levels required in the

agreement as of December 18, 2008.

Contacting the Company's Financial Management

This financial report is designed to provide the citizens of Philadelphia, customers, investors, and creditors with a
general overview of PGW's finances and to demonstrate PGW's accountabilify for the money it receives. If you
have questions pertaining to this report or need additional financial information, please contact Philadelphia Gas

Works, 800 W. Montgomery Avenue, Philadelphia,PA, 19122 or on the Web at www.pgworks.com.
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(Thousands ofdollars)

Assets

Utility plant, at original cost:
In service
Under construction

Total

Less accumulated depreciation

Utility plant, net

Restricted investment funds:
Sinking fund, revenue bonds
Capital improvement fund
City of Philadelphia
Workers' compensation escrow fund

Total restricted investment funds

Current assets:
Cash and cash equivalents
Accounts receivable (net of provision for uncollectible accounts

of $140,435 and $150,23i for 2008 and2A07, respectively)
Gas inventories, materials, and supplies
Other current assets and deferred debits

Total current assets

Unamortized bond issuance costs
Unamortized losses on reacquired debt
Other assets and deferred debits

Total assets

See accompanying notes to financial statements.

20072008

$ 1,685,593
46,969

1,732,562

670,467

1,633,300
48.013

1,68 i,313

640,940

1,062,095 1,440,373

106,198
llr,207

2,393

,ttJ"

102,438
172,134

643
1.924

277 139

49,338

99,304
187,539

5,626

51,698

88,6i 8
147,774

5,615

341,807

38,738
47,902
19,335

293,701

42,086
53,359

8,282

1,729,665 7t4.940

l3 (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Balance Sheets

August 31,2008 and2007

(Thousands of dollars)

Fund Equity and Liabilities

Fund equity:
Deficiency ofcapital assets, net ofrelated debt
Restricted
Unrestricted

Total fund equily

Long-term debt:
Revenue bonds

Total lone-term debt

Current liabilities:
Note payable
Current portion ofrevenue bonds
Note payable - City Loan
Accounts payable
Customer deposits
Other current liabilities and deferred credits
Accrued accounts:

Interest, taxes, and wages
Distribution to the City

Total current liabilities

Other liabilities and deferred credits

Total fund equity and liabilities

See accompanying notes to financial statements.

122,293 123,986

226^408 223,301

t27 163 1,241,792

1,127 t63 1,201,792

2008 2007

(4,466)
108,581

(5,690)
105,005

90,000
76,030

67,508
't 7)\

32,581

15.82r

51,600
43,995
43,000
60,615

9,049
15,524

15,088
3.000 3.000

292,265

83,829

241,871

47.976

$ 1,729,665 1,714,940

t4



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Statements of Revenues and Expenses

Years ended August 31, 2008 and2007

(Thousands ofdollars)

Operating revenues:
Gas revenues:

Nonheating
Gas transport service
Heating

Total gas revenues

Appliance and other revenues
Other operating revenues

Total operating revenues

Operating expenses:
Natural gas
Gas processing
Field services
Distribution
Collection and account managemenl
Provision for uncollectible accounts
Customer services
Marketing
Administrative and general
Pensions
Other postemployment benefits
Taxes

Total operating expenses before depreciation

Depreciation
Less depreciation expense included in operating expenses above

Total depreciation

Total operating expenses

Operating income

Interest and other income

Income before interest expense

Interest expense:
Long-term debt
Other
Allowance for funds used during construction

Total interest expense

Excess (deficiency) ofrevenues over (under) expenses

See accompanying notes to financial statements.

2008 2407

78,687
19,215

733,s26

94,798
12,949

736,358

831,428

8,607
9,592

840,105

9,398
9,848

849,627 859,351

511,976
14,436
37,126
17,379
15,M7
37,000
12,305
2,628

60,716
14,258
25,834

5,677

754,722

42,868
3,344

39,524

794,246

55,381

15,732

7l,lt3

56,475
12,269

(338)

68,006

539,300
16,240
36,100
17,ll9
15,221
40,000
11,783
2,418

56,819
15,217
26,421

6,730

783,368

39,708
3,328

36,380

819,748

39,603

13,073

52,676

52,146
17,442

(408)

68,780

3,107 (16,104)
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PHILADELPIIIA GAS WORKS
(A Component Unit of the Cify of Philadelphia)

Statements of Cash Flows

Years ended August 3 1, 2008 and 2007

(Thousands ofdollars)

Cash flows from operating activities:
Receipts from customers
Payments to suppliers
Payments to employees
Claims paid
Other receipts

Net cash provided by operating activities

Cash flows from noncapital financing activities:
Interest
Interest payments on notes payable
Net repayments of notes payable
Loan from City of Philadelphia
Restricted, City Loan deposit
Distribution to the City of Philadelphia
Grant back of distribution from the City of Philadelphia

Net cash used in noncapital financing activities

Cash flows from capital and related financing activities:
Proceeds from long-term debt issued
Redemption of long-term debt
Long-term debt issuance costs
Long-term debt premium, discount, and issuance losses
Purchases of capital assets
Principal paid on longterm debt
Interest paid on long-term debt
Capital improvement fund deposits
Drawdowns on capital improvement fund
Interest income on capital improvemeat fund
Interest income on sinking fund
Sinking fund (deposits)
Other investment income

Net cash used in capital and related financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end ofthe year

Reconciliation ofoperating income to net cash provided by operating activities:
Operating income
Adjustments to reconcile operating income to net cash provided by

operating activities:
Depreciation and amortization expense
Change in assets and liabilities:

Receivables, net
Inventories
Accounts payable
Other liabilities and defened credits
Other assets and deferred debi:s

Net cash provided by operating activities

See accompanying notes to financial statements.

2008 2007

834,000
(659,969)
(105,5e6)

(2,6e1)
24,504

90,244

3,548
(4,0ee)
38,400

(43,000)
643

( | 8,000)
r 8,000

(4,508)

(6t,244)
(4 l,830)
(s4,076)

60,926
8,089
3,460

(3,759)
338

863,658
(63r,47s)
( r 06,018)

(2,es8)
28.800

152,007

4,766
(8,0e8)
(3,400)
(2,000)

(643)
(18,000)

r8.000

(e,375)

245,350
(45,4s0)
(5,652)
(4,133)

(6e,105)
(38,045)
(46,913)

( 1 93,1 70)
60,672
4,49'7
1,996

{8,086)
408

(88,096) (e7.63r)

(2,360)

51,698

49,338

45,001

6.697

5l .698

55,381

39,812

(l1,2r5)
(39,76e)

6,892
50,879

(r 1,736)

s 90.244

39,603

36,732

3,387
l,668

31.366

l6

I s2,007



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Statements of Changes in Fund Equity

Years ended August 31, 2008 and2007

(Thousands ofdollars)

20072008

Fund equity balance, beginning of the year
Excess (deficiency) ofrevenues over (under) expenses
Distribution to the City of Philadelphia
Grant back of distribution from the City of Philadelphia

Fund equity balance, end ofthe year

See accompanying notes to financial statements.

$ 223,301 239,405
3,107 (16,104)

(18,000) (18,000)
18,000 18,000

g 226,4A8 223,301
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PHILADSLPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

(1) Summary of Significant Accounting Policies

The accounting methods employed by the Pbiladelphia Gas Works (the Company) are in conformity with
U.S. generally accepted accounting principles (U.S. GAAP) and are in accordance with City of
Philadelphia (the City) reporting requirements.

As described in note 2, lhe Company, is a component unit of the City, and consequently follows
accounting principles promulgated by the Govemmental Accounting Standards Board (GASB) as they

apply to proprietary fund-type activities. In accordance with GASB Statement No.20, Accounting and
Financial Reporting lbr Proprietary Funds and Other Governmentql Entities That Use Praprietary Fund
Accounting, the Company does not apply accounting standards promulgated by the Financial Accounting
Standards Board (FASB) issued after November 30, 1989. FASB Statement No. 71, Accounting for the

Effects of Certain Types of Regulation, is applicable to the Company. Under FASB Statement No. 71,

certain assets or liabilities may be created by actions of regulatory bodies.

The principal accounting policies within this framework are described as follows:

(a) Regulation

Prior to July l, 2000, the Company was under the regulatory jurisdiction of the Philadelphia Gas

Commission (PGC). The PGC had the authority to set the Company's rates and tariffs. The PGC also

approved the Company's annual Operating Budget and reviewed the Company's Capital Budget
prior to approval by the City Council of the City (City Council).

Effective July l, 2000, and pursuant to the passage of the Pennsylvania Natural Gas Choice and

Competition Act (the Act), the Company came under the regulatory jurisdiction of the Pennsylvania

Public Utility Commission (PUC). Under the PUC's jurisdiction, the Company filed a restructuring
plan on July l, 2002, which among other things, provided for an unbundled tariff permitting
customer choice of the commodity supplier by September l, 2003. Under the Act, the PUC is
required to follow the o'same ratemaking methodology and requirements" that were previously

applicable to the PGC when determining the Company's revenue requirements and approving overall
rates and charges. The PGC continues to approve the Company's Operating Budget and review its
Capital Budget. The Company's Capital Budget must be approved by City Council.

The Company, as of September 1,2003, is operating under its Restructuring Compliance Tariff. The

Restructuring Compliance Tariff Rates are designed to maintain revenue neutrality and the Tariff
Rules and Regulations are designed to comport with the Pennsylvania Public Utility Code.

(b) Operating Budget

On May 29, 2A08, the Company filed its fiscal year (FY) 2009 Operating Budget. The PGC

conducted informal discovery concerning this budget in July and August 2008 and public hearings in
September 2008. The PGC authorized interim spending authority of $88,140,000 for the period

September l, 2008 through December 31, 2008, pursuant to a Motion, dated September 23,2008. A
final Order approving interim spending was approyed by the Commission at its September 23,2008
meeting. Briefs were filed on October 15, 2008, a Recommended Decision was received on

October 27 , 2AA8 and a final budget approval was granted by the Commission on Decernbet 2, 2008.

18 (Continued)



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 3i,2008 and2007

On July 13,2007, the Company filed its FY 2008 Operating Budget. The PGC conducted hearings
concerning this budget in August 2007 and approved the Company's proposed operating revenues
and expenses with net adjustments of $4,197,000.

(c) Capital Budget

On April 21,2008, the Philadelphia Facilities Management Corporation (PFMC) Board approved the

Company's Request to file an amendment to the FY 2008 budget in the amount of $2,300,000 for
funding to support the Risk-Based Collections and Field operations projects. These projects are

critical efforts in support of the Company's Business Transformation effort. The Commission, after
review and evaluation, approved a recommendation to City Council supporting the Company's
amendment on July 2, 2008. City Council approved the Commission's recommendation on
October 23,2008 and the Mayor signed the ordinance on November 5, 2008.

On January 2, 2008 the Company filed a proposed FY 2009 Capital Budget in the amount of
$73,436,000. After review and evaluation, the PGC on April30, 2008 approved a recommendation
to City Council for a budget of $71,956,000. The Gas Commission's recommendation was approved
by City Council on June 19, 2008 and the ordinance signed by the Mayor on July 2,2008.

On September 27,2007 the Company filed with the PGC a proposal to amend the approved FY 2008
Capital Budget for two new lines items totaling $1,433,000. These line items were Supplemental
Funding - Consolidate Fire Protection System - Richmond Plant for $1,171,000 and Disaster
Recovery for Richmond and Passyunk Plants for $262,000. On October 23,2007 the Company filed
a proposal to further amend the budget by adding another new line item. Partial Reauthorization -
Customer Service Data Warehouse for $169,000. Concurrently, the Company proposed a reduction
of $1,523,000 in FY 2008 budget authorization to compensate for the additional funding requested.
The Commission, after review and evaluation, recorlmended that City Council approve an amended
budget for FY 2008 in the amount of 570,727,000. Subsequently, City Council approved the PCC's
recommendation on March 6, 2008, with the Mayor sigmng the budget ordinance on March 12,

2008.

On January 2, 2A07, the Company filed with the PGC its FY 2008 Capital Budget requesting
spending authority in the amount of $118,243,000. This budget request was amended by the
Company to reflect the deferral of trvo projects, Construction of Phase II Liquefied Natural Gas
(LNG) Replacement and Implementation of Billing Collection Customer Service (BCCS) for a

reduction of $47,300,000. The PGC conducted hearings concerning this budget in February 2007.
Briefs were filed on March 13, 2007. The Hearing Examiner issued a Recommended Decision on
March 27,2007 for consideration by the Commissioners further reducing the budget by $295,000.
The PGC's Resolution and Order recommending approval of the FY 2008 Capital Budget to Ciry
Council was passed on April 25,2A07. This recommendation of $70,648,000 was approved by City
Council on June 15,2007. The Mayor of the City signed the Ordinance approving the FY2008
Capital Budget on September 20,20A7.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

Base Rates

In November 2008, the Company filed for an extraordinary or emergency base rate increase of
approximately $60,000,0N or 5.2%o and simultaneously requested an $85,000,000 or 7.4a/o decrease

in the GCR for a net 2.2o/o overall rate decrease of approximately $25,000,000. The base rate

increase will serve several purposes. First, the increase will cover the additional financing costs that
the Company anticipates it will incur in the next few months. Second, the increase will improve the

Company's financial position so as to enhance its ability to access the financial markets and maintain
its bond rating. Third, the increase will provide additional liquidity and financial flexibility in this
tight credit market. On December 18, 2008, the PUC issued its decision approving a base rate
increase of $60,000,000 or 5.2o/o and a decrease in the GCR of $107,000,000 for a net decrease in
rates of $47,000,000, or 4.2Vo. These rates are effective as of January l, 2009.

On December22,2006, the Company filed for a $100,000,000 base rate increase with the PUC. The
funds provided by this increase in base rates were to be used to pay increased operating and

maintenance costs, establish an adequate level of working capital, repay the $45,000,000 City loan,

reduce the outstanding level of short-term commercial paper, provide a source of internal funds for
capital expenditures, m€et bond covenant requirements in each fiscal year, and provide funds for
long-term debt reduction. On September 28,2007, the PUC approved a rate increase of $25,000,000
which was effective in November 2007. The Company appealed this decision to Commonwealth
Court on or about October 18,2007 and this matter is pending in the courts.

The previous increase in base rates of $36,000,000 was approved by the PUC on April 12, 2002.

lHeather Normalization Adj ustment Clause

The Weather Normalization Adjustrnent Clause (WNA) was approved by PUC Order dated
August 8, 2002. The purpose of the WNA is to neuhalize the impact of weather on the Company's
revenues. This allows the Company to achieve the recovery of appropriate costs as authorized by the

PUC. The WNA results in neither a rate increase nor a rate decrease, but acts as a billing adjustment.
The main benefits of the WNA are the stabilization of cash flow and the reduction of the need for
short-term borrowing from year to year. The WNA is applied to customer invoices rendered during
the period of October I through May 3l of each year for each billing cycle. The WNA will continue
in place unless the PUC issues an order directing that it be discontinued. The Company cannot
predict when the PUC will complete its review of the WNA, and the review was not completed as of
August 31, 2008. The adjustments for the years ended August 31, 2008 and20A7 were an increase in
billings of $12,238,000 and S6,498,000, respectively.

Gas Cost Rate

The Company's single greatest operating expense is the cost of natural gas. The rate charged to the

Company's customers to recover these costs is called the gas cost rate (GCR) factor. The GCR
reflects the increases or decreases in natural gas costs and the cost of other raw materials. This GCR
mechanism provides the flexibility to rapidly reflect current conditions without the time delay

inherent in full base rate alteration. The intent is to achieve an annual balance between the costs

incurred for fuel and theirpass through to customers.

(e)

0
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PHILADEI-PHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

At the end of the fiscal year, costs recovered through the GCR are compared to the actual cost of fuel
and other specific costs. Customers are then credited or charged for over-recovery or under-recovery
of costs. The GCR may be adjusted quarterly or in the subsequent fiscal year to reflect the
under-recovery or over-recovery. Changes in the GCR impact the reported amounts of gas revenues
and operating expenses, but do not affect operating income or net income. The Company at
August 31, 2008 deferred approximately $15,494,000 for GCR under-recovery.

GCR effective dates and rates

Effective date
GCR rate
per llcf* Change

September 1,2008
June 1,2008
March 1,2008
December 1,2007
September 1,2007
June 1,2007
March 1,2407
December 1,2006
September 1,2006
Prior
* Mcf - Thousand cubic feet

12.6527
13.0236
r0.7226
r0.5779
10.1108
t0.7251
10.4338
10.9119
I 1.2558
12.5632

(0.3709)
2.3010
4.1447
0.467r

(0.6143)
0.29t3

(0.4781)
(0.343e)

{T3Y

@ Utility Plant

Utility plant is stated at original cost. The cost of additions, replacements, and betterments of units of
property are capitalized and included in the utility plant accounts. The cost of properly sold or retired
is removed from the utility plant accounts and charged to accumulated depreciation. Normal repairs,
maintenance, the cost of minor property items, and expenses associated with retirements are charged
to operating expenses as incurred.

In a previous rate order, the PGC disallowed the accrual of the net negative salvage cornponent in
depreciation. Cost of removal in tbe amounts of $2,847,000 and $2,542,000 was charged to expense
as incurred in FY 2008 and FY 2007, respectively, and is included in depreciation expense in the
statements of revenues and expenses. Depreciation is calculated on an asset-by-asset basis on the
estimated useful lives of plant and equipment on a straighrline method. The composite rate for FY
2008 and FY 2007 was 2.4o/o and 2.3Ya, respectively. The composite rates are supported by a
depreciation study of utility plant as of August3l,20A4. The effective composite depreciation rates,
as a percentage of cost, for FY 2008 were as follows:

Production plant 0.14% - 4.39%
Transmission, distribution, and storage A-1.8% - 4.07%
General plant 1.62%-9.97%

The next depreciation study is scheduled to be completed in FY 2010.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

Allowance for funds used during construction (AFUDC) is an estimate of the cost of funds used for
construction purposes. The AFUDC, as calculated on borrowed funds, reduces interest expense. The

AFUDC rate applied to construction work in progress was 4.960/o in FY2008 and FY20A7,
respectively.

The following is a summary of utility plant activity for the fiscal years ended August 31, 2008 and

2007, respectively (thousands of dollars):

balance and transfers and transfers balance

Land
Distribution and collection

systems
Buildings and equipment

Total utiliry plant,
at historical cost

Under construction
Less accumulated

depreciation for:
Distribution and

collection systems

Buildings and equipment

Utility plant, net

$ 5,267 328 5,595

(2,474) 1,271,396
(8.1s6) 408,602

1,221,067
406,966

1,633,300

48.013

52,803
9.792

62,923

6t,879

(10,630)

(62.e23)

1,685,593

46,969

(556,620) (28,609)* 2.768 (582,461)

(84,320) (11,412)* 7,726 (88,006)

r-040.373 84.78r (63.059) 1,062,095
:i*--=::

Cost of removal in the amounts of $2,847 and $2,542 was charged to expense as incurred in FY 2008

and FY 2007, respectively, and is not included in accumulated depreciation.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2AAT

August 31,2001
Beginning

balance

I,555,669

65,122

(532,763)
(80,380)

s 1,007,648

Additions Retirements
and transfers and transfers

Ending
balance

Land
Distribution and collection

systems
Buildings and equipment

Total utility plant,
at historical cost

Under construction
Less accumulated

depreciation for:
Distribution and

collection systems
Buildings and equipment

Utility plant, net

5,267

I,161,705 61,537

388,697 25,500

87,037

70,055

{2,t75)
(7,231)

(e,406)

(87,164)

5,267

1,221,467
406,966

1,633,300

48.013

(26,26r)*
(10,905)*

119,926

2,404 (556,620)
6,965 (84,320)

(87,201) 1,040,373

(h)

* Cost of removal in the amorurts of $2,847 and 52,542 was charged to expense as incurred in FY 2008
and FY 2007, respectively, and is not included in accumulated depreciation.

Revenue Recognition

The Company is primarily a natural gas distribution company. Operating revenues include revenues
from the sale of natural gas to residential, commercial, and industrial heating and nonheating
customers. The Company also provides natural gas transportation service. Appliance and other
revenues primarily consist of revenue from the Company's parts and labor repair program. Revenue
from this program is recognized on a monthly basis for the life of the individual parts and labor
plans. Additional revenue is generated from collection fees and reconnection charges. Other
operating fevenues primarily consist offinance charges assessed on delinquent accounts.

Operating expenses include the cost of natural gas and the related costs incurred through the
processing, distribution, and delivery of natural gas to residential, commercial, and industrial heating
and nonheating customers.

Revenue includes amounts related to gas &at has been used by cnstomers but has not yet been billed.
Revenues are recognized as gas is distributed- Estimated revenues from gas distributed and unbilled,
less estimated uncollectible arnounts, are accrued and included in operating revenues.

Customers (Unaudited)

The Company's service territory encompasses the City. Of :he Company's approximately 505,000
customers at August3l, 2008, nearly 95.A% were residential. Of the Company's approximately
506,000 customers at August 31,2AA7, nearly 94.3a/o were residential.

(,
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

The Company offers a discounted payment plan for current receivables with a possible forgiveness

of arrearages in t}tree years. The total number of customers with discounted payment plans as of
August 31, 2008 and2007 was approximately 77,000 and 78,000, respectively.

The Senior Citizen Discount also provides customers with a discounted payment plan. The total
number of customers receiving the discount as of August31,2008 and2007 was approximately
40,000 and 44,000, respectively.

Provision for Uncollectible Accounts

The Company estimates its accumulated provision for uncollectible accounts based on a financial
analysis and a collectibility study performed at the fiscal year-end. The methodology used in
performing the collectibility study has been reviewed with the PGC. For FY 2008 and FY 2007,

management has provided an accumulated provision for uncollectible accounts in excess of the

collectibility study results based on its analysis of historical aging data. The actual results of the

Company's collection efforts could differ significantly from the Company's estimate.

Due to the seasonal nature of the business, the Company carries credit balances in accounts
receivable primarily as a result of prepayment by budget customers. Credit balances of $19,014,000
and $17,166,000 for FY 2008 and FY 2007, respectively, have been reclassified to accounts payable

at year end.

Gas Inventories, Materials, and Supplies

Gas inventories, materials, and supplies, consisting primarily of fuel stock, gases stored to meet peak

demand requirements, and spare parts, are stated at average cost at August3l,2008 and 2007, as

follows (thousands of dollars):

2008 ?AW

(k)

Gas inventory
Material and supplies

Total

r'79,751
7.788

138,388
9,382

'47,774
187,539

(t) Bond Issuance Cosls, Debt Discount, and Premium

Discounts or premiums and bond issuance costs arising from the sale of revenue bonds are amortized
using the interest method over the term of the related bond issue.

Losses on Reacquired Debt

Losses on reacquired debt are deferred and amortized, using the interest method, to interest expense

over the shorter of the life of the refunding bond issue or the remaining original amortization period.

(m)

24 (Continued)



(n)

PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements

August 31,2008 ard2007

Pensions and Postemployment Benefits

The Company sponsors a public employee retirement system (PERS), a single-employer
defined-benefit plan, to provide pension benefits for all of its employees. The pension plan
(the Pension Plan) is noncontributory, covering all employees and providing for retirement payments
for vested employees at age 65 or earlier under various options, which includes a disability pension
provision, a preretirement spouse or domestic partner's death benefit, a reduced pension for early
retirement, various reduced pension payments for the election of a survivor option, and a provision
for retirement after 30 years of service without penalry for reduced age. In accordance with
Resolutions of the PGC, Ordinances of City Council, and as prescribed by the City's Director of
Finance, the Pension Plan is being funded with contributions by the Company to the Sinking Fund
Commission of the City. Management believes that the Pension Plan is in compliance with all
applicable laws.

The Company sponsors a single employer defined benefit healthcare plan and provides
postemployment healthcare and life insurance benefits to approximately 1,920 and 1,935
participating retirees and their beneficiaries and dependents for FY 2008 and FY 2007, respectively,
in accordance with their retiree medical program. The Company also provides such benefits to
approximately 1,699 and 1,720 active employees and their dependents for FY 2008 and FY2007,
respectively, by charging the annual insurance premiums to expense.

GASB Statement No.45 (GASB 45), Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions, becomes effective for the Company's fiscal year
beginning September 7,2007. This Statement requires the Company to account for and report the
value of its future other postemployment benefit (OPEB) obligations currently rather than on a
pay-as-you-go basis. The Company adopted the provisions of GASB 45 as of September l, 2006.
The Company had a zero net OPEB obligation at transition. As discussed in note 11, the difference
between the FY 2008 annual OPEB expense of $44,114,000 and the expenses paid by the Company
of $18,280,000 resulted in an increase in the liability of $25,834,000 which has been recorded in
other liabilities and defened credits and expensed in FY 2008.

Additionally, the Company adopted the provisions of GASB Statement No. 50, Pension Disclosures,
which more closely aligns the financial reporting requirements for pensions with those of OPEB, as

of September 1,2006.

Cash Equivalents

For the pulpose of reporting cash equivalents, all nonrestricted highly liquid investments with
original maturities of three months or less are considered cash equivalents.

Reserve for Injuries and Damages

The Company is principally insured through insurance carriers; however, the Company is required to
cover settlement of claims, which are excluded under the provisions of such insurance policies. An
estimated liability has been established, in accordance with PGC regulations, for settlements to be
paid by the Company in the next fiscal year.

(o)

(p)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements
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Estimated losses from claims for occurrences not covered by insurance, which will not be paid in the
next fiscal year, have been accrued and deferred. Such liabilities have been established based upon
Company history and consultation with counsel. Such expenses are expected to be recovered through
future rates. Charges against the reserve are made as claims are settled.

Segment Information

All of the Company's assets and operations are employed in only one segment, local transportation
and distribution of natural gas in the City.

Estimates

ln preparing the financial statements in conformity with U.S. GAAP, management uses estimates.
The Company has disclosed in the financial statements all estimates where it is reasonably possible

that the estimate will change in the near term and the effect of the change could be material to the

financial statements.

Pollution Remediation

GASB Statement No.49 (GASB 49), Accounting and Financial Reporting for Pollution
Remediation Obligations, is effective for the Company's fiscal year beginning September 1, 2008,
however, the Company has chosen to implement the provisions of GASB 49 a year earlier than
required by GASB because the Company is a component unit of the City for financial reporting
requirements and the FY 2008 financial statements will be consolidated into the City's financial
statements for the fiscal year ended June 30,2009. This statement establishes a framework for the
recognition and measurement of pollution remediation liabilities. A pollution remediation obligation
addresses the current or potential detrimental effects of existing pollution by participation in
pollution remediation activities.

Prior to the implementation of GASB 49, the Company recognized liabilities related to its voluntary
participation in remediation activities under Pennsylvania Act2, Land Recycling and Environmental
Remediation Standards Act of 1995 (Act 2), which established the "land recycling program, and
related to its mandatory participation in activities under Pennsylvania Act 32, Storage Tank and Spill
Prevention Act of I9B9 (Act 32), which established a comprehensive program to prevent leaks and
spills from underground and above ground tanks in accordance with existing U.S. GAAP related to
the accrual of liabilities.

Under Act 2, the Notice of Intent to Remediate (NIR) procsss was conducted by the Company in
October of 2004 and a total of four Public Involvement Plan meetings were conducted at multiple
City Recreation Centers throughout Philadelphia during February and March of 2005. In March of
2005 (after the public meetings were conducted), the Company submitted a series of five Remedial
Investigation Reports (NRs) to the Act 2 for review. In July 2005, the Act 2 program approved all
five RIRs submitted in March 2005.

In accordance with GASB 49, the Company revised its methodology for estimating its pollution
remediation obligations to the effective cash flow method, in which measurement is based on the

outlays expected to be incurred as a sum of probability-weighted amounts in a range of possible

(s)
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estimated amounts. The Company's liability is based on a combination of internal and extemal cosl
estimates for the specific remediation activities agreed to as part of Act 2 and Act 32 remediation
efforts, adjusted as additional information becomes available.

Estimated site liabilities are determined based upon existing remediation laws and technologies,
specific site consultants' engineering studies, or by extrapolating experience with environmental
issues at comparable sites. Estimates may change substantially as additional information becomes
available regarding the level of contamination at specific sites, available remediation methods, price
changes, changes in technology, or changes in applicable regulations.

The implementation of GASB 49 resulted in an additional $8,300,000 liability which is reflected in
other liabilities and deferred credits at August 31, 2008. Although GASB 49 requires pollution
remediation liabilities to be measured at the beginning of the first period presented in the financial
statements, because the increase in the liability related to the implementation of GASB 49 is not
material, the Company has not restated prior periods and instead recognized the effect of GASB 49
implementation in the current year.

In accordance with U.S. GAAP for regulated entities, the Company has also recognized the
long-term portion of its environmental remediation liability as a regulatory asset because based on

available evidence it is probable that the previously incurred costs will be recovered through rates.

(t) Reclassiftcations

Certain prior year amounts have been reclassified to conform to current year presentation.

(2) Ownership and Management and Related-Party Transactions and Balances

The Company is a component unit of the City. As of January l, 1973, under the terms of a two-year
agreement automatically extended for successive two-year periods unless canceled upon 90 days' notice by
the City, the Company is being managed by the PFMC. The agreement, as amended, provides for
reimbursement to PFMC of actual costs incurred in managing the Company, not to exceed a total of the
prior fiscal year's maximum amount adjusted to reflect the percentage change in the Consumer Price Index
for A11 Urban Consumers (CPI-U) A1l ltems Index, Philadelphia, Pennsylvania, United States Department
of Labor, Bureau of Labor Statistics, as most recently published and available to the Director of Finance of
the City on March 1 of each such fiscal year. In FY 2008, the applicable maximum amount was calculated
to be $1,011,000. In FY 2A07, the applicable maximum amount was calculated to be $976,000. The
agreement requires the Company to make annual payments of $ I 8,000,000 to the City. In FY 2008 and FY
2007, the Company made the annual payment of $18,000,000 to the Ciry. The City then granted the

$18,000,000 back to the Company in both years.

The Company engages in various other transactions with the City. The Company provides gas service to
the City. Operating revenues include $13,914,000 and$17,245,000 in FY 2008 and FY 2007, respectively,
relating to sales to the City. Water and sewer services and licenses are purchased from the City. Such
purchases totaled $616,000 and $615,000 in FY 2008 and Fy 2007, respectively. Net amounts receivable
from the City were $375,000 and $240,000 at August 31, 2008 and20}7, respectively.
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Certain activities of the PGC are paid for by the Company. Such payments totaled $788,000 and $684,000
in FY 2008 and FY 2007, respectively.

(3) Cash, Cash Equivalents, and Investments

(a) Cash and Cash Equivalents

Cash and cash equivalents consist primarily of bank deposits, money market accounts, and
repurchase agreements. Bank balances of such deposits and accounts at August 31, 2008 and 2007

were $52,504,000 and $54,892,000, respectively. Book balances of such deposits and accounts at

August3l,2008 and 2007 were $49,338,000 and $51,698,000, respectively. Federal depository
insurance on these balances at August 31, 2008 and2007 was $158,000 and5222,000, respectively.
The remaining balances are not insured.

For the Company's cash equivalents, the Company's cash balances fluctuate significantly during the

year. Excess cash balances are usually invested in money market accounts and repurchase

agreements.

The highest balance of money market accounts during the fiscal years ended August31,2008 and

2007 were $135,200,000 and $157,200,000, respectively. Money market accounts with a carrying
amount (at fair value) of $51,200,000 and $53,702,000 at August 31, 2008 and2007, respectively,
are included in the balances presented above.

The highest balance of repurchase agreements during the fiscal year ended August3l, 2008 was

$62,600,000. There were no repurchase agreements outstanding at August 3 I , 2008 and 2007 .

(h) Restrtctud Investment Funds

The investments in the Company's Sinking Fund, Capital Improvement Fund, Workers'
Compensation Escrow Fund, and City Loan Escrow Account consist primarily of a Guaranteed
Investment Contract (GIC), U.S. Treasury and government agency obligations, corporate obligations,
and money market accounts. These investments are maintained by the City or in the Company's
name by its agent. The balance of the Capital Improvement Fund at August 31, 2008 and 2007 was

$111,207,000 and $172,134,000, respectively. The unexpended Capital Improvement Fund proceeds

are restricted to the purchase of utility plant. In FY 2008 and FY 2007, the Company utilized the

Capital lmprovement Fund to provide liquidity for the additions to utility plant.

Investments are recorded at fair value except for certain money market firnds recorded at amortized
cost. The adjustment to market value for the Capital Improvement Fund resulted in a loss of $71,500
at August 31, 2008. The adjustment to market value for the Capital Improvement Fund resulted in a
gain of $8,000 at August 31,2007 . The adjustment to market value for the Sinking Fund resulted in
gains of $242,000 and $214,000 at August 31,2008 and2A07, respectively.

Pursuant to the Pennsylvania Department of Labor and Industry Bureau of Workers' Compensation

Self-Insurance policy, the Company has to establish and maintain a restricted trust account. As of
August 3 1 , 2008 and 2007 , the trust account balances were $2,383,000 and $ I ,924,000, respectively.
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The following is a schedule that details the Company's investments in the Capital Improvement
Fund (thousands of dollars):

-

average
Fair maturity Credit Rating
value (years) ratins _gSI_

U.S. govemment agencies
and instrumentalities:

Federal Home Loan
Mortgage Corporation
medium term notes $ 32,244 0.4608 Aaa/AAA Moody's/S&P

Federal Home Loan
Mortgage gold
partner certificate

Federal National
Mortgage Association
global benchmark notes

Federal National
Mortgage Association
medium term notes

Federal Home Loan Banks 9,405 0.8250 AaalAAA Moody's/S&P

Total U.S. government
agencies and
instrumentalities 50.517

Corporate obli gations :

Goldman Sachs Group senior
unsubordinate 968 0.7083 Aa-lAA3 Moody's/S&P

Prioca Global 997 A.2917 AalAA3 Moody's/S&P
Societe Generale National

Association commercial paper 4,950 1.6694 NiA/A-1+ S&P
HSBC Finance Corporation

commercial paper 985 0.2403 PliA-l+ Moody's/S&P
American Express commerc ial

paper 985 0.2403 Pl/A-l+ Moody's/S&P
Banco Santander PR San Juan

certificate of deposit 98 0.0280 FDIC Insured
Bank of Florida certificate of

deposit 99 0.1043 FDIC Insured

lnvestment tvpe

49t r.6694 N/A

7,129 0.2794 Aaa/AAA Moody's/S&P

1,248 1.8506 AaalAAA Moody's/S&P
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Investment tvpe

rc
aYefage

Fair maturity Credit Rating
value (years) rating --3gggl-

99 0.0180 FDIC Insured

99 0.0205 FDIC Insured

98 0.1876 FDIC Insured

98 0.1298 FDIC Insured
99 0.0745 FDIC Insured

97 0.1835 FDIC Insured

Bridgewater Savings Bank
certificate of deposit $ 98 0.0208 FDIC Insured

Countrywide Bank certifi cate

ofdeposit
Eurobank Hato Rey

certificate of deposit
First Subwban National Bank

certificate ofdeposit
Ironstone Bank certificate of

deposit
Mutual Bank certificate of deposit
Ravenswood Bank certificate

ofdeposit

Total corporate
obligations 9,770

Total fair value of
investments 60,287

Cash and cash equivalents:

Citigroup Funding Inc.
commercial paper 4,966 0.1474 N/A/A-l+ S&P

UBS Finance Delaware LLC
commercial paper 2,988 0.0595 N/A/A-I+ S&P

Total cash and cash
equivalents 7,954

Money market:
Morgan Stanley Prirne Portfolio

Institutional Class Funds 21.772 NiA N/A
First American Government

Obligations Fund Class Z 13,884 N/A N/A
First American Prime Obligations

Class Z 6,847 N/A N/A

Total moneymarket _W-
Accrued interest 463

Total fair value of
investrnents,
including
cashdeposits $ lll,207

Portfolio weighted modified duration
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-

average
Fair maturity Credit Rating

lnvestment tvpe value (years) rating _ggy_
U.S. government agencies and

instrumentalities:
Federal Home Loan Banks

discount note S 2.369 A.Dn AaalAAA Moody's/S&P
Federal National Mortgage

Association note 3,293 0.4194 AaalAAA Moody's/S&P

Total U.S.
government
agencies and
instrumentalities 5,662

Corporate obli gations :

American Express commercial
paper

General Electric commercial
paper

HSBC Finance commercial
paper

JP Morgan Chase & Co
Global Sr Holding Co note

Goldman Sachs Group global
note

Total corporate
obligations 4,485

Total fair value of
investments 10,14'l

Money market:
First American Prime

Obligations Fund Class Z 161,965 N/A N/A

Total money market 161,965

Accrued interest ;
Total fair value of

investments,
including
cash deposits $ 172,134

Portfolio weighted modifi ed
duration 0.3304

492 0.2861 Pl/Al Moody's/S&P

1,004 0.2889 Pl/Al Moody's/S&P

1,003 0.2972 Pl/Al Moody's/S&P

992 0.4194 Aa2/AA- Moody's/S&P

994 0.3750 Aa3/AA- Moody's/S&P
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The following is a schedule that details the Company's investments in the Sinking Fund (thousands

of dollars):

August 31, 2008

Weighted
average

Fair maturity Credit Rating

lnvestment tvoe value (vears) rating agencv

s__1!42_ l2.50oo '* *

16,806 2.5158 AaarAqA Moody'VS&P

16,806

10,176 2.0177 AaalAAA MoodY's/S&P

5,152 2.1446 AaalAAA Moody'VS&P

16,514 1.9511 AaalAAA Moody's/S&P

Total U.S. govemment agencles

and instrumentalities 31,842

Corporate obligations:

Wells Fargo note

Associates Corp National Association

Procter & Gamble Company

Total corporate obligations

Total fair value ofinveshnents 103,368

Cash and cash equivalents:

U.S. Treasury bills

Total cash and cash equivalents 1,860

Guaranteed investment contracts

U.S. government obligations:

U.S. Treasury notes

Total U.S. government

obligations

U.S. govemment agencies and

instrumentalities:

Federal Home Loan Mortgage

Corporation medium term notes

Federal National Mortgage

Association medium term notes

Federal Home Loan Banks

Money market:

Fidelity lnstitutional

Govemment Portfolio Class ll

2,688 0.5861 AallAA+ MoodY's/S&P

2,610 0.1694 Aa3/AA- Moody's/S&P

1,293 0.2917 Aa3/AA- MoodY'VS&P

0.0111 AaalAAA MoodY'VS&P

N/A N/A

970

Total money market

Total fair value of investments,
including cash deposits $ __-L96,l 9!_

Portfolio weighted modifi ed duration

* The credit ratine ofthis irvestment is unrated.
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Ausust 31,2007
Weighted
average

Fair maturity Credit Rating
lnvestment tvpe value (years) rating _39ry_

Guaranteed investment contracts $ 49,504 13.5000 * 
'F

U.S. government obligations:
U.S. Treasurv notes 7,294 1.6153 AaalAAA Moody's/S&P

Total U.S. government
obligations 7,294

U.S. government agencies
and instrumentalities:

Federal National Mortgage
Corporation debentures 6,973 2.0417 AaalAAA Moody's/S&P

Federal Farm Credit Bank bonds 4,680 1.3717 AaalAAA Moody'VS&P
Federal Home Loan

Mortgage Corporation bonds 10,396 1.9650 AaalAuA'A Moody's/S&P
Federal Home Loan

Mortgage Corporation
debentures

Federal National Mortgage
Association notes

Federal Home Loan
Mortgage Corporation notes 6,358 1.3568 AaalAAA Moody's/S&P

Total U.S. government
agencies and

instrumentalities 43,078

Corporate obligations:
Procter & Gamble note 1,265 1.29t7 Aa3/AA- Moody's/S&P
U.S. Bank National Association 1,105 0.8750 Aa2lAA Moody's/S&P

Total corporate
obligations 2,370

Total fair value
of investrnents 102.246

Money market:
Fidelity Institutional

Government Portfolio Class lI 192 N/A N/A

Total money market

Total fair value of
investments, including

192

cash deposits $ 102,438

Portfolio weighted modified duration
* The credit rating of this investment is unrated.

8,810 1.8329 Aaa/Au\r{ Moody's/S&P

5,861 2.3328 AaalAuAA Moody's/S&P

JJ
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The following is a schedule that details the Company's investments in the Workers' Compensation
Fund (thousands of dollars):

-

aYerage

Fair maturity Credit Rating
lnvestment Woe value (years) rating 

-agengy-Money market:

First American Treasury

Obligations Fund $ 2,383 N/A N/A N/A

Total moneymarket 2.383

Total fair value of
investments,
including cash

deposits $ 2,383

-

average
Fair maturity Credit Rating
value (years) rating 

-Sggggy-Money market:

First American Treasury

Obligations Fund $ 1,924 N/A N/A N/A

Total money market 1,924

Total fair value of
investments,
including cash

deposits $ 1,924

(c) Interest Rate Risk

It is the policy of the City to diversify its investment portfolios. Portfolio diversification is employed
as a way to control interest rate risk. Investments shall be diversified as to maturities, and as to kind
of investment to eliminate the risk of loss, which might result from over concentration of assets in a

specific maturity, in a specific kind of a security, or from a specific issuer.

lnvestment type
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Credit Risk

The City has adopted an investment policy relating to the investments of the Company. Per the
investment policy, the Company's allowable investments are: (l) bonds or notes of the
U.S. government; (2) U.S. Treasury obligations, including STRIPs; receipts indicating an undivided
interest in such U.S. Treasury obligations; and stripped coupons held under book-entry with the New
York Federal Reserve Bank; (3) U.S. agency obligations rated AaalAAA by Moody's Investor
Services or Standard & Poor's; (4) collateralized certificates of deposit; (5) bankers acceptances,

Eurodollars deposits, and Euro certificates of deposit that are collateralized; (6 ) commercial paper
rated MlGl or Al+ by Moody's lnvestor Services and Standard & Poor's, respectively; (7) generul
obligation bonds of corporations rated AA or better by Moody's Investor Services or Standard &
Poor's, with a maturity of two years or less (except the Sinking Fund); (8) collateralized mortgage
obligations and pass-through securities rated AA or better by Moody's Investor Services or Standard
& Poor's or collateralized with securities that meet the Company's own investment criteria, with a
maturity of two years or less (except the Sinking Fund); (9) money market mutual fi,rnds, as defined
by the Securities and Exchange Commission; (10) repurchase agreements collateralized either
through actual delivery ofeligible collateral or through segregation ofcollateral by a depository that
is holding the counterparty's securities, provided such collateral meets the Company's own
investment criteria; and (l l) obligations of the Commonwealth of Pennsylvania
(the Commonwealth) or any municipality or other political subdivision of the Commonwealth,
registered or otherwise as to principal and interest, with a maturity of two years or less (except the
Sinking Fund).

Authorized investments for Sinking Fund Portfolios are dictated by the First Class City Revenue
Bond Act. This also iacludes any investment vehicle permitted for any Commonwealth of
Pennsylvania state agency.

Custodial Credit Risk

The Company has selected custodian banks that are members of the Federal Reserve System to hold
its investments. Delivery of the applicable investrnent documents (e.g., contracts, securities, and
safekeeping receipts) to the Company's custodian is required for all investments. For secured
transactions, such as repurchase agreements, either the title to or a perfected security interest in the
securities, along with any necessary transfer documents, must be transferred to the custodian. Such
transactions will always use delivery versus payment procedures.

Concentration of Credit Risk

More than 5.0%o of the Company's investments are in the First American Government Obligations
Fund Class Z,U.S. Treasury notes, Morgan Stanley Prime Portfolio Institutional Class Fund, Federal
Home Loan Banks, Federal Home Loan Mortgage Corporation medium term notes and &e GIC with
Financial Security Assurance Inc. (FSA) Capital Markets Services, LLC. These investments
represent 6.32% and 7.65Yo, 9.910 , Il.79o , 19.30% and 21.90o/o, respectively, of the Company's
total investments.

(e)

a)
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Deferred Costs

In compliance with orders issued by the PGC, the cost of projects that produce benefits over an extended
period is deferred. Such costs are being amortized to expense over a period matching their useful lives,
which range from two to ten years. There is no return on the asset being charged to the customers. During
FY 2008, there were costs of 5157,000 incurred for rate case expenses and $437,000 incurred for the
PUC's management audit that will be amortized over a four-year period and a seven-year period,
respectively. The unamortized costs included in other assets and defened debits were $607,000 and

$324,000 as of August 31, 2008 and 2007 , respectively. The unamortized costs included in other current
assets and defened debits were $210,000 and $397,000 as of August 31,2008 and2007, respectively.

In accordance with U.S. GAAP for regulated entities, the Company has recognized the long-term portion
of its environmental remediation liability as a regulatory asset because based on available evidence it is
probable that the previously incurred costs will be recovered through rates. As a result of settlements
during FY 2008 by the Company's insurance carriers associated with environmental remediation costs, the

Company received $1,100,000. Environmental remediation costs of approximately $652,000 in FY 2008
were offset by these insurance settlements, and the remainder was deferred. The Company estimates
additional expenditures to be approximately $21,600,000 as discussed in note 12.

Deferred Compensation Plan

The Company offers its employees a deferred compensation plan (the Plan) created in accordance with
Internal Revenue Code Section457. The Plan, available to all Company employees with six months of
service, permits them to defer a portion of their salary until future years. The Company provides an annual
10.0% matching contribution up to $500 that immediately vests to the employee. The Company
contributed $361,000 and $365,000 for the years ended August 31, 2008 and2007, respectively.

Notes Payable

Pursuant to the provisions of certain ordinances and resolutions of the City, the Company may sell
short-term notes in a principal amount that, together with interest, may not exceed 5200,000,000
outstanding at aly one time. These notes are intended to provide additional working capital. They are

supported by an irrevocable letter of credit and a subordinated security interest in the Company's revenues.

A new Series E of the tax-exempt commercial paper program was instituted on January 18, 2006,
concurrently with the expiration of Series D. Under the new credit agreement, the commitment amount was
increased from $100,000,000 to $150,000,000. The credit agreement was fuither amended and restated as

of May 22,2007 to reflect a new term and rate struchrre. The expiration of the credit agreement was

extended to May 29,2010.

The notes outstanding at August3l,2008 had a weighted average interest rate of 1.63% and remaining
weighted average time to maturity of 6l days. The principal amount outstanding at August3l,2008 and
2007 was $90,000,000 and $51,600,000, respectively.

(s)

(6)
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Commercial paper activity for the years ended August3l,2008 and2007 was as follows (thousands of
dollars):

Year ended August 31, 2008
Beginning Ending

Commercial paper

Revenue bonds
Unamortized discount
Unamortized premium

Total revenue bonds

Note Payable- City Loan

Total

balance Additions Deletions balance

$ 51,600 87,9A0 49,500 90,000

Year ended August 3l'2407
Beginning Ending

(7)

balance Additions Deletions balance

Commercial paper $ 55,000 94,900 98,300 51,600

See note 8(e) for detail of the Note Payable - City Loan.

GCR Tariff Reconciliation

During the fiscal years ended August3l,2008, 2007, and 2006, the Company's actual gas costs were
below its billed gas costs by approximately $30,503,000, $24,904,000, and $8,466,000, respectively.

Natural Gas Pipeline Supplier Refund

The Company received refunds including interest in FY 2008 in the amount of $10,660,000 related to
Federal Energy Regulatory Commission (FERC/Pipeline Rate Cases. This amount was utilized as a
reduction in the cost of gas for reconciliation purposes in the calculation of the GCR for FY 2008.

The Company received refunds including interest in FY 2007 in the amount of $648,000 related to
FERC/Pipeline Rate Cases. This amount was utilized as a reduction in the cost of gas for reconciliation
purposes in the calculation of the GCR for FY 2007.

Long-Term Debt and Other Liabilities

The following summary of long-term debt consists primarily of bonds issued by the City under agreements
whereby the Company must reimburse the City for the principal and interest payments required by the
bond ordinances for the fiscal years ended August 3 l, 2008 and 2007 (thousands of dollars):

Ausust 31. 2008 Ausust 31, 2007

portion Long-term Total portion Long-term Total

(8)

s 73,941
(482)

1,103,828 1,17'.7,769 41.830 1,176,368 r,218,198
(4,469) (4,es r ) (sr l) (4,951) (s,462)

2,571 27,804 30,375 2.676 30,375 33.051

76,030 1,t27,163 1,203,193 43,995 l,?01,792 1,245,787

-- - 

-11999-- 

43'ooo

$ 76,030 1.12"7,163 1,203.193 86,995 1,20r,792 t,288,',787

aa
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The following is a summary of activity related to revenue bonds and other liabilities and deferred credits
and the respective balances for the fiscal years ended August 31,2008 and2007 (thousands ofdollars):

balance Additions Reductions balance

Revenue bonds

Other liabilities and defened
credits:

Forward rate agreement $ 8,431 (624) 7,847
Claims and judgments 3,11 I 2,966 6,077
Environmental clean-up 10,013 7,677 17,690
Other postemployment

benefits 26,421 25,834 

- 

52,255

Total other
liabilities and
deferredcredits $_47976_ _36,4T_ _@- _nW_

Year ended August 31, 2008
Beginning Ending

Year ended August 31,2A07
Beginning l,ndlng
balance Additions Reductions balance

Revenue bonds $ 1,055,038 246,655 (83,495) 1,218,198::--
Other liabilities and deferred

credits:
Forward rate agreement $ 9,056 (625) 8,431

Claims and judgments 3,899 (788) 3,1I I
Environmental clean-up 9,074 939 10,013

Other postemployment
benefits_26,421 _26,421

Total other
liabilities and
deferred credits $ 22,029 27,360 (1,413) 47,976::--

Liability amounts due within one year are reflected in the other current liabilities and deferred credits line
ofthe balance sheet.
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Principal maturities and
dollars):

scheduled interest payments for revenue bonds are as follows (thousands of

Revenue bonds

Interest
Net swap
amount Total

Fiscal year ending August 31:
2009*
2010
20tl
2012**
2013
2014 - 2018
2019 -2023
2024 -2028
2029 -2033
2034 -2038

Principal

$ 44,625
46,365
46,977
4r,797
45,055

229,865
242,520
244,915
140,565
95,095

5? ,11
rJ)-ee

50,965
48,677
46,915
45,269

192,562
r37,093
81,657
35,093

8,175

(5,7l7)
(5,682)
(5,648)
(5,611)
(5,573)

(25,374)

{19,042)
(9,787)

(e76)

-

92,141
9r,648
90,006
83,091
84,751

397,053
360,571
316,785
r74,682
t03,270

Total $ r,t77,769 699,639 (83,410) r,793,998

This does not include $29,317,000 of Sixth Series Bonds that is included in current liabilities due to
the scheduled expiration of the Standby Bond Purchase Agreement as described in note 15. This
amount is included in the years in which principal matures according to the original maturity
schedule.

Future debt service is calculated using rates in effect at August 31, 2008 for variable rate bonds. The
net swap payment amounts were calculated by subtracting the future variable rate interest payments
subject to swap agreements from the synthetic fixed-rate amount intended to be achieved by the
swap amount.

Tax Exempt Capital Accumulator (TECA) accretions for the I I "C" Series in the amount of
$4,643,000 are not included in the principal amount inFY 2012.

(a) Bond Issuances

2007 Ordinances

On March 21,2007, the Mayor signed two bills into law authorizing the City to issue revenue bonds.
The first bill signed by the Mayor constituted the Nineteenth Supplemental Ordinance to the General
Gas Works Revenue Bond Ordinance of 1975 (the1975 General Ordinance). This ordinance
authorizes the City to issue revenue bonds for the following purposes: (a) the current refunding of a
portion of the outstanding City of Philadelphia, Pennsylvania Gas Works Revenue Bonds, Fifteenth
Series (1975 Refunded Bonds); (b) paying the costs of issuing the Nineteenth Series Bonds; and
(c) paying any other Project Costs (as defined in the Act).
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The second bill signed by the Mayor constituted the Eight Supplemental Ordinance to the General

Gas Works Revenue Bond Ordinance of 1998 (the 1998 General Ordinance). This ordinance
authorizes the City to issue revenue bonds for the following purposes: (a) providing funding for the

capital projects included in the capital program of the Company as from time to time included in the

capital budgets of the Company, as approved by City Council; (b) advance refunding of the 1998

Refunded Bonds, which were issued under the 1998 General Ordinance; (c) paying the costs of
issuing the Seventh Series Bonds and the required deposits to the 1998 Ordinance Sinking Fund

Reserve; and (d) paying any other Project Costs (as defined in the Act).

1998 Ordinance Seventh Series Bonds

On May 15,2007, the Company issued $230,900,000 of Seventh SeriesBonds for the purpose of
providing funds for the financing of the capital projects included in the capital program of the

Company, and for the purpose of redeeming and refunding, on a current basis, a portion of the

outstanding Second Series B, Third Series and Fourth Series Bonds. The refunded par amounts of the

Second Series B, Third Series and Fourth Series Bonds were: $7,500,000, $3,145,000, and

$20,005,000, respectively. The Seventh Series Bonds contained new money debt issued in the

amount of $200,000,000. This new debt was issued under the 1998 Ordinance. The interest rate on

the $137,720,000 of Serial Bonds ranged from4.}Yoto 5.0o/o. The interest rate on the $93,180,000 of
Term Bonds was 5.07o. The bonds. consisting of Serial Bonds and Term Bonds, have maturity dates

through 2037.

1975 Ordinance Nineteenth Series Bonds

On May 15,2007, the Company issued $14,450,000 of Nineteenth Series Bonds for the purpose of
redeeming and refunding, on a current basis, the outstanding Fifteenth Series Bonds previously
issued under the 1975 Ordinance. This new debt was issued under the 1975 Ordinance. The interest
rate on the Serial Bonds was 5.0Yo. The bonds, consisting of Serial Bonds, have maturity dates

through 2023.

2006 Ordinances

On December22,2005, the Mayor signed an ordinance into law authorizing the City to issue

revenue bonds for the purpose of (a) refunding all or a portion of the following Series of Gas Works
Revenue Bonds (the 1998 General Ordinance): First Series B, Second Series A, Third Series, Fourth
Series, and Fifth Series; (b) paying the costs of issuing the bonds and making any required deposits

to the Sinking Fund Reserve; and (c) paying any other Project Costs, which may include, without
limitation, the repayment to any fund of the City or to accounts of the Company of amounts

advanced for Project Costs.

1998 Ordinance Sixth Series Bonds

On January 26,2006, the Company issued $313,390,000 of Sixth Series Bonds, maturing at various
dates through 2031, for the purpose of redeeming and refunding, on a current basis, all of the First
Series B and a portion of the outstanding Second Series A, Third Series, and Fourth Series City of
Philadelphia, Pennsylvania, Cas Works Revenue Bonds previously issued under the 1998 Ordinance.
The refunded par amounts of the First Series B, Second Series A, Third Series, and Fourth
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Series Bonds were: $103,550,000, $79,355,000, $99,915,000, and $2,295,000, respectively. As of
August 31,2007, there were no Fifth Series Bonds refunded. The $313,390,000 of Serial Bonds have
a variable rate set through a weekly reset mode and are paid monthly and are secured with a Standby
Bond Purchase Agreement, which expires January 26, 2009. As discussed in note 15, substantially
all of the Sixth Series Bonds are held by banks under the Standby Bond Purchase Agreement at
December 18,2008.

The Bonds were issued on a parity with other Senior 1998 Ordinance Bonds issued under the 1998

General Ordinance, but are subordinated in right of payment and security to all bonds issued and
outstanding under the General Gas Works Revenue Bond Ordinance of 1975, approved on May 30,
1975, Bill No. 1871, as amended and supplemented from time to time (the 1975 General Ordinance
and together with the 1998 General Ordinance). The Bonds were also issued on parity with the
Obligations of the City to make periodic payments due under a Qualified Swap being entered into
between the City and the counterparty in connection with the issuance of the bonds.

Debt Coverage and Sinking Fund Requirements

Under the terms of both general ordinances, the City is required to maintain rates to allow the
Company to satisfy 1975 and 1998 revenue bond debt coverage ratio requirements. The Company
has satisfied the debt coverage requirements in FY 2008 and FY 2A07.

Also provided by both general ordinances is the establishment of a sinking fund into which deposits
are made sufficient to meet all principal and interest requirements of the bonds as they become due.
Both general ordinances also provide that sinking fund reserves be maintained as part of the Sinking
Fund, which have previously been funded from the proceeds ofeach series ofbonds in an amount
equal to the maximum annual debt service requirement on the bonds of each respective General
Ordinance in any fiscal year.

Monies in the Sinking Fund reserves are to be applied to the payment of debt service il for any
reason, other monies in the Sinking Fund should be insufficient.

The revenue bonds are, and will be, equally and ratably collateralized by a security interest in all of
the Company's project revenues, as defined in the general ordinances, and monies in the Sinking
Fund.

Portions ofcertain revenue bonds were issued as zero-coupon securities. Interest on these securities
is accrued and compounded on the payment dates of the current interest bonds within the issue. The
accrued interest is reported as long-term debt.

Interest Rate Swap Agreement

Objective - In January 2006, the City entered into a swap to synthetically refund all or a portion of
several series of outstanding bonds. The swap structure was used as a means to increase the City's
savings, when compared with fixed-rate bonds at the time of issuance. The intention of the swap was
to create a svnthetic fixed rate structure.

(c)
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Tetms - The swap, executed with the counterparty, commenced on January 26,2006 and will mature

on August | , 2037 . Under the swap, the City pays a fixed rate of 3 .67 45% and receives a variable
rate computed as the lesser of (i) the actual bond rate and (ii) the SIFMA Municipal Swap Index until
September I,20ll on which date the variable interest rate received will switch to 70o/o of one month
LIBOR until maturity. The rates are based on an amortizing notional schedule (with an initial
notional amount of $313,390,000). As of August 31, 2008, rates were as follows:

Terms Rates

Interest Rate Swap
Fixed payment to counterparty under Swap
Variable payment from counterparty under Swap
Net interest rate swap payments
Variable rate bond coupon payments
Synthetic interest rate on bonds

Fixed
SIFMA

Weekly resets

3.6745%
(1.8400)
l.8345
2.0440
3.8745

As of August 3 I , 2008, the swap had a notional amount of $31 I ,615,000 and the associated variable
rate bond had a $311,615,000 principal amount. The bonds and the related swap agreement mature

on August 1,2031.

Fair value - As of August 31, 2008, the swap had a negative fair value of $14,285,000. This means

that the Company would have to pay this amount to terminate the swap. Subsequently, the negative

fair value has increased as discussed in note I 5.

Risfrs - As of August 31, 2008, the City is not exposed to credit risk because the swap had a negative

fair value. Should interest rates change and the fair value of the swap become positive, the City
would be exposed to credit risk in the amount of the swap's fair value. The swap includes an

additional termination event based on credit ratings. The swap may be terminated if the ratings of the

counterparty falls below A3 or A- (Moody's/S&P), unless the counterparty has: (i) assigned or
transferred the swap to a party acceptable to the City (ii) provided a credit support provider
acceptable to the City whose obligations are pursuant to a credit support document acceptable to the

City; or (iii) executed a credit support annex, in form and substance acceptable to the City, providing
for the collateralization by the counterparty of its obligations under the swap.

A termination event may also occur if the rating on the Company's Bonds falls below Baa2 or BBB
(Moody's/S&P). However, because the City's swap payments axe insured by FSA, as long as FSA is

rated at or above 42 or A (Moody's/S&P), the termination event based on the City's ratings is
stayed. As of December 18, 2008, neither the Company's nor FSA's credit ratings have fallen below
these levels.

The City is subject to traditional basis risk should the relationship between SIFMA and the bonds

change; if SIFMA resets at a rate below the variable rate bond coupon payments, the synthetic
interest rate on the bonds will increase. In addition, after September I,2011, the City would be

exposed to (i) basis risk, as reflected by the relationship between the rate payable on the bonds and
707o of one month LIBOR received on the swap, and (ii) tax risk, a form of basis risk, where the City
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is exposed to a potential additional interest cost in the event that changes in the federal tax system or
in marginal tax rates cause the rate paid on the outstanding bonds to be greater than the 70o/o of one
month LIBOR received on the swap.

Forward Rate Agreement and Guaranteed Investment Contracts

On August 23,20A2, the City entered into GICs in connection with a portion of its 1975 and 1998
Ordinance Sinking Fund Reserves for the Company. At settlement, approximately 65.0% of the
Sinking Fund Reserves, from the two ordinances, totaling $61,396,000 were invested in the GICs. In
exchange for this investment, the Company received an up-front payment of $21,800,000 in lieu of
receiving interest payments over the life of the GICs. The life of the Forward Rate Agreement is 18%
years, with l2Yz years remaining at August 3 l, 2008.

The GICs are recorded at fair value in the Sinking Fund and had fair values of $48,129,000 and

$49,504,000 at August 31, 2008 and 2007 , respectively.

The Company also paid $1,650,000 to terminate an existing Forward Rate Agreement as part of this
transaction. Of the remaining net proceeds of $20,150,000, $8,596,000 was allocated to the 1975
Sinking Fund Reserve and $11,554,000 was allocated to the 1998 Sinking Furd Reserve. For debt
service coverage purposes, the $20,150,000 was considered "project revenues" in FY 2002. For
financial statement pu{poses, the $8,596,000 was recorded as revenue in FY 2002 in the cbtegory of
interest and other income. This amount is nonrefundable and was granted to the Company by the
City.

Under the 1998 Ordinance, the Company is entitled to the earnings on the portion of the Sinking
Fundallocatedtobonds issuedunderthe 1998 Ordinance. Therefore,the $11,554,000receivedunder
the 1998 ordinance was deferred and is being amortized on a straight-line basis over the life of the
agreement. The uramortized balance of the proceeds was $7,807,000 and $8,431,000 at August 31,
2008 and 2007, respectively.

Note Payable - City Loan

On November 15, 2000, the Mayor signed an ordinance authorizing the City to advance in whole or
in part, up to $45,000,000 to the Company, to provide liquidity in the winter of 2000-2001. The loan
from the City carried no interest. The loan repayment period was extended to August 2008.

The loan from the City was subordinate to the Company's other repayment obligations on its revenue
bonds and commercial paper program. The outstanding balance of the City loan was $43,000,000 at
August 31,2007. The remaining balance of the City loan was remitted to the Cify in payments of
$20,500,000 and $22,500,000 in December 2007 andAugust 2008, respectively.

(e)
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(9) Defeased Debt

Defeased debt of the Company (bonds issued by the Company payable from the proceeds of irrevocably
pledged assets) at August 31,2008 was as follows:

7th Series
12th Series B
2nd Series
3rd Series
4th Series

Latest date
maturing to

3lrsl13
5l15l20
7t1t29
8ll13r
8lll32

Interest rate
Bonds

outstanding

10,675,000
47,910,404
84,640,000
99,445,000
20,005,000

6.00% $
7.00
5.00
5.50
5.25

The Company issued $230,900,000 of Seventh Series Bonds during FY 2007. The proceeds of
$30,900,000 from the sale were utilized to refund a poftion of the Second Series B, Third Series, and
Fourth Series Bonds, in the amounts of $7,500,000, $3,145,000, and $20,005,000, respectively. The

refunding of this existing debt resulted in an accounting loss of $2,218,000. This loss is being deferred and
amortized as interest expense over the life of the new bonds. The refunding generated a present value

savings of$2,146,000.

The investments held by the trustee and the defeased bonds are not recognized on the Company's balance

sheets in accordance with the terms of the Indentures of Defeasance. The investments pledged for the

redemption of the defeased debt have maturities and interest payments scheduled to coincide with the

trustee cash requirements for debt service.

The assets pledged, primarily noncallable U.S. government securities, had a market value of $278,271,000
at August 31, 2008, bearing interest on face value from 4.30%to 5.89o/o.

(10) Pension Costs

(a) Plan Description

The Company sponsors a public employee retirement system (PERS), a single-employer
defined-benefit plan, to provide pension benefits for all of its employees, whose annual covered
payroll (which was substantially equal to total payroll) was $105,596,000 and $106,018,000 at

August 3 l, 2008 and 2007,respectively.
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At September 1,2007, the beginning of the plan year of the
membership consisted of:

last actuarial valuation. the Pension Plan

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to benefits, but
not yet receiving them

Current employees:
Vested
Nonvested

$ 2,151

1,395
270

Total current employees

Total membership $

1,665

3,816

The Pension Plan provides retirement benefits as well as death and disability benefits. Retirement
benefits vest after five years of credited service. Employees who retire at or after age 65 are entitled
to receive an annual retirement benefit, payable monthly, in an amount equal to the greater of:

t L25Yo of the first $6,600 of Final Average Earnings pfus 1.75%o of the excess of Final Average
Earnings over $6,600, times years of credited service, with a maximum of 60% of the highest
annual earnings during the last l0 years of credited service, or

c 2%o of total eamings received during the period of credited service plus 22.5Yo of the first
S1,200 annual amount, applicable only to participants who were employees on or prior to
March 24,1967.

Final Average Eamings are the employee's average pay, over the highest five years of the last
ten years of credited service. Employees with 15 years of credited service may retire at or after
age 55 and receive a reduced retirement benefit. Employees with 30 years of service may retire
without penalty for reduced age.

Covered employees are not required to contribute to the Pension Plan. The Company is required by
statute to contribute the amounts necessary to fund the Pension Plan. Benefit and contribution
provisions are established by City ordinance and may be amended only as allowed by City
ordinance.

The City issues a publicly available financial report that includes financial statements and required
supplementary information for the Pension Plan. The report may be obtained by writing to the
Director of Finance of the Citv.
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(b) Annual Pension Cost, Contributions Required, and Contributions Made

Normal
cost

Amortization
of the

underfunded
balance Contributions

Fiscal year:
2008
2007
2006

8,085,000
7,693,400
7,617,000

6,173,4A0
7,524,000
9,946,000

14,258,000
15,217,044
17,563,000

Withdrawals from pension assets of $18,564,000 and $16,776,000 in FY 2008 and FY2007,
respectively, were utilized to meet beneficiary payment obligations.

The Company's annual pension cost is equal to its annual required contribution (ARC). The ARCs
were determined based on an actuarial study, or updates thereto, using the projected unit credit
method. Significant actuarial assumptions used for the above valuation include a rate of return on the
investment of present and future assets of 8.25% per year compounded annually; projected salary
increases of 3 .0% of the salary at the beginning of the next three years, then 4.25Vo of the salary at

the beginning of the fourth and subsequent year; and retirements that are assumed to occur prior to

age 62, at a rate of 10.0% at ages 55 to 6l and l00o/o at age 62. The assumptions did not include
postretirement benefit increases. These actuarial assumptions are consistent with the prior fiscal year.

The actuarial asset value is equal to the value of the fund assets as reported by the City with no

adjustments. The unfunded actuarial accrued liability is being amortized over 10 years.

The Pension Plan funding policy provides for periodic employer contributions at actuarially
determined rates that, expressed as percentages of annual covered payroll, are sufficient to
accumulate assets to pay benefits when due. Level percentages of payroll employer contribution
rates are determined using the Projected Unit Credit actuarial funding method. The Pension Plan had

an actuarial value of assets of $416,183,000 and an actuarial accrued liability of $482,380,000
resulting in a funded ratio of86.28% based on a biennial actuarial valuation ofthe pension fund as of
September l, 2007 . The resulting unfirnded actuarial accrued liability of $66,197,000 was 62.69oh of
covered payroll of $ I 05,596,000.

(c) Historical Trend Information (Unaadited)

Historical trend informatioa reflecting funding progress and contributions made by the Company is
presented in the supplemental schedule of pension funding progress (unaudited).
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(11) Other Postemployment Benefits

(a) Plan Description

The Company sponsors a single employer defined benefit healthcare plan and provides
postemployment healthcare and life insurance benefits to approximately 1,920 and 1,935
participating retirees and their beneficiaries and dependents for FY 2008 and FY 2007, respectively,
in accordance with their retiree medical program. The Company also provides such benefits to
approximately 1,699 and 1,720 active employees and their dependents for FY 2008 and FY2007,
respectively, by charging the annual insurance premiums to expense. The annual covered payroll
(which was substantially equal to total payroll) was $105,596,000 and $106,018,000 at August3l,
2008 and 2007, respectively.

The Company pays 100.0% of premiums for basic medical, hospitalization, and prescription drugs
incurred by retirees and their dependents. The Company also pays a portion of the premium for life
insurance for each eligible retiree. Currently, the Company provides for the cost of healthcare and
life insurance benefits for retirees and their beneficiaries on a pay-as-you-go basis.

Total expense incurred for bealthcare amounted to$34,226,000 and $36,111,000 in FY 2008 and
FY 2007, respectively, of which approximately 48.1% and 52.0%o, respectively, represents payments
on behalf of retired employees and their dependents. Employees and retirees contributed $ 1,477,000
and $ I ,470,000 in FY 2008 and FY 2007 , respectively, towards their healthcare. These contributions
represent the additional cost of healthcare plans chosen by employees and retirees above the basic
plan offered by the Company. Total premiums for group life insurance were $2,103,000 and
$2,080,000 in FY 2008 and FY 2007, respectively. The amount attributed to retirees was
approximately 71.0% and,76.3Yo in FY 2008 and FY 2007, respectively. The contribution
requirements of nonunion plan members are established by management and may be amended. The
contribution requirements for union plan members are subject to collective bargaining.

The Plan does not issue a stand-alone report and therefore the Company has included the schedule of
employer contributions as a supplemental schedule (unaudited).

(b) Actuarial Valuation and Assumptions

The Company engaged an actuarial consulting firm to provide an actuarial valuation of the

Company's OPEB obligations as of August3l,2007. The actuarial valuations involve estimates of
the value of reported amounts and the assumptions about the probability of events far into the future.
Actuarially determined amounts are subject to continual revision, as actual results are compared to
past expectations, and new estimates are made about the future. The calculations were based on the
types of benefits provided under the terms of the substantive plan at the time of the valuation.

The projected unit cost method was utilized in the valuation to develop the acfuarial accrued liability
and normal cost. Under the projected unit cost method, the present value of benefits is allocated
uniformly over the employee's expected working lifetime. The actuarial accrued liability is that
portion of the present value of projected benefits, which has been accrued during the employee's
working lifetime from hire to valuation date. The normal cost represents the amount charged for
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services earned during the current reporting period. The normal cost is calculated by dividing the

present value ofprojected benefits for an employee by the total service.

The valuation was prepared utilizing certain assumptions, including the following:

o Economic assumptions - the discount rate and healthcare cost trend rates

The report utilized a 5.0o/o discount rate for purposes of developing the liabilities and ARC on
the basis that the Plan would not be funded. This rate is based on the investment return
expected on the Company's general investments, because the Company has not funded the

Plan for FY 2008.

Healthcare Cost Trend Rates
Medical Prescription Dental

Year:
1

2
J
4
5

6

8 and beyond

r0.0%
9.0
8.0
7.4
6.0
5.0
4.5
4.5

t0.0%
9.0
8.0
7.0
6.0
5.0
4.5
4.5

45%
4.5
4.5
4.5
4.5
4.5
4.5
4.5

o Benefit assumptions - the initial per capita cost rates for medical coverage, and the face

amount of Company-paid life insurance

o Demographic assumptions - including the probabilities of retiring, dying, terminating (without
a benefit), becoming disabled, recovery from disability, election (participation rates), and

coverage levels

(c) Annuul Postemployment Benejit Cost, Contributions Required, and Contributions Made

The ARC for FY 2008 is estimated to be $44,114,000 which is also the annual OPEB cost. The

amount paid by the Company for retiree benefits in FY 2008 was $18,280,000, consisting of
$16,788,000 of healthcare expenses and $I,492,000 of life insurance expenses. The difference
between the ARC and the expenses paid resulted in an increase in the OPEB liability of $25,834,000.
This amount has been recorded in other liabilities and deferred credits and has been expensed in
FY 2008.

As of August3l,2008, the actuarial accrued liability for benefits was $591,599,000, all of which
was unfunded and the ratio of the unfunded actuarial accrued liability to the covered payroll was

560.3%. Historical trend information reflecting funding progress and contributions made by the

Company is presented in the Schedule of Other Postemployment Benefits Funding Progress
(unaudited).
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(d) Other Coverage Information

Also, the Company has entered into several one-year contracts to provide healthcare for both active
and retired employees that are experience rated, and premiums are adjusted annually; in addition, the
Company has in place approximately $161,320,000 of group life insurance coverage for both active
and retired employees, which is retrospectively rated on a monthly basis. The Company also has in
place approximately $120,807,000 of accidental death and dismemberment insurance coverage for
active employees.

(12\ PollutionRemediation

Total pollution remediation obligations at August 31, 2008 are $21,600,000, which reflect the
implementation of GASB 49 as described in note l(t). The Company's prior year liability was $13,349,000
as measured prior to the implementation of the effective cash flow method under GASB 49.

(13) Risk Management

The Company is exposed to various risks of loss related to torts, theft of, damage to, and destruction of
assets, errors and omissions, injuries to employees, and natural disasters. While self insured for many risks,
the Company purchases insurance coverage where appropriate. The Company's real and personal property
is insured against the risk of loss or damage in the amount of $250,000,000, subject to a $500,000 per
accident deductible at the Richmond and Passyunk Plants and a $100,000 deductible per accident at all
other locations. There are separate sublimits for flood and earth movement at select locations. The
Company's Property Insurance includes coverage for damage incurred from a terrorist attack. In addition,
the Company maintains boiler and machinery, blanket crime, and other forms of properfy insurance.

The Company maintained $210,000,000 in liability (including terrorism) coverage, insuring against the
risk of damage or injury to the public with a per occurrence self insured retention of $500,000; however,
effective September 1,2007, the self insured retention was increased to $1,000,000.

The Company maintains statutory limits for Workers' Compensation (including terrorism) with a $500,000
per occurrence self insured retention.

The Company maintains a $10,000,000 Public Officials Liability (Directors and Officers Liability) policy
with a $500,000 retention.

Claims and settlement activify for occurrences excluded under the provisions of insurance policies for
injuries and damages are as follows (thousands of dollars):

Fiscal year ended August 3 l:
2008 $ 8,468
2007 8,059
2006 8,510

Current year
Beginning of claims and
yearreserve adiustments

1 751
3,367
2,808

49

Claims
settled

End ofyear
reserve

13,534
8,468
8,059

Current
liabitity
amount

(2,691)
(2,e58)
t3,259)

7,456
5 157
4,159
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(14) CommitmentsandContingencies

Commitments for major construction and maintenance contracts were approximately $8,727,000 as of
August 31,2008.

The Company is committed under various noncancelable operating lease agreements to pay mininnrm
annual rentals as follows (thousands of dollars):

Fiscal year ending August 31:
2009
2010
20tl
2012

Rent expense for the fiscal years ended August 3 I , 2008 and 2007 amounted to $9 10,000 and $932,000,
respectively.

The Company, in the normal course of conducting business, has entered into long-term contracts for the

supply of natural gas, firm transportation, and long-term firm gas storage service. The Company's
cumulative obligations for demand charges for all of these services are approximately $5,100,000 per

month.

The Company has entered into seasonal contracts with suppliers providing the Company the ability to fix
the price of the purchase of natural gas during the period from November 1, 2008 through March 31,2009.

The Company's FY 2009 Capital Budget was approved by City Council in the amount of $71,956,000.
Within this approval, frrnding is provided to continue the implementation of an l8-mile Cast lron Main
Replacement Program. Main replacement cost for this program in FY 2009 is expected to be $15,606,000.
The total six-year cost of the Cast lron Main Replacement Program is forecasted to be approximately
$99.256.000.

The FY 2009 Capital Budget also includes $2,486,000 for the purchase of replacement Automatic Meter
Reading (AMR) units. The total six-year cost of this program to replace AMR units is approximately
$7,889,000.

(15) Subsequent Events

(a) Commercial Paper

As discussed in note 6, $90,000,000 of commercial paper was outstanding at August 31, 2008.

Subsequent to year-end, all outstanding cofilmercial paper matured, and additional commercial paper

was issued. As of December 18, 2008, $148,000,000 of commercial paper was outstanding which
matures on February 12, Februarv 13 and March 12.2009.

440
79
42

6
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Notes to Financial Statements

August 31,2008 aod2007

Emergency Rate Relief

As discussed in note l(d), in November2008 the Company filed for an extraordinary or emergency
base rate increase of approximately $60,000,000 or 5.2o/o and simultaneously requested an
$85,000,000 or 7.4o/o decrease in the GCR for a net 2.2o/o averall rate decrease of $25,000,0000. On
December 18, 2008, the PUC issued its decision approving a base rate increase of $60,000,000 or
5.2oh and a decrease in the GCR of $107,000,000 for a net decrease in rates of $47,000,000 or 4.2Yo.

These rates are effective as ofJanuarv 1.2009.

Sirth Series Bonds

As discussed in note 8(b), as of December 18, 2008, $271,370,000 of the Sixth Series Bonds are held
by the providers of the Standby Bond Purchase Agreement as bank bonds. The providers of the
Standby Bond Purchase Agreement continue, on a weekly basis, to remarket the bonds in accordance
with the bond authorization. The Standby Bond Purchase Agreement expires on January 26,2009.If
the Standby Bond Purchase Agreement is not renewed, and no substitute liquidity facility is
provided, any bank bonds held at that time will be amortized in ten payments payable the first
business day of July and the first business day of December for the next five years. The Company
has therefore recorded as current debt at August3l,2008 one tenth ofthe outstanding Sixth
SeriesBonds as of August3l, including $1,900,000 due to mature in 2009 under the original
amortization schedule and an additional $29,300,000 for a total of $31,200,000.

Swap - Sixth Series Bonds

As discussed in note 8(c), the City entered into a swap related to the Sixth Series Bonds. The fair
value of the interest rate swap as of December 18, 2008 was negative $72,600,000. This means that
the Company would have to pay this amount to terminate the swap. Per the swap agreement, the
refunding or defeasance of the Sixth Series Bonds, in whole or in paft, without the prior written
consent of both the counterparty and the insurer, may constitute an event of termination unless
certain conditions are met.

Additionally, note 8 identifies a termination risk related to the interest rate swap agreement if
the Company's bond rating falls below Baa2 ar BBB (Moody's/S&P). Because the City's swap
payments are insured by FSA as long as FSA is rated at or above A2 or A (Moody's/S&P)
the termination event based on the City's rating is stayed. Neither the Company's credit rating
nor FSA's credit rating has declined below the levels required in the agreement as of
December 18" 2008.

(d)

5l



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Schedule of Pension Funding Progress

(Thousands ofdollars)

(b)-(a)
Actuarial Unfunded UAAL (OAAL)
accrued (overfrrnded) (a/b) as a percent
liabilitv AAL Funded Covered ofcovered
(AAL) (UAAL IOAALI) ratio pavroll psvroll

(b)

Actuarial valuation
date

(a)
Actuarial
value of

assets

September 1, 2003*
September 1,2004**
September 1,2005+
September I, 2006+
September 1,2007+++

$356.000 5427.006
366,783
383.5 r 7
411.886
416.183

436,255
450,866

$71,006
69,472
67.349

474"250 62,364
482,380

83.37% $101,200
84.08 102,500
85.06 102,544
86.85 106,0i8
86.28 105,596

fund for the plan year September l,

fund as updated for the plan year

fund for the plan year September l,

fund as updated for the plan year

frrnd for the plan year September l,

70.t6%
67.78
65.68
58.82
62.6966,191

* The required supplementary information is based on a biennial actuarial valuation of the pension
2003 through August 31,2004.

** The required supplementary intbrmation is based on a biennial actuarial valuation of the pension
September l, 2004 through August 31,2005.

+ The required supplementary information is based on a biennial actuarial valuation of the pension
2005 through August 3 l, 2006.

1-+ The required supplementary information is based on a biennial achrarial valuation of the pension
September I , 2006 through August 3 1, 2007.

++ The required supplementary information is based on a biennial actuarial valuation ofthe pension
2007 through August 31,2008.

See accompanying independent auditors' report.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Schedule of Other Postemployment Benefits Funding Progress

(Thousands ofdollars)

O) (b)-(a)
(a) Actuarial Unfunded

Actuarial accrued (overfrrnded) (a/b)
UAAL {OAAL)

as a percent
Actuarial valuation value of liabilitv AAL Funded Covered ofcovered

date assets (AAL) (UAAL IOAALI) rafio payroll payroll

August 3 1, 2007
August 31, 2008

See accompanying independent auditors' reporl

$573,734 5573,734 $106,018 54r.17%
591,599 591,599 105,596 560.25



PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Supplementary Information (Unaudited)

Schedule of Other Postemployment Benefits Employer Contributions

(Thousands ofdollars)

Year-end

Annual
required Percentage

contribution contributed

August 31,2407
August 31,2008

See accompanying independent auditors' report.

s 45,237 41.60%
44.11,4 41.44
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Net Assets (City Format)

August 31,2008 and2A07

(Thousands ofdollars)

2008 2007

Assets:
Cash on deposit and on hold
Equity in pooled cash and investments
Equity in treasurer's accounl
Investments
Internal balances
Amounts held by fiscal agent
Notes receivable
Taxes receivable
Accounts receivable - net
Interest and dividends receivable
Due from other governments
Restricted assets
Inventories
Unamortized loss and discount
Other assets
Property, plant, and equipment
Accumulated depreciation

Total assets

Liabilities:
Notes payable
Vouchers and accounts payable
Salaries and wages payable
Accrued expenses
Funds held in escrow
Due to other governments
Defened revenue
Cunent portion of long-term obligations
Noncurrent portion of long-term obligations
Unamortized gain and premium

Total liabilities

Net assets:
Invested in capital assets, net ofrelated debt
Restricted for:

Capital projects
Debt service
Community development proj ects
Behavioral health programs
Intergovernmental fi nanc ing
Emergency phone system
Rate stabilization

Unresfricted

Total net assets

See accompanying independent auditors' reporl

6 49,332

;

se,l2y

219,788
187,539
52,852
63,699

1,732,562
(670,467)

$ __-lJ:4,615_

$ 90,000
67,508

3,430
TO7,M

3r,64r
73,942

1,r03,927
30,375

$ _1_,508,207_

$ (4,466)

108,581

tr,u,

1
48

88,570

277,13g
147,770
58,818
55,982

1,68 1,3 13

(640,940)

_rJ2c3e8_

94,600
60,615

2,797
ur,y

20,41r
41,930

1,176,368
33,051

_1,497,091_

(5,690)

105,005

123,986

223,301

t22,293

ff

226,408



PHILADELPIIIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Activities (City Format)

Years ended August 3 1, 2008 and 2007

(Thousands ofdollars)

Ausust 31,2008

Charges for grants and grants and
services contributions contributions TotalExpenses

s (740,81e)
(56,075)

{3e,s24)

(25,834)

Expenses

$ (773,58r)
(52,t46)
(36,380)

(26,421)

Gas services
Interest on debt
Unal located depreciation
Other postemplo).rnent

benefits

Gas services
Interest on debt
Unallocated depreciation
Other postemployment

benefits

840,035 25,324* t24,540
(56,075)
(39,s24)

(2s,834\

Total S _(8622s2\_ _840,035_ _25324._ _ _3J07_
* Includes $15,732 of interest and other income and $9,592 of other operating revenues.

Ausust 31,2007
uperallng uapttal

Charges for grants and grants and
services contributions contributions Total

849,503 22,92t* 98,843
(52,r46)
(36,380)

(26,42t)

Total $ ____g!!g!L ___!4ef9i_ _22,e2v_
* lncludes S I 3,073 of interest and other income and $9,848 of other operating revenues.

See accompanying independent auditors' report.
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PHILAI}ELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Statements of Revenues, Expenses, and Changes in Fund Net Assets (City Format)

Years ended August 31,2008 and2007

(Thousands ofdollars)

20072008

Operating revenues:
Charges for goods and services
Sales of land and improvements
Rentals and concessions
Miscellaneous operating revenues

Total operating revenues

Operating expenses:
Personal services
Purchase ofservices
Material and supplies
Employee benefits
Indemnities and taxes
Depreciation and amortization
Cost of goods sold
Other

Total operating expenses

Operating income

Nonopemting revenues (expenses):
Operating grants
Passenger facility charges
Other income
lnterest income
Debt service - interest
Other expenses

Total nonoperating expenses

Income (loss) before transfers

Transfer in
Transfer out
Capital contributions

Change in net assets

Net assets - beginning of year

Net assets - end of year

See accompanying independent auditors' report.

831,Q8

18,199

r*,tn

73,351
75,640
6,216

41,488

42,969
511,976

840,105

19,246

"r3rt
74,054
76,299
4,290

41,863

39,708
539,300

751,539

98,088

t,gz+
73,897

(56,075)
(54,637)

(94,981)

3,107

18,000
(18,000)

775,514

83,837

1,262
I l,8l I

(52,t46)
(60,868)

(99,94t)

(16,104)

19,000
(18,000)

3,107

223,301

(16,104)

239.40s

226,408 223,301
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Schedule of Interfund Transfers

Year ended August 31, 2008

(Thousands ofdollars)

Due to the City, September 1,2007
Accrued distributions
Payments to the City

Due to the City, August 31, 2008

See accompanying independent auditors' report.

$ 3,000
18,000

(18,000)

$ 3,000
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I ndependent Gonsu ltant's
Engineering Report

Gity of Philadelphia, Pennsylvania
Gas Works Revenue Bonds

Consisting of:

Gas Works Revenue Bonds

$435,1 50,0001 Eighth series
$1 50,000,0001 Ninth Series
(1 998 General Ordinance)

Philadelphia Gas Works
Philadelphia, Pennsylvania

I?T BLAcK&VEATCH
lll- Building a world of diiierencel

I Preliminary, subject to change
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BLACK & VEATCH
Building a161qfl{ of dilferencel

May 4,2009

Mr. Rob Dubow
Director of Finance
City of Philadelphia
13* Floor, Municipal Services Building
1401 John F. Kennedy Boulevard
Philadelphia, PA 19102

Dear Sir:

In accordance with our agreement with the Philadelphia Gas Works (PGW) through the
Philadelphia Facilities Management Corporation, the management entity for PGW, we submit herewith
our independent consulting engineer's report (the "Report") to be included as an appendix to the official
statement or official statements ("Official Statement") prepared by PGW in connection with the City's
issuance of $435,150,000 Gas Works Revenue Bonds, Eighth Series (the "Eighth Series Bonds) and
$150,000,000 Gas Works Revenue Bonds, Ninth Series (the "Ninth Series Bonds"). The Eighth Series
Bonds will be issued in one or more series with the proceeds used to achieve the current refunding of
PGW's outstanding Sixth Series Bonds; upon the issuance of the Eighth Series Bonds, the Sixth Series
Bonds will be fully redeemed and will no longer be outstanding. The Ninth Series Bonds will be issued
to finance various elements of PGW's on-going capital improvement progrilm.

You may use this submittal in furnishing your report as required by Section 8 of the First Class
City Revenue Bond Act, Section a.03(a) of the General Gas Works Revenue Bond Ordinance of 1998,
and Section 4.03(a) of the General Gas Works Revenue Bond Ordinance of 1975. The purpose of this
Report is to present the findings of our evaluation of PGW's gas works system (the "System") and to set
forth information concerning financial factors relating to the Eighth and Ninth Series Bonds. This Report
is based on our analysis of the records and capital improvement programs of PGW, discussions with key
PGW personnel, physical inspections of predominately above-ground facilities conducted in March 2009
and such other investigations as we have deemed necessary.

The evaluation of the System, which includes a discussion of organization, management, and
staffing; system service area; supply facilities; distribution facilities; and the Capital Improvement
Program (the "CIP") for fiscal years 2009 through 2014, is presented in the first part of the Report. The
second part of the Report contains financial feasibility information including analyses of gas rates and
rate methodology; projection of future operation and maintenance expenses; CIP financing plans;
projection of revenue requirements as a determinant of future revenues; and assessing the ability of PGW
to satisfy the covenants in the City Ordinances (the 1975 General Ordinance and 1998 General
Ordinance) authorizing the issuance of the Prior Bonds and the Fuhrre Bonds. "Prior Bonds" are defined
as the outstanding bonds issued under the General Gas Works Revenue Bond Ordinance of 1975 (the
"1975 General Ordinance") and the General Gas Works Revenue Bond Ordinance of 1998 (the "1998
General Ordinance"). "Future Bonds" are defined as the Eighth and Ninth Series Bonds that will be
issued urder the City Ordinances. Together, the Prior and Future Bonds are collectively refened to as the
"Bonds". A listing of our principal assumptions and opinions developed as a result of our studies is
presented at the end of the Report.

Black & Veatch Corporation. I l40l Lamar. Overland Park, KS 6621 I USA . Telephone: 913.458.2000



Mr. Rob Dubow
PageZ

May 4,2009

Subject to the limitations set forth herein, this Report was prepared for PGW by Black & Veatch
and is based on information not within the control of Black & Veatch. In conducting our studies, we
reviewed the books, records, agreements, capital improvement programs, and customers, sales and
financial projections of PGW and investigated such physical properties of PGW as we deemed necessary
to express our opinion of PGW's operating results and projections. While we consider such books,
records, documents, and projections to be reliable, Black & Veatch has not verified the accuracy of these

documents.

Black & Veatch is one of the oldest, largest and most diversified engineering, procurement, and
construction companies in the United States. Black & Veatch operates and maintains a global network of
regional, marketing, and project offices. Founded in 1915, Black & Veatch employs over 9,500 people
performing financial, economic, and engineering studies and design and construction of facilities for
clients in govemment and industry in the fields of energy, water, wastewatet, and telecommunications.
Black & Veatch has extensive experience in the design and analysis of the operation and financing of
electric, natural gas, water, and wastewater systems serving communities ranging in size from small cities
to large metropolitan systems of the magnitude of the System.

In this Repoft, where standards or requirements are indicated as being applicable, being fulfilled,
or to be attained, such standards or requirements are those promulgated by the Pennsylvania Public
Utilities Commission (the "PUC") and other Federal, State, and local agencies, in accordance with the
provisions of Federal laws and the laws of the Commonwealth of Pennsylvania goveming the storage,
delivery, and sale of natural gas. Capitalized terms not otherwise defured herein have the same meanings
as ascribed to them in the Official Statement or the 1998 General Ordinance. References made herein to
specific years are for the fiscal years of PGW ending August 31, unless otherwise noted.

The Report includes our assessment of the condition of PGW's physical plant including PGW's
existing storage and distribution facilities, based upon site inspections during March 2009 of certain PGW
facilities as deemed appropriate. We also reviewed and evaluated existing and planned natural gas

transportation and supply contracts with respect to volumes of natural gas to be delivered. The general
physical condition of the System's facilities has been evaluated using three rating categories - good,

adequate, and poor - as described below.

. Good: The facility is in condition to provide reliable operation in accordance with design
parameters and requires only routine maintenance.

o Adequate: The facility is operating at or near design levels, however, non-routine renovation,
upgrading, and repairs are needed for continued reliable operation. Significant expenditures
for these improvements may be required.

o Poor: The facility cannot be operated within desiga parameters. Major renovations are

required to restore the facility to reliable operating condition. Major expenditures for these

improvements may be required.

The ratings assigned in this Report are the result of physical inspections of individual above-
ground facilities at existing sites conducted in March 2009.

An evaluation of a gas storage and distribution system of the magnitude and complexity of
PGW's requires an assessment of each of the System's various components. The evaluation described in
this Report is based on estimates of the degree of improvement that has been or will be provided by the
projects in the current CIP and their impact in meeting service requirements.



Mr. Rob Dubow
Page 3

May 4,2009

The projections set fo*h in this Report are "forward-looking statements." In formulating these
projections, Black & Veatch has made certain assumptions with respect to conditions, events, and
circumstances that may occur in the future. The methodologies utilized by Black & Veatch in performing
these analyses follow generally accepted practices for such projections. Such assumptions and
methodologies are summarized in this Report and are reasonable and appropriate for the purpose for
which they are used. While Black & Veatch believes the assumptions are reasonable and appropriate and
the projection methodology valid, actual results may differ materially from those projected, as influenced
by conditions, events, and circumstances that may actually occur that are unknown at this time and/or
which are beyond the control of Black & Veatch. Such factors may include PGW's ability to execute the
capital improvement plan as scheduled and within budget, regional climate and weather conditions
affecting the demand for gas, and adverse legislative, regulatory or legal decisions (including
environmental laws and regulations) affecting PGW's ability to operate the System.

Based on these analyses and the assumptions set forth or referred to in this Report, we offer the
following opinions to indicate PGW's conformance with specific requirements which must be met for the
issuance of the Future Bonds as provided in the 1975 General Ordinance and the 1998 General
Ordinance:

1. PGW is a competently managed and operated gas distribution utility. PGW and the System
are orgatized, operated, and maintained at a level equal to, or in excess of, regulatory
requirements and generally accepted industry practices. The System is in good operating
condition.

2. Based upon Black & Veatch's evaluation of financial projections and certain assumptions
with respect to the System which Black & Veatch believes to be reasonable, and on the basis
of actual and estimated future annual financial operations of the System (including the
projects to be established with the proceeds of the Future Bonds), the System will yield
Project Revenues (which are pledged under the 1975 General Ordinance and the 1998
General Ordinance) over the amortization periods of the Bonds issued under the 1975
General Ordinance and the 1998 General Ordinance which will be sufficient to (a) meet all
expenses of operation, maintenance, repair and replacement of the System, (b) meet all
reserve or special funds required to be established under the 1975 General Ordinance and the
1998 General Ordinance, (c) meet the principal of and interest on all Bonds (including the
Future Bonds) issued under such Ordinances, as the same shall become due and payable, and
(d) provide such surplus requirements as are contained in the respective rate covenants ofthe
1975 General Ordinance and the 1998 General Ordinance. The Project Revenues forming the
basis of this opinion comply with the requirements of the definition of Project Revenues
contained in Section 2 of the Act.

3. The Project Revenues and Gas Works Revenues which are pledged as security for the Bonds
issued under the 1975 General Ordinance and the 1998 General Ordinance, respectively, are
currently, and are projected to be, sufficient to comply with the Rate Covenants set forth in
Section 4.03(b) of the 1975 General Ordinance and Section 4.03(b) of the 1998 General
Ordinance.

4. The capital improvements proposed during the projection period, September 1,2009, through
August 31,2014, should, along with continued good operation and maintenance practices,
enable PGW to maintain the System in good operating condition. Review of present
management practices indicates that good operation and maintenance is likely to continue.
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5. Contracted PGW gas supplies plus (a) spot market purchases, (b) anticipated additional
contracted supplies plus supplemental gas capacities, as well as, (c) the pipeline transport
capacity to move these supplies to PGW, appear adequate to meet PGW's projected demand
on a day of maximum demand (a "design peak day"), in an hour of maximum demand (a
"design peak hour"), and during a year of maximum demand (a "design peak year").

The following are significant changes or events that have occurred since the issuance of our prior
Report dated January 26,2007 (*2007 Report"), and are addressed more fully in the text of this Report:

l. PGW paid offthe City Loan of $45 million in 2008 as assumed in the 2007 Report.

2. PGW received a $25 million permanent rate increase out of the $100 million requested

effective September 20,2007, and a $60 million extraordinary rate increase effective January
1,2009, that is assumed to be permanent in this Report.

3. The 2007 Report assumed that internally generated funds would be sufficient (based on a
$100 million rate increase) to defer the need for new bond proceeds for capital improvements
beyond 2012. This Report assumes that PGW will issue Ninth Series Bonds in 2010 in the

amount of $150 million.

4. PGW's five-year average collection factor has improved to 95.7 percent (2004-2008) from
93.6 percent (2002-2006).

5. Long-term debt service will increase by approximately $20 million over the 2010-2014
period.

6. PGW's fiscal year 2009 estimated capital expenditures of $50.5 million represent an

18.3 percent decrease from 2008 levels reflecting a management decision to implement a

contingency plan to reduce spending. This action was necessary given the dislocation in the

financial markets. Spending for the forecast period beyond 2009 assumes that capital
spending will resume at previously budgeted levels.

7. PGW did not install the Phase 2 LNG facilities as originally budgeted for 2008 and 2009.

PGW has determined that it is capable of meeting its near term LNG liquefaction needs with
the Phase I LNG facilities already in service.

Very truly yours,

BLACK & VEATCH CORPORATION

AfdJfubg
Thomas J. Sullivan
Director
Enterprise Management Solutions Division

Enclosure
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lntroduction

The Philadelphia Gas Works ("PGW") is a gas distribution utility owned by the City of
Philadelphia, Pennsylvania (the "City"). The utility acquires, stores, distributes, and sells gas to residents
and other customers within the City.

Under the terms of certain of the current revenue bond covenants, PGW is obligated to charge
and collect rents, rates and charges to maintain net revenues at or above certain specified levels in excess

of annual debt service requirements. In addition, prior to the issuance of bonds under the General Gas

Works Revenue Bond Ordinance of 1975 ("1975 Ordinance") or the General Gas Works Revenue Bond
Ordinance of 1998 ("1998 Ordinance"), a financial report from the City's Chief Fiscal Officer, which
may be given in reliance on an engineering report, is required.

Purpose
The purpose of this Independent Consultant's Engineering Report ("Report") is to summarize

findings of engineering studies performed by Black & Veatch Corporation ("Black & Veatch") related to
the gas system of the Philadelphia Gas Works and to set forth information concerning the financial factors
relating to the issuance of the $435,150,000 Gas Works Revenue Bonds, Eighth Series (the "Eighth Series

Bonds") and $150,000,000 Gas Works Revenue Bonds, Ninth Series (the "Ninth Series Bonds").

The Eighth Series Bonds will be issued in one or more series with the proceeds used to achieve
the current refunding of PGW's Sixth Series Bonds; upon the issuance of the Eighth Series Bonds, the
Sixth Series Bonds will be fully redeemed and will no longer be outstanding. The Ninth Series Bonds
will be issued to finance various elements of PGW's on-going capital improvement program.

"Prior Bonds" are defined as the outstanding bonds issued under the 1975 Ordinance and the
1998 Ordinance. "Future Bonds" are defined as the Eighth and Ninth Series Bonds that will be issued
under the City Ordinances. Together, the Prior and Future Bonds are collectively referred to as the
"Bonds",

Scope
This Report addresses the organization and management, regulation, physical condition,

adequacy of system capacity, operation and maintenance practices, and staffing levels of PGW's systems.
It provides a review of the proposed capital improvement program ("CIP") for fiscal years 2009 through
2014 and includes the results of engineering studies regarding the financial requirements of the System.
Evaluation of the projected financing of future operating and capital improvement needs is based upon a
review of historical operating and financial data and projected capital program and operating budget
information provided by PGW. Projections of revenues and revenue requirements are presented for the
fiscal years 2009 through 2014. The financial feasibility of the issuance of the Future Bonds should be
evaluated recognizing the results of these analyses and PGW's projected compliance with applicable
revenue bond covenants.

PGW representatives and others have provided certain historical data and other information
presented in this Report. Black & Veatch has not conducted verification tests of this information. As is
normal in conducting the analysis and preparing projections, Black & Veatch has made certain
assumptions with respect to conditions, events, and circumstances that may occur in the future. The
methodologies utilized by Black & Veatch in performing these analyses follow generally accepted
practices for such projections. Such assumptions and methodologies are summaized in this Report and
are reasonable and appropriate for the putpose for which they are used. While Black & Veatch believes
the assumptions are reasonable and the projection methodology valid, actual results may differ materially
from those projected, as influenced by conditions, events, and circumstances that may actually occur.
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Such factors may include PGW's ability to execute the CIP as scheduled and within budget, regional
climate and weather conditions affecting the demand for gas, and adverse legislative, regulatory or legal
decisions (including environmental laws and regulations) affecting PGW's ability to operate the System.

Black & Veatch Qualifications
Black & Veatch is one of the largest and most experienced engineering companies in the United

States specializing in utility engineering. Our experience includes the planning, design, operation
analysis, and construction of gas, electric, water, and wastewater systems. In addition, the firm has

extensive experience in assisting utilities with management and financial aspects of their operations. The
company has been engaged in several thousand projects with a range of clients that include utilities
owned by municipalities ranging in size from small communities to large metropolitan regions, investor-
owned utilities, industrial and commercial businesses, local and state agencies, and the United States

Govemment. Over the past five years, Black & Veatch has been involved in assisting clients with the

issuance of over $10 billion in utility revenue bonds. Black & Veatch performed the Independent
Consultant's Engineering Report ("2001 Report') for PGW's (1998 General Ordinance) Third Series

Bonds issued in 2001, the Independent Consultant's Engineering Report (*2002 Report") for PGW's
(1998 General Ordinance) Fourlh Series issued in 2002, the Gas Works Revenue Refunding Bonds,
Seventeenth Series issued in 2003, the Independent Consultant's Engineering Report (*2004 Report") for
PGW's (1998 General Ordinance) Fifth Series A-1 and A-2 issued in 2004, and the Independent
Consultant's Engineering Report (*2006 Report") for PGW's (1998 General Ordinance) Sixth Series

issued in2006, and the Independent Consultant's Engineering Report (*2007 Reporl") for PGW's (1998

General Ordinance) Seventh Series Bonds issued in2A07. Since 1972, the City of Philadelphia's Water
Department also has engaged Black & Veatch for various consulting services. These consulting services
have included engineering evaluation reports for all Water and Wastewater System Revenue Bonds sold
by the City since 1974 and, various projects involving the development of water and wastewater rates.

Experienced personnel from Black & Veatch have performed the physical evaluation of PGW's
gas supply and distribution systems. In performing our engineering assessment of PGW, Black & Veatch
reviewed the current condition and operation and maintenance of the gas supply and distribution systems.

We conducted inspections of PGW's major facilities in March 2009, including PGW's city gate stations
and liquefied natural gas facilities. We also interviewed key members of PGW's management team in
March 2009 regarding operations and maintenance issues and practices.

The financial feasibility review has been performed by personnel assigned to the Enterprise
Management Solutions Division of Black & Yeatch, which provides services in such areas as utility rates,

utility property valuation, depreciation rate studies, financial analysis and planning, non-audit accounting,
management and operations analysis, and the preparation of independent engineering reports for official
statements.
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Organization and Management

The Philadelphia Gas Works ("PGW") is owned by the City of Philadelphia and is responsible for
the acquisition, storage, and distribution of gas within the limits of the City. PGW is accounted for as a
component unit of the City. As described in greater detail herein (See The PGW Gas System), PGW is the
largest municipally-owned gas utility in the nation.

PGW's operations are managed by the Philadelphia Facilities Management Corporation
("PFMC"), a not-for-profit corporation whose Board is appointed by the Mayor. PFMC's responsibilities
are set forth in a Management Agreement between the Cify and PFMC, which delegates responsibility for
PGW's operation to an executive management team provided by PFMC. Under the Management
Agreement, those responsibilities that are not specifically granted to PFMC fall under the domain of the
Philadelphia Gas Commission ("PGC"), except to the extent preempted by the Pennsylvania Public
Utility Commission ("PUC").

^ Prior to the passage of the Pennsylvania Natural Gas Choice and Competition Act ("Gas Choice
Act")', rates charged by PGW were regulated exclusively by the PGC because PGW was not a "public
utility" within the meaning of the Pennsylvania Public Utility Code, as it was defined prior to the passage

of the Gas Choice Act. On Jvne 22, 1999, the Pennsylvania General Assembly passed the Gas Choice Act
which amends the Public Utility Code by providing for the implementation of choice of suppliers of
natural gas for retail customers of gas distribution companies. In addition, the Gas Choice Act provides
that PGW is subject to regulation by the PUC, effective July 1, 2000, and that choice among natural gas

suppliers will be provided to PGW's customers.

On March 31,2003, the PUC approved PGW's restructuring plan, which among other things,
provides for an unbundled tariff permitting customer choice of the commodity supplier. On September 1,

2A03, PGW began operating under its Restructuring Compliance Tariff. PGW's Restructuring
Compliance Tariff Rates are designed to maintain revenue neutrality and the Tariff Rules and Regulations
are designed to comport with the Pennsylvania Public Utility Code.

City of Philadelphia
The City of Philadelphia was founded in 1682 and merged with the County of Philadelphia in

1854. There are two principal govemmental entities in Philadelphia: (l) the City, which performs
ordinary municipal functions as well as traditional county functions; and (2) the School District, which
has boundaries coterminous with the City and has responsibility for all public primary and secondary
education. The court system in Philadelphia, consisting of Common Pleas, Municipal, and Traffic Courts,
is part of the Commonwealth of Pennsylvania (the o'Commonwealth") Judicial System. Although the
Commonwealth pays judges and top level administrators, the City pays all other court costs, with partial
reimbursement from the Commonwealth.

The City is govemed primarily under the Home Rule Charterr, which provides for the election,
organization, powers, and duties of the legislative branch (the "City Council"); the powers and duties of
the executive and administrative branches; and the City's fiscal and budgetary matters, contracts,
procurement, property, and records.

1- Act of June 22,1999,P.L. 122, No. 21, g3 (66 Pa. C.S.A. 52201 et seq.).I Philadelphia Home Rule Charter, 351 Pa. Code $1.1-100 et seq., adopted pursuant to authorization of the First
Class City Home Rule Act approved April2l, 1949,P.L.665, $1 et seq. (53 P.S. $13101 et seq.).
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Philadelphia Gas Works
In March 1835, a City ordinance was passed authorizing private ownership and operation of a

public gas utility under trustee management. This ordinance also contained an option clause permitting
the City to take ownership of the gas utility properties by issuing City bonds to the private stockholders.
This option initiating City ownership of gas utility properties to ultimately form PGW was exercised
March 1, 1841. The City has owned the gas system continuously since that date. Manufactured gas

production commenced February 8, 1836, and service was inaugurated February 10, 1836, to 46 gas

lamps along Second Street.

During its more than 170 years of existence, the operation and management of PGW has evolved
to its present configuration through a variety of arrangements. Initially the private owners managed it. In
1841, a Board of Trustees assumed management of PGW in accordance with an enabling City ordinance.
This arrangement continued through April 1887, when the City, under the Director of Public Works,
assumed direct management and operation of PGW. Serious financial and operating problems led to a
change in this arrangement on November 12,1897. At that time, t}re City, unable to sell PGW, conffacted
with the United Gas Improvement Company ("UGI"), now UGI Corporation, for the operation and
management of PGW under authority granted by the Home Rule Charter. Operation and management by
UGI continued through December 31,1972.

On December 5, 1972, the City caused the incorporation of the Philadelphia Facilities
Management Corporation as a not-for-profit Pennsylvania corporation for the specific purpose of
operating PGW. PFMC currently manages PGW in accordance with the original agreement with the City
dated December 29, 1972, effective January l, 1973, as subsequently amended (the "Management
Agreement"). The relationship between the City, PGC, PFMC, and PGW as originally detailed in the
Management Agreement is summarized below. As described later in this Report, as of July 1,2000, the

Gas Choice Act confers the responsibility of regulating PGW's rates and services to the PUC. (See

Pennsylvania Public Utility Commission and Regulation).

Orsanization tr'unction

City of Philadelphia

Philadelphia Gas Commission

PFMC

PGW

Owns PGW property and establishes legislation for the
functioning of PGW. City Council approves the capital budget.

Responsibilities include: approval of personnel provided by
PFMC, review of gas supply contracts for approval by City
Council, approval of PGW's operating budget, review of PGW's
capital budgets, and regulation ofrates".

Provides executive management and directs operation of PGW
facilities.

Manages construction, operation and maintenance of the gas

system on a day-to-day basis.

a As of July l, 2000, the PUC became responsible for regulating rates pursuant to the Gas Choice Act.
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The Management Agreement states that for the operation of PGW, PFMC shall provide:

o A Chief Executive Officer,

r A Chief Operating Officer,

o A Chief Financial Officer, and

o Other personnel as deemed appropriate by PFMC.

All PFMC personnel are subject to the approvai of the PGC. The PGC consists of five members:
the City Controller, two Mayoral appointees, and two City Council appointees. The PGC has the general
responsibility to oversee operation of PGW by PFMC and retains all powers not specifically granted to
PFMC.In addition, the Management Agreement specifies certain functions of the PGC, mainly:

. Approval of PFMC personnel

o Review and make recommendations regarding gas supply contracts for City Council
approval

. Approval of PGW's annual operating budget

o Review and make recommendations regarding PGW capital budgets for City Council
approval,

. Approval of short-term loans

o Review and approval of all PGW real estate acquisitions, sales, or leases for submittal to
City Council for approval by ordinance, -and power to establish procurement standards
and to fix and regulate rates and charges' for supplying gas to customers other than the

City and the Board of Education, which will annually produce revenues sufficient to:

- Pay all operating and maintenance expenses of PGW and the interest and
amortization expense of its debt

- Maintain debt coverage ratios

- Pay $18,000,000 to the City each year

- Provide such other funds as may be approved by the PGC and City Council for debt
reduction or capital additions

In the 1990s, PGW experienced a number of changes in its management organization. PFMC set

up an interim management structure for PGW in December 1994 through January 1996 and again in
October 1998 through March 2000. In February 2001, the PUC issued an order adopting a settlement with
PGW in Docket No. R-00005654 whereby the PUC and the City agreed on a timetable and process to
replace its interim management with permanent management. Permanent management was set in place
with the appointment of Thomas Knudsen as President and CEO in June 2002. Mr. Knudsen's
appointment was formally approved by the PGC in December 2002. PGW's permanent management
organization is shown in Figure l. (See also Rates and Tarffi, Regulation).

In preparing this Report, Black & Veatch interviewed key PGW officers6 and a number of its
managers. The interviews were supplemented with reviews of PGW's policies, practices, procedures, and
field observations of employees at various facilities performing their daily activities. Based on these
interviews, reviews, and observations, it is our opinion that PGW is suitably organized, managed, and
operated by qualified personnel.

t Ibid.
6 For the purpose of this report, PGW officers and management include individuals provided by PFMC.
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As of March 2009, PGW employed 1,721 people. Presently, approximately 7l percent of PGW's
employees are represented by the Gas Works Employees' Union Local 686 ("Local 686"). Local 686
transferred affiliation from the Service Employees lnternational Union ("SEIU") to the Utility Workers
Union of America ("UWUA") in 2003. On October 17,2006, a new two-year Collective Bargaining
Agreement was ratified by the Gas Works Employees' Union, Local 686, Utility Workers' Union of
America. The two-year extension went into effect on May 15, 2008 and will be valid through May 15,

2010. The Agreement includes incremental wage increases of 2.5 percent in 2008 and 3.5 percent in
2009.

The following are brief biographical descriptions of the curent PFMC/PGW Senior Offtcers:

Thomas E. Knudsen. President and Chief Executive Officer. Mr. Knudsen joined PGW as

Interim Chief Financial Offrcer in March 2000. He served in that capacity until July 2001 when he was
appointed Interim President and Chief Executive Officer. Mr. Knudsen was appointed to his present
position by PFMC in June 2002. Prior to joining PGW, Mr. Knudsen was the founding partner of The
Woodside Group, a management consulting firm located in Stamford, Connecticut specializing in utility
economics and regulation. For over 25 years, Mr. Knudsen advised industrial, commercial and residential
customers and groups, as well as regulatory commissions, regarding appropriate utility operations,
budgeting, pricing and rate design issues. Mr. Knudsen's involvement with PGW dates from 1986, having
served as a consultant to the Public Advocate in all rate and budget proceedings of PGW before the Gas

Commission from 1986 until 2000. His prior experience includes management consulting with Touche
Ross & Co. (now Deloitte & Touche), as Assistant to the Finance Administrator of the City of New York
and the United States Navy Supply Corp. Mr. Knudsen received his Masters of Business Administration
degree in Finance from Columbia University in 1968 and a Bachelor of Arts degree in Economics from
Northwestern University in1964. He also serves on the Energy Association of Pennsylvania's Board of
Directors and has recently been reappointed to the American Gas Association's Board of Directors.

Craie E. White. Executive Vice President and Actine Chief Operatine Officer. Mr. White
was appointed Acting Chief Operating Officer in July 2001. He is responsible for Field Operations,
Customer Service, Sales and Marketing, Corporate Preparedness, Information Services, and Gas

Management issues. His previous positions at PGW include: Senior Vice President, Marketing and
Supply Services; Vice President, Marketing and New Business Development; Manager, Gas Planning &
Federal Regulatory Affairs; Administrator, Federal Regulatory Affairs; Federal Regulatory Specialist;
Planning Analyst; Demand Analyst; and Accounting Specialist. Mr. White received his Bachelor of
Science degree in Business Administration from Kutztown University in Kutztown, Pennsylvania, and
Master of Business Administration degree in Financial Management from Drexel University. Mr. White
has been a member of PGWs management team since January 1980. He also serves on the following:
American Public Gas Association's Board, the American Gas Association's Leadership Council and the
Energy Association of Pennsylvania's Executive Gas Board.

Josenh R. Bogdonavase. Senior Vice President - Finance. Mr. Bogdonavage was appointed
Senior Vice President, Finance in November 2000. His responsibilities include the oversight of PGW's
Operating & Capital Budget, Accounting & Reporting, and Treasury functions. Mr. Bogdonavage has

over 36 years of diverse experience in the finance area of PGW. He previously held the positions of
Director, Budget & Financial Forecasting; Manager, Budget & Financial Forecasting; Supervisor, Budget
& Financial Forecasting; Accounting Assistant Supervisor; and Budget Analyst. Mr. Bogdonavage is a
member of the American Gas Association's Financial and Administrative Committee and the Energy
Association of Pennsylvania's Finance Committee. Mr. Bogdonavage received his Bachelor of Business
Administration in Accountingin 1972 from Temple University.
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Randall J. Gvorv. Senior Vice President - Operations & Customer Affairs. Mr. Gyory was
appointed Senior Vice President of Operations and Customer Affairs in August 2007. His responsibilities
include overseeing the Diskibution and Field Services Operations, Call Center Operations, Credit and
Collections, Regulatory Compliance, Account Management, Bill Processing, Universal Service Programs,
Customer Service Center Operations, and Billing System Operations and Support. Prior to his current
position, Mr. Gyory served as Vice President of Customer Affairs. He also managed PGW's Program
Management Office and led a team of functional and business analysts in correcting and improving the
billing system software issues associated with the transition from their legacy billing system to a client
server system. In his twenty-nine years of experience at PGW, Mr. Gyory has spent the majority of his
career in the Distribution Departrnent where he held several positions in Maintenance, Construction and
Engineering. Mr. Gyory received a Bachelor of Science degree in civil engineering from the University of
Pittsburgh.

Thomas L. Kuczvnski. Senior Vice President - Office of Business Transformation &
Information Services. Mr. Kuczynski was appointed Senior Vice President of Business Transformation
and Information Services in August 2AA7. Mr. Kuczynski rejoined PGW in February 2004 as Vice
President - Information Services & CIO. He has over 30 years of experience in Information Technology
including 18 years of prior experience at PGW. ln his present position, Mr. Kuczynski is responsible for
all aspects of the Office of Business Transformation and Information Services. He previously held the
position of Director of Technology Strategic Planning for PG&E's National Energy Group ('NEG"). In
this role, he was responsible for new technology research and development, strategy and architecture,
business continuity planning, disaster recovery and security. Prior to joining NEG, Mr. Kuczynski spent
one year at Delmarva Power where he provided IT Strategic Planning Services to the Energy Supply
Group. Before Delmarva, Mr. Kuczynski spent l8 years at PGW where he led development efforts for
PGW's customer information system, credit and collection, automated meter reading and distribution leak
tracking. In 1993 Mr. Kuczynski was recognized by the American Gas Association with the Distribution
Achievement Award for his efforts in designing and building PGW's first mobile field service system.
Mr. Kuczynski is a graduate of La Salle College in Philadelphia, and the Executive MBA proglam at
University of Maryland University College.

Abbv L. Pozefskv. Esq.. Senior Vice President - Administration and General Counsel.
Ms. Pozefsky was appointed Senior Vice President and General Counsel in July 1998, and Senior Vice
President, Administration and General Counsel in 2005. She manages the deparunents of Human
Resources and Organizational Development, Risk Management and Technical Compliance as well as
Legal. Ms. Pozefsky previously held the position of Chief Deputy City Solicitor of Regulatory Affairs for
the City of Philadelphia Law Departrnent, where she was also General Counsel for the Philadelphia Water
Departrnent and Airport. Having been licensed in four states, Ms. Pozefsky practiced law with a private
law firm, a community legal services organization, and a state attorney general's office, and has taught on
a university level. Ms. Pozefsky received her Bachelor of Arts degree from the University of
Pennsylvania cum laude and a Juris Doctor degree from New York University Law School.

Cristina Coltro. Vice President - Customer Affairs. Ms. Coltro was appointed Vice President
of Customer Affairs n 20A7. Her responsibilities include overseeing the Call Center Operations, Credit
and Collections, Regulatory Compliance, Commercial Resource Center, Account Management, Bill
Processing, and Customer Service Center Operations. Prior to her curent position, Ms. Coltro served as

the Director of Regulatory Compliance, responsible for the Universal Services Programs, Customer
Review Unit, Dispute Resolution Unit, Program Management Office and Training Deparhnent. Ms.
Coltro received her Bachelor of Science degree in Economics from Hunter College, New York, and a

Master of Science degree in Energy and Environmental Management and Policy from the University of
Pennsylvania. She also serves on the Utility Emergency Service Funds (UESF) Board of Directors, and is
a member of the Energy Assoeiation of Pennsylvania and the American Gas Association Customer
Services committees.

B-8



Raquel N. Guzman. Esq.. Vice President - Legal and Associate General Counsel. Ms.
Guzman was appointed Vice President - Legal in August 2005 and Associate General Counsel in 2003.
She, together with the General Counsel and Assistant General Counsel, is responsible for PGW's Legal
Department. Prior to joining PGW's legal staff, Ms. Guzman was a Deputy City Solicitor for Regulatory
Affairs for the City of Philadelphia and also practiced at a major Philadelphia law firm in its real estate
department. She holds a Juris Doctor degree from the University of Pennsylvania Law School and an
undergraduate degree from Harvard College.

Michael W. Handwerk. Vice President - Technical Compliance. Mr. Handwerk was
appointed Vice President of Technical Services in September 2A05.In this capacity, he is responsible for
services to Operations involving regulatory compliance, chemical laboratory analyses and environmental
related activities, as well as development and implementation of operational changes and best practices.
Mr. Handwerk's previous position was Director, Operations Compliance & Technical Services. He has
been with PGW since 1979. Mr. Handwerk is a member of the American Gas Association's Operations
Safety Regulatory Action Committee (OSRAC) and the American Public Gas Association's Operations
Committee. He is also a member of the Energy Association of Pennsylvania's Gas Transmission and
Distribution Committee, and the American Chemical Society. Mr. Handwerk has a B.S. degree in
Chemistry from Elizabethtown College, a B.A. degree in Corporate Management from Ursinus College,
and a M.B.A. in Financial Management from St. Joseph University.

Steven P. Hershev. Vice President - Resulatorv & External Affairs. Mr. Hershey joined
PGW as Vice President, Community lnitiatives in January 2004 and was appointed Vice President -
Regulatory & Extemal Affairs in January 2006. In his current position, Mr. Hershey's primary
responsibility is working with the President and CEO and senior management regarding certain regulatory
and stakeholder matters and developing initiatives to enhance PGW's regulatory and legislative goals as
well as improving PGW's relationship with various stakeholders, including customers. Prior to joining
PGW, Mr. Hershey was a partner in the law firm of Eckert, Seamans, Cherin & Mellott, LLC of
Philadelphia, Pennsylvania. He represented clients in matters involving energy, telecommunications, and
utility policy, implementation of competition, rate setting, conservation, customer service and economics.
Prior to becoming a partner at Eckert, Seamans, Cherin & Mellott, LLC, Mr. Hershey was a Supervising
Attorney for Community Legal Services of Philadelphia, Pennsylvania. While at CLS, Mr. Hershey
served as Lead Attomey for the Public Advocate, representing the interests of residential customers of
Philadelphia utilities from 1985 to 1998. Mr. Hershey's involvement with PGW dates back to
approximately 1977 when he began representing PGW's residential customers. Mr. Hershey has more
than 30 years of experience in the utility and energy field, including the practice of law. Mr. Hershey
holds a B.A. degree from Hamilton College and a Juris Doctor degree from Georgetown University Law
Center.

Paul A. Mondimore. Vice PresidenJ - Field Operations. Mr. Mondimore was appointed Vice
President, Field Operations in October 2002. He is responsible for PGW's Distribution and Field Services
Departments. He previously held many positions at PGW in the Distribution Department since
commencing employment in June 1981 including: Director, Distribution Department; Project Manager,
Mobile Dispatch Project; General Supervisor; and Supervisor. Mr. Mondimore received his Bachelor of
Science degree in Civil Engineering from Drexel University. He has been a member of the American Gas
Association, AGA Best Practices Group and the Energy Association of Pennsylvania.

Douslas A. Moser, Vice President - Gas Management. Mr. Moser was appointed Vice
President, Gas Management in October 2002. He is responsible for PGW's Gas Processing; Gas Supply,
Transportation & Control; Gas Planning, Rates & Federal Regulatory; and Engineering & Facilities
Departments. Since commencing employment in September, 1979 at PGW he has held the following
positions: Senior Project Manager in the Strategic Planning Department; Manager - Gas Control and
Manager - Gas Acquisition in the Gas Supply Department and Engineering Assistant; Production
Engineer, Supervisor Gas Conditioning, and Operations Engineer in the Gas Processing
Department. Mr. Moser received his Bachelor of Science degree in Chemical Engineering from
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Pennsylvania State University and his Master in Business Administration degree from Widener
University.

Jo Ann Muniz. Vice President - Sunplv Chain. Ms. Muniz was appointed Vice President of
Supply Chain in August 2007. She is responsible for PGW's Fleet Operations, Procurement and Materials
Management Departments. Since commencing employment in July 1980 as an Engineering Assistant in
Gas Supply, she has held many positions at PGW including: Fleet Engineer in Fleet Operations; Staff
Engineer in the Engineering Department; Internships in Field Services and Customer Affairs; Co-Project
Manager of the Work Management and Mobile Project Team; Project Manager of Customer Service
Training and Process Development; Director, Procurement and Contract Services and Director, Fleet
Operations and Materials Management. She most recently held the position of Director, Support Services.
She serves as Chair of the Energy Association of Pennsylvania's Materials and Procurement Management
Committee. She holds a B.S. in Mechanical Engineering from Temple University and a M.S. in Electrical
Engineering from Pennsylvania State University.

William C. Muntzer. Vice President - Human Resources. Mr. Muntzer was appointed Vice
President, Human Resources in August 2008. Mr. Muntzer oversees the administration function of
Human Resources and Labor Relations. He has approximately 27 years experience of utility management
in Philadelphia, Pennsylvania. Areas of responsibility include project management, local, state and federal

regulatory work, advocacy, information technology, planning, rate design, marketing and utility
operations. Mr. Muntzer also has experience in the manufacturing sector: responsibilities included
inventory control, planning, production scheduling and shipping. Recent accomplishments include
several major utility initiatives including the implementation of the Pennsylvania Gas Choice Initiative,
replacement of a city wide dispatching system for over 400 field employees and the refurbishment of a
large meter testing facility, oversight of a Management Audit conducted on behalf of the Pennsylvania
Fublic Utility Commission. Mr. Muntzer earned his undergraduate and graduate degrees at Lasalle
University's Business School.

Joseph A. Smith. Vice President - Marketinq & Sales. Mr. Smith was appointed Vice
President, Marketing & Sales in May 2005. Mr. Smith oversees the operations of Major Accounts, Sales

and Customer Support and Business Development/Technical Support. He previously held the position of
Director, Major Accounts; Manager, Major Accounts as well as other positions within the Marketing
Department. In addition, he has held several positions in PGW's Field Operations Department. Mr. Smith
received his Bachelors Degree in Business Administration in 2004. Mr. Smith has served as the President
of the Association of Energy Engineers (AEE), in which he now serves as a Board member. He is

currently a member of the American Public Gas Association's Marketing Committee and the American
Society of Heating, Refrigeration and Air Conditioning Engineers (ASHRAE).

John P. Straub. Vice President - Cornorate Prenaredness. Mr. Straub was appointed Vice
President of Corporate Preparedness (formerly known as Labor, Safety and Preparedness) in April 2003.
He is responsible for matters including Safety, Security, Policies & Procedures, Business Continuity &
Disaster Planning, and Occupational Health & Safety. Mr. Straub previously held the position of Vice
President - Human Resources Department. Before coming to PGW in January 1999, Mr. Straub headed

the Special Litigation Group for the City of Philadelphia's Law Department where he was responsible for
the management and supervision of all employment law related matters and litigation involving the City
of Philadelphia. Mr. Straub also previously worked as an Assistant District Attorney for the Philadelphia
District Attorney's office. He holds a Juris Doctor degree from Temple University School of Law and is a
graduate of Villanova University.

Lorraine S. Webb. Vice President - Orsanizational Development. Ms. Webb was appointed
Vice President of OrganizationalDevelopment in May 2005. She is responsible for Staffing, Performance
Management, Succession Planning, EEO, Affirmative Action, Training and Development and the

Leadership Development program. Ms. Webb previously held the position of Director of Strategic
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Planning and prior to that Director of Human Resources for PGW. Before joining PGW, Ms. Webb held
various positions in the field of human resources. Previous positions included Manager of Human
Resources, Affirmative Action Officer for Ciba Geigy (now Novartis), as well as Senior Career Transition
Counselor for the Ayers Group of New York. Ms. Webb holds a B.A. degree from State University of
New York-Binghamton. She is a member of SHRM.

Eloise N. Young. Vice President - Information Services & Chief Information Officer. Ms.
Young was appointed Chief Information Officer of the Philadelphia Gas Works in August 2007. As CIO,
Ms. Young is responsible for delivering information technology capabilities to PGW. Prior to this
appointment, Ms. Young served in a number of positions in PGW's Information Services Department
including Director of Technical Strategy and Support, Manager of Systems Services, System
Administrator in both the Unix and CICS environments, DBA, and applications developer. Ms. Young
received a Bachelors of Science degree in Information Technology from the University of Phoenix in
2003.

Joseph F. Golden. Jr.. Controller. Mr. Golden was appointed Controller in March 2001. He is
responsible for the treasury and accounting functions at PGW. Prior titles held by Mr. Golden at PGW
include: Treasurer; Manager - Treasury Department; Senior Staff Accountant; and Staff Accountant. Mr.
Golden started his career with PGW in August of 1986. Mr. Golden has prior work experience in public
accounting, treasury accounting and cash management, and manufacturing. Mr. Golden holds a Bachelor
of Science degree in Accounting from Villanova University, a Master of Business Administration degree
from Drexel University, and a Juris Doctor degree, cum laude, from Temple University School of Law.

Philadelphia Gas Commission
The Philadelphia Home Rule Charter contains provisions for the establishment of the PGC with

powers and duties as set forth in ordinances and contracts. The Management Agreement grants PGC
certain specified powers and duties and all other powers not specifically granted to PFMC. The powers
and duties granted to PGC include approval of personnel provided by PFMC, review of gas supply
contracts for approval by City Council, approval of changes in tests and standards of gas quality and
pressure, approval of PGW's operating budget, review of PGW's capital budgets and recommendations
thereon to City Council, approval ofcertain loans (but not the issuance ofBonds), access to and review of
all books, records and accounts of PGW, prescription of insurance requirements, promulgation of
standards forprocurement and disposal ofmaterial, supplies and services and approval ofall real property
acquisitions for further approval of City Council.

Pennsylvania Public Utility Gommission
The PUC regulates the rates and supervises the service of Pennsylvania's public utilities,

including electricity, water, natural gas, and telephone. Under current law, all rate regulation authority for
PGW is held by the PUC, pursuant to the Gas Choice Act. The Gas Choice Act contains provisions which
are designed to (i) preserve the tax-exempt status of Approved Bonds, defined in the Gas Choice Act as

bonds or other obligations issued by the City for PGW, including the Future Bonds, (ii) preserve the
ability of the City to comply with its covenants, including the City"s covenants with respect to the
imposition and collection of rates and charges to the holders of Approved Bonds, includirrg the Fufure
Bonds, and (iii) require rates to be set for PGW utilizing the ratemaking methodology and requirements
that were applicable to PGW's natural gas distibution operation prior to the assumption ofjurisdiction by
the PUC. The Gas Choice Act provides, among other things:

e Commencing July t, 2000, PGW is subject to regulation by the PUC and, except as

otherwise provided in the Gas Choice Act, the provisions of the Public Utility Code apply
to PGW as if it were a public utility. The PUC, instead of the PGC, sets rates for PGW's
customers.
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. Notwithstanding customer choice in gas suppliers, PGW's gas distribution business will
remain a regulated monopoly.

o In setting rates and notwithstanding any other provision of the Public Utility Code, the
PUC must permit the City to impose, charge and collect rates or charges as necessary to
permit the City to comply with its covenants to the holders of any Approved Bonds, as

defined in the Gas Choice Act. All Bonds issued by the City on behalf of PGW under the
Act, including the Future Bonds, are Approved Bonds.

o The PUC is obligated to use PGW's ratemaking methodology and requirements until all
Approved Bonds are refunded or defeased.

r The PUC is baned from requiring the City or PGW to take any action (or omit taking any
actions) under the Public Utility Code if such action or omission would have the effect of
causing the interest on any bonds issued by the City on behalf of PGW, including the

Future Bonds, to be includable in the gross income of the holders of such bonds for
Federal income tax purposes.

o On March 3I, 2003, the PUC approved PGW's restructuring plan (Docket No. M-
00021612), which implements customer choice and permits licensed natural gas suppliers
to deliver gas to customers in Philadelphia using PGW's distribution system.

o On September 1,2003, PGW began operating under its Restructuring Compliance Tariff.

o The Gas Choice Act permits, but does not require, the PUC to approve a senior citizen
discount. On September 30,2004, the PUC denied PGW's request to continue the senior
discount program for post-September 1,2A03, applicants. Since September l, 2003, the

program is not available to new participants. (See Senior Citizen Discount Program).

o The PUC is required to provide for a management audit of all employees, records,
equipment, contracts, assets, liabilities, appropriations, and obligations of PGW prior to
the commencement of the restructuring proceeding. (See Rates and Tarffi, Regulation).

r Effective June 30, 2000, the provisions of the Home Rule Charter with respect to the
powers and duties of the PGC are abrogated to the extent inconsistent with the Gas

Choice Act.

r The City cannot be required to take any action under the Public Utility Code if the effect
of the action is to cause a variation in the City's financial plan approved by the

Pennsylvania Intergovernmental Cooperation Authority.

o The City's executive or legislative powers to "legislate or otherwise determine the
powers, functions, budgets, activities and mission of PGW' are not abrogated or limited.

This Report assumes rate regulation will be administered by the PUC to comply with the City's
bond covenants, as required by the Gas Choice Act.
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The PGW Gas System

Philadelphia Gas Works began gas production in February 1836 and has since continuously
provided the City of Philadelphia with service. Today, PGW is the largest municipally owned gas utility
in the nation, maintaining a distribution system of approximateLy 3,A24 miles of gas mains and 466,814
service lines. ln addition to this extensive distribution system, PGW operates facilities for the
liquefaction, storage, and vaporization of natural gas to supplement gas supply taken directly from
interstate pipeline and storage companies.

Population and Service Area
PGW Gas System presently serves the lirnits of the City of Philadelphia with a customer base of

approximately 500,000 accounts. This service area is shown in Figure 2. The service area consists of an
urban area of 129 squaf,e miles located in southeast Pennsylvania along the Delaware River. Philadelphia
is the largest incorporated area within the Delaware Valley region. According to the 2000 United States
Census, Philadelphia has a population of approximately 1,500,000 inhabitants, a decrease of about 4
percent since 1990.'

Supply Facilities
The principal PGW natural gas supply facilities include nine city gate stations owned in large part

by the interstate pipeline companies serving PGW and two liquefied natural gas ("LNG") plants,
Richmond and Passyunk, owned by the City. The supply facilities also include a gas control center, a

deactivated propane/air plant, and two gas holders, one of which has been removed from service.

City Gate Sfafions

Natural gas is received through nine city gate stations from two pipeline transmission companies

- Spectra Energy ("Spectra") and Transcontinental Gas Pipe Line Corporation ("Transco-Williams"). The
two pipeline companies own most of the facilities and land at eight of the nine city gate stations. The
pressrre delivered to PGW's distribution system is controlled at each of the city gate stations. Eight city
gate stations are equipped with gas heaters.

Gas Control Center

The gas control center is located at 800 W. Montgomery Avenue, with a backup at the Richrnond
Plant. The center monitors and controls gas flow and pressure from the nine city gate stations to the high-
pressure distribution system. The gas control dispatchers also provide direction to the LNG production
plant operators concerning startup, shutdown and gas flow output from the LNG facilities. Operations are
facilitated through the use of a computer system that includes a backup unit and an auxiliary power
supply.

' The City of Philadelphia and Philadelphia County are coextensive. United States Census Bureau, Census 2000
Redistricting Data (P.L. 94-17l) Summary File, Table PLI qnd 1990 Census.

B-13



Figure 2
Phitadelphia Gas Works Service Area
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LNG Facilities

There are two LNG facilities - the Passyunk Plant and the Richmond Plant. The smaller LNG
storage and vaporization facility at the Passyunk Plant receives its liquefied gas supply from the larger
Richmond Plant via cryogenic trailer trucks. The Passyunk LNG facility consists of one LNG storage
tank of 3,066,000 gallons gross capacity (i.e., the equivalent of 253,300 thousand cubic feet ["Mcf'] of
natural gas) and two LNG vaporizers, each having a capacity of 45,000 Mcf per day resulting in
45,000 Mcf per day planned capacity and 45,000 Mcf per day reserve.

The Richmond LNG plant is one of the largest liquefaction facilities in the United States and also
includes storage and vaporization facilities. A new liquefaction facility was completed and tested in
March 2005, which replaced the original modified liquefaction facility which was subsequently
mothballed. The new facility utilizes an open expander loop technology. It has a daily liquefaction
capacity of 16,000 to 18,000 Mcf per day. This technology utilizes energy from the high transmission
delivery pressure of the interstate pipeline system throughput to run the expander/compressors,
significantly reducing fuel requirements. In addition, these facilities have the capability to liquefy natural
gas year round providing greater operational flexibility. Further, this technology utilizes significantly
fewer components than the older modified cascade facility and should result in lower operation and
maintenance costs. The maximum capacity of the liquefaction facilities of 18,000 Mcf per day will not be
available at all times during the summer months because the demand on the PGW system is not sufficient
to create the throughput necessary to run at this capacity.

The vaporization and storage facilities at the Richmond Plant are not affected by the new
liquefaction facilities. The two storage tanks at the Richmond Plant have a combined gross capacity of
48,970,000 gallons of LNG (4,045,800 Mcf). Regasification of the liquid natural gas is accomplishecl
with six vaporizers having a total output of 41 1,000 Mcf per day plus 100,000 Mcf per day in reserye.
The Richmond Plant also has facilities to receive LNG from and deliver LNG to cryogenic trailer trucks.

Gas Holder Storage Facilities
The Richmond Plant has a low pressure gas holder. The Richmond holder has an operating

capacity of 1,000 Mcf. It was installed in the manufactured gas era and is in working order. It is used to
enhaace operational flexibility of the LNG Plant. The Passyunk holder has been removed from service.

Distribution Facilities
The principal gas distribution facilities consist of approximately 3,024 miles of main, 466,814

service lines, 208 regulator stations, approximately 563,287 meters (of which approximately 519,890 are
active) and miscellaneous valves, instruments, and other appurtenances. PGW operates five different
operating pressure systems; each system is connected to the other by control regulators. The high-pressure
systems operate at approximately 110,60, and 35 pounds per square inch gauge (psig); the intermediate
pressure system operates at 5 psig; and the low-pressure system operates between 6 and 9 inches of water
column (approximately 0.25 pounds per square inch). The majority of customers are served from the low-
pressure system.

Approximately 53 percent (by length) of the gas mains are cast iron, 33 percent are steel,
4 percent are ductile iron, and l0 percent are plastic. Of the steel mains, approximately 49 percent are
wrapped, coated, and cathodically protected. Approximately 35 percent of the service lines are steel (of
which 13 percent are cathodically protected) and 64 percent are plastic.
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Other Facilities
PGW has its executive and operating offices located at 800 West Montgomery Avenue, which is

a 150,000 lguare foot office building constructed in 1988. The former general office building, located at

1800 N. 9'n Street, still houses administrative operations, in addition to distribution and field service
dispatch centers, gas control dispatching, operating stations, a post office, duplicating center, radio repair
shop, training facilities, parking facilities, telecommunications, and warehousing, as well as information
systems center and a metal fabrication shop. Additional facilities include six district offices, the Tioga
station for distribution crews, two LNG plants, and three operating stations for field service crews. There
are also five other warehousing facilities, a meter shop, and an automotive maintenance and repair
facility. The automotive maintenance and repair facility is responsible for the upkeep of PGW's fleet of
approximately 694 vehicles, 100 portable compressors, and 42 trailers. PGW also maintains three minor
automobile repair facilities, bulk fuel dispensing equipment, and materials and supplies.

Condition of Facilities
In March 2009, Black & Veatch conducted site inspections of certain PGW facilities as deemed

appropriate. During the inspections, Black & Veatch used three evaluation criteria based on observation
to evaluate the condition of each facility. These criteria are described below:

t Good: The facility is in condition to provide reliable operation in accordance with design
parameters and requires only routine maintenance.

c Adequate: The facility is operating at or near design levels, however, non-routine
renovation, upgrading, and repairs are needed to ensure continued reliable operation.
Significant expenditures for these improvements may be required.

c Poor: The facility cannot be operated within design parameters. Major renovations are

required to restore the facility and assure reliable operation. Major expenditures for these

improvements may be required.

Construction Sifes

Inspections al construction sites included the observation of crews, vehicles, power-operated

equipment, tools, safety procedures for the crew and public, construction standards, and general quality of
work performed.

System maps were also examined and compared to existing facilities. This comparison showed
the maps to have adequate detail to describe the system at the site. The maps contain the year the natural
gas main was placed in service, size and material used, operating pressure, location of valves and bends,
and where repairs have been performed.

Meter Seffings

Meter setting observations include materials and equipment. Observed meter settings conformed
to accepted industry standards, accessibility, and safety and security measures.

Field and District Offices

Field and district offrce sites, including related facilities, such as vehicle and equipment fueling
stations, garage and vehicle maintenance supply, structures, driveways, parkiag, material and equipment
storage areas and security features, were observed. Three of the six district offices are leased to PGW.
Inspections of these leased sites were focused primarily on materials and equipment typically provided by
PGW.
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Personnel

During the inspection period, Black & Veatch conducted interviews and was assisted by PGW
staff who are experienced, qualified, well trained, and knowledgeable in their assigned tasks. In addition
to details of the operations, they were knowledgeable in details of routine and preventative maintenance
procedures PGW has in place.

The following is a list of key areas discussed in conducting inspections and in the collection of
system data:

Construction System Losses & Meter Maintenance Programs
CorrosionEngineering LeakSurveys
Field Offices Operations
District Offrces SCADA System
Treasury Meter Settings
District Regulators City Gates and LNG Plants
Field Services Accounts Receivable
Gas Supply

Facility lnspections
The following facilities were inspected in March 2009:

Sunolv Facilities Distribution Facilities

LiqueJied Natural Gas Facilities Meter Setting
Richmond & Passyunk Plmts Cornmercial

Cig Gate Stations

034

Ashmead

Penrose

Riclmond

Somerton

060

5230 Chestnut (in West District Office)

1337 West Erie Ave. (in North District Offtce)

lndustriaVCommercial
University Village (Temple), intersection of lOth and Montgomery

Construction Sites

1 50 Gay St. - Re?lace cast iron main with 4" PE and renew seruices.

Baldwin St., Wilde to Silvenvood - Block renewal of cast iron with 4" PE and transfer sewices.

Other Facilities

Field Offius/OnSite Facilities District Oflicu
Montgomery

Porter

Tioga

Castor

Belfield

SCADA Contol Room

PGW - 1800 N. 9tlr Sl

Center City - Leased

Frmkford - Leased

Germantown - L€ased

North - Owned

South - Owned

West - Owned

Conclusions

All observed facilities, vehicles, equipment and warehouse stock appeared to be reasonably
maintained and in good operating condition. During the inspections, Black & Veatch identified only
minor items not in good operating condition as would be expected during the normal course of operation.
These items were either in the process of being repaired or were essentially retired in place. Employees
appeared to be knowledgeable of their job requirements and well trained.
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PGW's highest operating priority is response to emergencies and the maintenance of a safe gas

distribution system. PGW maintains maps and other records of the distribution system in good order and
has comprehensive written construction, operating and maintenance standards and procedures. Its
personnel appeared well nained in the operation and maintenance of the gas distribution system. PGW is

routinely actively involved in entering its facility records (Corrosion, Service and Leak Records) into
computer databases, thus facilitating and improving the accuracy of accessing information. PGW has

continued to monitor its security measures at its major facilities, including the two LNG facilities, the cify
gate stations, and the headquarters building complex, as a result of September 11, 2001, terrorist attacks.
PGW has added concrete barriers around critical facilities at Richmond and perimeter fencing around
both Passyunk and Richmond Plants.

Based on the physical inspections and interviews conducted in March 2009, it is our opinion that
PGW operates and maintains its system prudently and in accordance with current regulatory standards

and generally accepted industry practices.
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PGW Gas Supply

PGW manages its gas supply through a mix of flowing supplies, off-system undergtound storage,
and City-owned and PGW-operated LNG facilities. PGW utilizes this mix to meet its obligation to serve

customers' demand on the coldest day (peak day) as well as customers' annual requirements. PGW's gas

distribution facilities are directly connected to Spectra through four city gate stations and to Transco-
Williams through five city gate stations. A1l gas purchased by PGW is transported to the city gates

through either one of these pipelines. During predominantly off-peak periods, a portion of the purchased
gas supply is stored in off-system underground storage facilities connected to these two pipelines or in
PGW's LNG facilities. Through the effective use of off-system storage and LNG, PGW is able to more
efficiently utilize its transportation contracts with Spectra and Transco-Williams.

Supply Services
PGW purchases gas through a combination of term contracts and spot market purchases. Natural

gas supplies are purchased under a portfolio approach intended to sccure the lowest price consistent with
reliability of supply. Consideration is given to maintaining a diversity of sources and types of supply.
During the 2009 fiscal year, purchased gas and transportation costs are estimated to account for
approximately 70 percent of the total gas supply expenses of $616 million and approximately 44 percent
of total revenues of $994 million. The cost of gas supply is a function of the prices paid and the quantiry
purchased, both of which are variable. While this price component can be managed by PGW to some

extent through the timing of purchases, the prices paid are largely determined in a very competitive and a
sometimes volatile marketplace. While the total annual volumes purchased are highly dependent on
temperatures during the heating season and are beyond the utility's direct control, PGW can manage the
timing of purchases and hence prices to a limited degree, by utilizing off-system and LNG storage.

Transportation and Storage Services
All of PGW's gas purchases are ultimately transported from the sources of supply to the city

gates through either Spectra or Transco-Williams facilities. Injections and withdrawals of gas from off-
system storage also rely on these two pipelines. Table I summarizes the existing transportation
agreements between PGW and the two pipelines. As shown in this table, PGW's currently available
pipeline capacity is almost equally divided between the two pipelines. Of PGW's total contract pipeline
capacity of 446,929 Mcf per day, Spectra accounts for 227,277 Mcf per day, or 5l percent, and Transco-
Williams accounts for 219,652 Mcf per day, or 49 percent. The initial terms of the major contracts for the

Spectra transportation service (CDS and FT) expire prior to the 2010-11 winter period and the initial term
of the major contract for the Transco-Williams transportation service (FT) expires after the 20ll-12
winter period. These contracts will then renew on an automatic year-to-year basis. PGW's current long-
term plan assumes that the material contracts may also be renewed as longer term contracts.

Due to the highly seasonal nature of PGW's load (demand), the efficiency of pipeline
transportation service can be increased significantly through the use of storage services. During periods
when PGW's load is less than contracted transportation service, PGW may utilize the available capacity
to deliver gas to off-system storage facilities or liquefi gas and store it in its LNG facilities. The ability to
store gas off-system and in LNG facilities provides three significant benefits. First, less capacity needs to
be reserved on interstate pipelines to serve higher seasonal loads to the extent that gas can be stored in
off-system storage and local LNG facilities. Second, less volumes need to be actually purchased during
the generally higher cost winter period to the extent that gas be can purchased during the lower cost non-
winter period, storcd and then redelivered from storage during the winter. Third, market area storage
provides increased security of supply.

B-19



Table I
Gas Supply, Transportation, and Storage Contracts

2009 -2014

Transportatiodt) storage(d)

Contract

Contract

.. (b)
trxprranon'

03/3U12

07l3vtI
04n5/L0

03t3vt3

03t3ul0

r0t3vt0
t0/3Ut0
l0/3 l/10

r0l3Ur0

03t3vtl
03/3vtl
0313vt0

dtlday

165,212 160,400

1,967 1,910

5,191 5,040

53,87t 52,302

226,241 219,652

75,000 72,816

23,822 23,128

18,000 17,476

18,000 17,476

6,815 6,616

22,495 21,840

4,998 4,852

44,118 42,833

20,847 20,240

234,095 227,277

460,336 446,929

Mcf/day dt/day Mcf/day

Transco-Williams

FT

PSFT

s-2

GSS

wss(axc)

Subtotal

Spectra

CDS

FTI - 800233R

FTI - 800514R

FTI - 800515R

Dominior/GSS/FTS7(")

Dominion/GSS/FTS8(")

Equitable/FT52

SSIA
SSIB

Subtotal

Total

(a) Transportation included in FT

5,191 5,040

53,871 52,302

39,246 38,103

98,308 95,44s

6,815 6,616

22,495 21,840

4,998 4,852

44,1t8 42,833

20,847 20,240

99,273 96,381

197,581 191,826

(b) Contracts are assumed renewed based on evergreen clauses beyond their expiration date.

(c) Reference: SDS 6" Page 4 of 4, In the Matter of Proposed Operating Budget. Supporting Documentation - Gas

Costs and Purchasing Plans, Volume 1, June 2008.

(d) Reference: SDS 6. Pages l-2 of 4,In the Matter of Proposed Operating Budget, Supporting Documentation - Gas

Costs and Purchasing Plans, Volume l, June 2008.

(e) Volumes reflect 87.5% contract limitation on maximum monthly storage withdrawal.

As shown in Table l, PGW's currently available off-system storage capacity is almost equally
divided between facilities connected to Spectra and Transco-Williams. Of PGW's total contract storage
deliverability of 191,826 Mcf per day, services provided on Spectra account for 96,381 Mcf per day, or
50.2 percent, and Transco-Williams accounts for 95,445 Mcf per day, or 49.8 percent. A11 of this
deliverability requires transportation to PGW via the respective transportation services obtained from
Spectra and Transco-Williams. This storage deliverability is used primarily to reduce contract demand for
long haul transportation services and to reduce the quantity ofgas that needs to be purchased during the

typically higher cost winter period to meet winter peak demand.
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During the 2009 fiscal year, storage costs are estimated to account for approximateiy 30 percent
of the total gas supply expenses of $6i6 million. The prices paid for these services are determined by
long-term contracts and tariff rates regulated by the Federal Energy Regulatory Commission ("FERC").
Generally, these components of gas supply cost represent the purchase of capacity, are relatively fixed,
and do not vary directly with the volumes of gas purchased.

LNG Facilities
The City owns and PGW operates two LNG facilities, the Richmond Plant and the Passyunk

Plant. The LNG facilities are primarily used to ensure availability of supply needed to serve peak day
demand. The LNG facilities provide capacity that would otherwise be needed from flowing gas and off-
system storage (i.e., pipeline and storage capacity) to meet peak day demands. The LNG facilities also
allow for a nominal reduction in purchases during the higher cost winter period. Based upon current
pipeline and storage charges, which have remained relatively constant over the past five years, PGW
estimates that utilizing the existing LNG facilities in lieu of additional pipeline and storage capacity saves
approximately $75 million per year.

Gas is liquefied, stored, and vaporized at the Richmond Plant, and stored and vaporized at the
Passyunk Plant. Total liquefaction (converting natural gas to liquid state for storage) capacity at the
Richmond Plant existing facilities is approximately 29,000 Mcf per day. The Richmond Plant can store
approximately 49 million gallons of LNG (4.05 million Mcf natural gas equivalent) and the Passyunk
Plant can store approximately 3 million gallons of LNG (250,000 Mcf natural gas equivalent). The LNG
stored at the Passyunk Plant is liquefied at the Richmond Plant and then transported by cryogenic trailer
trucks to the Passyunk Plant. Total vaporization (converting the liquid LNG to gas) capacity at the
Richmond Plant with two vaporizers, is 411,000 Mcf per day and 100,000 Mcf per day in reserve, and the
capacity at the Passyunk Plant with two vaporizers, is 45,000 Mcf per day and 45,000 Mcf per day in
reserve. The highest daily vaporization rate from the LNG facilities of approximately 360,000 Mcf
occurred in January 1994 when PGW recorded its maximum system sendout.

Supply and Demand Balance
Table 2 summarizes the supply mix that was used to meet historical peak day demand from fiscal

years 2003 through 2008, and the supply mix that would enable PGW to meet future demand assuming
design conditions over the 2009 through2014 fiscal years. A design day on PGW's system is based on
the highest actual historical peak day experienced by PGW. This occurred on January 19,1994, with a
peak day total demand (sendout) of 752,707 Mcf. The average temperature on that day was 2oF. For
design purposes, PGW projects total demand based on a 65 heating degree-day ("HDD") which translates
to an average temperature of 0oF. During the past seven years, pipeline deliveries (flowing gas plus
underground storage) have met between 70 andg2percent of achral peak day demand. These figures are
relatively high due to significantly warmer than normal winters. During the projection period,
approximately 6l percent of peak day demand under design conditions would be met from pipeline
supply with the remaining 39 percent met from LNG. PGW must maintain these capacity levels because it
is considered the supplier of last resort if the customer's supplier is unable to deliver natural gas.

However, PGW will assign proportionate shares of pipeline and LNG capacity and cost to transportation
customers. Table 2 shows that PGW has sufficient capacity to meet demand requirements.

Table 3 summarizes the supply mix that is projected to meet annual requirements during normal
and design years from 2009 through2014. PGW defines a normal year as one containing4,464HDD.
This normal year is based on a 30-year average. PGW defines a design year as one containing
5,280 HDD. A design year is based on the temperatures experienced during the 1977-1978 winter, which
was the coldest recorded winter in the last 60 vears.
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Table 3
Annual Supply and Demand

20lt 2012 2013 2014

dt dt dt dt
2009 2010

dt dt

DescriptionNo.

I

2

3

4

5

6
,7

8

9

l0
n
t2

IJ

t5

Norml Year - 4.464 Heatitrg Degredaf s

Reqtrirements - Sals
Fim Sewicc'

Boiler and Power Plant Seryice

Load Balancing Senice

Cogeneration Service

G6 Trunsportation Sewice

Natural Cas Vehicle Sen'icc

Trigen

Gmys Ferry

Subtotal Salcs

Plant Ure

Transport Fuel

Stomgc Fucl

StoBgc Retum

Liquefaction

Total Dcmand

Supply

16 Spctra

17 Tnnsco-Willims

18 Pipeline Subtotal

19 Specha

20 Transco-William

2l Storage Subtotal

22 LNG

23 Totat Supply

Requirements - Sales

24 Fim Swice
25 Boiler and Power Plant Swicc
26 Load Balmcing Scruicc

2'7 CogcnerationSewice

28 Gas Tnnsportation Swicc
29 Natural Gs Vehicle Scrvice

30 Trigen

3 t Grays Fcrry

32 Subtotal Sales

33 Plmt Us
34 Tmsport Fuel

35 Stonge Fuel

36 Storage Rctum

37 Liquefaction

33 Total Dcmd

Supply

39 Specha

40 Tmnsco-Willianr

4l Pipcline Subbtal
42 Spsha
43 Trusco-William

44 Storage Subtotal

45 LNG

46 Total Supply

Dsign Year - 5,2E0 Heatitg D€reedays

55,890,97 I

1,t66,299
'lr5 s't1

12,4 t3

2,629.14s

0

0

0

{s s)) sgR

1,059,35 r

368,61 I

t0.441

3,06 1.46,1

0

0

0

s5,264,65'1

r,039,865

436,219

8,907

3.377,420

0

0

0

55, t99,1 4 I

1,066,953

473,153
'1,'124

3,614,135

0

0

0

55,059,965

t.120,296

576,820

6,751

3,790,729

0

0

60,55,1,561

296,251

3,2 15.836

492,859

t'7,135,261

r,638,103

83,332,87 I

22,071,435

41,540,7'.73

63,612,208

9,001,286

8,868,1 I I

17,869,397

1,8i1,266

83,332.871

62,679,864

1,292.0t9

645,146

6,7sr
4,243,745

0

0

0

55,025.839

1,t92,292

5,991

3,928,583

0

0

0

60.025,06 I

t76,603

3.238.388

473,276

16.058,4,18

1.638,103

8t,609,879

22,'t99,478

40,986,085

63.785,563

8.218,101

'7.8t7,596

I 6,035,697

t,788.6 t9

81,609.879

60,022,865

26r,r98
3.22t,3'70

484,491

t6,152,999

1,845,6,14

82,588,567

2t,'182,8'76

41,091.373

62,874,249

9,036,004

8.82t,533

L'7,85'7 ,537

1,856.78 I

82,588,567

63.202,204

1,228,501

410,832

lo,44l
3,431,399

0

0

0

60,127.068

295.053

3,194,790

491.730

r7,038,21 5

1.596,253

82,746,109

2 1,68 1,378

4r,125.000

62,806.378

9,090.463

9,023,448

l8,ll3,9ll
1,825.E20

82,746,109

62,9r0.212

t,203.32'7

485,298

8.907

3,784,06'l

0

0

0

60,36 l,r 06

297,220

3,217.0'10

495.098

t 7,1 5 1.7 13

1,682,003

83,204,2 l0

22,001,853

41,506,9s3

63,508,806

9,04'7,1',t8

8.836,924

17.884,402

1.8 I 1,002

83,204,210

62,832.372

t,232,267

523,020
'1.124

4,047,n9
0

0

0

60,8r8,460

299,025

3,2,14.084

494,262

r7,15 1,888

1,879,68 l
83.887,400

22,538,735

41,589,31 I

64,128,046

8,948.027

8,866,209

t7,814,236

t.945,1 l8

83,887,400

62,640,881

1,3'73,416

'752,424

5,991

4,396.954

0

0

69,169,126

307,942

3,741,603

4t8,906

15,078,996

1,879.681

90,596.854

27,846,229

41,057,836

7t,904,065

7,370,905
8, I 87.9 t2

15,558,81 7

3,133.972

90,596,854

63.605,9 l4
1,355,609

361,828

12,41 3

2,948,364

0

0

0

68,284,128

178;7 16

3,603,087

452,390

16, t54,529

1,806,446

90.484,296

68,283,377

269,640

3,73',7,462

403,945

14,554,056

1,845.644

89,094,124

68,391,871

303,1 t0

3,'1t5,424

416,438

14,925,010

t,s21,328

89,273,r8t

68,642,542

305,837

3,738,512

418,063

I 5,098, t02

1,682,003

89,885,0 19

68,867,525

305,023

3;t27,933

418,36 I

15,t22,464

|,638.1 03

90,079,409

27,58t,171

44,048.526

'71,630,29't

7,342,655

8,085,608

15,428.263

3,020.849

90,0'79,409

28,233,665 2'7,313,244

44.002,289 43.523,154

'12,235,954 70,896.998

6,634.753 '1,312,648

8.681,031 7,90t,999

15,315,784 t5,214,64'7

2,932.558 2,982,479

.484,296 89,094,121

27,253.2n 2',1,549,335

43 .7 53 ,?57 44. t I | ,30 |

7t.006,468 7r,660,636

7,289,567 7.323,040

8,06_1,926 7.941,287

rs,3s3.493 t5,264,327

2,913.220 2,960,056

89,273,181 89,88s,019

Refcrence: SDS 4A. and SDS 48. In thc Matter ofProposed Opemting Budget, Supporting Documestation - Gas

Costs and Purchasing Plms, Volume I, June 2008.

B-23



Even though 100 percent of PGW's supply is originally transported through one of the two
interstate pipelines, the supply components shown in Table 3 are based on the source of gas when
ultimately delivered to the end user. As shown, approximately 64 percent of PGW's total gas pipeline
supply during a normal year flows through the Transco-Williams pipeline system. On a projected normal
annual basis, approximately 98 percent of volume is delivered to end users through the interstate pipeline
systems (80 percent flowing gasrT and 20 percent off-system storage), and 2 percent is delivered from the

LNG facilities.

17 Flowing gas represents gas that is purchased at the same time as delivered to ctrstomers.
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Capital lmprovement Program

PGW uses a formal process of evaluating capital needs and funding programs to meet those
needs. This annual capital planning process is used to formally review the Capital Improvement Program
("CP") and incorporates revisions into the 2009 budget and five-year capital program projection using
certain specific economic parameters to prepare the capital requirement estimate that forms the basis for
departmental budgets. In addition to satisfying the annual peak load requirement, depafimental budgets
and projections are based on meeting PGW's design hour and design day projections as prepared by the
Gas Management Department.ls Under the terms of the Management Agreement, PGW submits *te
annual CIP to the Director of Finance and the PGC for their review and recommendation to Citv Council
for the budget's approval.

In keeping with PGW's philosophy of maintaining a safe and reliable gas distribution system, all
capital projects are assigned a priority. The highest priority projects (Priority 1 and Priority 2) relate to
expenditures required for maintaining the safety and reliabiliry of PGW's system. Priority 3 expenditures
relate to facility relocations that are based on City, State, and Federal mandated projects. Priority 4
expenditures relate to projects that will result in additional revenues from load growth, and the lowest
priority projects (Priority 5) are those expenditures associated with improving operational efficiencies
and/or discretionary items.

Table 4 presents a sunmary of PGW's historical and forecasted capital improvement program
expenditures. Capital expenditures for the major departments are shown in the Table. Capital
expenditures for all departments other than Gas Processing, Distribution, Field Services, and
Transportation, are grouped together under the miscellaneous category "Other Departments". It should be
noted that the projected expenditures for 2009 reflect a management decision to implement a contingency
spending plan that would reduce spending. This action was necessary given the dislocation in the
financial markets. Spending for the forecast period, beyond 2009, assumes that capital spending will
resume at the previously budgeted level. However, matching future capital expenditures with the ability
to fund these expenditures is a dynamic process which is constantly being reviewed.

Proposed capital expenditures over the five-year projection period, 2010 through2014, total $381
million. For fiscal year 2A09, PGW's estimated capital expenditure of $50.5 million (net of salvage,
contributions, and reimbursement) represents an 18.3 percent decrease from the 2008 capital
expenditures. The majority of the 2009 capital expenditures, $34.5 million or 68 percent, is committed to
Distribution Department projects. Field Services and Other Departments have planned expenditures of
about $4.6 million and $5.5 million, respectively, in fiscal year 2009. Gas Processing and Transportation
have planned expenditures of about $2.7 million and $3.2 million, respectively, in fiscal 2009. Over the
five-year forecasted period, Distribution Department projects have planned expenditures of 5272 million,
which represents 7l percent of the total capital spending. The majority of the Distribution Department
capital projects involve the replacement of gas services and ongoing and required main replacements for
intermediate and low-pressure mains of small diameter (8 inches or less). Funding is also provided for
main rehabilitation activities and to support the addition of new load.

Based on our inspections of existing facilities in March 2009 and under normal operating
conditions, the proposed capital expenditures should be sufficient to maintain the system in good
condition.

l8 
Operating department budgets are based on assessing capital requirements for maintaining a safe and reliable

system calculated for a design day of OoF average temperature, a -5oF design hour, and a normal annual weather
pattem resulting in 4,464 annual heating degree-days for 2009 and 4,472 annual heating degree-days for 2010
throush 2014.
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A listing of projects approved for the fiscal year 2009, by major department, is shown in Table 5.

This table also shows the priority assigned to each project. In addition to the budgeted $45.2 million as

shown in Table 5 for 2009, PGW anticipated completing $5.2 million of capital improvements carried
over from prior fiscal years.

Gas Processing
As shown in Table 4, the estimated capital spending for the Gas Processing Department is $2.7

million in fiscal year 2009. These capital expenditures are for normal additions and replacements
necessary to maintain the safety and reliability of the LNG facilities.

Distribution
The ongoing cast iron main replacement capital program involves the removal of 18 miles of cast

iron mains annually. The scope of this program is consistent with the recommendations made by
Navigant Consulting Inc. ("Navigant") in a February 2000 report entitled "Philadelphia Gas Works Mains
Replacement Study" and the more recent recommendations of Advantica in its 2008 report. Cast iron pipe
was generally used by natural gas utilities many decades ago and was quite common for low-pressure gas

mains such as PGW's. While this pipe has performed well, as it ages the pipe is prone to cracking and the
joints to separating, thereby resulting in leaks. Over the last 20 years or so, natural gas utilities have been
systematically replacing cast iron mains generally with plastic for low-pressure systems and sometimes
wrapped and cathodically protected steel for higher pressure systems. A one percent annual replacement
program is typical for gas distribution utilities, like PGW, with greater than 500 miles of cast iron mains.
The Distribution Department has also coordinated its main replacement with the Customer Accounting
Department to ensure that as the mains are replaced, shutoff valves are added in areas with significant risk
of non-payment.

The estimated capital spending for fiscal year 2009 for the Distribution Department is $34.5
million, which is about $13.3 million lower than 2008 capital expenditures. Given the projected 20A9
spending reduction described above, PGW's ongoing annual cast iron mains replacement program is

expected to decrease to approximately 6 miles in 2009. However, over the 2001-2008 period, PGW
averaged approximately 19.5 miles of cast iron main replacement. Therefore, the average over the 2001-
2009 period will equal approximately 18 miles. In the forecast period, PGW plans to resume undertaking
its annual cast iron main replacement program at the l8 mile level. This change, combined with similar
reductions in small service replacements for 2009, total a decrease of $ I I million in spending between
2008 and 2009 budgets. However, estimated expenditures for the Distribution Department increase to

$51.7 million for 2010 with increases of roughly $1 million every year through 2014. These projected
expenditures include the l8 miles per year cast iron pipe replacement schedule. The planned capital
project spending for the Distribution Department follows a recurring pattern that generally requires equal
capital outlays each year.

The largest department expenditure relates to the prudent replacement of small diameter (1.25

inches or less) services, which are necessary as a result of the distribution mains replacements. This on-
going multi-year project is budgeted at $ I I .9 million for fiscal year 2009.

B-26



t-(\
I

.=€3KRRI A EF-oh€l a.i IJoioiri6ilJ tdL-d-+l €N l- g'E
rhro€l os€6hol rd
-6O6ol +&
o9h6dl -dh lr 6

r3'
.!!!!..}qsl .l &6hds6t +6\00661 r.=
hhhOdl -trh tr o

lq
l6'E

-q\oo\6leEh--rtl eO96NOOt €=
*thd6l hEn -l €

'E
qR$x:l n 3\C:fO€$16o
-6660i o6 -l € :lg
Neiort oB'6aan€bl 6t Fq\o-€^'l*"1 -" . E-r6t'-*l R fi "l,:6IFE
3rr=€l a 2 E
ro" s" .o" .\ nl Y^ ..t ENSrohl 9Eo6tbc

tE6l.or:o

:F;TfiI S ? R6irjvieiFilj a; 6t l€ = 
.:t€E

cl 6-O€l €F-Fi +Ne6l ; I gdl v', €- e. *^l o- E 6-isdrol g g g
tto
rv

ho-6nt o d 5G"A{&s.l a 3 
='$"'l G seFI PEg

8Sg=FI 3 EAF
33XR31 3 46 eFs -l \o .9 d E:

l1t=0F| 3.;€=
: u g'=

sEE3"s.l i SEgiaO6d:fl€\-nyEs lh ai,ad| :c FtE.b.=e€-tool r9:?E:66e-l dHEir.=*F8=nl $ g E"qE| €E.EdI E E.E Eri
--=oo 4'= 6d! tr o

:6iE3!-t1 EG Fk.=a_, _tE sib: -ooxN g FTFu -E 6<81.=- 3EE =3s;8.E t E F ; ,i-= .: >E:giaE 
=-E-_8Ii's^=EEa e6aeAX,9,uF

VHEFV

:l
^l

=dl* 'lo
^ldl

sl
=ledl

6l
=1 6
NI

dl

dl

-l
=ledl

Alq
dl

^tl-ol€ |

ElEl *
EI NIErl 

I

€l
=tadl

rl
=tedl

\ol
=tedI

xt s
NI

vl
-t e
st

o
o

0

O
4)
L

q,

x

!.e
a0 -:6

erA
!A 1E?
6J-{-5 EOE ,E>A -* €- E- l-t- oc) gc

EEo E:--9

'sf-: ,?---' cgGtto

v[r
t6-
(|J
ao

L

6t(J
L

4)

xt €
ql

I

I

I

J
aqol

"l
I

I

I

I



Table 5
New Capital Projects for FY2009

(Thousands of Dollars)

Gas Processing

Upgmde O-34 M&R Outlet Piping

Replrce Platscape Distributed Control Syst€m

LNG Tmk Piping Modification

Secrrity Upgrades - Pasryunk

Emergency Comd Center - Richmond

Miscellmmus Additions
Miscellmeous Replacmmts

Total Gas Processing

Distribution

Prudat Main Replements
High Pressure Main Valves Replacements

Jo:int Clamping md Encapsulation

Small Swice Replacements

Large Sewice Replacements

Smll Seruice llstallations

Large Seruice Installarions

Customer Metsing & Regulator Installation

Replace Pressure Regulating/Conosion Control Facilities

huchme Tools, Equipment

ReplaceTmls. Equipment

Enforced Relocations For System Pressure

Local Maim to Supply New HouseVlncreased Capacity

Total Disrribution

Field Services

Regulator Purchases

Service Regulators Purchmes and Installations

Meter Installations

Training Equipment Replacements

Meters Pruchases for Automtic Mettr Readins

AMR Replacements

BPS Metscan & LBS Metretek
lnsrmenlation Purchses md lnstallations

Total Field Services

Transportation

Conditional Funding for Vehicle Replacements

Shop Equipment Replacements

Mobile Equipment Replacments

Total Tmnsportation

Other D€partmetrts

Total FY 2009 Projects

Carryover from YeaK Prior to FY 2009(")

Totrl FY 2009 Expenditures (Net)

Priority t Priority2 Priority3 Priority4 Priority5

Safety Reliability Enforced NewRev Effcienry

0

0

0

0

0

0
0

Total

0

0

0

303

0

165

269

402

203

629

0

25r
0
0

402

203

629

303

25r
lo)
269

0

0

0

0

0

0

0

0

0

0

0

00
737

24,095

0

0

0

0

|,536

0

0

0

1.485

0

0
(.)

0

0

0

0

0

0

0

0

0

0

0

0

0

57

0

0

0
0

0

0

0

0

0

4,581

2,860

0

0

0

0

0

10,33 I

0

26

887

0

0

0

0

0

0

0

0

0

0

0

0

0

JJ

0

0

52

0

0

0

0

0

2,nl
0

0

2222

3.088

0

5,024

I 1.890

804

4,581

2,860

0

0

52

0

3,289

34,478

0

26

887

)t
1,536

2,1 ll
0
0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

U

0

0

1,088

0

5,O24

I 1,890

804

0

0

0

0

0

0

3.289

0002,89002.890

00

0 1.117 0 0 0 1.1 17

000000
0 318 0 0 0 318

0 1.435 0 0 0 1.435

1,3001,1690002.469

1,536 57 0 913 2,llt 4,617

27,668 4.146 0 11,244 2.r63 a.< )) |

621 4.6170005,238
28,289 8.763 0 1,244 2.t63 50.459

(a) The projwts listed itr the Table 5 are plmned fiseal yea 2009 capital improvements. In addition to the budgeted $45.2 million, PGW will also be completing

$5.2 million of capital improvements canied over from prior yeus.
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Field Services
Tbe estimated capital spending for fiscal year 2009 for the Field Services Department is $4.6

million. Over the past decade, PGW has embarked on an aggressive program to retrofit customer meters
with electronic devices to maximize the effectiveness of its automated meter reading system ("AMR").
That program is nominally 100 percent complete. PGW continues to realize benefits from the
implementation of the automated meter reading system, including fewer estimated readings, increased
reading accuracy, reduction in meter reading personnel and reduced customer complaints. While
replacing meters and AMR devices, PGW is testing its meters to comply with PUC requirements.

Transportation
The Transportation Department estimated capital expenditures are $3.2 million for fiscal year

2009. The majority of the estimated capital expenditures for this department not carried over from prior
years are associated with mobile equipment replacements (22 percent), and vehicle replacements (78
percent). There is no significant proposed capital spending for shop equipment additions and
replacements. The majority of the vehicle replacements are targeted to support critical field operations
activities.

Other Departments
The "Other Departments" category includes estimated capital expenditures for Building Services,

Information Services, and Customer Affairs. For fiscal year 2009, the combined spending of these
departments is $5.5 million.

PGW continues to invest in its Field Operations Initiative ("FOI"), which is the cornerstone of
how PGW will comply with PUC requirements, as well as achieve the benefits of integrating PGW's
Distribution and Field Services Departments. Future improvements to support mobile and work
management functions will be implemented under the AIMS Business Transformation Initiative.
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Rates and Tariffs

The following sections present a discussion of existing rate programs and some of the ongoing
issues facing PGW due to the changes in legislation and regulation and the impact on rates and rate-

making methodology.

Regulation
Prior to July l, 2000, PGW's rates were regulated by the PGC. PGW's last base rate increase

under PGC regulation was in December 199i. Commencing on July 1, 2000, PGW became regulated by
the PUC. Although the PGC continues to approve PGW's operating budget, the PUC has the authority to
approve the rates charged by PGW.I0

On November 14,2008, PGW filed with the PUC for extraordinary base rate relief of $60 million
for calendar year 2009. On December 19, 2008, the PUC issued an order granting PGW's request,

effective January | , 2009. Prior to November 2008 rate filing, PGW has filed for four separate pemanent
base rate increases totaling $225 million since it became regulated under the PUC in 2000. The PUC has

granted $94.6 million of the $225 million, or 42 percent. PGW has also filed with the PUC on several

occasions regarding revisions to its gas cost rate ("GCR"). The PUC has approved all of the GCRs filed
by PGW. In our opinion, PGW has requested and received timely changes in its GCR.

ln August 2000, PGW filed for interim base rate relief of $52 million (annually) with the PUC.In
its order dated November22,2000, the PUC granted $ll million of this interim increase but attached

certain conditions precedent to the increase that were not acceptable to PGW. PGW and the City filed an

appeal of the PUC Order with the Commonwealth Court. On February 22,2001, the PUC issued an order
adopting a settlement of the appeal between the PUC Law Bureau, PGW, and the City that included the

following:

l. PGW would be allowed to increase rates to provide an additional $l i million in base rate
revenues by August 31, 2001.

2. PGW would be permitted to recover an additional $7 million through its GCR to account
for higher than anticipated bad debt expense. PGW would be allowed to reserve any over
collection of GCR up to $25 million.

3. PGW agreed to implement all of the recommendations of the PUC Management Audit
(the "Audit") or explain why it believes it cannot or should not.

4. The PUC acknowledged that it is obligated to establisb rates that permit PGW to meet all
of its Bond Ordinance covenants.

5. The PUC and the City agreed on a timetable and process to replace interim management
with permanent management.

The appeal was withdrawn following the February 22,2001 Order approving the settlement.
PGW implemented rates consistent with the order on March l, 2001.

On January 5,2007, PGW filed for a $65 million permanent increase in base rates. This was the

first permanent base rate filing PGW submitted to the PUC for approval. On October 12,2001, the PUC
granted PGW the authority to raise base rates by $22.6 million, which together with the prior, interim
increase. totaled $33.6 million.

r0 Generally, the PUC is required to rule on an application for base rate relief within nine months of the utilify's
application.
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On February 25, 2A02, PGW filed for a $60 million increase in base rates and the power to
implement a weather normalization clause (Docket No. R-00017034). As part of the request for base rate
relief, PGW submitted a petition for Extraordinary Rate Relief seeking to have $44 million of the total
requested $60 million to be approved as extraordinary rates effective in mid-Apnl 2002 to meet the
immediate need to maintain its investment grade rating. The remaining $16 million was necessary to
provide financing to pay down loans, upgrade plant security, and expand gas leak detection capabilities.

On April 11,2002, the PUC granted PGW a $36 million extraordinary base rate increase in order
for PGW to maintain its overall liquidity and access to capital markets. The increase took effect April 16,

2002. The increase was pelmanently approved on August 8, 2002. The PUC also permitted PGW to
implement its proposed Weather Normalization Adjustment ("WNA") clause. The WNA is discussed
more fully in the section on "Existing Rates - Weather Normqlization Adjustment".

PGW filed a restructuring plan with the PUC on July 1, 2002, which was approved by the PUC
on March 31,2003. The restructuring plan, among other things, provides for an unbundled tariff
permitting customer choice of the commodity supplier by September l, 2003. PGW's Restructuring
Compliance Tariff Rates are designed to maintain revenue neutrality and the Tariff Rules and Regulations
are designed to compoft with the PUC requirements.

On December 22, 2006, PGW filed for a $100 million increase in base rates. PGW sought the
rate increase primarily to cover the increase in non-gas operating expenses and interest expense since its
2002 rcte case, provide sufficient funds available for debt service to meets its rate covenants under the
1975 General Ordinance and the 1998 General Ordinance and ensure, that in the long term, PGW has
adequate liquidity when needed through intemally generated funds without having to continually resort to
borrowing funds externally for capital improvements. On September 13,2007, the PUC granted PGW a

$25 million increase in base rates, effective September 20, 2007. PGW appealed the PUC's Order to
Commonwealth Court, where it was affirmed by an opinion and order issued on February 4, 2009. PGW
is planning to file a petition for allowance of appeal of the Commonwealth Court decision with the
Pennsylvania Supreme Court.

On November 14, 2008, PGW filed for extraordinary base rate relief of $60 million, effective
January l, 2009. The request was granted December 18, 2008. PGW filed the request primarily to
improve its long-term cost structure, to provide lower financing costs in the future and to provide more
reliable service. In granting the extraordinary relief, the PUC required PGW to file a base rate case no
later than December 31, 2009. The Office of Small Business Advocate (OSBA) filed a petition for
reconsideration of the PUC's extraordinary rate order, challenging the allocation of the rate increase. The
Commission dismissed the petition on March 26,2009. The Commission imposed several conditions on
PGW's receipt of extraordinary rate relief, all of which PGW has accepted: PGW was required to: 1)

File its Business Transformation Initiative -Full Plan with the Commission for review, followed up by
annual reports on its implementation and savings; 2) provide monthly reports of financial and operational
performance, and the results of cost containment efforts; 3) submit a performance-based incentive
compensation plan for all management employees for comment by the Commission; 4) submit, ninety
(90) days in advance of negotiating its next employee collective bargaining agreement, a plan for
improving performance and implementing effrciencies for hourly employees; 5) convene a collaborative
process to explore options for transitioning default service supply customers to alternative suppliers;
6) take appropriate steps to seek repeal of the City of Philadelphia ordinance mandating the annual
$18 million payment to the City.

The PUC conducted a management audit of PGW's operations, via a third party consultant, from
October 2007 through September 2008. A final report regarding audit findings was submitted to the PUC
in December 2008. The audit included a total of 93 recommendations for improvement. PGW submitted
its implementation plan regarding audit recommendations to the PUC on January 22, 2009. PGW
accepted 88, partially accepted 3, and rejected 2 of the PUC's tbllow-up recommendations. On
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February 5,2009, the PUC released PGW's Implementation Plan and the PUC's Management Efficiency
Investigation ("MEI") of PGW to the public. The PUC directed PGW to proceed with the January 22,

2009 Implementation Plan. PGW's implementation actions may be reviewed by the PUC at alater date to
determine if PGW has effectively implemented the recommendations.

Existing Rates
The current tariff sets forth the rules and regulations for gas service and the rates PGW is allowed

to charge for various types of service. Changes to this tariff must be approved by the PUC. Currently,
PGW primarily provides service under three broad classifications: firm, intemrptible, and transportation
service. Table 6 summarizes PGW's existing rates and applicable surcharges. PGW's rates are presented

as unbundled and include a customer charge, distribution charge, and gas cost rate (GCR). The
distribution charge includes a delivery charge, as well as any applicable surcharges. The GCR is not
applicable to certain firm service customers who transport gas through a qualified natural gas supplier
("NGS").

Firm Seruice

PGW provides firm service under three rate schedules: General Service, Municipal Service, and
Philadelphia Housing Authority ("PHA") Service. The vast majority of PGW's customers are served
under the General Service Rate. During the 2009 fiscal year, over 99 percent of PGW's customers are

estimated to be served under this rate and these customers account for 97 percent of sales volumes (and

70 percent of total throughput). This rate is available to any residential, commercial, or industrial
customer pursuant to the applicable rate provision. Monthly customer charges differ depending on
whether the customer is classified as residential, commercial, or industrial customer. A different
commodity rate applies to residential customers versus commercial and industrial customers. The General
Service Rate contains special provisions for separately metered sunmer air conditioning and compressed
natural gas ("CNG") vehicle service. Residential senior citizens may have previously qualified for a

discount under this rate. (See Senior Citizen Discount Program). The commodity rate is subject to
adjustment under the GCR clause.

Table 7 presents a comparison of a typical peak winter month's residential gas bill for PGW and
the other principal gas distribution utilities in Pennsylvania. Based on rates, surcharges, and costs of gas

currently in effect, PGW's typical winter month residential bill is approximately $59.18 higher than the
group average of $293.84. One of PGW's surcharges, Universal Service and Energy Conservation
surcharge, includes the recovery of costs related to the Customer Responsibility Program, the

Conservation Works Program, and the Senior Citizen Discount Program. We understand costs of
comparable programs at other utilities in Pennsylvania are significantly lower in comparison because the
cost of other utilities' social programs is not as high as these costs are in Philadelphia. PGW's Universal
and Energy Conservation surcharge is currently $2.4262 per Mcf. For the typical peak winter month's
residential bill for 20 Mcf of consumption, the Universal Service Charge amounts to $48.52 of the

$353.02.

lnterruptible Seruice

PGW provides interruptible sales service under several rate schedules. Virtually all intemrptible
sales service is under the Boiler and Power Plant Service ("BPS") or Load Balancing Service ("LBS").
The BPS rates are set within a range, based on the estimated cost of gas and on published No. 2 fuel oil
prices in Philadelphia. The LBS service is priced similarly, except that No. 6 fuel oil is used rather than
No. 2 fuel oil. Because this service is intemrptible, customers taking BPS or LBS service must be able to

use an alternate energy source. The rates are competitive. If alternate fuel (No. 2 or No. 6 fuel oil) is less

expensive than the equivalent price that PGW off'ers in any given month, the customer may use the
alternate fuel rather than burn natural sas.
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Table 6
Existing Tariff Rates

Tarilf

Existing

Effective TuiffChar€estu)

Firm S€nice

General Setrice - Rat€ GS

Customer Chrge - $/meter per month

Residential and Public Housing Customen
Cotmercial md Muicipal Custonrcs
Industrial Customers

Gs Cost Rate (CCR) - $A{cf
Residential and Public Housing Customers

Comercial ud Municipal Customers

Industrial Cstomen

Distribution Charge - $,&Icf"'
Delivery Charge

Residential

Public l{ousing Customers

Comercial and Municipal Customes
Industrial Custonils

Sucharges

Lniveml Swice md Energy Consnation
Restructuring md Consmer Education

Total Comodity Charge - $/Mcf
Residential md Public Housing Custorners

Comercial and Mwicipal Customers

Industrial Customec

Municipal Senice - Rate NIS

Customer Chrge - $/meter per month

cs Cost Rate (CCR) - SlMcf
Distribution Chuge - $/Mcf")

Delivery Chrge
Sucharges

Univenal Seruice md Energy Conrenation
Restructuring and Consuner Education

Total Commodity Charge - $/Mcf

Philadelphia Housing Autbority Sewice - Rate PHA
Customer Chage - $/reter per nonth
Cas Cost Rate (GCR) - $,4vlcf
Distribution Charge - $/Mcf"l

Delivery Chrge
Sucharges

Univenal Sewice md Energy Conservation

Restructuring ud Comumer Education

Total Commodity Chuge - $tl\{cf

lnterruptible Service

Boiler and Power Plant SeniceSmlt Vd[m - Rate BPS-S

Customer Chilge - $/meter pa month

Annul consumption less thm 10,000 Mcf.
Annual consumption between 10.000 and 100,000 Mcf, inclusive.

Annual consumption greater than I 00.000 Mcf.
Comodity Chuge t") - $/Mcf

Boiler and Power Plant Seruice - Large Volume - Rate BPS-L
Cusbmer Chuge - $/metq per month

Amual consumpaion less thm 10,000 Mcl
Annual consumption behveen 10,000 and 100,000 Mcf, inclusive.

Amual consumption greater than 100,000 Mcf
Comnodity Chuge'"' - $/Mcf

Boiler and Power Plant Senice - Heavy Oil - Rate BP$E
Cusbm€r Chilge - $/metq per month

Amual consumption less thm t0,000 Mcf.
Amual consumption between 10,000 ad 100,000 Mcf. inctusive,

Annual consumption gteater than 100,000 Mcf
Corronodity Charge 

(s' 
- g,/Nlcf

3;t/09
3/1i09

3/1109

3/1i09

3/1i09

3/|09

3^/09
3/t/09
3it/09
3iU09

3/1t09
9/1t08

12.00

18.00

50.00

8.4192

8.4t92
8.4 192

6.1840

5.281'7

5-.2149

5.2465

2.4262

0.0218

t7.0512
l6.t 121

16.il37

18.00

8.4192

3.8 t78

2.4262

0.0218

14.6850

18.00

8.4192

5.1 E89

2.426?

0.02 r8

16.0561

3^109
3/U09

3/1t09

3^/09
9nt08

3/ti09
3/|09

3/I/09

311/09

9/l/'08

||09
l^/{)9
vt/09

lA/09
tit/09
1/1t09

tit/09
llt/09
tiu09

51.00

108.00

150.00

20.14

51.00

108.00

150.00

17.63

51.00

r08.00

150.00

15.76
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Table 6 (Continued)
Existing and Proposed Tariff Rates

Tariff

lnterruptible Service (Continued)

Load Balancing Service - Extra-Large Volume - Rate LBS-XL
Customer Charge - $r'meter per month
Commodity Charge ''' - $/Mcf

Load Balancing Service - Large Volume - Rate LBS-L
Customer Charge - $/meter per month
Commodity Charge t"' - $lMcf

Load Balancing Service - Small Volume - Rate LBS-S
Customer Charge - $/meter per month
Commodity Charge'"' - $/Mcf

GNs Transportation Service - Rate GTS
Customer Charge - $/meter per month
Commodity Charge'u' - $/Mcf

Cogeneration Service - Rate CG
Customer Charge - $/meter per month
Commodity Charge''' - $/Mcf

Developmental Natural Gas Vehicle Service, Firm Service - Rate NGVS
Customer Charge - S/meter per month

Gas Cosr Rarc (GCR)- S/Mcf
Distribution Charge - $/Mcfo'

Delivery Charge

Surcharges

Universal Service and Energy Conservation

Restructuring and Consumer Education

Total Commodity Charge - $/Mcf

Developmental Natural Gas Vehicle Serviceo Interruptible Serice - Rate NCVS
Customer Charge - $/meter per month
Conrmodity Charge - $/Mcf

Transportation Service

Daily Balancing Service - Rate DB

Administrative Charge - $isupply pool per month

Plus charges and/or credits rlated to balancing and Operational Flow Orders (OFOs)

Interruptible Transportation - Rate lT
IT-A - Contracts for not less than 2,500 Dth, maintain standby non-natural gas energy.

IT-B - Contracts for not less than 5,000 Dth, maintain standby non-natural gas energy.

IT-C - Contracts for not less than 5,000 Dth, maintain Standby No. 4 oil.
IT-D - Contracts for not less than 5,000 Dth, maintain Standby No- 5 or No. 6 oil.
IT-E - Contracts for not less than 80,000 Dth, maintain standby non-natural gas energy

Existing

Effective TariffCharges(u)

1t l/09

|1109

UUOg

9t1t03

rilt09

3nt09

3nt09

3tU09

3t1i09

9n/08

3/|09

9/1t03

t/1t09

362.00

I 3.82

254.00

1 3.86

145.00

13.90

250.00

0.4029

362.00

I 1.95

35.00

8.4192

r.3212

2.4262

0.0218

12. I 884

35.00

13.50

150.00

Customer Charge - $/meter location per month Transnortation Charse - $/Dth delivered

IT.A
IT-B
IT.C

IT-D
IT-E

125.00

22s.00

225.00

225.00

350.00

IT.B
t.t -L

IT-D
IT-E

l.8l maximum

0.87 maximum

0.68 maximum

0.61 maximum

0.58 maximum

(a) Retumce: Philadelphia Gm Works, Gas Sm,ice Tariff, Pa P.U.C No 2.
(b) Sum ofDelivery Charge md Surcharges.

(c) Competitively priced based on cost ofaltemativc fuel. Based on March 2008-March 2009 avsyagc.
(d) Commodity chargc includes Delivery Chargc, Tmsportation chtrge, and Stmdby Scnice Charge, if applicablc

Source of comodity charge is PGW Gm Sales md Revenue Report - Month Ending February 2008.

(€) Commodity charge based on cost ofgas purchascd and delivered to PGW gate stations.
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Table 7
Comparison of Residential Gas Bitls - Pennsylvania Utilities

For Customers Using 20 Mcf per Month

Utility

Gas Cost

Effective

Monthly

Bill(u)

PECO Energy 3ll/2009 255.63

UGI Corporation 31112009 266.24

National Fuel Gas 2ll/2009 270.59

Peoples Natural Gas llll2009 275.27

UGI Penn Natural Gas (formerly PG Energy) 31112009 279.65

Columbia Gas of Pennsylvania llll2009 316.47

Equitable Gas 41112009 333.89

Philadelphia Gas Works 31112009 353.02

(a) Table assumes I cubic foot equals 1,000 Btu.

Transportation Seruice

PGW currently provides intemrptible transportation service to 306 customers. This represents an
increase from the 2007 Report (l0l customers) and is attributable to the transfer of customers from
Intemrptible Sales service to Interruptible Transportation service. During the calendar year 2008, Grays
Ferry Cogeneration Facility accounted for about 39 percent ofthe transportation throughput and about 9
percent of the transportation revenue. Service to this customer is provided through essentially dedicated
facilities under a long-term negotiated contract. Under this contract, PGW receives approximately 8 cents
per Mcf for each unit transported plus a service charge intended to cover PGW's cost of operating and
maintaining the facilities required to serve this customer. The other customers are served under
individually negotiated contracts. In some cases, transportation customers also take some service under
the sales rate schedule for a portion of their load.

Although PGW has operated under its Restructuring Compliance Tariff with unbundled rates
since September 1, 2003, many of PGW's customers continue to take fully bundled service from PGW. A
fully bundled service is a service where the customer deals with one provider and pays for all services
through a single charge. All of the separate services (gas supply, transportation, storage, and distribution)
currently performed by PGW are packaged into one full-service rate.

Under PGW's restructured rates, customers have the option to continue taking the gas supply,
transportation, and storage services from PGW or choose a third parry supplier to provide these services.
Whether the customer decides to have PGW provide these services or a third parfy, the customer
continues to take and pay for distribution service from PGW. Under its current tarifl PGW assigns (with
recall rights) porlions of its transportation and storage (pipeline and LNG) capacity to the third party
supplier such that PGW and customers who take a fully bundled service will not be adversely impacted
by having to pay for capacity that would otherwise be stranded by customers who choose a third party
supplier. PGW retains ownership to the transportation and storage capacity because PGW continues to be
the supplier of last resort. If a third party supplier defaults or is no longer able to meet its commitments,
PGW is able to recall the transportation and storage capacity and serve the customers who had opted for
service from this third party supplier.

Under the unbundled rates, PGW's contribution margin from firm customers is not materially
impacted by whether a customer chooses a third party supplier or elects to continue taking the fully
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bundled service. In effect, the unbundled rates and services will make PGW indifferent as to which
service a customer takes. Customers will continue to pay the distribution and customer charges no matter

which service is taken, the GCR mechanism will keep PGW whole with regard to gas supply,
transportation, and storage costs, and PGW's ability to assign capacity to the third parry suppliers will not
adversely impact customers who choose to take the fully bundled service.

It is projected that for fiscal year 2009, approximately 2.5 million Mcf of commercial, industrial
and municipal firm load, or 4.5 percent of total firm load, is taking gas supply, transportation and storage

services from a third party supplier. For purposes of this Report, it is assumed that this firm load will
continue to grow annually, reaching 4.1 million Mcf, or approximately 7.3 percent of total firm load by
2014.

Gas Gost Rate
As previously discussed, all changes in gas supply related costs are passed through to customers

through the gas cost rate ("GCR"). The specific components of PGW's current GCR are depicted in
Figure 3. PGW's gas supply costs consist of purchased gas costs, transportation costs, and off-system
storage costs. This cost is reduced by the cost directly paid by intemrptible customers (specifically, load
balancing service customers). Sales are made to these interruptible customers based on prices quoted

monthly by PGW. The prices quoted are based on the average delivered price paid by PGW during the
month with some consideration given to the customer's cost of altemative fuel oil. Natural gas service is
competing against the price of altemative fuel; however, PGW only incurs gas supply cost attributable to
these customers to the extent that sales are made (and gas is purchased to meet load). Total gas supply
costs are also adjusted to reflect changes in the inventory cost ofoff-system and LNG storage and the cost

of power purchased for the LNG facilities. The change in inventory cost is attributable to changes in
volume as well as the price paid for the gas put into storage.

These costs are divided by the total sales volumes less the volumes attributable to direct billed
intemrptible customers to determine the unit cost of fuel, or sales service charge as depicted in Figure 3.

Various adjustments are then made to the sales service charge. An additional adjustment is made for the
net over or undercollection of natural gas during the previous fiscal year resulting from differences
between values used to project the prior year's GCR and those actually experienced. The interest expense

or credit on the over or under recovery is also applied to calculate the total adjustment. In addition, a

credit for margin realized from intemrptible sales ("IRC") is made. Each of these components comprises
the GCR. The GCR is typically adjusted quarterly although PGW has the ability on thirty days notice to
the PUC to change it monthly.

Prior to the restructuring, PGW recovered certain non-fuel expenses in addition to gas supply
costs through the GCR. These included discounts given to low income customers through the Customer
Responsibility Program and funds provided to weatherize the homes for low-income customers through
the Conservation Works Program. These costs are now recovered through surcharges which are not
included as part of the GCR. By recovering these costs through surcharges, customers cannot avoid these

costs by not purchasing gas from PGW.

Surcharges
PGW's surcharges include a Restructuring and Consumer Education Surcharge and Universal

Service and Energy Conservation Surcharge. These surcharges are depicted in Figure 4. Gas utilities in
Pennsylvania can recover the costs of social programs through what are generally referred to as universal
service charges. The Universal Service and Energy Conservation Surcharge provides for the recovery of
discounts to customers on the Customer Responsibility Program ("CIU)";, of discounts to customers
receiving the Senior Citizen Discount, of the costs of the Conservation Works Program, and of past due
arrearages forgiven to CRP customers entering CRP after September l, 2003. The Universal Service
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Charge is applicable to all PGW customers, excluding intemrptible customers, who are delivered natural
gas through PGW's distribution system. PGW automatically adjusts the surcharge quarterly in connection
with its GCR filing.

The Restructuring and Consumer Education Surcharge separately tracks and recovers costs

associated with the transition to customer choice and what are generally referred to as PUC Chapter 56
(customer service) and Chapter 59 (safety) costs. The restructuring costs include the recovery of
Commission approved costs which PGW has or will incur to meet requirements of the Natural Gas

Choice and Competition Act and applicable Commission regulations, orders, and other regulatory
requirements. The additional costs associated with Chapter 56 primarily relate to more frequent reading
of indoor meters. The additional costs associated with Chapter 59 primarily relate to more frequent meter
testing and indoor leak surveys.

Weather Normal ization Adjustment
As part of the settlement in PGW's 2002 rate case in Docket R-00017034, PGW received

approval to implement a weather normalization adjustment ("WNA"). This marked the first time that the

PUC authorized a WNA for a gas utility under its jurisdiction. The benefit of a WNA is that it essentially
removes the single biggest risk to PGW of recovering its approved margin, wanner than normal weather
during the winter season. PGW's approved commodity charges (exclusive of cost of gas) are derived
using throughput (volumes) that are based on the assumption that weather will be normal. If conditions
are wanner than normal, sales decline and in conjunction with that, margin revenues decline. Several
wafiner than normal winters, including one of the warmest winters in PGW's history, created the

circumstances that led to PGW's need to file for extraordinary rate relief in 2002.

The WNA is designed to adjust the customers' bills upwards or downwards to reflect differences
between actual heating degree-days and normal heating degree-days. The benefits of a WNA include the
following:

o Stabilizes earnings

. Stabilizes cash flow during the winter heating season

o Reduces the need to file rate cases, thereby lowering costs

o Reduces the need for short term financins

o Stabilizes customers' bills

Fiscal year 2008 was the sixth year the WNA was in effect and heating degree-days ("HDD")
during the winter period were 16.9 percent lower than normal (3,710 actual HDD versus 4,464 normaL
HDD). Therefore, heating customers were billed approximately $12.2 million as a result of the warmer
than normal weather. PGW's WNA applies to customers served under its General Service, Municipal
Service, and PHA rate schedules and is calculated for each customer bill rendered between October 1 and
May 31.

The type of WNA that PGW implemented is referred to as a Type I WNA. This type of WNA
adjusts the customer's bill to reflect conditions during the billing cycle covering that bill. This contrasts
with a Type 2 WNA that is calculated on a seasonal basis. The advantage of the Type 1 WNA is that the
calculation of the customers' bills and PGW's revenue recovery are concurent with the current billing
cycle. The adjustment is calculated as the ratio of the normal HDD during the billing cycle divided by the
actual HDD during the cycle. For example, assume a residential customer uses l0 Mcf during the period
November 16 through December 15, the actual HDD during this period arc 750, and the normal HDD
during this period are 850. The customer's commodity charge (exclusive of gas cost) would be calculated
as l0 Mcf times 850 HDD divided by 750 HDD times $6.184 per Mcf which equals $70.09. Without a
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WNA, the customer's bill would have been $61.84 (10 Mcf times $6.184 per Mcf). The WNA only
applies if the actual HDD deviate by more than I percent from the normal HDD during the billing cycle.
Therefore, if the actual HDD during the cycle in the above example had been within the range of 842 to
859 HDD, no adjustment would be made to the bill.

The PUC determined that PGW's WNA would be put in place for an initial three-year period,
which expired on August 9,2005. PGW conducted a review of the costs and benefits of the WNA and

determined that, although it refunded a net amount of $9.3 million to its customers as of August 31, 2005,
(as reported in PGW's "Report on Weather Normalization Clause" submitted to the PUC on May 4,

2006), the program eliminates the risk of under-recovering its approved margin in a warmer than normal
season and therefore has proposed to continue the WNA without change. PGW presented its conclusions
regarding the WNA to the PUC on May 4,2006, with a request that the PUC acknowledge that the WNA
should continue in place on a permanent basis. Because PGW's WNA tariff has no sunset provision, the

WNA will continue in place unless the PUC issues an order directing that it be discontinued.

Five-Year Gas Demand-Side Management Plan
PGW filed a petition with the PUC for approval of a 5-year gas demand-side management plan

("DSM Plan" or "Plan") on March 26, 2009, and subsequently filed an amended petition on April 20,
2009. The Plan contains a proposed mechanism to recover the costs of program implementation and
revenue loss directly attributable to program implementation. The goals of PGW's DSM Plan are to
reduce customer bills, maximize customer value, contribute to the fulfillment of the Cify's Sustainability
Plan and reduce PGW cash flow requirements. These goals will be accomplished by:

o Fielding a porlfolio of programs that targets cost-effective gas efficiency savings among
all PGW's firm heating customers

r Maximizing delivery efficiency to minimize costs and maximize coverage from the
available budget

o Staging program implementation to permit orderly and sustainable expansion

o Treating customers in greatest economic need and with the most cost-effective
opportunities first

o Supporting economic development in the City, both directly and indirectly

r Exploring opportunities to take advantage of efficiencies by partnering with other parties

The proposed DSM Plan includes expenditures of $54 million for the period 2009 through 2013.
Over the expected useful life of the measures to be installed under the plan, customers are expected to
achieve cost savings of $109 million in 2009 dollars by reducing usage by 1.3 trillion BTU. The Plan is
expected to reach 85,000 customers and create between 600 and 1,000 jobs. As part of its filing, PGW is
proposing an automatic adjustment charge mechanism to recover the costs of the program as well as

revenues lost as a result of customers' conseryation steps. PGW has asked the PUC to review the petition
to approve the 5-year plan, as well as the cost recovery mechanism on an expedited basis.
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Listed below are the major Plan prografirs. As used below, the term "retrofit" follows the
cofilmon use of the term in this kind of program, meaning modification of an existing structure to
improve energy efficiency.

l. Enhanced Low-Income Retrofit

Target Audience:

Description:

2. Comprehensive Residential Heatine Retrofit

Target Audience:

Description:

a
J. Premium Gas Appliances and Heatins Equipment

Target Audience:

Description:

4. Municipal Facilities Comprehensive Efficiency Retrofit

Target Audience:

Description:

Target Audience:

Description:

6. Hieh-Efticiencv Construction

Target Audience:

Description:

.|
Commercial and Industrial Retrofit

Target Audience:

Description:

Low-income Residential (CRP Participants)

Measures similar to those installed under PGW's low income
weatherization program willbe installed at no cost to the customer.

High-use Residential

Non-low-income customers will be offered a range of measures with
financial incentives which offer a 2 Year Simple Payback plus an

extended payment plan, and a listing of Home Performance with
ENERGY STAllrM Contractors.

Residential and Small Commercial

Special incentives will be offered to those who select Residential-sized,
energy efficient gas appliances and heating equipment. This program
targets the entire supply chain, providing incentives to cover 80 percent
of incremental costs for high efficiency models.

Municipal Facilities

Measures to be offered include energy audits and possible extended
repayment, and will integrate with other programs offered by other
entities.

5. Commercial and Industrial Equipment Efficiency Upsrades

Commercial and industrial customers at time of installatiotVreplacement

The program proposes using the key intervention point when design
decisions are being made for projects in an effort to avoid lost
opporhrnities to provide broad support for retailers, engineers, and
contractors, and incentives to cover 80 percent of incremental costs for
higher effrciency.

Residential and Commercial Construction

Promote adoption of energy efficient design in all aspects of housing
construction, including incentives to cover 80 percent of incremental
costs (including design), and potential integration with other parties.

Commercial and Industrial Facilities

Energy audits of existing facilities and customized incentives are among
the measures proposed.
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Customer Responsibility Program
In November 1993, the Philadelphia Gas Commission adopted a low-income program known as

the Customer Responsibility Program ("CRP"). This program became effective in February 1994. The
purpose of CRP is to increase the collection of revenues, provide an affordable payment plan for low-
income customers, impress payment responsibility on the customer, reinforce the importance of
conservation and increase grant assignment. The goal of the program is to increase cash flow to PGW and
decrease accounts receivable.

CRP is open to any customer who is at or below 150 percent of the Federal poverty level
("FPL"). Monthly bills for CRP customers are based on income, so that they are affordable for low-
income households. If a customer entering CRP has alrears, those arrears are forgiven at a rate of l/36e
per month. As part of their CRP agreement of fixed monthly bills and arrearage forgiveness, CRP
customers are required to:

o accept conservation measures offered to them in the Conservation Works Program

o allow the installation of an Automatic Meter Reading device

o make a $5 monthly co-payment toward their pre-program arrears, if they have any

. apply for LIHEAP, if eligible, and designate PGW as the grant recipient

. re-certi& at least once per year, or when household size or income changes

. make payments on time and in full (CRP customers are considered in default when they
are two full payments past due)

In September 2003, the CRP program was changed to conform to requirements of the PUC. This
revised program is described below:

CRP is a customer assistance progmm that can help low-income residential customers who are at

or below 150 percent of the poverfy level to better afford their PGW bills and maintain their gas service.
Participants receive a discount based on their gross household income. Applicants must apply by showing
proof of income and social security cards for everyone in the household. There are three agreement types:

PGW Annual Bill
8% of income

9%o of income

l0% of income

Household Income

0-50% FPL

51-100% FPL

101-150% FPL

The minimum payment under a CRP agreement is $25 per month. Customers with pre-program
alrears must make a $5 monthly co-payment toward the arrears, in addition to the CRP budget amount.
They must also pay their bill on time to receive forgiveness of pre-program arears.

Approximately 81,000 customers, or about l8 percent of PGW's total residential customer base,

are enrolled in CRP. The increase in participation level is due to intensive outreach efforts. The main
costs associated with the CRP program are the discounts that customers receive (revenue shortfall) and
their arrearage forgiveness.

The CRP revenue shortfall is currently recovered in the Universal Service Surcharge. In the past

five fiscal years, these amounts were $32.9 million in 2003, $48.5 million in 2004, $61.1 million in 2005,

$88.4 million for 2006, $86.6 millionfor 2007, $87.7 million for 2008, and an estimated $96.0 million for
2009. The shortfall fluctuation can be primarily attributed to the higher cost of natural gas supply and
increased participation levels.
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PGW forgives l/36'n of CRP pre-plogram arrears each month, provided that all bills are paid on
time and in full. Since September 2003, PGW forgave $2.9 million in2004, $8.4 million in 2005, $10.1
million in 2006, $9.1 million in2007, $9 million in 2008, and will forgive an estimated $8 million in
2009.

Conservation Works Program
The Conservation Works Program ("CWP") is designed to provide cost-effective energy savings

to PGW's low-income customers who participate in CRP. CWP is intended to reduce the overall long-
term costs of CRP.

CWP began in 1990 and was operated by the Energy Coordinating Agency of Philadelphia
("ECA") for the first years of the program. In September 1996, the program was redesigned, a second
weatherization contractor was added, and PGW became the program operator. Both contractors have
pursued a lower cost program approach designed to install only the most cost-effective measures. Since
redesign, the program has continued with an annual budget of approximately $2 million. About 3,000
homes have been treated annually in recent years.

Generally, prior to implementation of the CWP, customer consumption levels are approximately
30 percent greater than that of the average residential customer. Most CRP customers live in row houses
more than 100 years old and that are in poor condition. Abandoned and vacant neighboring properties are
also factors inducing high-energy usage. Average gas usage among Philadelphia's low-income population
(qualifying customers) when calculated on the basis of square foot per degree-day is far above national
levels.

The basic characteristics of the targeted CWP population are customers with household income at

or below 150 percent ofthe FPL and gas usage levels that are higher than average.

The goals of the CWP program include:

o Reduce gas usage of low-income households in a cost-effective manner

o Lower gas bills and improve the payment practices of participating customers

CWP focuses on this population of low-income customers by addressing the main factors that
influence their energy usage, such as mechanical and structural systems, as well as behavior issues, such
as tuming down the thermostat when not at home or while sleeping. Thus far, CWP has:

o Provided energy education and basic health and safety checks for all homes

o Installed set-back thermostats in about two-thirds of all homes

o Installed roof insulation in about 15 percent of homes

o Performed blower-door guided air sealing in about 25 percent of homes

PGW commissioned an independent evaluation of CWP that was completed in November 2008.
Overall, CWP continued to produce solid energy savings at avery modest cost, producing about $2 worth
of energy savings for every dollar spent on the program.

Senior Citizen Discount Program
The senior cilizendiscount prograln is a closed program. Since September 1,2003, the program is

not available to new participants. However, PGW currently has approximately 40,000 participants in its
senior citizen discount program. Al1 participants currently in the program were "grandfathered" in when
the PUC discontinued it in September 2003. In 2004 there were approximately 70,000 "grandfathered"
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participants in the program. The senior citizen discount amounts to a 20 percent reduction on the
participant's total gas bill each month.

Other Programs and Grants
In addition to the programs described above, PGW also participates in or partially funds several

other assistance programs that are intended to increase cash flow and reduce accounts receivable.

LIHEAP Program

The Federally funded Low Income Home Energy Assistance Program ("LIHEAP") provides
funds to households in order to ensure continued utility service. The City's low-income residential gas

consumers may apply for assistance through PGW's district offices, the Department of Public Welfare, or
at one of many community organizations throughout Philadelphia. The LIHEAP program consists of two
grant components: Cash and CRISIS grants. The main difference between the two grant types is that

CRISIS grants are only offered to eligible cBstomers whose utility service is off or in danger of having
services terminated. Funds obtained are paid directly to PGW for crediting to the customer's account.

LIHEAP is an important source of low income assistance funding for PGW and has ranged over
the last six years (2003-2008) from a low of $18.7 million in 2004 to a high of $23.9 million in 2006.
PGW's share of LIHEAP funds allocated by the Commonwealth of Pennsylvania has ranged from
approximately 13 to 17 percent since 2003. These levels have been achieved through a vigorous
educational and outreach program by PGW to encourage its low-income residential population to apply
for the grants. Funding levels vary based on Federal allocation and program design by state. In the past

few years, the Pennsylvania LIHEAP program design has limited the funds available to customers of
regulated utilities.

Since 1996, the Commonwealth of Pennsylvania has had the flexibility to change the customer
eligibility criteria for LIHEAP participation from I 50 percent of the FPL to I l0 percent of the FPL. In
2008, the program capped eligibility at 150 percent of the FPL.

Natural gas price escalation, which began in 2003 and has spiked dramatically at times since then,
has led to an increase in LIHEAP authorization by the Federal government to $5.1 billion in 2008-2009.
Of this, Pennsylvania received approximately $310 million, $273 million of which is expected to be used

for grants. In years past, the state reserved some LIHEAP funds for the following year, but that is not
expected to be the case in 2009.

Vendor Payment Program

PGW continues to support a Vendor Payment Program for a group of customers known as

Scattered Site Tenants of the PHA. The customers occupy dwellings, usually single family homes, owned
by the PHA and for which the Federal Government provides rent subsidies. Under agreement with the
PHA and the Scattered Site Tenants, the Federal Government's Department of Housing and Urban
Development provides a utility allowance to PHA, on behalf of the tenant. There are two groups of PHA
tenants: one for which utility payments are received by PGW directly from PHA, and a second group,

which is responsible for paying their own utility bills.

Utility Emergency Seryices Fund
PGW also participates in the Utility Emergency Services Fund ("UESF"), which is a private fuel

fund set up with the assistance of the City of Philadelphia, the Water Department, PECO Energy,
individual contributions, and private foundations. Under this program, customers at or below 175 percent

of the FPL may cornbine a LIHEAP grant with a UESF grant and matching grant from PGW, and their
own payment, if necessary, to zero-out all arrearages to avoid termination or restore service. The
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rnaximum UESF grant and PGW matching grant is usually $250 each (for a total of $500). At times, and
depending on ftrnds available, the maximum has been $1,000 total ($500 each from UESF and PGW). To
be eligible for a UESF grant, the customer must have a termination notice or already have service
terminated. The customer must also apply for LIHEAP and must zero out their account. If the total
affeaxage is not satisfied by the combination of LIHEAP, UESF, and the matchilg PGW grant, then the
customer must pay the balance that would remain, prior to being approved for the UESF grant and
matching utility grant. Also, customers are limited to one UESF grant every two years.

Dollar Plus Program

PGW also continues to support the Dollar Plus Program, wherein PGW's customers are asked to
add $1.00 or more to their gas bill payments as a donation to the Utility Emergency Services Fund.

Su pplemental Grant Programs

On a periodic basis, additional grant programs become available through city and state

appropriations with some stipulations agreed upon between the PGW and the city or state. They are
typically coupled with LIHEAP, to provide supplemental funds to customers for whom LIHEAP grants

are insufficient to restore seruice or avoid termination. In 2007-2008, the City of Philadelphia made
available $200,000 for this purpose, and followed in 2008-2009 with an additional $100,000. Also, in
2008-2009, the state of Pennsylvania made available $42,500, again, to assist customers for whom the
LIHEAP grant was insuffrcient to restore service. Customers do not need to make a separate application
for these grants. They are provided on a first-come, first-served basis to customers who meet the
stipulations.

Payment Plans

PGW maintains a number of residential customer payment plans that are tailored to the
customer's ability to pay in order to allow the customer the opportunity to pay down past arrearages and
budget future usage and payments.

Billing and Collections
To strengthen its financial condition, PGW continues to improve its billing and collections

programs. The principal components of this effort are improving the functionality of its Billing,
Collections, and Customer Service ("BCCS") system that was installed in calendar year 1999; improving
customer service in its Customer Service and Credit Collection Call Centers; and implementing its
Collections Renewal Initiative ("CRI") in early fiscal year 2004.

In fiscal years 2008 and 2009, PGW budgeted approximately $20 million for a new billing
system. Technology, limited functionality of the current system, and tbe inability to effectively upgrade
the system are driving factors for pursuing the replacement of the BCCS system. In addition, PGW had
had concerns about the current vendor's commitment to support the existing BCCS system in the future
which have now been addressed. In support of this decision, PGW conducted an assessment by an
independent consultant to help guide PGW's process in determining its options and selecting the most
favorable alternative to address PGW's long term concerns regarding its BCCS system. The consultant's
assessment focused on interviews and surveys of system users, an assessment of the current BCCS
environment, development of PGW requirements, and the identification and analysis of alternative
upgrades and replacement strategies. PGW has not yet replaced the BCCS system. The replacernent is
now tentatively budgeted for 201 l.

The ongoing CRI effort covers Customer Service operations involved in the collection of
accounts receivable. The renewal effort was initiated in response to increasing account receivables caused

by two consecutive cold winters and increasing natural gas prices. The impact of the billing and collection
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programs has shown improving trends in Call Center performance metrics and a significant improvement
in the collection rate. PGW's goal for the CRI program is to make substantial and sustainable
improvements in receivable collections. The initial financial objective of the CRI was to collect at least
92 percent of fiscal year billed revenues with continued incremental percentage improvements in
successive years. PGW has not only reached the original objective but has surpassed fiscal goals in each

succeeding year since the implementation of the Collection Renewal Initiative.

On November 30,2004, the Pennsylvania General Assembly passed and the Governor signed Act
201, entitled the "Responsible Utility Customer Protection Act". Under specified conditions, PGW may
shut off service to delinquent customers during the winter and on Fridays. To shut off service to non-low-
income customers during winter months, PGW is no longer required to get PUC permission. PGW may
now require higher income customers whose service has been shut off to pay past due bills in full, arange
for a payment agreement, pay a reconnect fee, and./or pay a deposit before PGW restores service. Lower
income customers who have been shut off must agree to repay their arrearages over time. Act 201 also
permits PGW to make any adult living in a home where service has been shut off accountable for all or
part ofan overdue balance before the adult can obtain service in his or her name.

The Act provides a number of tools to help PGW collect payment including:

l. Confirmation that termination of service following shut-off notification may occur up to
60 days after receipt ofthe notice.

2. Shut-off with notice is permitted if the customer does not pay a required deposit, does not
follow through with payment arrangements or refuses to allow PGW access to its
equipment.

3. Shutoff without notice permitted for theft of service, obtaining service through fraud,
tampering with a gas meter, unsafe service conditions or presenting a fraudulent check to
stop termination.

4. Winter (December I - March 3l) termination is now permitted (under specified
conditions) without PUC prior approval if the customer's household income exceeds 150

percent ofthe federal poverty level.

Act 201 has significantly improved PGW's collection capabilities. In addition, PGW has become
more aggressive in tenninating service for those with the means to pay.

In 2008, PGW began working on Business Transformation initiatives with the goal of developing
additional tools for improving its collection rate. Five initiatives within the Customer Affairs department
were selected: Risk Based Collections; Write-off Reactivation; Lien Re-write progrilm, Landlord
Cooperation Program and automation of the Soft-off program. The following is a synopsis of each of
these initiatives:

Soft-off monitoring. PGW will automate many of the services associated with soft-off monitoring.
Currently, when a customer moves, PGW deploys a field service representative to sbut off service. The
upgraded soft-off program will allow Operations to redirect field employees to other jobs - a more
efficient use of resources. With new software upgrades, PGW will be able to transfer a customer's closed

account back to PGW and monitor the soft-off account more closely to avoid any excess usage or theft of
service.

Landlord cooperation program (LCP). In apartment and rental living, often the tenant is responsible for
their gas bill. In the case of delinquency, PGW had difficulty gaining access to the property and gas can't
be shut-off outside since many tenants share a common service. The LCP progmm allows landlords to
work more collaboratively with PGW to improve PGW's ability to collect from tenants (gain access to the
properfy) and minimize tenant delinquencies in exchange for not liening a landlord's property for a

B-46



tenant's unpaid balance. The changes to LCP are designed to improve required communications and
allow for liens on a property when landlords fail to cooperate.

Write-off reactivation. Often, written off accounts with aged balances of 4-years or less are not applied
to a new account when the customer reapplies for service. Recent changes to the BCCS system allow
prior written-off accounts to be immediately linked when the customer re-applies for service. This will
help PGW's collection efforts.

Risk-based collections. PGW is introducing a new risk-based collections system. Under the new system,
PGW will analyze a customer's past payment pattem, and assign each customef a o'score" - similar to a
credit card company score. Based on a customer's score, PGW will be better able to target specific
collection tools to improve collections. If a customer has a lower score, more frequent customer
communications may be the only thing needed to ensure payment. Risk-based collections will also allow
PGW to proactively manage new customers to avoid excessive delinquencies.

Lien re-write. PGW current lien system processes approximately 1,000 liens per month. With new
software upgrades, PGW will be able to almost triple the amount of liens processed. This approach
protects receivables in the event a property is sold. This initiative will minimally impact Credit and
Collection employees as they learn a new computer software system.

The timeline for implementation of these programs is the first, second, and third quarter of 2009
calendar year. PGW estimates the gross benefits of these programs to be in the range of $60 - $70 million
through year 2013.

Other initiatives implemented in 2008 included an upgrade to PGW's IVR system and a Late
Payer Deposit Program. The upgrade to the IVR system includes new frrnctionalities such as voice
recognition, enrollment in budget billing, intake of check and credit card payment, scheduling for AMR
(Automatic Meter Reader) exchange, and ability to obtain CRP (Customer Responsibility Program)
application mailed. The Late Payer Deposit program involves a deposit charge to active customers who
have had two consecutive or three late payment charges in the past 12 months. An evaluation of the
program in April 2009 resulted in a temporary suspension in the program due to high call volume that
was a result of the program and increased collection activity. The program is being refined and will be
integrated in the Risk Based Collection lnitiative.

Busi ness Transformation
In 2006, PGW's Executive Management determined that operational changes should be made to

improve the long-term financial outlook of PGW. PGW's Business Transformation Program (BT) was
launched to design and coordinate a range of change programs. The goal of the Business Transformation
is to enable PGW to improve its operational practices, improve service quality and reduce the cost of
operations.

The recent economic challenges reinforce management's belief in the value that an efficient and
financially strong PGW would be in the best interest of its employees, the community and stakeholders.

The comprehensive BT program seeks phased improvement opportunities in Customer Affairs,
Field Operations, Supply Chain and for the Enterprise as described as follows:

r The Customer Affairs initiatives are designed to improve collections and back-office
operating efficiencies through process, policy and technology changes.

r The Field Operations initiatives are designed to improve field efficiency through the

redesign of field work processes and the implementation of a new integrated work
planning, forecasting and scheduling model. These changes are intended to reduce
operating costs, improve service and increase customer satisfaction.
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o The Suppl.v Chain initiatives are designed to reduce operating costs, space requirements
and working capital levels through centralization of key supply chain processes,

optimization of the fleet and the redesign of the Procurement Organization.

o The Enterprise initiatives are designed to enhance employee performance management
processes, reduce PGW's physical footprint, and create a robust Project Management
capability to support ongoing innovation and continuous process improvement.

In 2008, PGW received approval from PFMC and the PGC to proceed with the first phase of the
program called BT "Lite". The BT initiatives selected to comprise this initial phase addressed immediate
challenges being faced in Collections and aspects of Field Operations, included changes to the Time
Accounting system, and the consolidation of PGW's real estate holdings. These initiatives are currently
underway and the following summarize the expected results of these efforts:

o Three (3) of the five (5) collection initiatives have been fully implemented as of April
2009, programming for a fourth Soft-Off Monthly Monitor will be completed in early
May and the final initiative Landlord Cooperation Program enhancements will be

implemented in July. Benefits are already starting to accrue.

o The BT "Lite" Field Management and Resource Management Initiatives are projected to
be completed Q3 FY2010 and benefits are expected to begin accruing in late FY20l0.

e A new integrated Time and Labor Management system is expected to be implemented in
April2009.

o The Real Estate Rationalization assessment will be completed in April 2009 with benefits
anticipated to start in FY 2010-l l.

PGW expects these BT "Lite" initiatives to deliver estimated gross annual recurring benefits in
the range of $l l-$18 million.

Competition
PGW's customer, volume, and revenue mix is heavily weighted towards the residential and

smaller commercial markets. PGW currently holds in excess of 90 percent of the home heating market in
the City with fuel oil constituting most of the remaining market. This high market share combined with a
service territory that is not growing limits PGW's ability to increase its customer base. For residential and
small commercial customers, the short nur cost of changing energy sources is generally prohibitive
without some kind of incentive to switch appliances (rebates or financing of appliances, for example).
While not totally immune from competition, the residential and small to medium-sized commercial
markets are quite stable. Further, opportunities for PGW to increase market share are limited without
investment in marketing or incentive programs.

Generally, competition in the larger commercial and industrial markets is common. PGW's BPS
and LBS customers (intemrptible sale customers) have the ability to bum altemate fuels (generally fuel
oil). If the equivalent price of natural gas is higher than fuel oil, many customers will opt to burn oil.
Further, these intemrptible customers may be curtailed during peak periods in the winter. While large
commercial and industrial loads are an important part of PGW's base, PGW's risk to competition is lower
than most natural gas utilities that have a relatively higher industrial load. Further, regulations of the

Clean Air Act will sometimes cause dual fuel commercial and industrial consumers to use natural gas

(instead of fuel oil) in order to meet stringent air emission operating permits.
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Financial Feasibility for the Eighth and Ninth Series Bonds

The financial data used in the analyses presented herein were obtained from the historical
financial records of PGW, PUC GCR filings. and proposed operating and capital budgets for fiscal years
2009 through2}l4. PGW's financial statements are audited annually. The most recently available audited
financial statement is for fiscal year 2008, and may be viewed at www.pgworks.com. According to that
audit, PGW's financial statements are maintained in conformity with generally accepted accounting
principles for gas utilities.

Projected Revenues
Operating revenues for PGW consist principally of revenues from the sale of natural gas to

residents of the City of Philadelphia. Non-operating revenues include interest income and miscellaneous
other reveques from non-operating sources.

Projected Average Number of Customers

Consistent with the trend in a declining population base, the number of customers served by PGW
is projected to decline slightly during fiscal years 2009 through 2A14. Table 8 summarizes projected
average number of customers. Historical average number of customers (for fiscal years 2003 through
2008) has been approximately 500,000. The total average number of customers served is projected to
decline from approximately 492,771 in fiscal year 2009 to about 474,552 in fiscal year 2014, a total
decline of about 3.7 percent over five years. Most of this decline is in the number of non-heating
residential customers served. Based on a marketing load forecast study on demographic loss, PGW has
projected a sharp reduction in its non-heating residential customers from the 2007 Report from 34,960
customers in 2009 to 17,094 customers in2014.

It is projected that for fiscal year 2009 approximately 2,332 commercial, industrial and municipal
firm customers, or 4.5 percent of total firm load, will take gas supply, transportation and storage services
from a third party supplier. For purposes of this Report, it is assumed that the number of firm transport
customers will continue to grow annually, reaching approximately 3,215, or approximately 7 .3 percent of
total firm load, by 2014. The balance of transportation customers in the forecast are seled under PGW's
interruptible service tariff.

The principal difference between customers taking sales versus transportation service is that
PGW does not buy the natural gas commodity for the transportation customers. However, PGW continues
to charge for the transportation of gas through its distribution system, through which customers will
continue to take service from PGW. This charge for distribution service should not differ appreciably
from the charge (less gas cost) that would apply to sales service customers. Therefore, PGW is unlikely to
experience a material reduction in contribution margin (gross revenues less cost of gas) due to customers
migrating to transportation service. So long as PGW's existing GCR provision remains in effect, the
contribution margin will be unaffected as long as the number of customers who opt for other suppliers is
relatively modest. While it is difficult to predict with certainty the actual number of customers who will
migrate and the timing of such a migration, PGW's projection of intemrptible customers transferring to
transportation service appears to be reasonable. If the rates for transportation service are propedy
designed, the net revenues realized by PGW will not be materially sensitive to whether customers take
sales or transportation service.
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Table 8
Projected Average Number of Customers

Line

No.

l

Description

Budget Projected{u)

2009 2010 201 I 2012 2013

492.771 488.129 484.374 481,088 477,817

2014

474,552
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Total Average Number of Customers

Gas Customers

Non-Heating

Firm
Residential

CRP Residential

Commercial

Industrial
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NGV

Total Average Firm Non-Heating
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BPS - Small

BPS - Large

BPS . A/C
LBS - L Direct
LBS - L Indirect

LBS - S Indirect
LBS - XL Direct
LBS - XL lndirect

Cogeneration - Indirect
LNG - Direct

GTS - Sales
NCV lndirect

Total Average Interruptible

Total Average Non-IIeating

Heating
Residential

CRP Residential

Commercial

Industrial
Municipal

Housing Authority

Total Average Heating

Total Average Sales Customers

Total Average Transportation Customers(b)

34,960

I,l14
5.1 55
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0

4t,54'7

3t,3'.73 27 ,792
I,l 13 l,l 13
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74

4

2
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2

I

2

0

0
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2
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0
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2
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4

I
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J

J

J

^

2

0

0

0

z

0

0
0

172 146

41,719 38,038

346,604 34s,417

79,803 79,803

18.586 18,715

500 487

379 369

2,848 2,805

448,720 447,596 447,103 447,128 447,194 447,301

490,439 485,634 481,497 477,914 474,4A2 470,950

2.332 2,495 2,877 3,174 3,415 3,602

24,219 20,6s3

I,t 13 I,l 13

s ns5 5 057

r82 173

98 9'1

00

30,668 27,094

53 49

53 53'))

17,094

I,lt3
5,069

163

97

0

I

tl 517

45
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I

2

2

z

0

0

0

z

0

0

0

t28

34,394

344,775

79,803

18,908

475

JO)

2,777

ll8
30,786

344,595

79,803

19,t53
462

366

2,749

tt4
27,208

344,417

79,803

19,431

447

368

2,728

l12

23,649

344,244

79,803
ro 710

433

370

2,712

30

JI

(a) Projecred figures are based on budgeted department figures.
(b) Increase in transportation customers is due to the transfer of interruptible customers to CTS service and firm sales customers to firm
transportation service. No firm custoners are assuned to transfer to GTS sewice.
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Historical and Projecfed Gas Sales and Throughput
Historical throughput (sales plus transportation volumes) for the 2003 through 2008 fiscal years

and projected tbroughput for the 2009 through 2014 fiscal years are summarized in Table 9. The
throughput volumes for the projected period are based on 4,464 HDD for 2009 and 4,412 HDD for 2010
through 2014. The decline in total residential throughput (heating and non-heating) is consistent with
the projected decline in the average number ofresidential custorners. The projection for residential and
commercial throughput generally reflects a constant use per customer.

As intemrptible customers continue to migrate to transportation service, sales volumes
attributable to interruptible customers also decline as transportation volumes increase. Additionally, as

firm transportation load increases from 2.5 million Mcf in 2009 to 4.1 million Mcf in 2014, firm sales
load likewise declines. As stated previously, if transportation rates are designed properly, the migration
of customers and volumes from firm or intemlptible sales service to transpofiation service should not
translate into a material change in net contribution margin."

Sa/es and Transportation Revenues

Historical revenues (sales plus transportation service) for the 2003 through 2008 fiscal years and
projected revenues for the 2009 through 2014 fiscal years are summarized in Table 10. The revenue
figures shown in Table 10 are based on application of PGW's existing rates to the projected number of
customers, projected normal sales and transported volumes, and the gas cost assumptions discussed in the
"Projected Revenue Requirements - Gas Costs" section of this Report. The revenue projections reflect
the same adjustments made to sales and throughput (migration of intenuptible customers to
transportation). We assume consistent with PGW's existing GCR, that changes in the gas cost recovery
portion ofrevenues will equal changes in gas costs.

In this Report, the revenue projections reflect currently effective rates and a 95 percent collection
factor on billed revenues. (See Table 12).It is our assumption that when PGW files abase rate case, as

directed by the PUC to be no later than December 31,2009, the extraordinary rate relief of $60 million
granted PGW by the PUC effective January 1,2009, will become pemanent in 2010 (or that PGW will
achieve an equivalent combination of permanent revenue enhancements or cost savings). This should
produce a level of revenues that should allow PGW to fulfill its goal of not using short-term financing for
other than seasonal working capital requirements. In addition, this level of revenue enhancements, cost
savings, and/or rate relief should also enable PGW to:

o Cover the increase in non-gas operating expenses and interest expense since granting of
the 2008 extraordinary rate relief.

o Provide sufficient funds available for debt service to meets its rate covenants under the
1975 General Ordinance and the 1998 General Ordinance.

o Provide PGW with adequate liquidity when used to supplement internally generated
funds without having to continually resort to borrowing firnds externally for capital
improvements (other than the projected $150 million in financing from the Ninth Series
Bonds).

o Make the $18 million annual payment to the City beginning in 2014 without receiving a
grant back.

r Repay short term commercial paper obligations.

o Provide additional earnings for further debt reduction.

o Meet coverage requirements for the planned Fufure Bonds.
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Table 9
flistorical and Projected Sales and Throughput

Actual(ui ProiectedLine
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The level of revenues projected for fiscal years 2009 through 2014 is based on normal weather
conditions. As discussed in "Rates and Tarffi - Weather Normalization Adjustment", the WNA
essentially removes the single biggest risk to PGW of recovering its approved margin during periods of
warner than normal weather during the winter season as long as it remains in effect. Because PGW's
WNA tariff has no sunset provision, the WNA will continue in place unless the PUC issues an order
directing that it be discontinued. We are assuming for the pu{poses of this Report that the WNA will
remain in effect through the projected period.

As with the projected volume and number of customers, as intemrptible sales volumes and
customers migrate to intemrptible transportation service, so do revenBes. Total transportation revenues
also increase due to the previously discussed forecasted increase in customers migrating from firm sales

to firm transportation service. As stated previously, if transportation rates are designed properly, this
migration should not translate into a material reduction in net contribution margin and hence, net cash

flow and income will not be materially affected.

Other Operating Reyenues

Other operating revenues are projected to remain at an annual level of approximately $21 million
throughout fiscal years 2009 through2014 (Table 16, Line 8). These revenues consist of sales of energy-
related appliance services, finance charges realized on overdue accounts, field collection charges, and
other miscellaneous sources.

Assisfance Programs

Over the past several years, PGW has seen high accounts receivable balances and higher than
usual delinquent accounts. As part of PGW's proactive approach to managing this problem, PGW has

continued to develop progralns targeted at assisting customers with meeting their energy costs. Table I I
details PGW's LIHEAP participation in recent years and provides an estimate for fiscal year 2009.
Assistance programs are forecast to contribute $32.7 million in revenues in fiscal year 2A09.

Accoants Receivable

Since PGW has increased its focus on improving its billing and collection practices (See Billing
and Collections) in the past few years, it has generally experienced a marked decrease in its accounts
receivable beginning in fiscal year 2005. Net accounts receivable decreased 24 percent from $93.1
million in2004 to $71.5 million in2007. Although temporarily increasing in 2008, in fiscal year2009
net accounts receivable are projected to be $55.1 million and are forecasted to remain at the level of $55
million to $61 million through the projection period. If gas costs substantially exceed these levels,
accounts receivable and bad debts may increase. Conversely, if gas costs are less than these levels,
accounts receivable and bad debts may decrease.

Table 12 summarizes historical and projected accounts receivable and account write-offs. As seen

from the table, we assume receivables as a percentage of billed gas revenues will remain relatively
constant over the projection period at about 18 percent.

The projections in Table l2 are based on assuming the base rate increase of $60 million effective
January 1,2009, remains in effect through the forecast period. Realized bad debt expense as a percent of
billed gas revenues is projected to range from 4.4 percent to 4.1 percent over the projected period.
Table 12 also shows PGW's historical and projected average collection rate. PGW's collection rate is
projected to be 95.0 percent. The five-year historical average collection factor (fiscal years 2004 througlt
2008) is 95.7 percent. PGW's collection rate for 2007 and 2008 has been 95.8 and 95.5 percent,
respectively.
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If the severity of the ongoing economic downturn continues, then billing and collections could be
adversely affected, and a corresponding decrease in the collection rate and increase in receivables beyond
those levels assumed in our projections could result.

Gapital lmprovement Program Financing
The Capital Improvement Program described earlier (See Capital Improvement Program) will be

financed by PGW through funds currently available for capital projects, revenue bond issues, investment
income, and system revenues.

The projected CIP expenditures for the six-year period ending August 31,2014, are shown on
Line 8 of Table 13 and total approximately $432 million. The total par amount of the Ninth Series bonds
to be issued of approximately $150 million during the projection period is designed to maximize the
capital requirements financed with bond proceeds.

Lines I through 7 outline the sources available to meet the CIP financing requirements. Line I in
fiscal year 2009 shows the net balance available in the Capital Improvement Fund as of August 31, 2008,
available to fund the CIP. Lines 2 through 5 show the net proceeds from bond sales, Line 6 shows the
amount projected to be available from other sources each year from current operating revenues, and Line
7 presents the total funds available. Planned fund uses are summarizedon Lines 8 and 9 of Table 13.

Table 13

Capital Improvement Fund
(Thousands of Dollars)

Line
No. Description

Fiscal Year Ending August 3 l,
Proiected

2009 2010 20lt 2012 2013 2014

$$$$$$

I

2

J

4

5

6

7

8 Capital Expenditures

9 Capitalized Interest

l0 Total Uses ofFunds

I I Net Balance - End of Year

(a) Includes PGW intemally genaated funds.

Balance from Previous Year

Bond Proceeds @ Par

Less Discount & Issuance Costs

Less Deposit to Sinking Fund Reserve

Net Bond Proceeds

Other Sources ofFunds(u)

Total Sources ofFunds

8,120 30,398

t75,029 133j07

r09,687

0

0

0

U

(7,4s9',)

102,228

50,459

0

51,7 69

150,000

(24,645)

(10,215)

I 15,140

72,120

0

80,398

0

0

45,608

98,5 t7

85,608

0

102,909

0

U

U

52,909

0

0

0

t2,949

n

0

0

? qnq

0

0

0

50,459

51,769

72,t20

102,909

80,398

5) qoq

85,608

12,909

61,743 68,561

74,652 7 t,470

71,143 7t,470

0

7 1,743 71,470

2,909
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As presented in Table 13, the only bond issue projected during the five year period is the Ninth
Series Bonds in the principal amount of $150 million. Coupled with a beginning available balance of
$109.7 million and a total of $207.0 million of other funding sources, sufficient funds willbe available
for PGW to complete its planned capital improvement program.

Projected Revenue Requirements
PGW's rates are developed to provide sufficient levels of revenue to meet cost of gas, all

operation and maintenance expenses of the System, debt service requirements on obligations issued for
the System, capital improvement expenditures to be funded from current revenues, and other specific
bond ordinance and revenue requirements. This section provides a discussion of the components that
make up PGW's revenue requirements.

Gas Cosfs

Table 14, Line I presents PGW's historical and projected natural gas costs. The unit gas costs

assumed by PGW and relied upon in this Report are projected to decrease from approximately $l1.73 per
Mcf in fiscal year 2009 to $11.52 perMcf in fiscal year2014. PGW gas cost assumptions are based on
pricing input from Global Insight and futures prices from the New York Mercantile Exchange. PGW
purchases its gas supplies under a portfolio approach as discussed rn the "PGW Gas Supply - Supply
Se*^ices" section of this Report. As a result of the GCR, changes in the cost of gas result in equal changes

in revenues. The mechanism by which PGW recovers its gas supply costs is discussed in the "Gas Cost

Rale" section of this Report.

Operation and Maintenance Expenses

Table i4 presents PGW's historical and projected operation and maintenance expense. The

audited expenses for 2008 serye as a base for the projected years.

Variance in the current operations and maintenance projections and the forecast provided in the

2007 Report for fiscal year 2009 are primarily due to the following factors:

o Decreased bad debt expense ($i0.1 million )

o Increased field services expense ($2.5 million)

r Increased pension expense ($1.6 million)

o Lower health insurance costs ($8.6 million)

o Increased other post employment benefits ($25.6 million)

As discussed in the Sales and Transportation Revenues section of this Report, PGW's collection
factor is projected at 95 percent ofbilled revenues through 2009-2AA fiscal years with bad debt expense

forecasted to range from $46.0 million to $39.0 million. The higher level of bad debt expense for PGW
relative to other gas utilities is consistent with the higher level of costs associated with social programs

for PGW. Pension fund and health insurance costs are based on PGW's fiscal year 2009 operating budget
filing and have been updated with the most current information from PGW for the forecast period through
fiscal year 2014. The number of employees is projected to decline from 1,721 to 1,650 through the

forecast period due to attrition.
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Debt Seryice Requirements
Table 15 presents a sunmary of the existing and proposed long-term debt service requirements

for the five-year projection period. The proposed Eighth Series Bonds are assumed to be issued on or
after July l, 20A9. Debt service on this issue assumes a 20-year amortization schedule and an 8.73
percent all-in true interest cost. The Eighth Series Bonds are being issued to refund the existing Sixth
Series Bonds. Additionally, our projection assumes that Ninth Series Bonds will be issued on or about
February l, 2010, for $150 million to fund forecasted capital expenditures. Debt Service on this issue
assumes a 30-year amortization schedule and a7.04 percent all-in true interest cost.

Payments to City
In accordance with the Management Agreement and the Gas Choice Act, PGW makes an annual

base payment of $18 million to the City. The $18 million payment for fiscal yer 20A4 was not paid and
may be forgiven. In fiscal years 2005 through 2008, the $18 million payment was made and was granted
back. The City's current Five-Year Plan also provides for payment and grant back of the $18 million for
fiscal years 2009 through 2013. For purposes of this forecast, it is assumed that the $18 million payment
to the City will not be granted back after 2013.

Adequacy of Projected Revenues to Meet Projected Revenue
Requirements Under Ordinance Requirements

Table 16 presents a pro forma statement developed from the revenue and expense projections for
2009 through2014. This table in conjunction with Table 17, which presents a statement of cash flows,
provides an indication of the adequacy of PGW's revenues and the financial feasibility of the Future
Bonds.

The operating revenue projections presented earlier in Table 10, Line 44 are summarized in
Lines I through 3 of Table 16. These projected revenues are based on PGW's currently effective rate
schedules. Revenues from Other Sales, primarily unbilled gas adjustments, are shown on Line 4 of Table
16. Since the Gas Choice Act mandates that the PUC approve and the PUC has acknowledged it has to
approve PGW rates sufficient to meet PGW's bond covenants, as well as to provide PGW with needed
liquidity, we reasonably assume the temporary extraordinary rate relief granted by the PUC at year-end
2008 will be made permanent in order for PGW to meet these requirements. Any combination of revenue
enhancements, cost savings, and/or a permanent base rate increase, in fiscal years 2009 through 2014 is
included on Line 6 (Line 45 on Table l0). These amounts, coupled with the projected $150 million Ninth
Series Bonds, (Table 13, Line 2) represent, in our opinion, the minimum level of increase needed to:

o Cover the increase in non-gas operating expenses and interest expense since granting of
the 2008 extraordinary rate relief.

o Provide suffrcient funds available for debt service to meets its rate covenants under the
1975 General Ordinance and the 1998 General Ordinance.

o Provide PGW with adequate liquidity when used to supplement intemally generated
funds without having to continually resort to borowing funds eKternally for capital
improvements (other than the projected $150 million in financing from the Ninth Series
Bonds).

o Make the $18 million annual payment to the City beginning in 2014 without receiving a

granJ back.

. Repay short term commercial paper obligations.

r Provide additional earnings for further debt reduction.

r Meet coverage requirements for the planned Future Bonds.
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Table 15
Projected Long Term Debt Service Requirements

(Thousands of Dollars)

Fiscal Year Ending Augmt 3l.

Proiected

Line No. Desc 2012 2013 2014

$$$
2009 2010 2011

$$$

I

2

J

+

5

6

7

8

9

t0

il
t2

l3

t+

15

l6
t7

l8
t9
20

21

Revenue Bonds under 1975 Ordinance

Series I lC
Series 16

Series I 7

Series I 8

Series 19

Total 1975 Ordinance Debt

Revenue Bonds under 1998 Ordinance

Senior Debt
First Series A
Second Series

Third Series

Fourth Series

Fifth Series

A-2 Fifth Series Variable 
(u)

Sixth Series G)

Seventh Series

Eighth Series

Ninth Series (2010 Bonds)

Senior Debt
Subordinate Debt

First Series C

Total Subordinate Debt

Total 1998 Ordinance Debt

Total Long-Term Debt Service

60,403 83,650 86,491

I,986 I ,988

1,986 1,988

85,636 88,479

82,763 8r,327 82,035

|,984 l,990 l,985

1,984 1,990 1,985

84,747 83,316 84,020

0

10,392

r6,466

4 71')

| !)

3.-j,t3

t5,789

3,085

3,l4t
7,345

6,000

|,t27

9,516

14,400

0

0

0

930

14,934

13,5 l4
723

11,0t7

930

t3,t2l
4,900

723

14,005

930

I 1,560

4,892

tzJ

3r,t I 0

9,048

3,082

3,144

7,349

8,418

1,127

0

14,401

25,984

10,210

0

7,695

17,217

4,886

723

30,521

8,301

0

0

8,417

|,127

0

16,850

29,073

10.2r2

0

7,683

15,672

4,874

723

28,953

7,563

0

0

7,344

8,420

a,tzt

0

14,297

33,069

10,2 t5

30,101

15.054

3,084

3, t4l
7,348

8,41 I
l,r27

0

14,400

25,973

5,104

30,691

12,779

3,087

3,t41

7,349

8,416

1,127

0

14,401

25,981

t0,2tl

1,990

r,990

62,393

(a) Assurnes a 3.75 percent annual interest rate as budgeted by PGW

fb) Retunded silh Eighth Series.

94.706 115.737 r 19,170 1t6,857 113,837 112,972
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Table 16
Projected Statement of [ncome

(Thousands of Dollars)

Line

No.

Fiscal Year Endins Auzust J l,
Description 2013 2014

s$
2009 2010 2011

ss$
68,053 65,714

26,950 29,136

819,558 831,390

(70) 228

2$t2

$

64,039 62,844 62,776

30,690 3lJ76 33,079

843,078 838,887 850,670

209 (2',7)

l0
n
l2

I

2

J

5

o

7

8

o

13 Gas Processing

14 Field Services

15 Distribution
l6 Collection

17 Customer Services

18 Customer Accounting

19 BadDebtExpense

20 A&G and Otber Expenses

2l Total Non-Fuel O&M

22 Depreciation

23 CostofRemoval

24 Less: Clearing Accounts

25 Net Depreciation

26 Total Operating Expenses

30 Long Term Debt

3l Other

32 Loss From Refunded Debt

33 AFUDC

34 Total Interest

35 Netlncome

615,835 564,528

15,518 16,849

38,375 38,144

t7 ,982 18,529

9,450 9,727

13,510 13,828

7,548 7,730

46,000 38,982

121,7?5 r08.899

270,108 252,688

575,891 587,928

17,395 l7 ,749

38,706 39,587

19,001 19,582

9,971 10,270

l4,l 55 14,513

7,935 8,168

39,450 39,912

109,025 114,992

255,638 264,773

Projected Revenues

Non-Heating

Gas Transport Service

Heating

Other Sales

Total Gas Revenues - Existing Rates

Base Rate lncrease

Total Gas Revenues

Other Operating Revanues

Total Operating Revenues

Operating Expenses

Natural Cas

Other Raw Materials

Total Fuel

615,830 564,523

))

7't,"t50
,s lqn

845,61 9

t)t

949.3 l6
44 \1)

,r334S
20,463

I ,014.3l I

914,491

60,000

971,491

24.417

994,908

926,468

60,000

986,468

20,736

|,007 ,204

575,886

)

938,016

60,000

998,016

21,057

l,019,073

587,923

J

933,480

60,000

993,480

21,198

1,0t4,678

584,686

946,692

60,000

1,006,692

21,544

l,028,236

600,039

600,044

18,464

41,630

21,027

I l,038
15,452

8,850

40,261

122,563

279,285

584,69 I

t 8,31 I

40,513

20,248

10,626

14,953

8,480

39,740

120,229

273,1N

27

ft

29

Net Operating Income

Other Income

Net Income Before Interest Charges

Intcrest

39,408 41,198 42,945 44,611 45,896 47,081

3,000 3,000 3,000 3,000 3,000 3,000

(5,159) (s,lee) (s,2s7\ (s,303) (5,461) (s,s8s)

37.249 38,999 40,688 42,308 43,435 44,496

92t,t92 856,2rs 872,211 895,019 901,226

9t,ll9 138,693 134,987 124,064 113,452 l04,4ll
n,907 13,641 15,863 14,770 13,383 11,579

103.026 152"334 150,850 138,834 126,835 115,990

68.3 l8 67 ,65453,066

7,5r7
5,1 02

(873)

64,812

38,214

7,6ll 7,677

4,768 4,424

(e83)

79,825 78,77?

72,509 72,078

64,845 62,528

7,511 7 ,487
4,179 3,963

(784)

75,679 13,194

63,155 53,64r

60,t23
7,456

3,629

(784)

70,424

4s566
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Table 17
Projected Statement of Cash Flows

(Thousands of Dollars)

2009

Line
No.

Fiscal Year Ending August 3 l,
Description 2013

$

124,257

53,641

45,896

5,139

I,140

i2,587')

103,229

0

10,000

18,000

0

20t1

D

t07,614

45,566

47.081

4,774

t,236

(2,01 s)

96,642

0

2,909

0

0

2010 2011 2012

2

3

4

5

6

7

8

l0
lt

1)

IJ

t4

Beginning Cash Balance

Sources of Funds
Intemal Sources

Net Income

Depreciation

Amortized Costsru'

Eamings on Restricted Funds

Increased,/(Decreased) Other Liabilities

Total Internal Sources

External Sources

Revenue Bond Proceeds

Capital Improvement Fund Drarvdown

Release of Sh*ing Fund Asset

Grant Back from City

Temporary Borrowings

Total Extemal Sources

Total Sources of Funds

49,338

38,214

39,408

6,218

t0,225

( 3,928)

90,137

50,000

4,000

I 8,000

0

$

82,r65

72,000 t97,t40
162,t37 318,257

4l,280 47,095

1,500 1,565

50,459 72.120

18,000 18,000

0 I 15,140

0 49,000

18"071 8,097

129,310 311,017

32,827 7,240

82,165 89,405

$$
89,405 lt3,7l7

72,509 72,078

41,198 42,945

6,063 5,791

r,0r3 (24s)

(9'086)

12r.117 I11,483

t 15,140 0

64,000 50,000

00
18,000 18,000

q0

63, I 55

44,6t1

5,439

I,881

(1 2,8 r 8)

102,268

0

40,000

0

l 8,000

0

Uses of Funds

l5 Debt Reduction on all Bonds

16 PMA Bond Debt Reduction

l7 CIP Requirements

l8 Payment to City,rDistribution of Eamings
19 Depositto CIP Fund

20 Repayment ofCommercial Paper

2l Change in Non-Cash Working Capitalrb'

22 Total Uses of Funds
23 Increase/(Decrease) in Cash

24 Ending Cash Balance

68,000

179,483

42,054

1,640

80,398

18,000

0

19,000

(s,92 l )

155,171

24,3t2

tr3,7t7

58,000

160,268

39,070

|,715
85,608

1 8,000

0

0

5 115

M';?N
10,540

124,257

28,000

r31,229

49,075

1,805

71,743

I 8,000

0

7,249

147,872
(t6,643)

r07,614

2,909

99,551

50,565

1,890

71,474

18,000

0

0

4,803

146,728
(47,177)

60,437

(a) Includes amortization on bond issuance costs and extraofdinary losses.

(b) Includes changes in Accounts Payable, Accounts Receivable, and Materials and Supplies.
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Other operating revenues presented on Table 16, Line 8 include revenues from sales of energy-
related appliance services and field collection charges. Projected Other Income for the System (Table 16,

Line 28) includes interest earnings from the different reserve funds.

The projected operation and maintenance expenses shown on Table 16, Lines l0 through 26 are
from Table 14. PGW's projected net operating income before interest is summarized on Line 29 of Table
16. lnterest expense on existing bonds, proposed bonds, and capital leases is presented on Line 30. Other
interest costs including loss from refunded debt and the allowance for funds used during construction
("AFUDC") are shown on Lines 3l through 33. PGW's projected net income is shown on Line 35 of the

table is $38.2 million in fiscal year 2009, increases to $72.5 million in fiscal year 2070, and decreases to

$45.6 million in fiscal year 2014.

On Table 17, Line I presents PGW's cash balance as of September I for each fiscal year. From
this starting point, the net income line from Table 16 is combined with non-cash adjustments (such as

depreciation and amortization) expensed on the Income Statement. External sources of funds are

summarized on Lines 8 through 12 and include revenue bond proceeds, drawdowns on the capital
improvement fund, and the payment and grant back of the $18 million for fiscal years 2009 through 2013.
The total for all sources of funds is shown on Line 14 of Table 17.

Uses of funds are summarized on Lines 15 through 2l of Table 17. Lines 15 and 16 present the
principal payments made on long-term debt. CIP requirements are shown on Line 17, and payments to the
City and short-term debt obligations are shown on Lines l8 and 20. Changes in non-cash working capital
items, including changes in accounts payable and accounts receivable, are shown in Line 21.

The net increase or decrease in available cash for each fiscal year is shown on Line 23 ofTable
I 7. The ending cash balance for the year, which is the sum of Lines I and 23, is shown on Line 24. The
ending cash balance for 20i0 represents approximately 18 weeks of operations and maintenance expenses
(excluding the cost of fuel) and the ending cash balances for fiscal years 20ll through 2014 represent
approximately 23 to I I weeks, respectively, of operations and maintenance expense (excluding the cost of
fuel). These projected year-end cash balances for fiscal years 2010 through 2014 should be sufficient for
PGW to accommodate normal fluctuations in expenditures for utility operations.

A detailed calculation of debt service coverage requirements under the 1975 and 1998 General
Ordinances is presented in Table 18. The results presented in the table indicate that provided the
assumptions made herein arerealized, PGW will meet the requirements of the 1975 and 1998 General
Ordinances for all years in the projection period.
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Table 18
Projected Debt Service Coverage

(Thousands of Dollars)

Line

No.

I

2

3

I
5

6

7

8

9

l0

l1

t2
IJ

t4

Fiscal Year Ending August 31,

Descriotion

SOURCES OF FUNDS

Total Gas Revenues

Other Operating Revenues

Total Operating Revenues

Other Income{")

Total Sources of Funds

USES OF FUNDS

Fuel Costs

Other Operating Costs

Total Operating Expenses

Less: Non-Cash Expenses

Total Uses ofFunds

Funds Available for Debt Service

I 975 Ordinance Bonds Debt Service

Debt Service Coverage - 1975 Ordinance

Net Available after Prior Debt Service

1998 Ordinance Bonds Debt Service

Debt Service Coverage - 1998 Ordinance

Net Available after Prior Debt Service

I 998 Ordinance Subordinate Debt

Debt Service Coverage on Subordinate Debt

2009

J

2010 2011 2012 2013 2014

993,848

20,463

1,014,31t

40,255

1,054,566

974,491 986,468

20.417 20,736

994,908 1,007,204

33,526 34.601

|,028,434 1,041,805

998,016 993,48A 1,006,692

21.057 21,198 2t,544

1,019,073 |,0t4,678 1,0?.8,236

35.567 33,307 13,5e9

1,054,640 1,047.985 1,041,835

587,928 584,691 600,044

307.081 316,535 323,781

615.835 564.528 575.891

307 .357 291.687 296.326

923,19? 856,215 872,217 895,009 901,226 923,825

(68,105) (68"9e8) (6e,661) (6e,814) (69,248)

855.087 787.217 802,556 824,963 831,412 854,5'17

Standard & Poor's Fixed Coverage Charge Calculations

20 Net Available to Service Aggregate Debt Service{r) l4l,t48
21 Aggregate Debt Service'') 94J06
22 Fixed Coverage Charge on Long-Term Debt 1.49

24t,2t7 239,249 229,67',t 216,573 187 
"258

30,101 30,691 32,110 30,52t 28,953

8.01 7.E0 7.15 7.r0 6.47

211 ,n6 208,558 t97 ,567 1 86,052 158,305

83,650 86,491 82,763 8r.327 82,035

2.52 2.4r 2.39 2.29 1.93

127,466 122,067 114,804 104,726 76,270

1,986 1,988 1,984 1,990 1,985

64.18 61.42 57.87 52.63 38.43

192,205 r9z,s2r 182,058 171,054 16L,270

115,'137 119,170 116,857 113,837 112,972

1.66 1.62 1.56 1.50 1.43

t)
l6

t7

18

19

199,419

)2,) | J

6.r7

t67,t66

60,403

)11

106,763

1,990

53.65

(a) IncludestheCity'sgrantbackofthe$lSmillionpaymentinfiscalyears2009through20l3.
(b) S&P's Definition: Net Available for Debt Senice : Line 9, Table 16 - Line 33, Table t6 - (Line 26 - Line 25, Table 16) + Line 28,

Table 16

(c) Line 12 +Line 15 + Line l8
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Assumptions and Opinions

In developing the information which Black & Veatch utilized for preparing the projections
presented herein, Black & Veatch relied on PGW's financial planning model and PGW's assumptions
contained within that model with several exceptions as noted in this Report. The analyses summarized in
this Report are based on assumptions that have been provided by or reviewed by PGW and others and
relied on currently available information and present circumstances. Black & Veatch has not conducted
verification tests of this information. While we believe that these data and the underlying assumptions are

reasonable, actual results may materially differ from those projected, as influenced by the conditions,
events and circumstances that actually occur that are unknown at this time and/or which are beyond the

control of Black & Veatch. Such factors may include PGW's ability to execute the capital improvement
plan as scheduled and within budget, regional climate and weather conditions affecting the demand for
gas, and adverse legislative, regulatory or legal decisions (including environmental laws and regulations)
affecting PGW's ability to operate the System.

Considerations and Assumptions
The following, while not all inclusive, is a list of critical assumptions used in the development of

the projections presented herein:

Revenues

l. As set forth by the PUC in its order dated February 22,2001, the PUC will comply with
its statutory obligations under the Public Utility Code, including the section of the Gas

Choice Act (66 Pa C.S.A. $2212(b) requiring that the PUC, in determining PGW's
revenue requirement and approving overall rates and charges, "follow the same rate-
making methodology and requirements that were applicable to [PGW] prior to the
assumption of jurisdiction by the [PUC]" and permit PGW to "impose, charge or collect
rates or charges as necessary to permit...PGW to comply with its covenants to the
holders of any approved bonds." "Approved Bonds" include the Eighth and Ninth Series

Bonds and the commercial paper.

2. The throughput and revenue figures are based on the assumption of normal weather
(4,464 HDD per year for 2009 and 4,412 HDD for 2010). To the extent that weather is
warrner than normal, the resulting contribution margin will be maintained to the extent
that the WNA remains in effect.

3. Projected revenue figures are based on the assumption that PGW will recover, in a timely
manner, 100 percent of all gas supply costs and 100 percent of the costs (or discounted
revenues) attributed to the Customer Responsibility Program, Customer Works Program,
Senior Citizen Discount Program, restructuring transition costs, and costs attributable to
PUC mandated programs such as those indicated in Chapters 56 and 59 of the Public
Utility Code.

4. PGW will realize $60 million in revenue enhancements, cost savings, or base rate
increases on a levelized basis beginning in fiscal year 2010.If PGW does not receive rate
relief of $60 million beginning in 2010, PGW will likely not be able to meet all of these

stated goals. If PGW were unable to meet the rate covenants required under the 1975

General Ordinance and 1998 General Ordinance, PGW would then have to reduce
expenditures, develop other sources of Project Revenues, and/or file for and receive
timely rate relief.
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Operating Expenses

1. PGW's annual accounts receivable write-offs will range from $40.9 to $42.4 million and
PGW's collection factor on billed revenues will be 95.0 percent during the projected
2010-2014 period.

Capital lmprovement Program

l. The planned capital improvements are assumed to be sufficient to maintain the System
and meet regulatory requirements.

2. Projected levels of cash-financed capital improvements are assumed to comply with
PGW's internal policies for financing capital improvements with other funding sources.

City Payments

l. The $18 million annual payment to the City will only be granted back to PGW by the
City in fiscal years 2009 through 2013.

2. The $18 million payment for fiscal year 2004 was not paid and is assumed to have been
forsiven.

Opinions
Based on these analyses and the assumptions set forth or referred to in this Report, we offer the

following opinions to indicate PGW's conformance with specific requirements which must be met for the
issuance of the Eighth and Ninth Series Bonds as provided in the 1975 and 1998 General Ordinances:

l. PGW is a competently managed and operated gas distribution utility. PGW and the
System are organized, operated, and maintained at a level equal to, or in excess of,
regulatory requirements and generally accepted industry practices. The System is in good
operating condition.

2. Based upon Black & Veatch's evaluation of financial projections and certain assumptions
with respect to the System which Black & Veatch believes to be reasonable, and on the

basis of actual and estimated future annual financial operations of the System (including
the projects to be established with the proceeds of the Future Bonds), the System will
yield Project Revenues (which are pledged under the 1975 General Ordinance and the

1998 General Ordinance) over the amortization periods of the Bonds issued under the
1975 General Ordinance and the 1998 General Ordinance which will be sufficient to (a)
meet all expenses of operation, maintenance, repair and replacement of the System, (b)
meet all reserve or special funds required to be established under the 1975 General
Ordinance and the 1998 General Ordinance, (c) meet the principal of and interest on all
Bonds (including the Future Bonds) issued under such Ordinances, as the same shall
become due and payable, and (d) provide such surplus requirernents as are contained in
the respective rate covenants of the 1975 General Ordinance and the 1998 General
Ordinance. The Project Revenues forming the basis of this opinion comply with the
requirements of the definition of Project Revenues contained in Section 2 of the Act.

3. The Project Revenues and Gas Works Revenues which are pledged as security for the
Bonds issued under the 1975 General Ordinance and the 1998 General Ordinance.
respectively, are currently, and are projected to be, sufficient to comply with the Rate
Covenants set forth in Section 4.03(b) of the 1975 General Ordinance and Section 4.03(b)
of the 1998 General Ordinance.
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4. The capital improvements proposed during the projection period, September l, 2009,
through August 31,2014, should, along with continued good operation and maintenance
practices, enable PGW to maintain the System in good operating condition" Review of
present management practices indicates that good operation and maintenance is likely to
continue.

5. Contracted PGW gas supplies plus (a) spot market purchases, (b) anticipated additional
contracted supplies plus supplemental gas capacities, as well as, (c) the pipeline transport
capacity to move these supplies to PGW, appear adequate to meet PGW's projected
demand on a day of maximum demand (a "desiga peak day"), in an hour of maximum
demand (a "design peak hour"), and during a year of maximum demand (a "design peak
year").

The following are significant changes or events that have occurred since the issuance of our prior
Report dated January 26,2007 (*2007 Report"), and are addressed more fully in the text of this Report:

l. PGW paid offthe City Loan of $45 million in 2008 as assumed in the 2007 Report.

2. PGW received a $25 million permanent rate increase out of the $100 million requested

effective September 20, 2007, and a $60 million extraordinary rate increase effective
January 1,2009, that is assumed to be permanent in this Report.

3. The 2007 Report assumed that internally generated funds would be sufficient (based on a

$100 million rate increase) to defer the need for new bond proceeds for capital
improvements beyond 2012. This Report assumes that PGW will issue Ninth Series

Bonds in 2010 in the amount of $150 million.

4. PGW's five-year average collection factor has improved to 95.7 percent (2004-2008)
from 93.6 percent (2002-2006).

5. Long-term debt service will increase by approximately $20 million over the 2010-2014
period.

6. PGW's fiscal year 2009 estimated capital expenditures of $50.5 million represent an

18.3 percent decrease from 2008 levels reflecting a management decision to implement a

contingency plan to reduce spending. This action was necessary given the dislocation in
the financial markets. Spending for the forecast period beyond 2009 assumes that capital
spending will resume at previously budgeted levels.

7. PGW did not install the Phase 2 LNG facilities as originally budgeted for 2008 and 2009.
PGW has determined that it is capable of meeting its near term LNG liquefaction needs

with the Phase 1 LNG facilities alreadv in service.
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APPENDIX C

THE GOVERNMENT OF THf, CITY OF PHILADELPHIA

General

The City of Philadelphia (the "City') was incorporated in 1789 by an Act of the General
Assembly of the Commonwealth of Pennsylvania (the "Commonwealth") (predecessors of the City under
charters granted by William Penn in his capacity as proprietor of the colony of Pennsylvania may date to
as early as 1684). In 1854, the General Assembly, by an act commonly referred to as the Consolidation
Act, made the City's boundaries coterminous with the boundaries of Philadelphia County (the same
boundaries that exist today) (the "County"), abolished all govemments within these boundaries other than
the City and the County and consolidated the legislative functions of the City and the County. Article 9,
Section 13 of the Pennsylvania Constitution abolished all counfy offices in the City and provides that the
City performs all functions of county govemment and that laws applicable to counties apply to the City.

Since 1952, the City has been governed under a Home Rule Charter authorized by the General
Assembly (First Class City Home Rule Act, Act of April 21, 1949, P.L. 665, Section 17) and adopted by
the voters of the City. The Home Rule Charter, as amended and supplemented to this date, provides,
among other things, for the election, organization, powers and duties of the legislative branch (the "City
Council"); the election, organization, powers and duties of the executive and administrative branch; and
the basic rules goveming the City's fiscal and budgetary matters, contracts, procurement, properfy and
records. The Home Rule Charter, as amended, now also provides for the governance of The School
District of Philadelphia (the "School District") as a home rule school district. Certain other constitutional
provisions and Commonwealth statutes continue to govern various aspects of the City's affairs,
notwithstanding the broad grant of powers of local self-government in relation to municipal functions set
forth in the First Class City Horne Rule Act.

Under the Home Rule Charter, as currently in effect, there are two principal govemmental entities
in Philadelphia: (l) the City, which performs ordinary municipal functions as well as traditional county
functions; and (2) the School District, which has boundaries coterminous with the City and has
responsibility for all public primary and secondary education.

The court system in Philadelphia, consisting of Common Pleas, Municipal and Traffic Courts, is
part of the Commonwealth of Pennsylvania judicial system. Although judges are paid by the
Commonwealth, most other court costs are paid by the City, with partial reimbursement from the
Commonwealth.

Elected and Appointed Officials

The Mayor is elected for a term of four years and is eligible to succeed himself for one term.
Each of the seventeen members of the City Council is also elected for a four-year term which runs
concurrently with that of the Mayor. There is no limitation on the number of terms that may be served by
members of the Cify Council. Of the members of the City Council, ten are elected from districts and
seven are elected at-large, with a minimum of two of the seven representing a parfy or parties other than
the majority party. The District Attorney and the City Controller are elected at the mid-point of the terms
of the Mayor and City Council.

The City Controller's responsibilities derive from the Home Rule Charter, various City
ordinances and state and federal statutes, and contractual arrangements with auditees. The City Controller
must follow GAGAS, Generally Accepted Covemment Auditing Standards established by the federal
Government Accountability Office (formerly known as the General Accounting Office), and GAAS,
Generally Accepted Auditing Standards promulgated by the American Institute of Certified Public
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Accountants. As of March 1,2009, the Office of the City Controller had 120 employees, including 76
auditors, 29 of whom were certified public accountants.

The Cify Controller post-audits and reports on the City's combir:red financial statements, federal
assistance received by the City, the performance of City departments and the finances of the School
District. The City Controller also conducts a pre-audit program of expenditure documents required to be

submitted for approval, such as invoices, payment vouchers, purchase orders and contracts. Documents
are selected for audit by category and statistical basis. The Pre-Audit Division verifies that expenditures
are authorized and accurate in accordance with the Home Rule Charter and other pertinent legal and
contractual requirements before any moneys are paid by the City Treasurer. The Pre-Audit Technical
Unit, consisting ofauditing and engineering staff, inspects and audits capital project design, construction
and related expenditures. Other responsibilities of the City Controller include investigation of allegations
of fraud. preparation of economic reports, certification of the City's debt capacity and the capital nature
and useful life of the capital projects, and opining to the Pennsylvania Intergovernmental Cooperation
Authority on the reasonableness of the assumptions and estimates in the City's five-year financial plans.

The principal officers of the City's government appointed by the Mayor are the Managing
Director of the City (the "Managing Director"), the Director of Finance of the City (the "Director of
Finance"), the City Solicitor (the "City Solicitor"), and the Deputy Mayor for Planning and Economic
Development and Director of Commerce (the "Director of Commerce"). These officials, together with the
Mayor and the other members of the Mayor's cabinet, constitute the major policy-making group in the
City's government.

The Managing Director is responsible for supervising the operating departments and agencies of
the City that render the City's various municipal services. The Director of Commerce is charged with the
responsibility of promoting and developing commerce and industry.

The City Solicitor is head of the Law Department and acts as legal advisor to the Mayor, the City
Council, and all of the agencies of the City government. The City Solicitor is also responsible for all of
the City's contracts and bonds, for assisting City Council, the Mayor, and City agencies in the preparation
of ordinances for introduction in City Council, and for the conduct of litigation involving the City.

The Director of Finance is the chief financial and budget officer of the City and is selected from
three names submitted to the Mayor by a Finance Panel. The Director of Finance is responsible for the
financial functions of the City including development of the annual operating budget, the capital budget,
and capital program; the City's program for temporary and long-term borrowing; supervision of the
operating budget's execution; the collection of revenues through the Department of Revenue; and the
oversight of pension administration as Chairperson of the Board of Pensions and Retirement. The
Directorof Finance is also responsible forthe appointmentand supervision of the City Treasurer, whose
office serves as the disbursing agent for the distribution of checks and electronic payments from the City
Treasury and the management of cash resources.

The following are brief biographies of Mayor Nutter, his chief of staff, his cabinet and the City
Controller:

Michael A. Nutter, Mayor, wrs sworn in as Philadelphia's 98th Mayor on January 7, 2008. He
won the Democratic nomination in a five-way primary election. Elected to Philadelphia City Council in
1992, the Mayor represented the City's Fourth Councilmanic District for nearly fifteen years. During his
time in Council, he engineered groundbreaking ethics reform legislation, led successful efforts to pass a
citywide smoking ban, worked to lower taxes for Philadelphians and to reform the City's tax structure,
and labored to increase the number of Philadelphia police officers patrolling the streets and to create a

Police Advisory Board to provide a forum for discussion between citizens and the Police Department.
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Mayor Nutter received his B.A. fiom the Wharton School of Business at the University of Pennsylvania
in 1979.

Clarence D. Armbrister, Chief of Stafl; was appointed on January 7,2008. Prior to his
appointment, Mr. Armbrister was Executive Vice President and Chief Operating Officer of Temple
University. Mr. Armbrister began his career at Temple in April 2003 when he was named Senior Vice
President. He was elevated to the position of Executive Vice President and Chief Operating Officer in
January 2007. Prior to joining Temple, Mr. Armbrister was a Director in the UBS Financial Services
Municipal Securities Group in Philadelphia and had sewed as Managing Director of the School District of
Philadelphia, Treasurer of the City of Philadelphia. and was a partner in the law firm of Saul Ewing LLP.
Mr. Armbrister holds a J.D. from the University of Michigan Law School and a B.A. degree in political
science and economics from the University of Pennsylvania.

Camille Cates Barnett, Ph.D., Managing Director, was appointed in January 2008. Dr. Barnett is a
professional manager, having worked in the cities of Sunnyvale, California, Dallas, Houston and Austin,
Texas and Washington, DC. Prior to her appointment as Managing Director, Dr. Bamett served as an
advisor and consultant to public sector clients to improve govemance, with the Public Strategies Group,
and Public Financial Management. Dr. Bamett encourages collaborative approaches to growth, disaster
recovery, economic strength, environmental sustainability and other issues that cross governmental
jurisdictions and has written numerous articles on emerging networks in goveming and transforming the
public sector. Dr. Bamett has a Ph.D. in public administration from the University of Southern California
and has taught at the University of Southern California and the University of Texas at Austin.

Rob Dubow, Director of Finance, was appointed on January 7,2008. The Director of Finance is
the Chief Financial Officer of the City. Prior to his appointment, Mr. Dubow was the Executive Director
of the Pennsylvania lntergovemmental Cooperation Authority (PICA), which is a financial oversight
board established by the Commonwealth in 1991. He served as Chief Financial Officer of the
Commonwealth of Pennsylvania from 2004 to 2005. From 2000 to 2004, he served as Budget Director for
the City of Philadelphia, where he had also been a Deputy Budget Director and Assistant Br-rdget Director.
Before working for the City, Mr. Dubow was a Senior Financial Analyst for PICA. He also served as a
Research Associate at the Pennsylvania Economy League and was a reporter for the Associated Press.
Mr. Dubow earned a Masters in Business Administration degree from the Wharton School of Business
and a Bachelor of Arts degree from the University of Pennsylvania.

Shelley R. Smith, City Solicitor, was appointed on January 7 , 2008. The Cify Solicitor of the City
of Philadelphia is the City's chief legal officer, the head of the City's Law Department, and a member of
the Mayor's Cabinet. Prior to her appointment, Ms. Smith was the Associate General Counsel for
Regulatory Affairs - East at Exelon Corporation. Prior to joining Exelon, Ms. Smith was with Ballard
Spahr as Of Counsel in the Labor, Employment & Immigration Group. Ms. Smith also spent more than a
decade with the City of Philadelphia's Law Department where she was trial attorney and supervisor in the
Civil Rights Unit, Chief of the Affirmative Litigation and Labor and Employment Units, and, finally,
Chair of the Corporate and Tax Group.

Rina Cutler, Deputy Mayor for Transportation and Utilities was appointed in January 2008. Ms.
Cutler advises and assists the Mayor on and coordinates all policies, planning and initiatives relating to
transportation, waste management, infrastructure and public utilities. She collaborates with the Managing
Director in coordinating the development of policy and the allocation of resources for the depaftments of
Streets, Water and Aviation. Ms. Cutler also serves as the Mayor's representative working with SEPTA,
PGW, the Parking Authority and other organizations. Ms. Cutler previously served as Deputy Secretary
of Administration for the Pennsylvania Department of Transportation in Harrisburg. Her experience
includes time as Executive Director of the Philadelphia Parking Authority and Transportation
Commissioner for the Transportation Department in Boston, Massachusetts, as well as the Executive
Director of Parking and Traffic in San Francisco.
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Everett A. Gillison, Deputy Mayor for Public Safety, was appointed on January 7, 2008. Mr.
Gillison advises and assists the Mayor on all policies, planning and initiatives designed to promote the
public safety and prevent crime. He will lead a collaborative effon with the Police Department and other
agencies in the criminal justice system to provide a lnore holistic approach to the prevention and the
enhancement of public safety throughout the City. Mr. Gillison previously served as a Senior Trial
Lawyer for the Defender Association of Philadelphia where he worked for more than 30 years. Other
experience also includes his time on the Board of Summerbridge of Greater Philadelphia, as well as a
member of the Arnerican College of Trial Lawyers.

Alan Greenberger, Acting Deputy Mayor for Planning and Economic Development and Director
of Commerce, was appointed on June 30, 2009. Mr. Greenberger is also the Executive Director of the
City Planning Commission where he chairs the Philadelphia Zoning Code Commission. A native of New
York City, he moved to Philadelphia in 1974 to join Mitchell/Giurgola Architects. He became an

associate of Mitchell/Giurgola in 1980, moved to Auslralia to join Mitchell/Giurgola & Thorpe, architects
for the Australian Parliament House, and rejoined Mitchell/Giurgola in Philadelphia as a partner in 1986.

In 1990, he and several partners at M/G changed the name of the firm to MGA Partners, where he
practiced through 2008. He has been the lead designer on numerous MGA projects including the
Department of State National Foreign Affairs Training Center, the West Chester University School of
Music and Performing Arts Center, America on Wheels Museum, Lehigh University Linderman Library
Renovation, Mann Center for the Performing Arts Master Plan and Pavilions, and the Centennial District
Master Plan.

Dr. Donald F. Schwarz, Deputy Mayor for Health and Opportunity and Health Commissioner,
was appointed in January 2008. Prior to entering government service, Dr. Schwarz was Vice Chairman of
the Department of Pediatrics of the University of Pennsylvania School of Medicine and Craig-Dalsimer
Division Chief for Adolescent Medicine at The Children's Hospital of Philadelphia. He was also Mary
D. Ames Associate Professor of Child Advocacy in the Department of Pediatrics of the University of
Pennsylvania School of Medicine at The Children's Hospital of Philadelphia. Dr. Schwarz is board
certified in pediatrics and adolescent medicine. Dr. Schwarz was, for 22years, an active researcher in the
areas ofadolescent risk behaviors and early childhood development.

Pauline Abemathy, Senior Advisor to the Mayor, was appointed in January 2008. Ms. Abernathy
was previously Deputy Director of Health and Human Services Policy at The Pew Charitable Trusts
where she initiated, designed and managed national initiatives related to child welfare policy, underage
drinking prevention, retirement savings and student debt policy. Prior to working at Pew, Ms. Abemathy
worked at The White House National Economic Council and Domestic Policy Council and at the U.S.
Department of Educalion and as a legislative assistant for a U.S. Senator. She has a bachelor's degtee in
Art History from Yale University and a Masters in Public Policy from Harvard Universiry's Kennedy
School of Govemment.

Julia Chapman, Legislative Affairs Director, was appointed in January 2008. Her role is to
manage state and local legislation important to the City and to oversee government relations with state

and local elected officials. Prior to her appointment, Ms. Chapman worked for Michael A. Nutter when he

was a member of Philadelphia City Council, serving as his Chief of Staff for fifteen years. She also
worked for State Representative Dwight Evans in the capacity as Legal Counsel to the House
Appropriations Democratic Committee. In addition, Ms. Chapman worked for former Mayor Wilson
Goode, Sr. in the Office of Policy & Legislative Affairs. Ms. Chapman is an attomey. She is a graduate of
Rutgers University School of Law in Camden, NJ and received her Bachelor of Science degree in
Economics at the University of lllinois.

Michael DiBerardinis, Commissioner of Parks and Recreation and Special Advisor to the Mayor
on Libraries, was appointed in April 2009. Prior to his appointment, Mr. DiBerardinis served as Secretary
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of Pennsylvania's Department of Conservation and Natural Resources, overseeing 117 state parks,26
forest districts, and 7 regional community offices. The department, under Secretary DiBerardinis,
managed 2.5 million acres of public land and administered grant programs that annually dispensed over
$80 million dollars. Prior to being named as Secretary for DCNR, Mr. DiBerardinis served as Executive
Director of the Campaign for Working Families. Before working with the Campaign, Mr. DiBerardinis
was the Vice President of Programs for the William Penn Foundation. Mr. DiBerardinis' long history of
public administration includes serving as the Commissioner of the Philadelphia Department of Recreation
from 1992 to 2000. Mr. DiBerardinis earned a Bachelor of Arts desree in Political Science from St.

Joseph's University.

Patricia Enright, Director of Communications and Deputy Chief of Staff, was appointed on
January 7, 2008. Prior to joining the Administration. Ms. Enright served as Executive Director of the
Mayor's Transition Team as well as Campaign Manager of the Mayor's campaign during the general
election. Ms. Enright was Carnpaign Manager for Govemor Ed Rendell's re-election campaign. Prior to
the campaign, she was appointed by Rendell as Director of the Office of Public Liaison. In addition to
several national campaign positions, Ms. Enright served as press secretary for Sen. Harkin and spent 8
years in the Clinton Administration including appointments as Assistant Secretary for Public Affairs and
Senior Advisor to the Secretary at the Department of Housing and Urban Development.

Allan R. Frank, Chief Technology Officer, w.rs appointed on September 2, 2008. Mr. Frank's
background inch-rdes co-founder of a publicly-traded Consulting and Research company, Senior Partner in
a Global Professional Services Firm, and extensive experience in setting strategy, implementing and
operating core business processes, product development, marketing, intemal IT management, and

software development. He is also recognized as an expeft in the areas of information delivery, decision
support and knowledge management. Mr. Frank holds a Bachelor of Science in Accounting, Master of
Science in Computer Science, and Master of Business Administration in Finance from Lehigh University
and he is also a non-practicing Certified Public Accountant.

Teresa A. Gillen, Senior Advisor to the Mayor for Economic Development, was appointed on
January 7,2008. Prior to joining the Administration, Terry Gillen was the Chief Executive Officer of the
Collegiate Consortium for Workforce and Economic Development. She also has served as the Director of
Policy for the Pennsylvania Department of Community and Economic Development in Harrisburg under
the Rendell Administration and as Chief Operating Office of National Community Capital Association -
a national community development financing organization. From 1995 to 1998, Ms. Gillen was Senior
Vice President of the Philadelphia Industrial Development Corporation ('PIDC"), which is the City's
leading economic development agency. At PIDC, Ms. Gillen managed the Office of Defense Conversion,
which oversees the reuse of the City's former defense facilities - including the former Navy Yard. In
1992, Ms. Gillen was appointed by Mayor Rendell as Depufy Commerce Director for the City of
Philadelphia.

Melanie Johnson, City Representative, was appointed on January 7, 2008. The City
Representative will promote and give wide publicity to items of interest reflecting the accomplishments of
the City and its inhabitants and the growth and development of its commerce and industry. Ms. Johnson
had served as the Director of Communications for the Nutter for Mayor Campaign since August of 2006.
Prior experience includes her time as Press Secretary to Former Mayor Ed Rendell, Director of
Communication for Multicultural Affairs Congress at Philadelphia Convention and Visitors Bureau, and
Senior Account Executive at Beach Advertising.

Amy L. Kurland. Inspector General, was appointed on January 7, 2008. The [nspector General
investigates fraud, corruption, and abuse in all City departments, agencies, commissions and boards, as

well as in contracts with individuals or companies receiving City funds and doing business with the City.
Prior to her appointment, Ms. Kurland was an Assistant United States Attomey and Senior Litigation
Counsel for the Eastern District of Pennsylvania for 24 years, specializing in public corruption and white
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collar fraud prosecutions. She is also an Adjunct Professor of Trial Advocacy at Rutgers University.
Ms. Kurland received her B.A. from Reed College and her J.D. from Rutgers University.

Joan L. Markman is the City's first Chief Integrity Officer, and took office with the Nutter
administration on January 7,2008. Before that, Ms. Markman spent 20 years as a federal prosecutor in the
United States Attorney's Office in Philadelphia, where she focused on the investigation and prosecution
of fraud and public corruption cases. Ms. Markman has also served as an adjunct lecturer in Trial
Advocacy at the University of Pennsylvania Law School, as an associate attomey in the firm Dechert
Price and Rhoads, and as an Assistant District Attomey in Philadelphia. She is a 1979 graduate of
Wesleyan University and a 1983 graduate of the University of Virginia School of Law.

Lori A. Shon, Ph.D., Chief Education Ofticer, was appointed in January 2008. Dr. Shorr
previously served in Pennsylvania's Rendell administration as Special Assistant to the Secretary of
Education for the Commonwealth of Pennsylvania and in that capacity led the administration's work in
aligning academic expectations between high school and post-secondary education. Her work at the state

included dual enrollment, transfer and articulation, the Govemor's Commission on College and Career
Success, and other initiatives. Dr. Shon was previously Vice President of Policy and Planning at
Philadelphia Youth Network, a nationally-recognized non-profit which manages $24 million of
investments from government, industry and the foundations community to effect systems change and
serve over 10,000 disenfranchised Philadelphia youth through direct programming. Before her service at

the Commonwealth, she was in the Provost's and President's offices at Temple University where her
work concentrated on local academic alignment issues. At Temple Dr. Shon also was affiliated faculty in
both Women's Studies and Urban Education departments, lecturing on both feminist film theory and

educational equity. She continues to publish and speak nationally in the areas of education, equity, and
public policy. Dr. Shorr eamed her Ph.D. from the University of Pittsburgh in Critical and Cultural
Studies.

Gary P. Steuer, Chief Cultural Officer was appointed on October 1, 2008. Prior to his
appointment, Mr. Steuer served as Vice President for Private Sector Affairs at Americans for the Afis, the
national service organization for local arts agencies. Mr. Steuer also had the additional title of Executive
Director of the Arts & Business Council of Americans for the Arts. Mr. Steuer has also served as

Executive Director of National Actors Theatre on Broadway, Director of the Capital Funding Initiative of
the New York State Council on the Arts, Managing Director of the Vineyard Theatre, Director of
Programs for the Alliance of Resident TheatresA.{ew York, an aide to a United States Congressman, and a

commercial theatre producer.

David G. Wilson, Deputy Managing Director, was appointed in August 2008. Prior to his
appointment Mr. Wilson was the Executive Vice President of the Private Industry Council of Milwaukee
County, the workforce development board for the local area. Mr. Wilson served as Director of Parks and

Public Infrastructure and Regional Manager during a 13 year career in Milwaukee County Government.
Mr. Wilson holds a Masters in Business Administration from Marquette University and a Bachelor of
Arts degree from Bethany College.

Alan L. Butkovitz is serving his second term as Philadelphia's elected City Controller, an office
independent of the Mayor. Prior to his election as City Conlroller, Mr. Butkovitz served 15 years in the

Pennsylvania House of Representatives, representing the l74th Legislative District in Northeast
Philadelphia where he served on the Veterans Affairs and Urban Affairs Committees as well as

committees on Aging and Older Adults, Children and Youth and Insurance. Mr. Butkovitz was widely
praised for leading the bi-partisan investigation into violence in Philadelphia public schools. He authored
legislation creating the Office of the Safe Schools Advocate, the first of its kind in the nation. Mr.
Butkovitz was born and raised in Philadelphia. He is an attorney and received his Juris Doctor degree
from Temple University Law School in 1976 and a bachelor's degree from Temple University in 1973.
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Government Servicrs

Municipal services provided by the City include: police and fire protection; health care; certain
welfare programs; construction and maintenance of local streets, highways, and bridges; trash collection,
disposal and recycling: provision for recreational programs and facilities; maintenance and operation of
the water and wastewater systems (the "Water and Wastewater Systems"); the acquisition and
maintenance of City real and personal properfy, including vehicles; maintenance of building codes and
regulation of licenses and permits; maintenance of records; collection of taxes and revenues; purchase of
supplies and equipment; construction and maintenance of airport facilities; and maintenance of a prison
system. The City owns the assets that comprise the Philadelphia Gas Works ("PGW' or the "Gas
Works"). PGW serves residential, commercial, and industrial customers in the City. PGW is operated by
Philadelphia Facilities Management Corporation ("PFMC"), a non-profit corporation specifically
organized to manage and operate the PGW for the benefit of the City.

Local Government Agencies

There are a number of significant governmental authorities and quasi-govemmental non-profit
corporations that also provide services within the City.

The Southeastem Pennsylvania Transportation Authority ('SEPTA"), which is supported by
transit revenues and Federal, Commonwealth, and local funds, is responsible for developing and operating
a comprehensive and coordinated public transportation system in the southeastern Pennsylvania region.

The Philadelphia Parking Authority is responsible
facilities in the City and at the Philadelphia International
enforcement of on-street parking regulations.

for the construction and operation of parking
Airport and, by contract with the City, for

The Philadelphia Municipal Authority (formerly The Equipment Leasing Authority of
Philadelphia) ("PMA") was originally established for the purpose of buying equipment and vehicles to be
leased to the City. PMA's powers have been expanded to include, without limitation, the construction and
leasing of municipal solid waste disposal facilities, correctional facilities, and other municipal buildings.

The Redevelopment Authority of the City of Philadelphia (the "Redevelopment Authority") and
the Philadelphia Housing Authority develop and/or administer low and moderate income rental units and
housing in the City. The Redevelopment Authority, supported by Federal funds through the City's
Community Development Block Grant Fund and by Commonwealth and local funds, is responsible for
the redevelopment of the City's blighted areas.

The Hospitals and Higher Education Facilities Authority of Philadelphia (the "Hospitals
Authority") assists non-profit hospitals by financing hospital construction projects. The Cify does not own
or operate any hospitals. The powers of the Hospitals Authority have been expanded to permit the
financing ofconstruction ofbuildings and facilities for certain colleges and universities and other health
care facilities and nursing homes.

The Philadelphia Industrial Development Corporation ("PIDC") and its affiliate, the Philadelphia
Authority for Industrial Development ("PA[D"), coordinate the City's efforts to maintain an attractive
business environment and to attract new businesses to the City and relain existing ones.

The Pennsylvania Convention Center Authority (the "Convention Center Authority") constructed
and maintains. manages, and operates the Pennsylvania Convention Center, which opened on June 25,
1993. The Convention Center Authority is currently undertaking an expansion of the Pennsylvania
Convention Center.
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School District

The School District lvas established by the Educational Supplement to the City's Home Rule
Charter to provide free public education to the City's residents. Under the Home Rule Charter, its board is
appointed by the Mayor and must submit a lump sum statement of expendifures to the City annually.
Such statement is used by City Council in making its determination to authorize the levy of ta.res on
behalf of the School District. Certain financial information regarding the School District is included in the
City's Comprehensive Annual Financial Report. It has no independer,t taxing powers and may levy only
the taxes authorized on its behalf by the City and the Commonwealth. Under the Home Rule Charter, the
School District is managed by a nine-member Board of Education appointed by the Mayor from a list
supplied by an Educational Nominating Panel that is chosen by the Mayor. [n some matters, including the
incurrence of short-term and long-term debt, both the City and the School District are govemed primarily
by the laws of the Commonwealth. The School District is a separate political subdivision of the
Commonwealth and the City has no properfy interest in or claim on any revenues or property of the
School District.

The School District was declared distressed by the Secretary of Education of the Commonwealth
pursuant to Section 691(c) ofthe Public School Code of 1949, as amended (the "School Code"), effective
December 22,2001. During a period of distress under Section 691(c) of the School Code, all of the
powem and duties of the Board of Education granted under the School Code or any other law are

suspended and all of such powers and duties are vested in the School Reform Commission (the "School
Reform Commission") provided for under the School Code. The School Reform Commission is

responsible for the operation, management and educational program of the School District during such
period. It is also responsible for financial matters related to the School District. The School Code provides
that the members of the Board of Education continue to serve during the time the School District is
govemed by the School Reform Commission, and that the establishment of the School Reform
Commission shall not interfere with the regular selection of the members of the Board of Education.
During the tenure of the School Reform Commission, the Board of Education will perform those duties
delegated to it by the School Reform Commission. As of the date hereof, the School Reform Commission
has not delegated any duties to the Board.

PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

General

The Pennsylvania Intergovernmental Cooperation Authority ("PICA") was created on June 5,

l99l by the Pennsylvania Intergovemmental Cooperation Authority Act for Cities of the First Class (the
*PICA Act"). PICA was established to provide financial assistance to cities of the first class. The City is
the only city of the first class in the Commonwealth. The PICA Act provides that, upon request by the
City to PICA for financial assistance and for so long as any bonds issued by PICA remain outstanding,
PICA shall have certain financial and oversight functions. Under the PICA Act, PICA no longer has the
authority to issue bonds for new money purposes, but may refund bonds previously issued by it. PICA has

the power, in its oversight capacity, to exercise certain advisory and review procedures with respecl to the
City's financial affairs, including the power to review and approve five-year financial plans prepared at
least annually by the City, and to certiff non-compliance by the City with the then-existing five-year plan
adopted by the City pursuant to the PICA Act. PICA is also required to certify non-compliance if, among
other things, no approved five-year plan is in place; and PICA is required to certify non-compliance with
an approved five-year plan if the City has failed to file mandatory revisions to an approved five-year plan.

Under the PICA Act, any such certification of non-compliance would require the Secretary of the Budget
of the Commonwealth to withhold payments due to the City from the Commonwealth or any of its
agencies (including. with certain exceptions, all grants, loans, entitlements and payment of the portion of
the PICA Tax, hereinafter described, otherwise payable to the Cify). See "source of Payment of PICA
Bonds" below.
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On June 16, 1992, PICA, at the request of the City" issued 5474,555,000 Special Tax Revenue
Bonds (City of Philadelphia Funding Program), Series of 1992 (the "1992 PICA Bonds"). The proceeds
of the 1992 PICA Bonds were used (i) to make grants to the City to fund the Fiscal Year 1991 General
Fund cumulative deficit ($153.5 million) and the then-projected Fiscal Year 1992 General Fund deficit
($71.4 million); (ii) to make grants to the City to pay the costs of certain capital projects to be undertaken
by the City; and (iii) to make a grant to the Cify to provide it with financial assistance to enhance
productivity in the operation of City government. lt had been anticipated that the proceeds of lhe 1992
PICA Bonds would also be used to fund the City's projected Fiscal Year 1993 General Fund deficit;
however, because no deficit occuned, a grant from PICA for this purpose was not required. These
proceeds, in the amount equal to $23.5 million, were instead used to provide funds for other Cify
purposes.

On July 29, 1993, PICA, at the request of the City, issued $643,430,000 Special Tax Revenue
Bonds (City of Philadelphia Funding Program), Series of 1993 (the "1993 PICA Bonds"), the proceeds of
which were used to make grants to the City to pay the costs of certain capital projects to be undertaken by
the City and to make a grant to the City to provide for the defeasance of ce(ain outstanding general
obligation bonds of the City in the aggregate amount of $336,225,000.

On September 14,1993, PICA issued 5178,675,000 Special Tax Revenue Refunding Bonds (City
of Philadelphia Funding Program), Series of 19934 (the "1993,4. PICA Bonds"), the proceeds of which
were used to advance refund S136,670,000 principal amount of the 1992 PICA Bonds.

On December 15" 1994, PICA, at the request of the City, issued 5122,A2A,000 Special Tax
Revenue Bonds (City of Philadelphia Funding Program) Series of 1994 (the "1994 PICA Bonds"), the
proceeds of which were used to make grants to the City to pay the costs of ceftain capital projects to be

undertaken by the Cify.

Orr May 30, 1996, PICA issued $343,030,000 Special Tax Revenue Refi.rnding Bonds (City of
Philadelphia Funding Program), Series of 1996 (the "1996 PICA Bonds"), the proceeds of which were
used to advance refund S304,160,000 principal amount of the 1992 PICA Bonds and $120,180,000
principal amount of the 1994 PICA Bonds.

On April 15,1999, PICA issued $610,005,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 1999 (the "1999 PICA Bonds"), the proceeds of which were
used to advance refund $6i0,730,000 principal amount of the 1993 PICA Bonds.

On June 16,2003, PICA issued $165,550,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 2003, the proceeds of which were used to refund $163,185,000
principal amount of the 1993,{ PICA Bonds.

On June 15, 2006, PICA issued $89,950,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program) Series of 2006 (Auction Rate Securities), the proceeds of which were
used to refund $89,960,000 principal amount of the 1996 PICA Bonds.

On May 15. 2008, PICA issued S133,740,000 Series 20084 and $80,825,000 Series 20088
Special Ta,r Revenue Refunding Bonds (City of Philadelphia Funding Program). The proceeds of the
Series 20084 bonds were used to refund $142,085,000 principal amount of the 2003 PICA Bonds; the
proceeds of the Series 20088 Bonds together with other available funds of the Authority were used to
refund $85,500,000 principal amount of the 2006 PICA Bonds.

As of the close of business on June 30, 2008, the principal amount of PICA bonds outstanding
was $572.095.000.
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On June 15, 2009, PICA issued $354,925,000 Special Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 2009, the proceeds of which were used to refund the

outstanding 1999 PICA Bonds and pay the costs of terminating an associated swap.

Source of Payment of PICA Bonds

The PICA Act authorized the City to impose a tax for the sole and exclusive purposes of PICA.
ln connection with the adoption of the Fiscal Year 1992 budget and the adoption of the first Five-Year
Plan, the City reduced the wage, eamings, and net profits tax on City residents by I .5%o and enacted a

PICA Tax of 1.5Yo tax on wages, eamings and net profits of City residents (the "PICA Tax"). Proceeds of
the PICA Tax are solely the properly of PICA. The PICA Ta"x, collected by the Crty's Department of
Revenue, is deposited in the "Pennsylvania Intergovemmental Cooperation Authority Ta"x Fund" (the

"PICA Ta"x Fund") of which the State Treasurer is custodian. The PICA Tax Fund is not subject to
appropriation by City Council or the General Assembly of the Commonwealth.

The PICA Act authorizes PICA to pledge the PICA Ta,r to secure its bonds and prohibits the

Commonwealth and the City from repealing the PICA Tax or reducing the rate of the PICA Tax while
any bonds secured by the PICA Tax are outstanding.

The PICA Act requires that proceeds of the PICA Tax in excess of amounts required for (i) debt

service, (ii) replenishment of any debt service reserve fund for bonds issued by PICA, and (iii) certain
PICA operating expenses, be deposited in a trust fund established pursuant to the PICA Act exclusively
for the benefit of the City and designated the "City Account." Amounts in the City Account are required
to be remitted to the City not less often than monthly, but are subject to withholding if PICA certifies the

City's non-compliance with the then-current five-year plan.

The PICA Act establishes a "Bond Payment Account" for PICA as a trust fund for the benefit of
PICA bondholders and authorizes the creation of a debt service reserve fund for bonds issued by PICA.
Since PICA has issued bonds secured by the PICA Tax, the PICA Act requires that the State Treasurer
pay the proceeds of the PICA Tax held in the PICA Ta"r Fund directly to the Bond Payment Account, the
debt service reserve fund created for bonds issued by PICA and the City Account.

The total amount of PICA Tax remitted to PICA by the State Treasurer (which is net of the costs

of the State Treasurer in collecting the PICA Ta"x) for each of the Fiscal Years 1999 through 2008, the

current estirnate for Fiscal Year 2009 and the budeeted amount for Fiscal Year 2010, are set forth below:

Year

1999
2000
2001
2402
2003
2AA4

2005
2006
2007
2008
2009 (Estimate)
2010 (Adopted Budget)

Amount

$ 245.8 million
256.6 million
273.6 million
278.0 million
281.5 million
285.0 million
300.2 million
309.9 million
327.9 million
341.8 million
352.1million
360.9 million

PICA bonds are payable from the PICA revenues, including the PICA Tax, pledged to secure

PICA's bonds, the Bond Payment Account and any debt service reserve fund established for such bonds

and have no claim on any revenues of the Commonwealth or the Cify.
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Five-Year Plans of the City

One of the conditions precedent to the issuance of bonds by PICA was the development by the
City and approval by PICA of a five-year financial plan. The original five-year plan. which covered Fiscal
Years 1992 through 1996, was prepared by the Mayor, approved by City Council on April 29, 1992 and
by PICA on May 18, 1992. In each subsequent year, the City updated the previous year's five-year plan,
each of which was adopted by City Council. signed by the Mayor and approved by PICA.

The Mayor presented the Seventeenth Five-Year Plan (the "Seventeenth Five-Year Plan") to City
Council on February 14.2008. City Council approved the Fiscal Year 2009 Budget and the revised Fiscal
Years 2009-2013 Five Year Plan on May 22, 2008. The Mayor signed the budget into law on May 22,
2008. The Seventeenth Five-Year Plan was approved by PICA on June 17, 2008.

The Mayor presented the Eighteenth Five-Year Plan (the "Eighteenth Five-Year Plan") to City
Council on March 19,2009. City Council began its review of the Fiscal Year 2010 Operating Budget and
Eighteenth Five Year Plan on March 25,2A09. City Council approved the Fiscal Year 2010 Budget on
May 2l ,2009, and the Mayor signed it on May 27 , 2009 . The City submitted the revised Eighteenth Five-
Year Plan to PICA in June 2009 fbr PICA's approval. PICA's Board approved the City's Eighteenth
Five-Year Plan on July 21,2009 with several conditions, including that the Eighteenth Five-Year Plan
will be deemed disapproved if (i) the General Assembly of the Commonwealth fails to enact legislation
authorizing the City to increase the City's sales tax and change the City's pension fund payments by
Augttst 15, 2009 or such earlier date that the General Assembly recesses for the summer, or (ii) the City
fails to provide PICA by August 20,2009 with a list of items that could generate at least $25 million in
additional savings or recurring revenues in each year of the Eighteenth Five-Year Plan. If either of the
conditions referred to above are not met, the City would be required to submit a revised Eighteenth Five
Year Plan within 15 days of the deemed disapproval. The City is preparing the information required in
clause (ii) and anticipates that it will be submitted to PICA by August 20,2009. The City is currently
developing alternate budget scenarios and revisions to the Eighteenth Five-Year Plan to submit to PICA
on a timely basis in the event the sales tax and pension change legislation is not enacted. See

"DISCUSSION OF FINANCIAL OPERATIONS - Effect of Economic Crisis on City Budget" and u-

Fiscal Year 2010 Adopted Budget", and "PENNSYLVANIA INTERGOVERNMENTAL
COOPERATION AUTHORITY-Five Year Plans of the City". For a discussion of the effect of the City
failing to maintain or comply with an approved five-year plan, see "General" above.

CITY FINANCIAL PROCf,DURES

Except as otherwise noted, the financial statements, tables, statistics, and other information shown'
below have been prepared by the Office of the Director of Finance and can be reconciled to the financial
statements in the City's Comprehensive Annual Financial Report and Notes therein.

Independent Audit and Opinion of the City Controller

The Cify Controller has examined and expressed opinions on the basic financial statements of the
City of Philadelphia contained in the City's Comprehensive Annual Financial Report for the Fiscal Year
ended June 30, 2008 (the "Fiscal Year 2008 Comprehensive Annual Financial Report").

The City Controller has not participated in the preparation of this Official Statement nor in the
preparation of the budget estimates and projections and cash flow statements and forecasts set forth in
various tables contained in this Official Statement. Consequently, the City Controller expresses no
opinion with respect to any of the data contained in this Official Statement other than what is contained in
the Fiscal Year 2008 Comprehensive Annual Financial Reoort.
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Principal Operations

The major operations of the City are conducted through the General Fund. In addition to the General
Fund, operations of the City are conducted through two other major govenrmental funds and 12 minor
governmental funds. The two major governmental funds and three of the minor governmental funds are

financed solely through grants from the Commonwealth and Federal government. The City's Debt
Service Fund and Capital Projects Fund are also included with the minor govemmental funds.

Fund Accounting

Funds are groupings of activities that enable the City to maintain control over resources that have
been segregated for particular purposes or objectives. All of the funds of the City can be divided into
three categories: governmental funds, proprietary funds and fiduciary funds.

Govemmental Funds. The governmental funds are used to account for the financial activity of the

City's basic services, such as: general govemment; economic and neighborhood development; public
health, welfare and safety; cultural and recreational; and streets, highways and sanitation. The funds'
financial activities focus on a short-term view of the inflows and outflows of spendable resources, as well
as on the balances ofspendable resources available at the end ofthe hscal year. The financial information
presented for the governmental funds is useful in evaluating the City's short term financing requirements.

The City maintains twenty-three individual governmental funds. The Cify's Comprehensive
Annual Financial Report (including for the City's fiscal year ended June 30, 2008), presents data
separately for the General Fund, Grants Revenue Fund and Health Choices Behavioral Health Fund,
which are considered to be major funds. Data for the remaining eighteen funds are combined into a single
aggregated presentation.

Proprietary Funds. The proprietary funds are used to account for the financial activity of the
City's operations for which customers are charged a user fee; they provide both a long and short-term
view of financial information. The City maintains three enterprise funds that are a type of proprietary
funds - airport, water and wastewater operations, and industrial land bank.

Fiduciarv Funds. The City is the trustee, or fiduciary, for its employees' pension plans. It is also
responsible for PGW's employees' retirement reserve assets. Both of these fiduciary activities are

reported in the City's Comprehensive Annual Financial Report (including for the City's fiscal year ended

June 30,2008). as separate financial statements offiduciary net assets and changes in fiduciary net assets.

Basis of Accounting and Measurement Focus

Govemmental funds account for their activities using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the City
considers revenues to be available if they are collected within 60 days of the end of the current fiscal
period. Expenditures are generally recorded when a liability is incurred, as in the case of full accrual
accounting. Debt service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due; however, those expendifures may be

accrued if they are to be liquidated with available resources.

Imposed non-exchange revenues, such as real estate taxes, are recognized when the enforceable
legal claim arises and the resources are available. Derived tax revenlles, such as wage, business privilege,
net profits and eamings taxes, are recognized when the underlying exchange transaction has occurred and

the resources are available. Grant revenues are recognized when all the applicable eligibility requirements
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have been met and the resources are available. All other revenue items are considered to be measurable
and available only when cash is received by the City.

Revenue that is considered to be program revenue includes: (l) charges to customers or
applicants for goods received, services rendered or privileges provided, (2) operating grants and
contributions, and (3) capital grants and contributions. lnternally dedicated resources are reported as

general revenues rather than as progrirm specific revenues; therefore, all taxes are considered general
revenues.

The City's financial statements reflect the following three funds as major Governmental Funds:

o The General Fund is the City's primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in other
funds.

o The Health Choices Behavioral Health Fund accounts for resources received from the
Commonwealth. These resources are restricted to providing managed behavioral health
care to residents of the city.

r The Grants Revenue Fund accounts for the resources received from various federal, state

and private grantor agencies. The resources are restricted to accomplishing the various
objectives of the grantor agencies.

The City also reports on Permanent Funds, which are used to account for resources legally held in
trust for use by the park and library systems of the City. There are legal restrictions on the resources of
the funds that require the principal to remain intact, while only the earnings may be used for the
programs.

The City reports on the following Fiduciary Funds:

o The Municipal Pension Fund accumulates resources to provide pension benefit payments
to qualified employees of the City and certain other quasi-governmental organizations.

. The Philadelphia Gas Works Retirement Reserve Fund accounts for contributions made
by PGW to provide pension benefit payments to its qualified employees under its
noncontributory pension plan.

The City reports on the following major Proprietary Funds:

o The Water Fund accounts for the activities related to the operation of the City's water
delivery and sewage systems.

o The Aviation Fund accounts for the activities of the City's airports.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and delivering
goods in connection with a proprietary fund's ongoing operations. The principal operating revenues of the
Water Fund are charges for water and sewer service. The principal operating revenue of the Aviation
Fund is charges for the use ofthe airport. Operating expenses for enterprise funds include the cost ofsales
and services, administrative expenses, and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

Legal Compliance

The City's budgetary process accounts for certain transactions on a basis other than generally
accepted accounting principles (GAAP). [n accordance with the Home Rule Charter, the City has

formally established budgetary accounting control for its operating and capital improvement funds.
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The operating funds of the City, consisting of the General Fund, ten Special Revenue Funds
(County Liquid Fuels Tax, Special Gasoline Tax, Health Choices Behavioral Health, Hotel Room Rental
Tax, Grants Revenue, Community Development, Car Rental Tax, Wage Tax Reduction, Acute Care
Hospital Assessment and Housing Trust Funds) and two Enterprise Funds (Water and Aviation Funds),
are sLrbject to annual operating budgets adopted by City Council. Included with the Water Fund is the
Water Residual Fund. These budgets appropriate funds for all City departments, boards and commissions
by major class of expenditure within each department. Major classes are defined as: personal services;
purchase of services: materials and supplies; equipment; contributions. indemnities and taxes; debt
service; payments to other funds; and advances and other miscellaneous payments. The appropriation
amounts for each fund are supported by revenue estimates and take into account the elimination of
accumulated deficits and the re-appropriation of accumulated surpluses to the extent necessary. All
transfers between major classes (except for materials and supplies and equipment, which are appropriated
together) must have councilmanic approval. Appropriations that are not expended or encumbered at year-

end are lapsed.

The City's capital budget is adopted annually by City Council. The capital budget is appropriated
by project for each department. Requests to transfer appropriations between projects must be approved by
City Council. Any appropriations that are not obligated at year-end are either lapsed or carried forward to
the next fiscal year.

Schedr.rles prepared on the legally enacted basis differ from the GAAP basis in that both
expenditures and encumbrances are applied against the current budget, adjustments affecting activity
budgeted in prior yeals are accounted for through fund balance or as reduction ofexpenditures and certain
interfund transfers and reimbursements are budgeted as revenues and expenditures.

Budget Procedure

At least ninety days before the end of the Fiscal Year the operating budget for the next Fiscal
Year is prepared by the Mayor and must be submitted to City Council for adoption. The budget. as

adopted, must be balanced and provide for discharging any estimated deficit from the current Fiscal Year
and make appropriations for all items to be funded with City revenues. The Mayor's budgetary estimates
of revenues for the ensuing Fiscal Year and projection of surplus or deficit for the current Fiscal Year
may not be altered by City Council. Not later than the passage of the operating budget ordinance, City
Council must enact such revenue measures as will, in the opinion of the Mayor, yield sufficient revenues
to balance the budget.

At least thirty days before the end of each Fiscal Year, City Council must adopt by ordinance an

operating budget and a capital budget for the ensuing Fiscal Year and a capital program for the six
ensuing years. If the Mayor disapproves the bill, he must return it to City Council with the reasons for his
disapproval at the first meeting thereof held not less than ten days after he receives it. If the Mayor does

not return the ordinance within the time required, it becomes law without his approval. tf City Council
passes the bill by a vote of two-thirds of all of its members within seven days after the bill has been

retumed with the Mayor's disapproval, it becomes law without his approval. The capital program is
prepared annually by the Cify Planning Commission to present the capital expenditures planned for each

of the six ensuing Fiscal Years, including the estimated total cost of each project and the sources of
funding (local, state, Federal, and private) estimated to be required to finance each project. The capital
program is reviewed by the Mayor and transmitted to Cify Council for adoption with his recommendation
thereon. See Table A-ll for a summary of the City's capital improvement program forthe Fiscal Years
2010 through 2015.

The capital budget ordinance, authorizing in detail the capital expenditures to be made or incurred
in the ensuing Fiscal Year from funds that City Council appropriates, is adopted by City Council

c-14



concurrently with the capital program. The capital budget must be in full conformity with that part of the
capital program applicable to the Fiscal Year that it covers.

Awards

For the twenty-eighth consecutive year, the Government Finance Officers Association of the
United States and Canada (GFOA) awarded its prestigious Certificate of Achievement for Excellence in
Financial Reporting to the City for its Comprehensive Annual Financial Report for the fiscal year ended

June 30, 2007. The City received this recognition by publishing a report that was well organized and

readable and satisfied both generally accepted accounting principles and applicable legal requirements.

CITY CASH MANAGEMENT AND INVESTMENT POLICIES

Consolidated Cash

The Act of the General Assembly of the Commonwealth of June 25,1919, P.L. 581, Art. XVII, $

6. gives the City the authority to make temporary inter-fund loans between operating and capital funds.

The Consolidated Cash Account provides for the physical commingling of the cash of all City
Funds, except those which, for legal or contractual reasons, cannot be commingled (e.g., the Municipal
Pension Fund, sinking funds, sinking fund reserves, funds of PGW, the Water Fund, the Aviation Fund
and certain other restricted purpose funds). A separate accounting is maintained for the equity of each
member fund in the Consolidated Cash Account. The City manages the Consolidated Cash Account
pursuant to the following procedures:

To the extent that any member fund temporarily experiences the equivalent of a cash deficiency,
the required advance is made from the Consolidated Cash Account, in the amount necessary to result in a
zero balance in the cash equivalent account of the bonowing fund. All subsequent net receipts of a
borrowing fund are applied in repayment of the advance.

All advances are made within the budgetary constraints of the bonowing funds. Within the
General Fund, this system of inter-fund advances has historically resulted in the temporary use of tax
revenues or other operating revenues for capital purposes and the temporary use of capital funds for
operating purposes.

Procedures governing the City's cash management operations require the General Fund-related
operating fund to borrow initially from the General Fund-related capital fund, and only to the extent there
is a deficiency in such fund may the General Fund-related operating fund borrow money from any other
funds in the Consolidated Cash Account.

Investment Practices

Cash balances in each of the City's funds are managed to maintain daily liquidity to pay
expenses, and make investments that preserve principal while striving to obtain the maximum rate of
return. [n accordance with the Home Rule Charter, the City Treasurer is the City Official responsible for
managing cash collected into the City Treasury. The available cash balances in excess of daily expenses
are placed in demand accounts, swept into money market mutual funds, or used to make investments
directed by professional money managers. These investments are held in segregated trust accounts at a
separate financial institution. Cash balances related to Revenue Bonds for Water and Sewer and the
Airport are directly deposited and held separately in trust. A Fiscal Agent manages these cash balances
per the related bond documents and the investment practice is guided by administrative direction of the
City Treasurer per the Investment Committee and the Investment Policy. In addition, certain operating
cash deposits (such as Community Behavioral Health, Special Gas/County Liquid and "911" surcharge)
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of the City are restricted by purpose and required to be segregated into accounts in compliance with
Federal or State reporting.

Investment guidelines for the City are embodied in legislation approved by City Council
appearing in the Philadelphia City Code, Chapter 19. tn furtherance of the City, State, and Federal
legislative guidelines, the Director of Finance adopted a wriften Investment Policy (the "Policy") that first
went into effect in August 1994 and most recently was revised in April 2001. This Policy supplements
other legal requirements and establishes a comprehensive investment policy for the overall administration
and effective management of all monetary funds (except the Municipal Pension Fund and PGW
Retirement Reserve Fund).

The Policy delineates the authorized investments as approved by City Council Ordinance and the
funds to which the Policy applies. The authorized investments include U.S. Govemment Securities, U.S.
Treasuries, U.S. Agencies, Collateralized Certificates of Deposit, Bankers Acceptance Notes, Eurodollar
Deposits, Euro Certificates of Deposit, Commercial Paper, Corporate Bonds, Money Market Mutual
Funds, Repurchase Agreements and Commonwealth of Pennsylvania securities. all of investment grade
rating or better. Each category of instruments, exch,rding U.S. Government Treasury and Agency
securities which carry no lirnitation, is limited to investment of no more than 25o/o of the total portfolio,
and no more than ft% of fhe total portfolio per instirutional or corporate issuer. The Policy also restricts
investments to those having a maximum maturity of two years. Daily liquidity is maintained through the
use of SEC-regislered money market mutual funds with the balance of funds invested by the City or
money managers in accordance with the Policy.

The Policy provides for an ad hoc Investment Committee consisting of the Director of Finance,
the City Treasurer and the Deputy City Treasurer with ex-officio membership of a representative of each

of the principal operating and capital funds, i.e., Water Fund. Aviation Fund, Philadelphia Gas Works and
Philadelphia Municipal Authority. The lnvestment Committee meets quarterly with each of the
investment managers to review each manager's performance to date and to plan for the next quarter.
Investment managers are given any changes in investment instructions at these meetings. The lnvestment
Committee approves all modifications to the Policy.

The Policy expressly forbids the use of any derivative investment product whose yield or market
value does not follow the normal swings in interest rates. Investment in derivatives such as "inverse
floaters," leveraged variable rate debt and interest-only or principalonly Collateralized Mortgage
Obligations are specifically forbidden. The use of any other derivative investment products is restricted to
identified "core cash" in any fund but never to exceed 25o/o of any fund's balance at the time of purchase.

General Fund Cash Flow

Because the receipts of General Fund revenues lag behind expenditures during most of each fiscal
year, the City issues notes in anticipation of General Fund revenues and makes payments from the
Consolidated Cash Account to finance its on-going operations. The City has issued notes in anticipation
of the receipt of income by the General Fund in each fiscal year since Fiscal Year 1972 (with a single
exception). Each issue was repaid when due. prior to the end of the fiscal year.

The timing imbalance referred to above results from a number of factors. principally the
following: (t) real property, business privilege ta-x and certain other taxes are not due until the latter part

of the fiscal year; and (2) the City experiences lags in reimbursement from other governmental entities for
expenditures initially made by the City in connection with programs funded by other governments.
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DISCUSSION OF FINANCIAL OPERATIONS

Fiscal Year 2008 Actnal

Results for Fiscal Year 2008 reflect revenues of $3.72 billion, obligations of $3.92 billion and a
Fiscal Year 2008 fund balance of $l19.5 million on a legally enacted basis (modified accruals), an
increase of S35.1 million over the fund balance estimated in the adopted budget, but a decrease of $178.4
million from the Fiscal Year 2007 ending fund balance. The decrease was caused in large part by one-
time payments to the City's four unions as part of collective bargaining agreement settlements and
reduction in business privilege and real estate transfer tax collections. This increase over the estimate in
the adopted budget is largely due to the fact that the Fiscal Year 2007 fund balance was $126 million
higher than anticipated when the budget was adopted. The estimate is also $54 million lower than the
Fiscal Year 2008 fund balance estimated in the Approved Five Year Plan. This decrease is mainly the
result of the lower than expected business privilege tax receipts, and lower state reimbursements.

Fiscal Year 2009 Adopted Budget

The City's Fiscal Year 2009 budget was approved by City Council on May 22,2008 and signed
into law that day. The budget projects estimated revenues of $3.9 billion, obligations of $4.03 billion and
an ending fund balance of $62.5 million on the legally enacted basis. This budget was adopted by the City
in conjunction with the Seventeenth Five-Year Plan which was approved by PICA on June 17,2008.

Fiscal Year 2009 Current Estimate

The City's Fiscal Year 2009 current estimate projects revenues of $3.75 billion and obligations of
$3.95 billion on a legally enacted basis. Tax revenues are now projected to be $179 million below budget
levels. The real estate transfer tax and business privilege tax account for more than $152 million of the
reduction. Total general fund revenue is projected to be $138.5 million below budget. Obligations are
now projected to be $78.4 million below budgeted levels as the administration took quick action to reduce
obligations and reduce the projected deficit. The Fiscal Year 2009 fund balance is projected to be ($60)
million.

Effect of Economic Crisis on City Budget

Like other local governments across the country, the City is experiencing declines in tax
collections and expected increases in pension costs. On November 6,2008, Mayor Nutter announced the
Cify's budget-balancing plan to address what would be, unless compensatory action was taken, an
estimated Sl billion deficit over the next five vears and a $108 million fund balance deficit, or,rt of a $4
billion budget, in Fiscal Year 2009.

The Mayor's plan included, among other things. curtailment of certain nonessential services,
suspension of City-funded business and wage tax reductions until Fiscal Year 2015, closing some outdoor
pools, eliminating 800 positions either through layoffs or not filling vacancies, and reducing employee
overtime costs. On December 4, 2008, City Council approved revenue enhancement legislation which
was part of the Mayor's budget-balancing plan. This legislation included halting reductions of City-
funded wage and business privilege tax rates until Fiscal Year 2015.In addition, the legislation included
increases to certain fees, including some licensing and inspection fees, false burglar alarm fees and some
health related fees. The budget-balancing plan was expected to result in $148 million in savings for Fiscal
Year 2009, which, based upon then current revenue estimates, would have resulted in a Fiscal 2009
ending fund balance of $41 million.

However during November and December the City continued to experience declining receipts
and further erosion in pension fund earnings performance. On January 15,2009, Mayor Nufter announced
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that despite previous actions taken which are described above, the City again faced a five year deficit of
over $1 billion and a Fiscal Year 2009 fund balance estimate of ($60) million.

On January 76, 2009, the administration issued a budget call that included budget reductions of
10, 20 and 30 percent from every department. The administration reviewed these responses, engaged in
community outreach programs and town hall meetings and conducted citizen and employee surveys to
solicit input on the array of options available to balance the budget and Plan. The administration proposed
a Fiscal Year 2010 budget (discussed below) and an Eighteenth Five-Year Plan that includes staff
reductions, anticipated benefit and pension savings and work rule changes, increased fees and a temporary
increase in the City Sales Tax (as defined herein). Additionally, the Eighteenth Five-Year Plan assumes a
partial deferral of the Cify's pension payment in Fiscal Year 2010 ($150 million) and Fiscal Year 2011
($80 million) to be paid back by Fiscal Year 2014.In addition to the deferral, the City is changing the
amortization period from 20 years to 30 years and lowering the interest rate assumption from 8.75 percent

to 8.25 percent. The temporary City Sales Tax increase and several pension changes require approval of
the Pennsylvania General Assembly. The City is cunently working with Commonwealth officials on
obtaining such approval for these changes. See "EXPENDITURES OF THE ClTY-Municipal Pension
Fund (Related to All Funds)" herein.

Fiscal Year 2010 Adopted Budget

The City's Fiscal Year 2010 budget was presented to City Council on March 19,2009, was
approved by City Council on May 21,2A09, and signed by the Mayor on May 27,2009. The budget
projects estimated revenues of $3.815 billion, obligations of $3.694 billion and an ending fund balance of
$85.3 million after discharging the Fiscal Year 2009 fund balance deficit on the legally enacted basis.

The budget includes a I percent City Sales Tax increase which is estimated to yield $106 million in Fiscal
Year 2010 increasing to an estimated $121 million in Fiscal Year 2014. The City Sales Ta"r increase and
several of the assumed changes to the pension system will require approval of the Pennsylvania General
Assembly. The administration is developing alternate budget balancing scenarios in the event that
approval of the Pennsylvania General Assembly does not occur.

IREMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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Quarterly Reporting to PICA

On November 16, 1992, the City submitted the first of its quarterly reports to PICA. This
reporting is required under the PICA Act so that PICA may determine whether the City is in compliance
with the then-current Five-Year Plan. Under the PICA Act, a "variance" is deemed to have occurred as of
the end of a reporting period if (i) a net adverse change in the fund balance of a covered fund of more than
lo/o of the revenues budgeted for such fund for that fiscal year is reasonably projected to occur, such
projection to be calculated from the beginning ofthe fiscal year for the entire fiscal year, or (ii) the actual
net cash flows of the City for a covered fund are reasonably projected to be less than9lo/o of the net cash

flows of the City for such covered fund for that fiscal year originally forecast at the time of adoption of
the budget, such projection to be calculated from the beginning ofthe fiscal year for the entire fiscal year.
The Mayor is required to provide a report to PICA that describes actual or current estimates of revenues,
expenditures, and cash flows by covered funds compared to budgeted revenues, expenditures, and cash

flows by covered funds for such previous quarlerly or monthly period and for the year-to-date period from
the beginning of the then-current fiscal year of the City to the last day of the fiscal quarter or month, as

the case may be, just ended. Each such report is required to explain any variance existing as of such last
day.

PICA may not take any action with respect to the City for variances if the City (i) provides a

written explanation of the variance that PICA deems reasonable; (ii) proposes remedial action that PICA
believes will restore overall compliance with the then-current Five-Year Plary (iii) provides information
in the immediately succeeding quarterly financial report demonstrating to the reasonable satisfaction of
PICA that the City is taking remedial action and otherwise complying with the then-current Five-Year
Plan; and (iv) submits monthly supplemental reports as required by the PICA Act.

On February 20,2009 based on results as reported in the December 31" 2008 Quarterly City
Managers Report for December 31, 2008, PICA informed the City that a variance had been declared as

defined in Section 4.10(a) of the Intergovernmental Cooperation Agreement. The City is providing
monthly information to PICA as requested. PICA has agreed to accept the submission of the Eighteenth
Five Year Plan (FY2010-FY2014) as the City's proposed remedial action to address the variance.

REVENUES OF THE CITY

General

ln 1932, the Pennsylvania General Assembly adopted an act (commonly referred to as the
Sterling Act) under which the City was permitted to levy any tax that was not specifically pre-empted by
the Commonwealth. Prior to 1939, the City relied heavily upon the real property tax as the mainstay of its
revenue system. Acting under the Sterling Act and other legislation, the City has tal,ien various steps over
the years to reduce its reliance on real property taxes as a source of income, including: (1) enacting the
wage. earnings, and net profits tax in 1939; (2) introducing a sewer seruice charge to make the sewage
treatment system self-sustaining after 1945; (3) requiring under the Home Rule Charter that the water,
sewer, and other utility systems be fully self-sustaining; and (4) enacting in 1952 the Mercantile License
Tax (a gross receipts tax on business done within the City), which was replaced as of the commencement
of Fiscal Year 1985 by the Business Privilege Tax.

Major Revenue Sources

The City derives its revenues primarily from various taxes, non-tax revenues, and receipts from
other govemments. See Table A-3 for revenues by major source for Fiscal Years 1999-2010 and Table
A-4 for Ceneral Fund ta"r revenues for Fiscal Years 2004-2010. The following description does not take
into account revenues in the Non-Debt Related Funds. The tax rates for Fiscal Years 1999 through 2008
are contained in the Fiscal Year 2008 Comprehensive Annual Financial Report.
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Wage. Earnings. and Net Profits Taxes. These taxes are levied on the wages, earnings, and net
profits of all residents of the City and all non-residents employed within the City. The rate for both
residents and non-residents was 4.3125% from Fiscal Year 1977 through Fiscal Year 1983. For Fiscal
Years 1984 through 1991 the wage and eamings tax rate was 4.960/o for residents and 4.3125Yo for non-
residents and the net profits tax rate was 4.96%o for both residents and non-residents.

In Fiscal Year 7992, the City reduced the City wage, eamings, and net profits tax on City
residents by 15% and imposed the PICA Tax on wages, eamings and net profits atthe rate of 1.5% on
City residents. The table below sets forth the resident and non-resident wage and earnings tax rates for
Fiscal Years 1999-2008, and the annual wage and earnings ta"x receipts in Fiscal Years 1999-2008 and the
estimated receipts in Fiscal Year 2009 and budgeted receipts in Fiscal Year 2010.

Annual Wage and
Earnings Tax Receipts

Non-Resident Wage and (including PICA Tax)
Earnings Tax Rates (Amounts in Millions)Fiscal Year

1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009 (Current Estimate)--

2010 (Adopted Budget)
. 

lncludes PICA Tax.

Resident Wage and
Earninqs Tax Rates"

4.68690/o

4.6135
4.563s
4.5385
4.5000
4.4625
4.3310
4.3010
4.2600
4.2190
3.9800 (July l)
3.9300 (January l)
3.9296

4.0750%
4.0fi2
3.9672
3.9462
3.9127
3.8801
3.8197
3.77 t6
3.7 557

3.7242
3.5392 (July l )
3.5000 (January l)
3.4997

$ l,195.6
1,242.3
1,332.6
1,297.3
r,306.6
1,347.6
1,387.5
r,435.6
1,510.6
1<)1<
I,488.7

1,516.2

" There were fwo rate decreases during Fiscal Year 2009.

In the Seventeenth Five-Year Plan, the Mayor approved further reductions in this tax rate for each

of the Fiscal Years 2009-2013. The Seventeenth Five-Year Plan approved reducing the wage tax from its
current level of 4.2190% for residents and 3 .7242% for non-residents to 3 .60% for residents and 3 .25%;o

for non-residents by Fiscal Year 2013. These reduced rates include rate reductions funded through ta,r

reduction funding provided by the Commonwealth of Pennsylvania from gaming proceeds. In Fiscal Year
2009 there have been two rate reductions: one that took effect July l, 2008 and the other that took effect
January l,2009. Each approved Five-Year Plan since the one covering Fiscal Years 1996-2000 has

included reductions in this tax rate for each of its fiscal years. The Eighteenth Five-Year Plan suspends

future City-funded rate reductions until Fiscal Year 2015.

For a discussion of legislation approved by City Council that halts the reduction of City-funded
wage tax rates until Fiscal Year 2015, see "DISCUSSION OF FINANCIAL OPERATIONS-EffecI of
Economic Crisis on City Budget" in this Appendix A.

Business Privilese Tax. In May 1984, the City enacted an ordinance substituting the Business
Privilege Ta,r for the Mercantile License Tax. The Business Privilege Ta,r has been levied since January
1985 on every entity engaging in business in the City.

The Business Privilege Ta,r is a composite tax. Tax rates vary according to business classification
(regulated, non-regulated, persons registered under the Pennsylvania Securities Act of 1972,
manufacturing, wholesale, or retail) and method of tax computation employed. The various methods of
tax computation are as follows: effective Fiscal Year 1989, all regulated industries, banks, trust
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companies. insnrance companies. and public utilities, among others, were taxed at an annual rate of 3.25
mills on annual receipts not to exceed 6.5Vo of their net income. The tax on annual receipts and net
income of all businesses, other than regulated industries. was levied at 3.25 mills and 6.5010, respectively,
provided that persons registered under the Pennsylvania Securities Act of 1972 shall in no event pay atax
of less than 5.71 I mills on all ta,rable receipts plus the lesser of 4.3 02Yo of net income or 4.302 mills on
gross taxable receipts.

Non-regulated industry manufacturers can opt for a lower 5.395% rate on receipts from sales after
deducting the applicable cost of goods. Non-regulated wholesalers may choose a gross receipts tax on
wholesale transactions at a lower rate of 7.55% after deducting applicable product and labor costs. Non-
regulated retailers have the option of choosing the lower rate of 2.1Yo on receipts from retail sales after
deducting applicable product and labor costs.

All persons subject to both the Business Privilege Tax and the Net Profits Tax are entitled to
apply a credit of 60% of their Business Privilege Tax liability against what is due on the Net Profits Tax,
which credit may be carried back or forward for up to three years.

In Fiscal Year 1996, the City began a program of reducing the gross receipts portion of the
Business Privilege Tax from its previous level of 3.25 mills. The tax rates for tax yearc 1999-2009 are set
forth below.

Business Privilege
Tax Year Tax/Gross Receipts

t999
2000
2001
2002
2003
2044
2005
2006
2047
2008
2049

2.775 mills
2.650 mills
2.525 mills
2.400 mills
2.300 mills
2.100 mills
1.900 mills
1.665 mills
1.540 mills
1.415 mills
1.415 mills

ln the Seventeenth Five-Year Plan, the Mayor approved further reductions in the gross receipts
portion of the Business Privilege Ta,x for each of the Fiscal Years 2009-2013. The Eighteenth Five-Year
Plan suspends future City-funded rate reductions until Fiscal Year 2015.

For a discussion of legislation approved by City Council that halts the reduction of City-funded
business privilege tax rates until Fiscal Year 2015, see "DISCUSSION OF FINANCIAL OPERATIONS-
Effect of Economic Crisis on City Budget" in this Appendix A.

All business activity is also assessed a one-time $200 licensing fee administered by the
Department of Licenses and Inspections.

Real Propetv Taxes. A real estate tax on all taxable real property is levied on the assessed value
of residential and commercial property located within the City's boundaries. From Fiscal Year 2003
through Fiscal Year 2007 the City's portion of the rate was34.74 mills and the School District's portion
was 47.90 mills. In Fiscal Year 2008, City Council shifted 1.69 mills of City tax to the School District. In
Fiscal Year 2008, the City's porlion of the rate became 33.05 mills and the School District's portion
became 49.59 mills. Those rates remain in effect.
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Sales and Use Tar. In connection with the adoption of the Fiscal Year 1992 Budget, the City
adopted a I o/o sales and use ta,r (the "City Sales Ta,x") for City general revenue purposes. The
Commonwealth authorized the levy of this tax under the PICA Act. Vendors are required to pay this
sales tax to the Commonwealth Department of Revenue together with the similar Commonwealth sales

and use tax. The State Treasurer deposits the collections of this tax in a special fund and disburses the
collections, including any investment income earned thereon, less administrative fees of the
Commonwealth Department of Revenue, to the City on a monthly basis.

The City Sales Tax is imposed in addition to, and on the same basis as, the Commonwealth's
sales and use tax. The City Sales Tax became effective September 28, 1991 and is collected for the City
by the Commonwealth Department of Revenue. The Fiscal Year 2010 budget assumes an increase to 2
percent from the curent I percent rate. This increase requires approval of the Pennsylvania General
Assembly. The Plan assumes this temporary increase will sunset on June 30,2014. The table below sets

forth the City Sales Tax collected in Fiscal Years 1999 through 2008, estimated collections for Fiscal
Year 2009 and budgeted collections for Fiscal Year 2010.

Fiscal Year

t999
2000
2001
2042
2003
2004
2405
2006
2007
2008
2009 (Cunent Estimate)
2010 (Adopted Budget)

Other Ta,xes. The City also collects real properly
miscellaneous taxes such as the Amusement Tax.

Citv Sales Tax Collections

$101.4 million
103.7 million
111.3 million
108.1 million
108.0 million
108.0 million
I19.9 million
127.8 million
132.6 million
137.3 million
128.0 million
234.7 million

transfer taxes, parking lot taxes, and other

Other Locally Generated Non-Tax Revenues. These revenues include license fees and permit
sales, traffic fines and parking meter receipts, court related fees, stadium revenues, interest eamings and
other miscellaneous charges and revenues of the City.

Revenue from Other Govemments. The City's Fiscal Year 2009 General Fund current estimate
projects that approximately 28,5% of General Fund revenues will be received from other govemmental
jurisdictions, including: (1) $537 million from the Commonwealth for health, welfare, court, and various
other specified purposes; (2) 5200 million from the Federal government; and (3) $68.6 million from other
governments, in which revenues are primarily rental and loan repayments from the Philadelphia Gas

Works and the Convention Center Service Fee offset. In addition, the projected net collections of the
PICA Tax of $281.6 million are included in "Revenue from Other Govemments." These amounts do not
include the substantial amounts of revenues from other governments received by the Grants Revenue
Fund, Community Development Fund, and other operating and capital funds of the City. The delay in the
passage of the Commonwealth's budget for fiscal year 2010 is impacting the City's cash flow as the

Commonwealth cannot make fiscal year 2010 payments to the City without the necessary appropriations.
The City is meeting regularly to review its cash position and is limiting payment outflows, including
delaying vendor payments (except for emergency services), to address this situation until the

Commonwealth's fiscal year 2010 budget is passed. In addition, a material decrease in the level of
funding from the Commonwealth in its fiscal year 2010 budget, once passed, could have a negative
impact on the financial position of the City.
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Revenues from City-Owned Systems

In addition to ta,\es. the City realizes revenues through the operation of various City-owned
systems such as the Water and Wastewater Systems and PGW. The City has issued revenue bonds with
respect to the Water and Wastewater Systems and PGW to be paid solely from and secured by a pledge of
the respective revenues of these systems. The revenues of the Water and Wastewater Systems and PCW
are not legally available for payment of other obligations of the City until. on an annual basis, all revenue
bond debt service requirements and covenants relating to those bonds have been satisfied and then, in a

limited amount and upon satisfaction of certain other conditions.

Effective June 1991, the revenues of the Water Department were required to be segregated from
other funds of the City. Under the City's Restated General Water and Wastewater Revenue Bond
Ordinance of 1989 (the "Water Ordinance"), an annual transfer may be made from the Water Fund to the

City's General Fund in an amount not to exceed the lesser of (a) all Net Reserve Eamings, as defined
below, or (b) $4,994,000. Net Reserve Earnings means the amount of interest eamings during the fiscal
year on amounts in the Debt Reserve Account and Subordinated Bond Fund, as defined in the Water
Ordinance. Commencing in Fiscal Year 1991, the $4,994,000 amount was reduced to $4,138,000 by
administrative agreement that remained in effect through Fiscal Year 2003. No such transfer was made in
Fiscal Year 1992; however, the transfer was made in each subsequent year through Fiscal Year 2003. For
Fiscal Year 2004, the transfer was to have increased to $4,994,000 but no payment was made. For Fiscal
Year 2005, the transferred amount was $4,401,000; for Fiscal Year 2006, the transferred amount was
$4,994,000; and for Fiscal Years 2007 and Fiscal Year 2008, the transferred amount was $4,994,000.

The revenues of PGW are segregated from other funds of the City. Payments for debt service on
Gas Works Revenue Bonds are made directly by PGW. In previous years, PGW has also made an annual
payment of $18,000,000 to the City's General Fund. For Fiscal Year 2005 the City agreed to forgo the
$18,000,000 payment and for Fiscal Years 2006,2007,2008 and 2009 the City budgeted the receipt of
the $18,000"000 payment and the grant back of such amount to PGW. The City's Eighteenth Five-Year
Plan assumes that the $18,000,000 payment will be made in each of Fiscal Years 2010 through2014 and
that the City will grant back such payment to PGW in each such Fiscal Year.

Philadelphia Parking Authorify

The Philadelphia Parking Authority ("PPA") was established by City ordinance pursuant to the
Pennsylvania Parking Authority Law, P.L. 458, No. 208 (June 5,1947). Various statutes, ordinances, and
contracts authorized PPA to plan, design, acquire, hold, construct, improve, maintain and operate, own or
lease land and facilities for parking in the City" including such facilities at Philadelphia lnternational
Airport (the "Airport"), and to administer the City's on-street parking program through an Agteement of
Cooperation ("Agreement of Cooperation") with the Cify.

Revenues under the Lease Agreement with PPA - PPA owns and operates five parking garages at

the Airport, as well as operating a number of surface parking lots at the Airport. The land on which these
garages and surface lots are located is leased from the City, acting through the Department of Commerce,
Division of Aviation, pursuant to a lease expiring in 2030 (the 'llease Agreement"). The Lease
Agreement provides for payment of rent to the City, which is equal to gtoss receipts less operating
expense, debt service on PPA's bonds issued to finance improvements at the Airport and reimbursement
to PPA for capital expenditures and prior year operating deficits relating to its Airport operations, if any.
The City received transfers of rental payments in Fiscal Years 2003 through 2008 that totaled
$11,629,311, $14,539,053, $27,239,000, $30,186,642, $33,184,918, and $33,570,037, respectively. The
Fiscal Year 2009 estimated transfer amount is $35,000,000. The Fiscal Year 2010 budgeted transfer
amount is $36.000.000.
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One component of the operating expenses is PPA's administrative costs. In 1999. at the request
of the Federal Aviation Administration ("FAA"), PPA and the City entered into a letter agreement (the

"FAA Letter Agreement") which contained a formula for calculating PPA's administrative costs and
capped such administrative costs at 28Yo of PPA's total administrative costs for all of its cost centers.
PPA owns and/or operates parking facilities at a number of non-Airport locations in the City. These
parking facilities are revenue centers for purposes of the FAA Letter Agreement.

Assessment and Collection of Real and Personal Property Taxes

The Board of Revision of Taxes (the "Board") appoints real estate assessors who annually assess

all real estate located within the City. The assessors return assessments for each parcel of real estate to
the Board. The Board may increase or decrease the property valuations contained in the returns of the
assessors in order that such valuations conform with law. After the Board gives proper notice of all
changes in properfy assessments, and after it has heard all assessment appeals, it then makes assessments

and cerlifies the results to the Department of Revenue.

Real estate ta"xes, if paid by February 28, are discounted by 1%. If the tax is paid during the
month of March, the gross amount of ta,x is dr-re. If the tax is not paid by the last day of March, tax
additions of 1.5%o per month are added to the tax for each month that the tax remains unpaid through the
end of the calendar year. Beginning in January of the succeeding year, the 15Yo tax additions that
accumulated during the last ten months of the preceding years are capitalized and the tax is registered
delinquent. lnterest is then computed on the new tax base at a rate of 0.5yo per month until the real estate

ta,r is fully paid. Commencing in February of the second year, an additional lYo per month penalty is
assessed for a ma,rimum of seven months. See the Fiscal Year 2008 Comprehensive Annual Financial
Report for assessed and market values of taxable realty in the City and for levies and rates of collections.

During Fiscal Year 1997 and, subsequent to the adoption of the Fiscal Year 1998 budget, the City
decided to abandon the collection of the Personal Property Tax due to uncertainty as to the outcome of
litigation challenging specific aspects of the tax then pending in other jurisdictions of the Commonwealth.
As a result, the City realized no Personal Properfy Tax revenues in Fiscal Year 1998 or in subsequent
years. The Personal Properfy Tax had been levied on the value of certain personal properfy of the
residents of the City.
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Table A-5
Ten Largest Certified Market and Assessment Values

of Tax-Abated Properties
Certified Values for 2008

Location
2008 Certified
Market Value Total Assessment

Total Taxable Total Exempt
Assessment Assessment

| 2201Park Towne Place
2 tlg-qt chestnut Street
3 1600-18 Arch Streer
4 1825-51Norrh l0th Street
5 3ll8-98 Chestnut Street
6 80 I Market Srreet
7 l9l5-19 chestnut street
8 200 West Washington Square
9 11000 East Roosevelt Blvd.
l0 3175 John F. Kennedy Blvd.

$48,000,000
45,200,000

37,66t,200
33,200,000
29,861,000

30,000,000

29,264,100

30,572,000
24,277,400
26,400,000

s15,360,000
14,464,000

12,051,584

14,624,000

9,555,520
g,60o,ooo

9,364,512

9,783,040
7,768,768

8,448,000

sr3,452,400
5,440,000
2,550,400

0

656,075

1,544,000

9,956,800

640,000

3,68o,ooo
2,400,a40

$ 1,907,600

9,024,000
9,501,184

10,624,000
g,ggg,445

8,056,000
407,712

9,143,A40
4,088,768

6,o4g,ooo

Source: City of Philadelphia, Board of Revision of Taxes

EXPENDITURES OF THE CITY

The major City expenditures are for personal services, employee benefits, purchase of services
(including payments to SEPTA), and debt service.

Personal Services (Personnel)

As of June 3A,2009, the City employed 27,482 full-time employees with the salaries of 22,912
employees paid from the General Fund. Additional employment is supported by other funds, including
the Water Fund and the Aviation Fund.

Additional operating funds for employing personnel are contributed by other governments,
primarily for categorical grants, as well as for the conduct of the community development program.
These activities are not undertaken if fundins is not received.
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The following table sets forth the number of filled full-time positions of the City as of the dates

indicated.

Table A.-6
City of Philadelphia

Filled, Full Time Positions - All Operating Funds
at June 30 Actual

2404 2005 2006 2007 2008 2009 2010*
General Fund

Police
Streets
Fire
Health
Courts
Prisons
Human Services
AllOther

Total General Fund
Other Funds
TOTAL

7,668 7,368
1,946 1,788
2,337 2,248
745 667

2,046 2,004
2,033 2,152
1 ,8 15 1,7 43

5,170 4,995
23.760 22.965
4"6s9 4.649

28,419 27,614

7,287 7,424 7,367

1,858 1,814 1,839
2,270 2,399 2,326
662 664 665

1,936 1,928 |,970
2,225 2,176 2,131
1,703 1,721 1,784
4,878 4,941 5,029

22.819 23.06'7 23.lll
4.616 4.598 4.642

27,435 27,665 27,753

7,443 7,478
1,724 1,797
2,252 2,328
662 739

1,889 1,965
2,294 2,360
1,7 43 I,85 8
4,9A5 4,982

22.912 23.507
4.570 5.044

27,482 28,551

* Adopted Budget includes vacant positions.

Labor Agreements

Four major bargaining units represent City employees for collective bargaining purposes. District
Councils 33 and 47 af the American Federation of State, County and Municipal Employees, AFL-CIO
represents approximately 15,000 non-uniformed employees. The bargaining units for uniformed
employees are the Fraternal Order of Police, Lodge 5 (the UFOP") and the Philadelphia Fire Fighters
Association, Local 22, Intemational Association of Fire Fighters AFL-CIO ("IAFF Local 22"), which
together represent approximately 9,400 employees. The non-uniformed employees bargain under Act 195

of 1972, which allows for the limited right to strike over collective bargaining impasses. The uniformed
employees bargain under Pennsylvania Act 1ll of 1968, which provides for final and binding interest
arbitration to resolve collective bargaining impasses. All contract expiration dates are June 30 unless

otherwise noted.

In September 2004, a collective bargaining agreement was reached with District Council 47. This
four-year contract includes a $750 payment to each member with no general wage increase in Fiscal Year
2005 and wage increases of2" 3 and 4 percent effective July 1 ofeach succeeding year, respectively. In
December 2004. a collective bargaining agreement was reached with District Council 33, which mirrored
the agreement previously reached with District Council 47. Each of the collective bargaining agteements
included a health benefit reopener provision for the final two years of the agreement. The City concluded
negotiations with District Councils 33 and 47 and agreed to increase the per member per month
contributions to the unions by fourteen percent in Fiscal Year 2007 and an additional fourteen percent in
Fiscal Year 2008.

On June 28. 2006, an arbitration panel issued a 3-year award to the IAFF Local 22. The award
granted wage increases of 3.0% effective July l, 2005,3.0yo effective July l, 2006,and 4.00/o effective
July l. 2007. ln addition, the panel granted Local22 health medical increases of 1l.3Yo effective July l,
2005, l4JYo effective July 1, 2006, and 14.0% effective July l, 2007. The arbitration panel also
addressed management issues believed by the City to be outside its jurisdiction. On August 24, 2007, the
Commonwealth Court issued an opinion affirming in part and revising in part. The Court upheld the

c-30



medical increases granted by the arbitrator's and revised the decision that limited the Ciry's management
rights.

The FOP contract contained a3Yoincrease in wages effective July 1,2004,3yo effective July l,
2005. 3% effective July I , 2006 and a 4Yo increase effective July I . 2007. The award also called for a re-
opener for health medical coverage for Fiscal Year 2006 and Fiscal Year 2007.

At the re-opener in August of Fiscal Year 2A06, the arbitrators ordered the City to increase FOP
healthcare contributions by 15.7 percent and l0 percent in Fiscal Year 2006 and Fiscal Year 2007,
respectively. After a City appeal, the Court of Common Pleas remanded the ruling back to arbitration, but
the panel reissued its original ruling with no change. The City appealed the ruling to Common Pleas

Court on February 13,2006, and lost. The City has appealed that nrling in Commonwealth Court which
ruled in favor of the City. The FOP petitioned the Pennsylvania Supreme Court asking the Court to
review the matter, which the Court declined to do. The Mayor and the FOP reached a settlement in which
the City agreed to pay the amounts awarded by the arbitrator. Accordingly, the matter has been withdrawn
as moot.

On July 10, 2008 the arbitration panel awarded a one-year contract to the FOP effective July l,
2008. The award called for a 2 percent wage increase effective July 1, 2008, a 2 percent wage increase
effective January 1,2009 and a I percent increase in longevity pay effective January 1,2009. In addition,
the panel reduced the per member per month health medical payment from the current monthly rate of
$1,303 per member to $1,165 per member.

On October 17,20A8, an arbitration panel awarded a one-year contract to the IAFF Local22
effective July 1, 2008. The award called for a2 percent wage increase effective July 1, 2008, a 2 percent
wage increase effective January 7,2009, and a 1 percent increase in longevity pay effective January l,
2009. ln addition, the panel reduced the per member per month health medical payment from the current
monthly rate of $1,444 per member to $1,270 per member.

The City also reached a one year agreement with District Council 33 and District Council 47,
which was effective July 1 , 2008. The agreement called for a lump sum bonus of $ 1 , 100 per member. The
agreement also called for no increase in the curent per member per month health benefit payment. The
union memberships have ratified the agreements.

Contracts for the four major bargaining units representing City employees expired on June 30,
2009. Negotiations are underway with District Councils 33 and 47. The contract with the FOP is in
arbitration. Arbitration for the IAFF Local 22 is scheduled to begin in September.
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The following table presents employee wage increases for the Fiscal Years 1998 through 2009.

Table A-7
City of Philadelphia

Employee Wage Increases
Fiscal Years 1998-2009

District Council
Fiscal Year No. 33

1998

1999
2000
200r
2002
2003
2004
2005
2006
2007
2008
2009

Fraternal
District Council Order

No. 47 of Police

3.0o/o (a) 3.0% (a)
3.Ao/o(a) 3.0%(a)
4.0o/o (d) 4.0o/o (d)

No increase No increase
3.0% (h) 3.0%(h)
3.0% (i) 3.0%(i)
3.0o/o 3.0o/o

No increase O No increase fi)
2.0% 2.0%
3.0%(k) 3.0% (k)
4.0o/o (l) 4.0% (t)

No increase (m) No increase (m)

4.0%(b)
3.0% (b)
4.Ao/o (e)
3.4%
4.0%
3.0%
3.5o/o

3.0%
3.0o/o

3.0o/o

4.0%
4.0o/o (n)

International
Association of
Fire Fighters

4.Ao/o (c)
3.0% (c)
4.0o/o (f)
3.0%
4.0o/o

3.0o/o

3.5o/o

3.0o/o

3.0%
3.0%
4.0%
4.4%{n)

Third year of a four year contract: 3olo effective December 15, 1998.

First year of a two year contract: 3% effective September 15, 1998.

Third year ofa four year contract: 3% effective September 15, 1998.

Fourth year of a four year contract: 4% effective March 15,2000.
Second year of a two year contract: 4%o effecti:te September 15, 1999.
Fourth year of a four year contract: 4Yo effective September 15, 1999.
First year ofa four year contract: cash bonus of$1,500 paid in August 2000.
Second year of a four year contract: 3Vo effectiv e December | 5, 2001 .

Third year of a four year contract: 3Yo effective December 15,2042.
First year ofa four year contract: cash bonus of$750 paid in October 2A04io
District Council 47 members and in December 2004 to District Council 33

members.
(k) Third year ofa four year contract: 3% effective July 1, 2006.
(l) Fourth year ofa four year contract: 4o/o effective July 1,2047.
(m) Cash bonus of $1,100 paid l5 days after ratification.
(n) One year contract: 2Yo effective July l, 2008 and 2Yo effective January 1,2009.

Employee Benefits

The City provides various pension, life insurance, health, and medical benefits for its employees.
General Fund employee benefit expenditures for Fiscal Years 2004 through 2010 are shown in the

following table.

(a)
(b)
(c)
(d)
(e)
(f)
(e)
(h)
(i)
c)
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Table A-8
City of Philadelphia

General Fund Employee Benefit Expenditures
Fiscal Years 2004-2010

(Amounts in Millions of USD)

Pension Contribution-
Health/Medical/Dental
Social Security
Other
Total

Acfual Actual Actual Actual
2004 2005 2006 2007
229.4 3 t5.5 346.5 436.8
253.7 285.9 29t.8 331.5
60.6 59.9 60.8 64.r
55.2 43 .4 6 I .l 57 .9

598-9 1_04J 1592 890i

Actual
2008
430.8
42r.0

69.7
6 r.5

983-0

Current
Estimate

2509
461.1

368.8
69.2
66.1

965.2

Adopted
Budeet
20t0
332.2
368.8

69.2
42.6

812.8

- 
The Pension Contribution amount includes debt service on the Pension Obtigation Bonds, Series 1999. The Fiscal

Year 2010 Pension Contribution assumes certain changes which require the approval of the Pennsylvania General
Assembly.

Municipal Pension Fund (Related to All Funds)

The City is required by the Home Rule Charter to maintain an actuarially sound pension and
retirement system covering all officers and employees of the City. Court decisions have interpreted this
requirement to mean that the City must make contributions to the Municipal Pension Fund sufficient to
fund:

A. Accrued actuarially determined normal costs.

B. Amortization of the unfunded actuarial accrued liability ('UAAL") determined as of
July l, 1985. The portion of that liability attributable to a class action lawsuit by pension fund
beneficiaries is amortized in level installments, including interest, over 40 years through June 30, 2009.
The remainder of the liability is amortized over 34 years with increasing payments expected to be level as

a percentage ofeach year's aggregate payroll.

C. Amortization in level percent of pay of the changes in the July 1, 1985 liability due to:
nonactive member's benefit modifications (10 years); experience gains and losses (15 years); changes in
actuarial assumptions (20 years); and active members' benefit modifications (20 years).

The pension fund was actuarially valued every two years through 1984, and beginning with the
July 1, 1985 valuation report, is required to be actuarially valued each year.

The July l, 1980 unfunded liability, as amended by subsequent reports, will be amortized over 38
years through annual contributions which will closely approximate a level percent of payroll. The
Pennsylvania Municipal Pension Plan Funding Standard and Recovery Act, enacted December 18, 1984
adopted changes in funding of municipal pensions that have been reflected in the valuation report for
July l, 1985. In particular, this act generally requires that unfunded actuarial accrued liability be funded
in annual level dollar payments. The City is permitted to amortize the July l, 1985 UAAL over 40 years
as a level percentage ofpay ofeach year's aggregate payroll ending in2025.

A July 2004 amendment to Act 205 allowed for 2001 and2002 calendar year investment losses to
be amortized over 30 years, rather than the usual 15.
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Based on the Ciry's most recent actuarial report dated as of July 1,2008, the unfunded accrued
liability was $3.775 billion which equals a funding ratio of 55.4%. Although no additional actuarial report
conceming the Municipal Pension Fund funding ratio has been completed since July 1, 2008, it is
anticipated that as a result of investment losses, the funding ratio of the fund has decreased. The City's
current estimate of the Municipal Pension Fund funding ratio as of the end of Fiscal Year 2009, based on
discttssions with the City's actuary, is between 45-50%. See "DISCUSSION OF FINANCIAL
OPERATIONS - Effect of Economic Crisis on City Budget" herein.

Non-uniformed employees become vested in the Municipal Pension Plan upon the completion of
ten years of service. Upon retirement, non-uniformed employees may receive up to 80% of their average

final compensation depending upon their years of credited service. Uniformed employees become vested
in the Municipal Pension Plan upon the completion of ten years of service. Upon retirement, uniformed
employees may receive up to 100% of their average final compensation depending upon their years of
credited service. The retirement age differs for Plan 67 (age 55) and Plan 87 (age 60).

Effective January 1,1987, the City adopted a new plan ("Plan 87") to cover employees hired after
January 8. 1987, as well as members in the previous Plan who elected to transfer to Plan 87. Except for
elected officials, Plan 87 provides for less costly benefits and reduced employee contributions. For elected
officials, Plan 87 provides for enhanced benefits. with participating elected officials required to pay for
the additional normal cost. Police and Fire personnel became eligible for Plan 87 on July 1, 1988.

Because of Court challenges. members of District Council 33 and Locals 2186 and 2187 of District
Councif 47 were not eligible for Plan 87 until October 2,1992.

The Eighteenth Five-Year Plan assumes several changes to the pension system, some of which
will require approval of the Pennsylvania General Assembly. The City proposes to change the
amortization period from 20 to 30 years and to lower the assumed rate of interest from 8.75 percent to
8.25 percent. Additionally, the Plan assumes a partial deferral of the pension payment in Fiscal Year 2010
($150 million) and Fiscal Year 201I (S80 million) to be paid back by Fiscal Year 2014. Through Fiscal
Years 2010 to 2014, the impact of the City's proposed pension changes on the Municipal Pension Fund's
funding percent is modest. Over time however, the effect is more significant. By Fiscal Year 2026 the
funded ratio is projected to be approximately 85o% under current funding assumptions, but less than70%o
if the proposed changes are implemented.

A comprehensive statement of operations of the City Municipal Pension Fund for Fiscal Years
1999 through 2008 is contained in the Fiscal Year 2008 Comprehensive Annual Financial Report.
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c-34



Purchase of Services

The City accounts for a number of expenditures as purchase of services. The following table
presents major purchases of services in the General Fund in Fiscal Years 2004 through 2010.

Tlnro A-9

Crrv or PrulaDrlPlrrA
PURCHASE or Senvtco ttrl rnn Ge|.inn-lr Fulo

Frscel Ynens 2004-2010

(AMouNrs rN Mrnrons on USD)

Actual Actual
Current Adopted
Estimate Budget

200620052004 2007 2008 2009 2010

Human Services (a)

Public Health

Public Property (b)

Streets (c)

Sinking Fund-Lease Debt
(d)
Legal Serv'ices (e)

First Judicial District

Licenses & Inspections (fl

Emergency (g)

Prisons

All Other

Total

493.7

69.1

132.4

53.9

70.8

5 I 1.8 467 .9

60.7 6 r.l

r 33.3 137 .6

54.6 54.8

70.7 77.0

,195.3

65.5

156.3

58.3

84.3

35.4

24.8

r 1.4

3 1.3

87.5

r 01.5

| .15 1.6

515.3

65. I

| 39.5

58.4

85. I

JI.J

2s.6

1 1.9

33.9

93.6

123.0

l.188.7

498.9

7t.l
142.3

52.0

91.6

JI.J

22.1

9.9

32.5

lll.l
r20.0

Lr88-&

490.6

68.6

146.1

45.6

93.7

35.9

20.9

8.5

31.7

116.7

91.3

1.149.6

33.4 33.5 3 3.6

23.0 28.3 24.4

6.0 3.r ll.5
r2.0 22.t 28.6

80.8 84.9 82.8

75.2 87.1 86.4

-l-or03 r.090-r La65J

(a)
(b)

Includes payments for care ofdependent and delinquent children.
Includes payments for SEPTA, space rentals, utilities, and telecommunications. In Fiscal Year 2008, the
telecommunications division was transf'emed to the Mayor's Ollfice of Infbnnation Services (M.O.LS.).
Services purchased fbr MOIS appear in the table under the category "All Other". In FY2010
telecommunications is budgeted in Public Property.
Includes solid waste disposal costs.
Includes, among other things, Justice Center, Neighborhood Translbrmation Initiative and Stadium lease

debt.
Includes payments to the Defender Association to provide legal representation for indigents.
Includes payments for demolition in Fiscal Year 2006, Fiscal Year 2007, Fiscal Year 2008 and Fiscal Year

(c)
(d)

(e)
(f)

2009.
(g) Includes homeless shelter and boarding home payments.

FIGURES MAY NOT ADD DUE TO ROUNDING

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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City Payments to School District

ln each fiscal year since Fiscal Year 1996, the City has made an annual grant of $15 million to the
School District. Pursuant to negotiations with the Commonwealth to address the School District's current
and future educational and fiscal situation, the Mayor and City Council agreed to provide the School
District with an additional annual $20 million beginning in Fiscal Year 2002.In Fiscal Year 2008, the
Mayor and City Council agreed to provide an additional $2 million, bringing the total contribution to $37
million. The Fiscal Year 2009 budget includes a $38.5 million contribution, and the Fiscal Year 2010

budget includes a $38.5 million contribution.

City Loan to PGW

The City made a loan of $45 million to PGW during Fiscal Year 2001 to assist PGW in meeting
its cash flow requirements. This loan was scheduled to mature in Fiscal Year2007; however, PGW did
not make the $45 million payment. PGW repaid $2 million to the City on August 31,2007. PGW remitted
a payment for $20.5 million before December 28,2007; and PGW remitted a payment for the balance of
$22.5 million on August 29,20A8.In addition, in order to assist PGW, (i) the City agreed to forgo the $18
million annual payment in Fiscal Year 2004, (ii) for Fiscal Years 2005,2006,2007,2008 and 2009 the

City made a grant to PGW equal to the annual payment received from PGW in such fiscal years, and (iii)
the City's Eighteenth Five-Year Plan contemplates that in each of the Fiscal Years 2010 through 2014,

the City will make a grant to PGW equal to the annual payment received from PGW in such Fiscal Years.

City Payments to SEPTA

The City's Fiscal Year 2008 operating subsidy payment to SEPTA was $61.3 million. The City's
Fiscal Year 2009 operating subsidy payment to SEPTA was $63.1 million. The Fiscal Year 2010 budget
projects operating subsidy payments to SEPTA of $64.2 million. The Eighteenth Five-Year Plan provides

that the Cify's contribution to SEPTA will increase to $70.9 million by Fiscal Year 2014.

DEBT OF THE CITY

The Constitution of the Commonwealth provides that the authorized debt of the City "may be

increased in such amount that the total debt of said City shall not exceed 13.5% of the average of the
annual assessed valuations of the taxable realty therein, during the ten years immediately preceding the
year in which such increase is made, but said City shall not increase its indebtedness to an amount
exceeding 3.0% upon such average assessed valuation of realty, without the consent of the electors
thereof at a public election held in such manner as shall be provided by law." It has been judicially
determined that bond authorizations once approved by the voters will not be reduced as a result of a
subsequent decline in the average assessed value of City property.

The Constitution of the Commonwealth further provides that there shall be excluded from the
computation of debt for purposes of the Constitutional debt limit, debt (herein called "self-supporting
debt") incurred for revenue-producing capital improvements that may reasonably be expected to yield
revenue in excess ofoperating expenses sufficient to pay interest and sinking fund charges thereon. In the
case of general obligation debt, the amount of such self-supporting debt to be so excluded must be

determined by the Court of Common Pleas of Philadelphia County upon petition by the City. Self-
supporting debt is general obligation debt of the City, withthe only distinction from tax-supported debt
being that it is not used in the calculation of the Constitutional debt limit. Self-supporting debt has no lien
on any particular revenues.

As of June 30, 2008, the Constitutional debt limitation for tax-supported general obligation debt

was approximately 51,417,996,300 (based upon a formula of 13.5% of the assessed value of taxable real
estate within the City on a l0 year rolling average). As of June 30, 2008, the Cify's total amount of
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authorized general obligation debt was $1,688,913,000, which includes approximately $359,651,000 of
self-supporting debt, which does not count against the Constitutional debt limit. As of June 30. 2008,

51J29,262,000 of general obligation debt subject to the constitutional debt limit was authorized, and of
this authorized amount. $1,144.477,000 was issued and outstanding. As of June 30.2008, a balance of
S184,785,000 remained authorized and unissued, and after legally authorized deductions for
appropriations of approximately $30,855,700 for Fiscal Year 2009 maturing serial bonds, there remained
a balance of $119,590,000 available for future authorization and issuance. On May 14,2009, the City
introduced a bill to authorize the issuance of$65,525,000 ofgeneral obligation bonds.

Of the balance of remaining authorized general obligation debt subject to the Constitutional debt
limit, $165"000,000 was utilized by the issuance on the General Obligation Bonds, Series 20088 on
January 6,2009, and $19,785,000 remains authorized and unissued.

The City is also authorized to issue revenue bonds pursuant to The First Class Cify Revenue Bond
Act of 1972. Currently, the City issues revenue bonds to support the Division of Aviation, the Water
Department and PGW. Bonds so issued are excluded for purposes of the calculation of the Constitutional
debt limit.

Short-Term Debt

The City has issued notes in anticipation of the receipt of income by the General Fund in each

fiscal year since Fiscal Year 1972 (with a single exception). Each note issue was repaid when due prior to
the end of the fiscal year of issuance. The City issued $350 million of Tax and Revenue Anticipation
Notes in November 2008. These notes were repaid on June 30,2009.

Long-Term Debt

Table A-10 presents a synopsis of the bonded debt of the City and its component units at the close
of Fiscal Year 2008. In addition" for tables setting forth a ten year historical summary of tax-supported
debt of the City and School District and the debt service requirements to maturity of the City's
outstanding bonded indebtedness as ofJune 30,2008, see the Fiscal Year 2008 Comprehensive Annual
Financial Report.

Of the total balance of City tax-supported general obligation bonds issued and outstanding at June

30,2008, approximately 15Yo is scheduled to matLrre within 5 years and approximately 34%o is scheduled
to mature within 10 years.
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Other Long-Term Debt Related Obligations

The City has entered into other contracts and leases to support the issuance of debt by public
authorities related to the City pursuant to which the City is required to budget and appropriate tax or other
general revenues to satisfy such obligations. As of June 30" 2008, the principal amounts of the
outstanding bonds of each of these authorities relating to the City's contract and lease obligations were as

follows:

PMA
PAID-
Parking Authority
Redevelopm ent Authority
Convention Center Authority

Source: Office of the Director of Finance

$ 185.9 million
$ l,987.1million
$ 16.9 million
$ 265.6 million
$ 215.3 million

-This 
includes 100% of Pension Bonds, only 860/o applicable to the general fund.

The bonds of the Parking Authority included in the previous table are payable from project
revenueso and by the City only ifand to the extent that net revenues are inadequate for this purpose. The
City paid $2.3 million in Fiscal Y ear 2006, $ I .2 million in Fiscal Year 2007 , $2.0 million in Fiscal Year
2008 and $1.2 million in Fiscal Year 2009 toward the repayment of these bonds. The budgeted amount in
Fiscal Year 2010 is S1"335,650. See "Revenues of the City - Philadelphia Parking Authority."

The Hospitals Authority and the State Public School Building Authority have issued bonds on
behalf of the Community College of Philadelphia ("CCP"). Under the Community College Act, each

community college must have a local sponsor, which for CCP is the City. As the local sponsor, the City
is obligated to pay up to 50% ofthe annual capital expenses ofthe college, which includes debt service.
The remaining 50o/o is paid by the Commonwealth. Additionally, the City annually appropriates funds for
a portion of CCP's operating costs (less tuition and less the Commonwealth's payment). The total
payment to CCP in Fiscal Year 2008 was $24,46'1,924. The amoBnt paid in Fiscal Year 2009 is
526,467,924. The budgeted amount in Fiscal Year 2010 is 526,467,924. This amount represents the
portion of operating costs (less student tuition and the Commonwealth payment) and up to half of the
annual capital expenses for the year.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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City Entitv City GO (l) Citv Lease - PAID Cit_v Lease - PAID City Lease - PAID City Lease - PAID

Related Bond Series 2007B. 2001 (Stadium) 2001 (Stadium) 20078 (Stadium) 20078 (Stadium)

Initial Notional
Amount $3 r3.505.000 s298.485.000 s104.965.000 $2t7.27 s,000 s72,400,000

Current Notional
Amount $3 13,505.000 $193,520,000 $104,965.000 $2r7,275,000 $72,400"000

Tennination Date 8/1/2031 t0t1t2030 t0/1t2020 r0t1t2030 t0tu2030

Product Fixed Payer Swap Basis Swap (2)
Constant Maturit-v

Srvap
Fixed Payer Swap Fixed Paver Swao

Rate Paid by Dealer SIFMA
67Yo l-month LIBOR
+ 0.20Yo, plus fixed

annuity

62.89o/o S-year
LIBOR CMS +

0.20o/o

SIFMA SIFMA

Rate Paid by City
Entity 3.829o/o SIFMA SIFMA 3.9713% 3.97l3o/o

Dealer Royal Bank of
Canada

Menill Lynch Capital
Services, Inc.

Merrill Lynch
Capital Services,

Inc.

JP Morgan Chase

Bank, N.A.

Merrill Lynch
Capital Services,

Inc.

Fair Value (3) ($ 16,616,7 l3) ($9.346,012) $ I,1 53,346 ($14,639,304) ($4,878,046)

Swap Information

The City has entered into various swaps related to its outstanding General Fund suppo(ed bonds
as detailed in the followine chaft:

Notes:

(l) Notional amountvtillbereducedto$l00,000,000htconnectiontciththeissuanceoftheGeneralObligationBonds,Series2009ABonds,whichis
eryected to close in Augtst 2009.

(2)PAIDreceivesannualfxedpa,vmentsoJ$1,216.500J'ron7/l/2004through7/l/2013. AstheresultofanamendmentonT/1412006,5104,965,000oJ
the total notional was restnrctllred ds a conslant maturity swap (the rtrte received by PAID on that porlion rvos converteil Jiom a percenlage of 1-month
LIBOR to a percentage of the 5-year LIBOR swtrp rate.from I0/1/2006 to I0/l/2020). The constdnt maturity swdp is sfuwn separately.

(3) Fatr values are as oJ'June 30, 2009 and ttre shown from the City's perspective nntt include accned interest.

While the City is parry to several interest rate swap agreements, for which there is General Fund
exposllre and on which the swaps currently have a negative mark against the City, the City has no
obligation to post collateral on these swaps while the City's underlying ratings are investment grade.

For more information related to certain swaps entered into in connection with revenue bonds
issued for the Water and Wastewater Systems, PGW and the Airport, see the City's 2008 Comprehensive
Annual Financial Report attached as Appendix B. ln addition, PICA has entered into swaps which are
detailed in the City's 2008 Comprehensive Annual Financial Report attached as Appendix B.

Recent and Upcoming Financings

On April 16, 2008, the City priced $195,170,000 of its General Obligation Refunding Bonds"
Series 2008A. The 2008A Bonds, proceeds of which were used to refund all of the City's Series 20038-1
andB-2 General Obligation Bonds, closed on May 1,2008.

The City, in conjunction with PAID, replaced the Financial Guaranty Insurance Company
("FClC") insurance policy on the Philadelphia Authority for lndustrial Development Multi-Modal Lease
Revenue Refunding Bonds, 2007 Series B with a direct pay letter of credit from J.P. Morgan and Bank of

c-39



New York. The remarketing of the bonds took place on April30 and the restructuring closed on May l,
2008.

On June 9, 2008, the City purchased a Letter of Credit from Wachovia Bank, N.A. related to the

Sinking Fund Reserve Account for the 19988 Airport Revenue Bonds. The surety policy was originally
provided by FGIC, but because FGIC was downgraded below the 'AA' category, the surety policy no

longer met the rating requirements of the General Airport Revenue Bond Ordinance ("GARBO"). The

WachoviaLetterof Creditinanarnountof $33.1 millionmeetstherequirementsofthebondordinance
and replaced the FCIC policy. This letter of credit was renewed for another year on June 8, 2009.

The City restructured $78.5 million outstanding Water and Wastewater Revenue Bonds, Series

19978. The Ambac Assurance Corporation ("Ambac") insurance policy was replaced by a Letter of
Credit from Bank of America N.A. The transaction closed on September 10, 2008.

On November 18, 2008, the City priced $350 million of Tax and Revenue Anticipation Notes.
The transaction closed on November 25,2008.

The City restructured $178.6 million in outstanding Airport Revenue Bonds Series 2005C and the

sinking fund reserve account in the approximate amount of $18.7 million. The City replaced the MBIA
insurance policy and the surety policy for the sinking fund reserve accollnt for the Series 2005C Bonds
with a letter of credit for both the Series 2005C Bonds and the reserve account provided by TD Bank. The

City closed this transaction on December 23,2008.

On December 15,2008 the City priced $165 million of General Obligation Bonds, Series 20088.
These bonds will be used to fund the cost of certain capital projects. The transaction closed on January 6,

2009.

The Airport Revenue Bonds, Series 20058 were insured by MBIA lnsurance Corporation
("MBIA"). The Airport Revenue Bonds Series 2005A and 20058 also had MBIA surety policies for the

Sinking Fund Reserve Account in the following approximate amounts: $8.3 million, and $4.0 million,
respectively. When MBIA was downgraded below the 'AA' category, the surety policies no longer met the

requirements of the GARBO. The City together with the Airport refunded the Series 20058 Bonds with
the issuance of the 2009A fixed rate bonds. The MBIA reserve accoLlnt surety policy for the 20058 bonds
was replaced with bond proceeds. The City cash funded the 20054 sinking fund reserve account on April
9,2009. The City closed the Airport Revenue Bonds, Series 20094 transaction on April 14,2009.

On May 12, 2009, the Cify and the Water Department priced $140 million of Water and
Wastewater Revenue Bonds, Series 20094. The bonds will be used to fund capital improvements to the

City's water and wastewater systems. The transaction closed May 21,2009.

The City, in conjunction with PMA, issued $97.8 million of Lease Revenue Bonds, Series 2009.

The proceeds of the bonds will be used to design, construct and equip a youth center facility. The
transaction closed on June 30, 2009.

The City and the Water Department restructured $83.6 million of its outstanding Water and

Wastewater Revenue Refunding Bonds, Series 20058 on July 1,2009. The City replaced the Financial
Security Assurance ("FSA") insurance policy with a letter of credit from Bank of America N.A.

The Cify executed a $31 million, four-year tax-exempt lease to finance an upgrade to its
municipal radio communications system for emergency and normal public safety purposes. This financing
closed July 7,2009.
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The PGW 6th Series Revenue Bonds are insured by FSA and had liquidity provided by J.P.

Morgan, Wachovia Bank N.A., and Scotia Bank. The liquidity expired in January 2009. All of the 6th
Series Revenue Bonds are owned by the banks. The City, together with PGW, plans to refund the 6th
Series Revenue Bonds with the Eighth Series Bonds. The variable rate bonds (Eighth Series B, C, D &
E) in the amount of $255 million will be secured by letters of credit from Bank of Americ4 N.A.,
Wachovia Bank, N.A., Scotia Bank and J.P. Morgan. The remaining bonds will be refunded as fixed rate
bonds (Series A) and a portion of the swap related to the 6th Series Revenue Bonds will be terminated, as

further described in the forepart of this Official Statement.

The City plans to issue approximately $275 million of its annual tax and revenue anticipation
notes in August 2009.

The City also has outstanding variable rate debt that is insured by FSA which has more recently
experienced problems in the market. The $313.5 million of General Obligation Bonds, Series 20078 are
insured by FSA with Dexia as the liquidity provider. The City refunded the 20078 Bonds with the
proceeds of the 20094 Bonds and the 20098 Bonds and terminated a portion of the swap related to the
20078 Bonds. The City closed this transaction on August 13, 2009 .

The 2003 Variable Rate Series, Water and Wastewater Revenue Refunding Bonds are also
insured by FSA insurance with Dexia as the liquidity provider. These bonds have had increases in interest
rates and have at times had trouble being remarketed, leading to bonds becoming bank bonds. As of July
30. 2009 none of these bonds were bank bonds. The City, together with the Water Department, is
currently evaluating options to best handle potentially restructuring or refunding these bonds.

IREMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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CITY CAPITAL IMPROVEMENT PROGRAM

The Capital lmprovement Program for Fiscal Years 2010-2015 contemplates a total budget of
$7,953,891,000 of which $2,186,356,000 is to be provided from Federal, Commonwealth, and other
sources and the remainder through City funding. The following table shows the amounts budgeted each
year from various sources of funds for capital projects. City Council adopted the Capital Improvement
Program for Fiscal Years 2010-2015 on May 21,2009.

Table A-11
City of Philadelphia

Fiscal Years 2010-2015
Capital Improvement Program

(Amounts in Thousands of USD)

CITY FUNDS - TAX
SUPPORTED
Carried-forward Loans
Operating Revenue

New Loans

Pre-financed Loans

PICA Pre-financed Loans

Tax-supported Subtotal

CITY FUNDS - SELF-
SUSTAINING
Carried-forward Loans
Operating

New Loans

Self-Sustaining Subtotal

REVOLVING FUNDS

OTHERTHAN CITY
FUNDS
Federal *

Federal OffBudget
State *

State OffBudget
Other Governments *

Other Governments/Off
Budget
Private *

Private Off Budget
Other Than City Funds
Subtotal

TOTAL

Federal
State
Other Govemments
Private

20lt 20t2 2013

000
t"7,439 20,439 17,439

68,020 78,023 88,013

1,000 1,000 1,000
q0q

86,4s9 99,462 106,452

000
41,961 40,352 40,743

532.113 525.404 582.679

574,074 565,756 623,422

2015 2010-2015

0 229,502

17,439 128,534

99,946 494,946

1,000 11,042
q $"4r7

I 18,385 907,041

0 653.509

40.525 3s0.641

810.394 3.830"344

850,919 4,834,494

26,000

74,458 972,481

117,840 569,573

6,321 127,878

34,732 200,196

0 62,663

6,081 44,695

25,A20 208,770

0 r00

264"452 2.186.356

1,233,756 7,9s3,89r

2010

229,502

38,339

63,000

6,042
43.017

379,900

2014
0

17,439

97,944
1,000

q

l16,383

77,023

97,600
s,968

36,799
0

5,793
25,020

a

248"203

653,509
146,926

496.729

1,297,164

26,000

598,182

96,553

96,650

20,772

62,663

9,883

8r,670
0

0

44,n4
883.025

923,159

0

84,762

95,859
6,205

35,902
0

11,989

26,020
100

70,048 68,008

79,906 81,815

5,837 6,897

36,933 35,058

00

5,435 5,514

26,020 25,020

00

2,669,437 921,370 889,397 952,186 1,287,745

*Other Than City Funds in FY 2010 contain both New and Carried-Forward amounts as follows:

966.373 260"837 224.179 222.312

Nerv- $ 250,399 Carried Fonvard - $ 347,783
New- 15,399 Carried Forward- 81,251
New- 0 Caried For*'ard - 62.663
Nerv - 5,030 Carried Fonvard - 76.640

c-43



LITIGATION

Generally, judgments and settlements on claims against the City are payable from the General
Fund, except for claims against the Water Department, the Aviation Division, and the Gas Works. Claims
against the Water Department are paid first from the Water Fund and only secondarily from the General
Fund. Claims against the Aviation Division, to the extent not covered by insurance. are paid first from the
Aviation Fund and only secondarily from the General Fund. Clairns against the Gas Works, to the extent
not covered by insurance, are paid first from Gas Works revenues and only secondarily from the General
Fund.

The Act of October 5, 1980, P.L. 693, No. 142, known as the "Political Subdivision Tort Claims
Act," (the "Tort Claims Act") establishes a $500.000 aggregate limitation on damages for injury to a
person or property arising from the same cause of action or transaction or occurrence or series of causes

of action, transactions or occuffences with respect to governmental units in the Commonwealth such as

the City. The constitutionality of that aggregate limitation has been repeatedly upheld by the Pennsylvania
Supreme Court. In February 1987, an appeal of a decision upholding such constitutionality to the United
States Supreme Court was dismissed for want ofjurisdiction. However, under Pennsylvania Rule of Civil
Procedure 238, delay damages in State Court cases are not subject to the $500"000 limitation. Moreover,
the limit on damages is inapplicable to any suit against the City which does not arise under state tort law
such as claims made against the City under Federal civil rights laws.

The aggregate loss resulting from general and special litigation claims was $30.2 million for
Fiscal Year 2001, $30.0 million for Fiscal Year 2002, $24.1 million for Fiscal Year 2AA3, $24.5 million
for Fiscal Year 20A4, $27.5 million for Fiscal Year 2005, $23.0 million for Fiscal Yeat 2006, $26.6
million for Fiscal Year 2007 and 529.3 million for Fiscal Year 2008. Estimates of settlements and
judgments from the General Fund are $35.0 million, 524.5 million, $24.5 million, $24.5 million, and

$24.5 million for Fiscal Years 2009 through 2013, respectively. In budgeting for settlements and
judgments in the annual Operating Budget and projecting settlements and judgments for each Five-Year
Plan, the City bases its estimates on past experience and on an analysis of estimated potential liabilities
and the timing of outcomes, to the extent a proceeding is sufficiently advanced to permit a projection of
the timing of a result. General and special litigation claims are budgeted separately from back-pay awards
and similar settlements relating to labor disputes. Usually, some of the costs arising from labor litigation
are reported as part of currenl payroll expenses. For Fiscal Year 2008, paymenls for claims arising from
labor settlements in the General Fund were $1.11 million of which $0.85 million was paid from the
Indemnities account, and $0.26 million from the Operating budgets of the affected departments. Actual
claims paid out from the General Fund for settlements and judgments averaged $26.1 million per year

over the five years from Fiscal Year 2004 through Fiscal Year 2008.

In addition to routine litigation incidental to performance of the City's governmental functions
and litigation arising in the ordinary course relating to contract and tort claims and alleged violations of
law, certain special litigation matters are currently being litigated and/or appealed and adverse final
outcomes of such litigation could have a substantial or long-term adverse effect on the City's General
Fund. These proceedings involve: environmental-related actions and proceedings in which it has been or
may be alleged that the City is liable for damages, including but not limited to property damage and
bodily injury, or that the City should pay fines or penalties or the costs of response or remediation,
because ofthe alleged generation, transport. or disposal oftoxic or otherwise hazardous substances by the
City, or the alleged disposal of such substances on or to City-owned property; a class action suit alleging
that the City failed to properly oversee management of funds in the defened compensation plan of City
employees; civil rights claims; and a pay dispute with former and current paramedics. The ultimate
outcome and fiscal impact, if any, on the City's GeneralFund of the claims and proceedings described in
this paragraph are not currently predictable.
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Various claims in addition to the lawsuits described in the preceding paragraph have been

asserted against the Water Department and in some cases lawsuits have been instituted. Many of these

Water Department claims have been reduced to judgrnent or otherwise settled in a manner requiring
payment by the Water Department. The aggregate loss for Fiscal Year 2003 which resulted from these

claims and lawsuits was $3.9 million, $2.9 million for Fiscal Year 20A4, $2.4 million for Fiscal Year
2005 84.2 million for Fiscal Year 2006, $2.5 million in Fiscal Year 2007 and $4.6 million in Fiscal Year
2008. The Water Fund's budget for Fiscal Year 20A9 contains an appropriation for Water Department
claims in the amount of $6.5 rnillion, although the current estimate, based on the first three quarters of
Fiscal Year 2009 expenditures, is for only $4.2 million. The Water Fund is the first source of payment for
any of the claims against the Water Department.

In addition, various claims have been asserted against the Aviation Division and in some cases

lar.vsuits have been instituted. Many of these Aviation Division claims have been reduced to judgment or
otherwise settled in a manner requiring payment by the Aviation Division. The aggregate loss for Fiscal
Year2008 which resulted from these claims and lawsuits was $1.3 rnillion. The Indemnities budget for
Aviation Fund claims for Fiscal Year 2009 contains an appropriation in the amount of $2.5 million,
although the current estimate, based on the first three quarters offiscal year 2009 expenditures, is for only
$460,000. The Aviation Division is the first source of payment for any of the claims against the Aviation
Division.

ADDITIONAL INFORMATION

Current City Practices

It is the City's practice to file its Comprehensive Annual Financial Report ("CAFR*), which
contains the audited combined financial statements of the City, with a Repository as soon as practicable
after delivery of such report. The CAFR for the City's fiscal year ended June 30" 2008 was deposited with
a Repository on February 24, 2A09. The CAFR is prepared by the Director of Finance of the City in
conformance with guidelines adopted by the Governmental Accounting Standards Board and the
American Institute of Certified Public Accountants' audit guide, Audits of State and Local Government
Units. Upon written request to the Office of the Director of Finance and payment of the costs of
duplication and mailing, the City will make available copies of the CAFR for the Fiscal Year ended June

30, 2008. Such a request should be addressed to: Offrce of the Director of Finance, Municipal Services
Building, Suite 1300, 1401 John F. Kennedy Boulevard, Philadelphia, PA 19102. The CAFR is also
available online at www.phila.gov/investor, the City's website ("City Website" or "Website"). The City
also expects to provide financial and other information from time to time to Moody's Investors Service,
Standard & Poor's Ratings Services, a division of The McGraw-Hill Companies, lnc. and Fitch Ratings,
in connection with the securities ratings assigned by those rating agencies to bonds or notes of the City.

The foregoing statement as to filing or furnishing of additional information reflects the City's
current practices. but is not a contractual obligation to the holders ofthe City's bonds or notes.

The City Website contains information in addition to that set forth in the CAFR. The "Terms of
Use" statement of the City Website, incorporated herein by this reference, provides, among other things,
that the information contained therein is provided for the convenience of the user, that the City is not
obligated to update such information, and that the information may not provide all information that may
be ofinterest to investors.
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CITY SOCIOECONOMIC INFORMATION

lntroduction

The City includes within its boundaries an area of approximately 130 square miles and a resident
population of approximately 1.45 million according to the U.S. Census Bureau, 2006 Population
Estimates. The City is in the heart of a nine-county metropolitan area with approximately 5.1 million
residents. Air. rail, highway, and water routes provide easy access to the City.

The Cify is strategically located on the east coast with easy access to markets, resources,

government centers. and transportation. The City's metropolitan area is the nation's fourth largest in the
retail market with over 2"400 retail stores.

Quality of Life

The City is rich in history, art, architecture, and entertainment. World-class cultural and historic
attractions include the Philadelphia Museum of Art (which houses the third largest art collection in the
United States), the Philadelphia Orchestra, Academy of Music, Pennsylvania Ballet, the Constitution
Center, the Kimmel Center (which had over 1 million people in attendance in 2007), Pennsylvania
Academy of Fine Arts, Franklin Institute, Mann Music Center, Opera Company of Philadelphia, and the
Rodin Museum. The South Philadelphia sports complex, currently consisting of Lincoln Financial Field,
Citizens Bank Park, the Wachovia Spectrum and the Wachovia Center, is home to the Philadelphia 76ers,

Flyers, Phillies and Eagles. The City also offers its residents and visitors America's most historic square

mile, which includes Independence Hall and the Liberty Bell, as well as Fairmount Park, which spans

8,000 acres and includes Pennypack Park and the country's first zoo.

The City is a center for health, education, and science facilities with the nation's largest
concentration of healthcare resources within a 100-mile radius. There are presently more than 30
hospitals, seven medical schools, two dental schools, two pharmacy schools, as well as schools of
optometry, podiatry and veterinary medicine, and the Philadelphia Center for Health Care Sciences in
West Philadelphia. The City is one of the largest health care and health care education centers in the
world, and a number of the nation's largest pharmaceutical companies are located in the Philadelphia
area.

The City has the second largest concentration of students on the East Coast with eighty degree
granting institutions of higher education and a total enrollment of over 300,000 students. lncluded among
these institutions are the University of Pennsylvania, Temple University, Drexel University, St. Joseph's
University, and LaSalle University. Within a short drive from the City are such schools as Villanova
Universify, Bryn Mawr College, Haverford College, Swarthmore College, Lincoln University, and the
Camden Campus of Rutgers University. The undergraduate and graduate programs at these institutions
help provide a well-educated and trained work force to the Philadelphia communily.

Hospitals and Medical Centers

The City also has major research facilities, including those located at its universities, the medical
schools, the Wistar Institute, the Fox Chase Cancer Center, and the University City Science Center. The
Cl-rildren's Hospital of Philadelphia (ranked number one in U.S. children's hospitals) has recently
completed the construction of a new $100 million biomedical research facility located within the
Philadelphia Center for Health Care Sciences in West Philadelphia. A Comprehensive Cancer Center is
also located at the University of Pennsylvania.

Hospitals and Medical Centers: The following table presents the most recent published data
regarding hospitals and medical centers in Philadelphia. Due to mergers, consolidations and closures that
have occured or may occur in the future, this table is accurate only as of its publication date.
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Beds

424
t43
477
t76
35

180

202
195

t87
410
223
137
146
137
497

743
746
694
431
100

106

52
35

58
t24
t47
180

192
96

1"66

Source: Delaware Valley Healthcare Council of HAP, Monthly Utilization Report-Summary Stats, October 2008

(1) Frankford includes data for all three divisions - Frankford, Toresdale and Bucks County.
(2) Temple includes data for Episcopal Hospital.
(3) Jeanes Hospital Closed NICU Unit as of April 30,2007 and OB as of May 31,2007.
(4) Children's Seashore House is now consolidated into Children's Hospital of Philadelphia's data.

Children's Hospital Expansion. The Children's Hospital of Philadelphia is expanding its research
facilities in West Philadelphia. The $400 million first phase of the new complex is expected to be
completed in Fall 2009; the $500 million second phase has been put on hold for the time being due to
market conditions.

University of Pennsylvania. A major new $302 million cancer research and treatment center, the
Center for Advanced Medicine, opened in October 2008. The West Tower of the Center of Advanced
Medicine is estimated to be completed in ZAfi at a cost of S370 million and is currently under
construction.

Table A-I2
City of Philadelphia

Hospitals and Medical Centers

(As of October 2008)

Institution

Albert Einstein
Chestnut Hill
Frankford (r)

Jeane {3)

Kensington
Mercy Hospital of Philadelphia
Methodist Hospital Division, TJUH
Nazareth
Northeastern Temple East
Pennsylvania
Presbyterian
Roxborough Memorial
St. Joseph's
Veteran's Affairs Medical Ctr Phila
Hahnemann University
Hosp of the Univ of Pennsylvania
Temple t?)

Thomas Jefferson
Children's Hospital of Philadelphia 

(a)

Fox Chase Cancer Center
Girard
Kindred - Philadelphia
Shriner's
St. Agnes Continuing Care
St. Christopher's
Belmont
Fairmount BHS
Friends
Magee Rehabilitation
MossRehab
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The Fox Chase Cancer Center. The Center is a non-profit institution, which is expanding its
campus in the northeast section of the City. The Center's 25-year Master Plan is over $l billion,
providing over 2.7 million square feet of space dedicated to research and patient care. While a planned

expansion into Burholme Park is currently the subject of litigation, the Cancer Research Pavilion will
open in July 2009 on the current main campus. The project cost is $100 million. Other projects on the
current main campus are being planned at this time.

Demographics

During the ten-year period between 1990 and 2000, the population of the Cify decreased from
1,585,577 to 1,517,550. During the same period, the population of Pennsylvania increased by 3.4%, less

than one-third the national rate ofincrease.

Table A-13
Population

City, Pennsylvania & Nation

Philadelphia
Pennsylvania
United States

1990

1,595,577
I1,881,643

248,709,873

2000

1,5 17,550
t2,281,054

281,421,906

2008 (est.)

1,447,395
12,448,279

304,059,724

oh Change
1990-2000

-4.3%
3.4%

13.2%

Vo

Change
2000-2007

-4.6%
1.4%
8.0o/o

Source: U.S. Census Bureau, 2007 Population Estimates, Census 2000, 1990 Census.
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Table A-13
Population Age Distribution

Philadelphia County

Age

0-24
25-44
45-64

65-84
85&up
Total

r990

563,816

490,224

290,903

217,913
22,901

\555,t 7

551,308

444,774

307,746

186,383
)7 17q

tJt?Js0

Pennsylvania

36.3

29.3

20.2

t2.3
1.8

100

2005-
2007* (est)

523,318

402,996

339,409
164,269

28,490

1,454,382

Yo of

Total

35.6

30.9

18.3

13.7

1.4

r00

Yo of

Total

Yo of

Total

36

27.7

23.5

ll
2

100

Age 1990

"h of

Total 2000

o/o of

Total

oh of
2005-20a7"

(est) Total

0-24
25-44
45-64

65-84

85&up
Total

4,021,585

3,657,323

2,373,629
1,657.270

171,836

33.8

30.8

20

13.9

1.4

100

4,416,670

3,508,562
2,936,657
1 ,69 l,5gg

237.567

12,281,054

United States

32.6

28.6

23.1

13.7

1.9

100

3,996,274
3,212,382

3,308,060
1,614,969

269.274

12,400,959

32.2

25.9

26.8

t3

2.2

100I I ,881 ,643

Yo of
Total 2000

o/o of
Total

2005-2007 Vo of
(est) TotalAge

0-24
25-44
45-64

65-84

85&up
Total

1990

90,342.198
80,754,835

46,37t,009
28,161,666

3,080,165

u8J09,8n

36.3

32.5

18.6

I 1.3

t.2

100

99,437,266

85,040,251
61,952.636

30,752,166
4,239,587

Jf .J
30.2

22

ll
1.5

100

103,110,927

83,587,234

74,794,A39

32,289,322

4,975,788

298,7s7 3rA

34.5

28

25

10.8

t.7

100281,421,906

Source: U.S. Dept. of Commerce, Bureau of the Census.

*2005-2007 American Community Survey 3 year estimates

The Economy

Philadelphia's economy is composed of diverse industries, with virtually all classes of industrial
and commercial businesses represented. The Cify is a major business and personal service center with
strengths in insurance, law. finance, health, education, and utilities.

The cost of living in Philadelphia is relatively moderate compared to other major metropolitan
areas. The City, as one of the country's education centers, offers the business community a large, diverse,
and industrioLrs labor pool.
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Table A-14
Office Rental Rates in Cities

Throughout the United States

(In $ Per Square Foot)

Atlanta
Chicago
Dallas
Denver
Houston
Los Angeles
Ne*'York
Philadelphia
Phoenix
Portland
San Francisco
St. Louis
Tampa
Washington, D.C.

November May
2008 2409
21.23 21.29
24.78 24.56
23.72 23.71

27.55 26.53

26.83 24.91

30.51 29.92

98.08 68.63

25.26 25.24
29.17 28.23

27.62 26.99
48.57 39.40

22.42 22.78
26.22 26.36
51.26 51.77

January
2004
23.09
29.97
20.58
t7.84
19.29
25.56
45.51
23.24
20.38
20.59
27.15
20.52
19.23

31.05

January
2005
2r.92
28.47
19.71

t7.24
18.21

26.55
45.1 6
21.97
19.39
| 9.65
27.75
| 9.91
18.01

35.95

May
2006
20.08
23.77
17.43
19.03
19.15
23.r2
55.r5
22.42
24.29
2r.58
30.62
21.t2
20.54
42.74

November
2006
20.56
22.97
t6.47
20.37
19.52
22.59
62.07
22.96
26.t9
22.4r
3l.ll
21.75
2t.r3
43.58

May
2007
20.16
22.44
t7.20
22.17
21.53
23.74
69.44
22.60
27.32
n.a0
35.81
21.21
?2.46
44.00

May
2008
21.76
24.75
22.96
27.15
28.92
30.52

103.43
24.35
29.14
25.85
49.71

22.82
2s.30
5 1.05

Source: CB Richard Ellis, Global Market Rents Report; Global MarketView: Office Occupancy Costs Report.

Employment

The employment and unemployment rates and the total number of jobs within the City are

reflected in Tables A-15 and A-16, respectively.

The employment changes within the City principally have been due to declines in
manufacturing sector and the relatively stronger performance of the service economy. The City's
region's economies are diversified, with strong representation in the health care, government,
education sectors but without the domination of any single employer or industry.

In March 2000, the Philadelphia Authority for Industrial Development ("PAID") took ownership
of more than 1,000 acres at the site of the former Philadelphia Navy Shipyard, Naval Station. Naval
Hospital and Defense Supply Center and has begun to implement aggressive redevelopment activities. To
date. at least 47 companies have leased or purchased in excess of 2 million square feet of facilities at the

complex, now known as the Philadelphia Naval Business Center ("PNBC"). tn addition to this
employment, the Navy has retained more than 2 million square feet of facilities. Together. the private and

Navy facilities employ more than 7,000 people. Long term plans call for more than l0 million square feet

of industrial and commercial space at PNBC, with employment targeted between 15,000-20,000.

the
and
and
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Table A-15
Labor Force Data Annual Average

Based on Residency (not seasonally adjusted)

2002 2003 2004 2005 2006 2008

615.4 6t4.7 627.2
577.3 577.8 582.3

38. r 37 .0 44.9

6.2 6.0 7.2

2.954.s 2,948.2 2,986.2
2"82r.7 2.822.8 2.826.3

132.7 125.4 159.9
4.5 4.3 5.4

2047
Philadelphia (000)*
Labor Force
Employment
flnemployment
Unemployment Rate (96)

Philadetphia PMSA (000)**
Labor Force
Employment
Unemployment
Unemployment Rate (%)

Pennsylvania (000)
Labor Force
Employment
Unemployment
Unemployment Rate (%o)

United States (000.000)
Labor Force
Employment
Unemployment
Unemployrnent Rate (%)

635.2 622.6
588.5 57 5.7
46.6 46.9
7.3 7.5

2.898.4 2.879.2
2.743.1 2,722.4
155.2 156.8

5.4 5.4

6,2l8.0 6,145.0
5.869.0 5,796.0
349.0 349.0

5.6 5.7

144.9 146.5
136.5 137 .7

8.4 8.8
5.8 6.0

6 19.1 6t7 .7
573.9 576.2
45.2 41.4
t.i o. /

2.893.1 2,921.8
2,746.1 2,786.6

147 .t 138.2

5.I 4.7

6,205.0 6,257.0
5,868.0 5,946.0
338.0 3l r.0

5.4 5.0

147.4 149.3

139.3 14t.7
8.1 7.6
5.5 5.1

6,287.0 6,395.0
6,013.0 6,051.0
274.0 344.0

4.4 5.4

6,290.0
6,003.0

28',/.0
4.6

f51.4 153.1 154.3

144.4 t46.0 145.4

7.0 7.t 8.9
4.6 4.6 5.8

Source: Center for Workforce Information and Analysis, PA Dept of Labor and Industry, 2009.

* Philadelphia Countyi!1' The Philadelphia PMSA includes Philadelphia-Camden-Wilmington, PA, NJ, DE, MD
Metro Stat Area.
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Table A.-16
Philadelphia County

Total Monthly Employment and Monthly Unemployment Rates
Based on Residency

2002 - 2008

Total Employment in 000's Unemployment Rate %o

2402 2003 2004 2005 2006 2007 2008 2002 2003 2004 2005 2096Month

January

February

March
April
May

June

July

August

September

October

November

December

589.9 580.5

591.3 580.3

589.5 579.7

589.9 578.9

591.2 576.1

590.6 575.9

588.3 573.4

589.2 573.7

590.4 573.r

586.8 573.1

583.5 573.3

582.0 570.7

571.5 576.0

574.2 574.3

572.8 513.1

573.4 575.7

570.7 577.5

)/1.) )/).)
574.3 577.8

573.6 576.6

574.6 577.5

574.9 576.9

576.3 576.s

576.0 577.9

20a7 2008

6.1 6.7

5.9 6.8

5.8 6.7

5.9 6.8

6.0 7.0

6.0 7.A

6.0 7.4

6.0 7.9

6.1 7.5

6.t 7.7

6.0 8.0

6.3 8.6

Total Non-Farm

Natural Resources, Construction &
Mining

Manufacturing

Trade, Transportation & Utilities

lnformation

Financial Activities

Professional &Business Services

Education & Health Services

Leisure & Hospitality

Other Services

Govemment

576.4 580.7 582.1

576.9 580.0 576.6

577.2 579.4 576.3

578.0 577.4 580.r

577.8 s76.1 s82.2

578.4 s78.2 580.2

576.0 578.5 577.0

577.5 578.0 577.7

577.3 577.2 578.6

578.7 576.3 579.4

577.3 577.7 573.6

576.7 574.0 572.6

2003

671.3

12.3

34.0

95.8

15.9

50.7

2004 2005

657.9 660.3

I1.4 12.0

32.6 3r.2

90.9 90.0 88.5

13.6 13.2 12.8

49.A 48.2 47.7

2006 2007 2008**

662.5 662.4 664.9

12.4 l r.8 rl.2

29.9 28.3 26.5

6.9

7.1

7.2
1A

t.3

/.)
7.4

I.J

7.4

7.6

7.6

I.J
7.5

7.3

t.)
7.5
11

7.6

7.6

7.7

7.6

7.5

7.4

7.5

t.J

7.7

7.4

7.5

7.5
1l

I.)

7.1

7.1

6.9

6.9

6.9

7.2

7.0

6.8

6.7

6.6

6.4

6.5

6.6

6.5

6.7

6.5

6.2

6.4

6.3

6.4

6.2

6.2

6.3

6.3

6.1

5.9

6.0

6.0

Source: Center for Workforce lnformation and Analysis, PA Dept of Labor and Industry, 2009 (monthly
Seasonally Adjusted Labor Force), Philadelphia County.

Table A-17
Philadelphia City

Non-Farm Payroll Employment*

(Amounts in Thousands)

2002

683.5

12.9

JT.I

98.5

17.0

52.3

82.9

181.0

54.2

29.9

tl7.l

88.0 88.4

r2.9 12.9

47.l 46.1

80.9 80.3 82.4 84.2 85.3 84.0

185.3 184.1 186.8 192.2 196.4 202.9

52.9 54.6 56.6 58.0 58.4 57.4

2e.0 28.5 285 28.2 28.2 28.3

tr4.7 113.0 r ll.4 108.6 105.9 103.2

Source: Bureau of Labor Statistics, 2009.

* Includes persons employed within the City, without regard to residency.
** Preliminary, December 2008.
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Table A-18
City of Philadelphia

Largest Employers in Philadelphia
June 30,2008

(Listed Alphabetically)

Albert Einstein Medical

Children's Hospital of Philadelphia

City of Philadelphia

School District of Philadelphia

Southeastern Pennsylvania Transportation Authority

Temple University

Thomas Jefferson University Hospitals

United States Postal Service

University of Pennsylvania

University of Pennsylvania Hospital

Source: Philadelphia Department of Revenue

Table A-19
Fortune 500

Largest Corporations
With Headquarters in Philadelphia, 2008

Cornoration Type oflndustrv Ranking Revenues
($ Millions)

Sunoco Petroleum Refining 4l $56,652.0

Comcast Telecommunications 68 $34,256.0

Cigna Health Care/lnsurance 132 $19,101.0

ARAMARK Diversified Outsourcing Services 198 $13,470.0

Rohm & Haas Chemical 281 $9.575.0

Crown Holdines Metal Products 312 $8.305.0

Source: Fortune Magazine website, May 2008.

Income

The following table presents data relating to per-capita income for the City, the PMSA, and the
United States. It illustrates that, for the past few years, real per-capita income has generally outpaced the
urban cost of living index, suggesting that on average" the newly created service jobs have generated
positive real income growth for City wage eamers.
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Tlst,e A-20
Coxsuunn PRrcE INDIcES axn MnnrlN Houstrror,n Errncrrvn BuyINc lxcoue

1990 2000 2002 2003 2005 2006 2007 2008

CPLLT United States 
(u' 130.7 172.2

CPL U Philadelphia PMSA(") 135.8 176.5
Buving Income(b)

Philadelphia
Philadelphia Metro Area'
United States

$28,150 $29,269 $30,748
$42,852 $44,060 $45,395
$38.201 839.324 $39,324

179.9 184.0

184.9 188.8

$29,995 $28,015
$43,800 $41,820
$38,365 $38,035

195.3 201.6
204.2 212.1

207.3 2t5.3
216.7 224,1

s3t,292 $30,746
$46,413 $46,900
$40,710 $41,792

2004

188.9
196.5

$24,880 $31,621
$33.277 $47.152
$27.9t2 $37.233

- 
Statistic is a measure of the Philadelphia, Camden & Wilmington Metropolitan Area.

Source: (a) Consumer Price Index - All Urban Consumers. U.S. Bureau of Labor Statistics.
(b) Sales & Marketing Management's 2008 Survey of Buying Power.

Table A-21
Number of Households by Income Range in Philadelphia County

Number of [Iouseholds' Percentage of Households'

Income 1990 2ooo 
2oos-2ooz."

2000 2005
-2007"- (est)

(est) 1990

Under $ 9,999 136,335 109,237
$10,000-14,999 59,331 49.035
$15,000-24,999 108,405 89,059
$25,000-49,999 190,237 t7t,2l5
$50,000 and over 106,432 171.737

Toral 6A0.740 590.283

1990 2000

Under $ 9,999 14,214 10,067
$10,000-14,999 8,133 6,657
$15,000-24,999 16,124 13,536
$25,000-49,999 31,003 30,965
$50,000 and over 22,519 44,312

Total 91.994 105.537

86,260 22.6
50,017 9.9
75,816 l8.1

147,471 31.7
198.421 17.6

s57,985 100.0

18.5

8.3

15.0

29.0
29.1

100.0

15.5
9.0

13.6

26.4
35.5

100.0

Source: U.S. Department of Commerce, Bureau of the Census.
" A household includes all the persons who occupy a housing unit.
*. 2005-2007 American Community Survev 3 vear estimates

Number of Households by Income Range in United States

Number of llouseholds
(000's)

Percentage of Households

1990 2000 2005-2007*
(est)

7.6
5.8
il.t
25.5

50
100.0%

2005-2007* (est)

8,514
6,429

12,364
28,489
55,81I

I11,609

15.5

8.8
11.5
JJ. I

24.5
100.0%

9.5
6.3

12.8

29.3
42.1

100.0%

Source: U.S. Department of Commerce, Economics and Statistics Administration,2000 Census of
Population. Figures may not add due to rounding.
' 2005-2007 American Communiff Survey 3 vear estimates
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Retail Sales

The following table reflects taxable sales for Philadelphia from Fiscal Years 1997 to 2008.

Table A-22
Philadelphia

Taxable Retail Sales 1997-2008
($000's)

Fiscal Year Taxable Sales

1997
1998
1999
2040
200r
2002
2003
2004
2005
2006
2007
2008

9,637,833
8,276,083
9,604,970

10,432,800
I 1,107,100
10,980,914
10,933,524
11,t72,231
t2,00t,439
12,839,137
13,643,582
13,704,958

Source: Figures determined by dividing the Philadelphia local sales tax reported by the
Pennsylvania Department of Revenue by the local sales tar rate of 0.01.

Transportation

The residents of the City and surrounding counties are served by a commuter transportation
system operated by SEPTA. This system includes two subway lines, a network of buses and trolleys, and
a commuter rail network joining Center City and other areas of the City to the airport and to the
surrounding counties. A high speed train line runs from southern New Jersey to Center City and is
operated by the Delaware River Port Authority. An important addition to the area's transportation system
was the opening of the airport high speed line between Center City and the Philadelphia International
Airport in 1985. The line places the airport less than 25 minutes from the Center City business district
and connects directly with the commuter rail network and the Convention Center, which opened in June
1993. The opening of the commuter rail tunnel in 1984 provided a unified City transportation system
linking the commuter rail system, the SEPTA bus, trolley, and subway lines, the high speed line to New
Jersey, and the airport high speed line.

Amtrak, SEPTA, Norfolk Southern, CSX Transportation, Conrail and the Canadian Pacific
provide inter-city commuter and freight rail services connecting Philadelphia to the other major cities and
markets in the United States. More than 100 truck lines serve the Philadelphia area.

The City now has one of the most accessible downtown areas in the nation with respect to
highway transportation by virtue of I 95; the Vine Street Expressway (I 676), running east-to-west
through the Central Business District between | 76 and I 95; and the "Blue Route" (l 476) in suburban
Delaware and Montgomery Counties which connects the Pennsylvania Turnpike and I 95 and thereby
feeds into the Schuylkill Expressway (l 76) and thus into Center City Philadelphia.

The Philadelphia International Airport (PHL) and Northeast Philadelphia Airport (PNE) comprise
the Philadelphia Airport System (the "Airport System"). The Airport System is owned by the City of
Philadelphia and is operated by the Department of Commerce's Division of Aviation. PHL is lacated 7 .2

miles southwest of Center City; and PNE, a smaller reliever airport, is located l0 miles northeast of
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Center Ciry-. PHL is accessible from major highways within the City and from surrounding communities
and SEPTA's Airport rail line. PHL provides its passengers with service on I I domestic carriers. two of
which also provide international service. and 13 regional caniers" while five foreign flag carriers also
provide intemational service. In addition, there are four all-cargo carriers. PHL serves as a key
connecting hub for US Airways.

Water and Wastewater Systems

The water and wastewater systems of Philadelphia are owned by the City and operated by the

City's Water Department. The water system provides water to the City (130 square mile service area), to
Aqua Pennsylvani4 [nc., formerly Philadelphia Suburban Water Company, and to the Bucks County
Water and Sewer Authority. The City obtains approximately 58 percent of its water from the Delaware
River and the balance frorn the Schuylkill River. The water system serves approximately 472,600
accounts through 3,137 miles of mains, three water treatment plants, 15 pumping stations and provides
fire protection through more than 25,000 fire hydrants.

The wastewater system services a total of 360 square miles of which 130 square miles are within
the City and 230 square miles are in suburban areas. The total number of accounts is approximately
471,000. The wastewater and stormwater systems contain three water pollution control plants, a biosolids
processing facility, 13 pumping stations, and approximately 3,652 miles of sewers. Based on its current
NPDES discharge permit, the City is required to achieve effluent limitations that are considered more

stringent than those required to achieve secondary treatment levels as defined in the Federal Water
Pollution Control Act" as amended.

Municipal Solid Waste Disposal

The City is responsible for collecting solid waste. including recycling, from residential
households and some commercial establishments. On average, approximately 3,000 tons of solid waste
per day is collected by the City. Municipal solid waste is disposed of through a combination of recycling
processing facilities, private and City transfer stations within the City limits, and at various landfills
operated outside the City limits. The City significantly reduced its waste disposal costs over the last

decade. The current disposal contract, whichbegan July 1,2005, continues this trend. Withthree one-
year City options, the contract can be extended through Fiscal Year 2012. Disposal rates escalate at a
relatively low rate of approximately three percent per year over the contract term, and multiple vendors
maximize operational fl exibi lity and effrc i encies.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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Housing

While the City's housing market has remained relatively stable, recently home values have gone

up, as shown on the table below:

Table A-23
Characteristics of Housing Units

1990 2000 2405-2007*
(est)

Total Housing Units
Philadelphia County 674,899 661,958 664,244
Pennsylvania 4,938,140 5,249,750 5,451,386
Percent Owner-Occupied
Philadelphia County 62.0% 59.3o/o 57.3%
Pennsylvania 7A.6% 71.3o/o 71.7o/o

Median Value of Owner-Occupied llousing
Philadelphia County $49,400 $59,700 $ 1 17,500
Pennsylvania $69,700 $97,000 $ 144,100
Number/Average Persons per Housing Unit
Philadelphia County 2.56 2.65 2.66
Pennsylvania 2.72 2.62 2.59

Source: U.S. Department of Commerce, Bureau of the Census.
*2005-2007 American Community Survey 3 year estimates.

Promoting Economic Development

Mission

The goal of the City's economic development strategy is to create, maintain, and develop: (l)
jobs by fostering an improved business environment; (2) increases in population; and (3) enhanced qualify
of life within the City of Philadelphia-all in order to grow the City's tax base.

Background

ln response to the national recession, in 2009 the City is poised to launch several reforms aimed
at enhancing its competitive position. By reorienting economic development services to provide
transparency and better address customer service needs. Philadelphia will strive to become the business

location of choice. This new business climate, coupled with recent cultural additions, neighborhood
reinvestment and a renewed sense of civic pride, is designed to enhance Philadelphia's position as a
world-class city.

Philadelphia's Competitive Advantages

Philadelphia's competitive advantages as a business location are based on size, strategic location,
relative affordability, cultural and recreational amenities, and its growing strength in key knowledge
industries. The City of Philadelphia, the fifth-largest city in the nation as of the last official census with
the third largest downtown population, is at the center of the sixth largest metropolitan region. Our region
includes the fourth largest retail sales market in the nation, as well as a diverse network of business

suppliers and complementary industries.
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Accessibility

Philadelphia is in a key position to access regional and international markets, due to the

transportation infrastructure centered here" including Philadelphia Intemational Airport, AMTRAK's
Northeast Corridor service, major interstate highway access, regional SEPTA service and the port. The

capacity of Philadelphia's transportation infrastructure is demonstrated by its median commuting time,
which is 19 percent lower than the national metropolitan average. Recent analysis has shown that
employees also benefit: Commuters to suburban firms, nearly all of whom drive to work, spend over
$6,200 per year in vehicle expenses. By contrast, 70 percent of downtown office workers use public
transit to get to work" and the annual cost of a SEPTA regional rail pass is just $?,172.In addition. 37
percent of downtown residents walk to work, the highest percentage of any major American city.

Culture

As a major urban center with a rich historical legacy, Philadelphia is increasingly gaining national
recognition for its cultural and recreational advantages, which include the many tourism assets

concentrated within city limits. Independence National Historical Park, the Philadelphia Art Museum.

and the Franklin Institute, as well as recent developments, such as the construction of the stunning
Kimmel Center for the Performing Arts and the National Constitution Center" are increasingly drawing
national attention. The development of new first-class sports facilities. as well as continued access and

development along the City's Delaware and Schuylkill River waterfronts, adds to this array.

Affordability

Philadelphia remains affordable when compared to its peers, as noted in the chart below.

lndex

Composite (100%)

Cost of Living 2008 (Third Quarter)

Philadelphia, Washington-Arlington Boston, MA New York National
PA - Arlington, DC-VA (Manhattan), NY Average

220.3t24.1 t37.7 t33.7 100.0

Source: Councilfor Community and Economic Resettrch ACCM Cost of Living lndex

The Council for Community and Economic Research determines "Cost of Living" by weighing
various living expenses including: cost of groceries, housing, utilities" transportation and health. The

national average cost for each index area is set at "100", and the indices for each place are then calculated
based upon their relation to that average. With lower composite indices indicating lower cost of living,
Philadelphia's composite index of 124.1 is an indication of how our region matches up to other east coast
peer metropolitan regions.

Educational Attainment

Philadelphia captures a significant portion of the region's educational employment and

enrollment because of its major colleges and universities. The City houses 40 percent of all students

during their studies, and the Philadelphia region retains a strong share ofits graduates (55 percent) and an

even greater share of graduates who are originally from the region (82 percent). The region retains 26
percent of non-native graduates, based on a survey of the class of 2005. On average, the region's
workforce over age 25 is better educated (with four-year college degrees) than those in other metropolitan
areas across the U.S. (32 percent, compared to 27 percent). At the same time, the City has one of the

lowest educational attainment rates in the nation, with only 20.7 percent of its 25-years-or-older
population possessing a bachelor's degree or higher in 2006.
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Real Estate Market

Despite challenges in the national economy, Philadelphia's central business district ('CBD"),
encompassing42.2 million rentable square feet, shows stable office market conditions. The strength of
the market is driven by the continued expansion of the city's major healthcare and educational
institutions, which are less likely to be impacted by the slowdown, and the growth of Comcast
Corporation. Recent developments in the financial seruices market offer both retention risks and
attraction opportunities for Philadelphia. Significant downsizing among law firms and other professional
services businesses pose the greatest challenge to the office market.

On the recovery side, Cushman & Wakefield's market forecast names Boston, Philadelphia,
Washington, DC and Seattle as places where markets "will be in a recovery-ready mode in 2010.". The
Center City office market has seen positive results in recent years, with 1 million sqLlare feet of net
absorption in 2006. 992,000 square feet in 2007 and approximately 876,000 sqlrare feet of positive net
absorption in 2008. Philadelphia's CBD boasted a direct vacancy rate of under 9Yofor the sixth quarter in
a row as of the first quafier of 2009. The overall vacancy rate, including the sublease market which has
seen a slight increase in activity but is still below national levels, is at 10.2o/o. The CBD experienced
130,000 square feet of leasing activity year to date. As building owners make substantial capital
investments and 'trophy' locations are in demand, Class A asking rental rates in the CBD have risen from
$25.85 in 2006 to $27.52 per square foot in the first quarter of2009. A concerted attraction and retention
campaign involving the combined efforts of the City, PIDC, the Center City District, the Greater
Philadelphia Chamber of Commerce, and the Commonwealth has sustained these market conditions.

Amidst the national slowdown in real estate, Philadelphia's single-family property market
remains consistent but is showing some signs of strain due to threats of increased foreclosures and a

stagnant buyers market. However, the rental real estate market continues to be positioned favorably.
Unburdened by a glut of speculative multifamily projects outstripping tenant demand, Philadelphia has

maintained a low apartment vacancy rate and has fared well when compared to other regions.

Major Industry Sectors

When compared to the average sector concentration in Pennsylvania counties, Philadelphia has a
higher concentration of employment in six sectors, as noted in the chart below.

Philadetphia Industry Concentrations Compared to Pennsylvania

Industrv

Education and Health Services
Financial Activities
Other Services
Professional and Business Services
Leisure and Hospitality
Information
Trade, Transportation, and Utilities
Manufacturing
Construction
Unclassified
Natural Resources and Minine

Pennsvlvania

1.34

0.97
0.98
0.91
0.87
0.82
0.99
l.l0
0.80
0.01
0.55

Philadelphia County

2.27
1.22

1.06

0.99
0.94
0.90
0.69
0.44
0.33
0.02
0.00

Source BLS: 2007 Location Quotient, 2006 Quarterly Census of Employment and ll/ages Data. Ratio of
anulysis-industry emploltment in the analysis area to base-industry employment in the analvsis area divided by
the ratio of analvsis-industry employment in the base ttrea to base-industry employment in the base area.
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Philadelphia has maintained an above-average concentration of employment in Education and

Health Services, Financial Activities, Other Services, Professional Business Services, Leisure and
Hospitality as well as Information Services. The ernployment base has undergone a gradual shift over the

last decade, most notably marked by growth in leisure/hospitality and education/health services sector
employment.

Despite a continued rise in unemployment over the past year, the overall gap between local and
national unemployment has shrunk considerably due to deteriorating market conditions brought on by the
nation's financial crisis.

As indicated in the chart below, until this year's economic downturn the City has consistently had
an unemployment rate between 1.4 to 1.9 percent higher than the national average.

2000 4.0% 42%
2001 4.7o/o 4.8o/o

2002 5.8%

Year
1997

1998

1999

4.9%
4.5%
4.2o/o

5.lo/o

4.6%

4.4o/o

5.60/o

5.7o/o

5.4o/o

s.0%
4.7%

4.4o/o

5.5o/o

U.S. Pennsylvania
7o Difference between

Philadelphia U.S. and Phila
6.8% 1.9%

6.20/o 1.7o/o

6.1% l.9o/o

5.6% l.60/o

6.10/o 1.4o/o

7.3o/o 1.5%

7.5% l.5o/o

7.3% l.8o/o

6.7% 1.6%

6.30/o 1.7%

6.0% 1.4%

7.2% l.4o/o

9.s% r.2%

2003 6.0o/o

2004 5.5%
2005 5.lo/o

2006 4.6a/o

2007 4.60/o

2008 5.8o/o

2009' 8.3% 8.lo/o
Source: Bttreau of Labor Statistics BLS).2008.
'2009 Preliminary estimate based on 4 month average (Jan. - Apr.)

The jobs report is mixed. As shown in the chart below, the local economy has reflected a trend
toward growth in particular sectors. Overall job growth in the Cify has decreased slightly in 2008 and

continues to be sluggish.

IREMAINDEROF PAGE INTENTIONALLY LEFT BLANK]
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Cluster Employment Data: City of Philadelphia
2003-2009

(in thousands)

Source: Bureau of Labor Statistics.
Note: All years have been restated based on current BLS data, retrieved 5.22.2009 from data.bls.gov.- 

2009 Preliminary estimates based on 3 month average (Jan. - March.)

While the ongoing economic crisis has dampened employment growth across virtually every
sector of the economy. "Philadelphia is coping better than many other urban areas throughout the U.S.,"
according to a recent economic report published by the Center City District. Much of this can be
attributed to the City's diverse employment base and its avoidance of speculative real estate and high-risk
financial activities that swept through the country following the "Technology Bust" of 2001.

The sector of Philadelphia's economy which has remained most insulated from the current
recession has been Education and Health Selices, capturing a9Yo growth rate since 2003. The City, in its
strategic plan for economic development and job growth, has identified the "Eds and Meds", along with
Professional and Business Services, and Leisure and Hospitality, as targeted growth sectors that will drive
the City's recovery process and position it for continued long-term growth.

The Education sector not only provides stable support to the local economy, but also generates a

steady supply of potential "Knowledge Industry" workers. In the knowledge industry, which relies on the
supply of aew college graduates, companies apply emerging technologies to deliver high-quality,
knowledge-based services. The knowledge industry includes sectors as diverse as financial services,
engineering, health care, insurance, law, life sciences, printing, publishing, and academia. In a 2009
report published by the Milken Institute, the Greater Philadelphia region's life sciences industry earned
the number one ranking of the study's "current impact" category by directly employing 94,400 workers
and generating $7.7 billion in direct revenue in 2008. These advantages equip Philadelphia and the region
to continue to build its knowledge industries.

While Philadelphia has a strong core of knowledge-based industries, the City must capitalize on
these advantages to ensure future growth and dynamism. Within the knowledge economy is another

Sector 2003 2004 2005 2006 2007 2008 2009-

7o Change
from

2003-2009"

Average
Annual

7o Chanee
Construction &
Minins 12.3 I 1.4 12 12.6 1 1.8 12.2 10.4 -15% -2.t%
Manufacturins 34 32.6 31.2 30 28.3 27.3 25.4 -25o/o -3.5%
Trade,
Transportation. &
utilities 95.8 90.9 90 88.6 88.0 87.5 85. I 1t% 1.5%

Information 15.9 13.6 13.2 12.7 12.9 12.3 l 1.8 -26% -3.7o/o

Financial
Activities 50.7 49 48.2 47.6 47.1 46.3 45.3 n% 1.5%
Professional &
Business Services 80.9 80.3 82.4 84. I 85.3 85.5 81.4 t% .t%
Education &
Health Services 185.3 184.1 186.8 t92 t96.4 2OL.I 202.7 9% 1.2%
Leisure &
Hosoitalitv 52.9 54.6 56.6 57.6 58.4 57.8 55.7 5o/o .7%
Other Services 29 28.5 28.5 28.2 28.2 28.1 27.7 -4% -0.6%

Government 114.7 l13 lll.4 108.4 105.9 104.5 r04.2 -9% 1.2%
Total 67 r.5 658 660.3 661.8 662.4 662.5 649.7
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sector of great importallce to Philadelphia and the region, the life sciences, which includes health care,

research, biotechnology, and pharmaceuticals. Philadelphia is capitalizing on the region's opportunity to
become an incubator for research generated by life sciences and educational institutions. Several sites

now foster incubator opportunities, including the Philadelphia Navy Yard, the Science Center in West
Philadelphia. and the west bank of the SchLrylkill River bordered by the University of Pennsylvania.
Children's Hospital of Pennsylvania and Drexel University.

Philadelphia's economy enjoys a large market share of for-profit creative industry companies
which are technology-driven. known as businesses representing the "creative economy." A subset of the
knowledge industry, the sector includes architecture, communications, design and merchandising, digital
media, engineering, fashion design, graphic arts, information technology, interior and industrial design,
marketing, music. film and video production, multimedia design, photography, planning product design
and software development. Philadelphia supports several initiatives with the goal of increasing
employment in this sector and fostering population growth in the City as a result.

Philadelphia International Airport

Philadelphia International Airport served 31.8 million passengers, including 4.0 million
intemational travelers, in calendar year 2008. ln 2007, PHL ranked seventeenth in the nation in terms of
total passengers and is presently the tenth busiest in the world for aircraft operations, according to data
reported by Airports Council lntemational North America. The regional economic impact of the Airport
is $14 billion annually PHL opened a new commuter terminal in 2001, a new international terminal in
May 2003, and recently completed the extension of Runway 17-35 to increase airfield capacity.

In 2005, the Airport issued three series of Airport Revenue Bonds which included $125 million in
fixed-rate Series 2005A bonds, $41 million in variable-rate Series 20058 bonds and $189.5 million in
variable-rate Series 2005C bonds. Proceeds of the 20054 and B bonds have enabled the Airpon to
undertake critical infrastructure projects, such as expansion of Terminals D and E, improvements to
Terminal A East" expansion of security checkpoints at Terminals B and C, and resurfacing of Runway
9R-27L. Proceeds of the 2005C bonds were used to refund the Airport's Series 1995A revenue bonds.

InAugust of 2007,theCityissuedthe2007A Bondsandthe200TB Bonds. Proceedsfromthe
2007A Bonds provide funding for several new capital projects including international terminal gate

expansion, design work for the expansion of Terminal F, design of a new in-line baggage system for
Terminal B/C, and an infrastructure improvement program. The 20078 Bonds refunded the Series 19978
Airport Revenue Bonds.

Philadelphia Industrial Development Corporation

Philadelphia lndustrial Development Corporation (PIDC) is a private, not-for-profit Pennsylvania
corporation, founded in 1958 by the City of Philadelphia and the Greater Philadelphia Chamber of
Commerce to promote economic development throughout the City. The many programs provided by
PIDC include (i) direct mortgage funding in a subordinate position at reduced interest rates for fixed asset

improvement to companies who intend to build or expand in Philadelphia; (ii) tax-exempt bond financing
to eligible borrowers through the Philadelphia Authority for Industrial Development (PAID); (iii) offering
of fully improved parcels of land for sale in more than a dozen designated industrial parks and districts
across the City; and (iv) offering of development assistance and project management to a range of
Philadelphia's development and non-profit corporations.

Financing Programs

PIDC offers a variety of Financing Programs to assist economic development for all segments of
the Philadelphia market. Primary categories include:
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PIDC Loan Programs: Largely funded by federal, state, and local govemment sources, PIDC
loan programs generally offer subordinated financing and below-market rates which encourage
investment in Philadelphia. Specific terms and uses vary and may cover infrastructure costs, land
acquisition, building construction, machinery/equipment purchase, or working capital. During 2008.
PIDC settled 37 loan transactions and provided approximately $55 million of funding to projects valued
at$237 million.

PAID Bond Program: PIDC also manages the Philadelphia Authoriry for Industrial Development
(PAID). PAID issues. as a conduit, tax-exempt bonds for qualified manufacturing and not-for-profit and
other projects. PAID is also a conduit for taxable issues. During calendar year 2008, PAID settled 25
bond issues for $389.8 million in financing and total project costs of $419.3 million.

Real Estate Services

On behalf of the City of Philadelphia, PIDC is responsible for acquiring, improving and selling
industrial and commercial land in strategic locations throughout the City. Over the years, PIDC has

successfully leveraged economic development on more than 2.000 acres of such land.

o Industrial Land: PIDC parcels are competitively priced, zoned for immediate development,
environmentally clean, and fully improved with roads and utilities. Many of these sites are
located in established Northeast, West, and Southwest Philadelphia industrial park settings
with excellent access to transportation and workforce. Others are situated in redeveloping
commercial neighborhood corridors.

o Most of PIDC's properties are in designated incentive areas, which include specific
entitlements to tax abatements, low interest loans and other benefits. Of particular note are
the Keystone Opportunity Zones (KOZs), which abate business taxes for varying terms.

o Public Property Sales: ln 2005, PIDC entered into an agreement with the City's
Department of Public Property to market the City's surplus real estate throughout
Philadelphia. During 2008, PIDC completed 8 different transactions with a combined sale
price of $5.996 million. Since this effort began, PIDC has completed the sale of 27
properties resulting in approxirnately $14 million for the City's General Fund.

o Developer Selection: When demand is present, PIDC also manages developer selection
and sales of key real estate assets utilizing conventional RFQ/RFP methodology.
Currently, PIDC is developing a handful of RFQ/RFP documents for sites that are likely to
be in demand when the real estate market rebounds.

o ln summary, PIDC closed 12land sales, totaling44.3 acres in 2008. This level of activity
is consistent with 2008 and represents the impacts of the overall slowdown in the national
and regional economy. In Fiscal Year 2a09, PIDC working along with the City of
Philadelphia's Commerce Department and the City Planning Commission will complete a

study of Philadelphia's industrial land inventory, characteristics, and projected demand to
develop a new industrial land policy to serve as a guide for the nature, location and scale of
industrial land acquisition and development for the foreseeable future.

The Navy Yard

During the past decade, the United States Department of Defense has downsized significantly in
the Philadelphia area, resulting in substantial excess real estate in the city. PIDC is responsible for
convertilg these former military properties to civilian use, and many of the dispositions realized during
2003-2006 included development sites from this portfolio.
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Located on the Delaware River at the south end of Broad Street, The Navy Yard is the largest
former Defense Department asset, with 1,000 acres and 6.5 million square feet of existing industrial and
oftice space. Since the ownership transfer in March 2000. PIDC has been responsible for planning,
operations and development of this massive properfy.

Initial emphasis was on upgrading roads and utilities systems with over $25 million of
infrastructure investment. Development of the Aker Philadelphia Shipyard, a $300 million state-of-the-
art facility, was funded by federal, state, and local sources. Successful leasing and development efforts
have resulted in more than 80 companies and three Navy operations occupying more than 4.5 million
square feet of space and employing more than 7,000 people. In September 2004, PIDC and the City
released an updated Navy Yard Master Plan, which focuses on mixed use development on 400 acres east

of Broad Street and envisions over 52 billion of private investment in office, research, retail, residential,
and recreational projects. To date, major progress was achieved in implementation of the Master Plan:

r lndustrial Anchors: The Navy Yard continues to be a vital industrial and manufacturing
center, with the Aker Philadelphia Shipyard as a major anchor activity. Aker employs
1.300 in its commercial shipbuilding operation and is in the midst of $2 billion worth of
ship orders. This robust activity also supports a number of supplier and related industrial
and manufacturing companies located at The Navy Yard. The US Navy also retains
significant industrial facilities to support its foundry and propeller shop with nearly 800
employees. Building on the skilled workforce and range of industrial supplier companies
located at The Navy Yard, an affiliate of Boston Ship repair leased a dry-dock, pier and

related facilities in 2007 and commenced ship repair in 2008. Also in 2007, Tasty Baking
Company announced plans for, and began construction on, a new 350,000 SF bakery and
distribution center at The Navy Yard. This facility will be operational in 2009. This
facility, along with an additional 200,000 SF of speculative flex and industrial space, is

being developed in the Navy Yard Commerce Center by Liberty Property Trust and
Synterra Partners.

o Navy Yard Corporate Center: In2003, PIDC selected a team led by Liberty Property Trust
and Synterra Partners to develop 72 acres with 1.4 million square feet of Class A office
space. Liberfy/Syntena has developed three buildings, (i) a 77,000-square-foot, multi-
tenant speculative building which is now 100 percent leased, (ii) a 47,000 square foot
build-to-suit headquarters for Unique Industries and (iii) a 95,000 square foot office
building currently under construction. The third building will be a multi-tenant building to
include Tasty Baking Company's corporate headquarters as the anchor tenant and will open
in2009 with more than7}%o of the space now leased..

o Additional Corporate Office Activity: The Navy Yard's shift from a federal, industrial
properfy to a private sector business park with corporate/research future has defined itself
in recent years with a combination of headquarters relocations by Vitetta Architects and
Engineers, Unique lndustries, and Barthco International. ln 2006, Urban Outfitters, a major
retailer of clothing, furnishings and accessories completed its $ll5 million corporate
campus, an award-winning historic conversion of approximately 300,000 SF of former
industrial facilities now housing more than 900 employees.

o Research and Development: In addition to the development of general corporate office
facilities, The Navy Yard has established an important market segment in technology and
R&D activity. This activity is anchored by the Naval Ship Systems Engineering Station, an

1.800 person federal research lab that houses the Navy's premier research organization
focusing on power, energy, fuel cells, propulsion, IT and systems integration. In order to
complement and expand this research base, the Commonwealth designated the Navy Yard
as a Keystone Innovation Zone (KlZ), providing access to variety of state incentives for
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technology development. The KIZ team led by PIDC includes the U.S. Navy, Penn State

University, the Delaware Valley Industrial Resource Center (DVIRC), the City of
Philadelphia and the Ben Franklin Technology Partners of Southeastem Pennsylvania.
Early initiatives of the KIZ have resulted in Penn State establishing a Nary Yard location
for its graduate level engineering program; the relocation of Ben Franklin Technology
Partners' Corporate Office to The Navy Yard; the development of the Building 100
Innovation Center by Ben Franklin, DVIRC and PIDC to house early stage technology
companies focused on power and energy related research; and a cadre of 12 KIZ related
companies with offices at The Navy Yard. PIDC and Penn State have also prepared initial
plans for a $70 million, 120,000 SF Energy Engineering and Technology Innovation Center
that will provide Penn State with a major research presence at The Navy Yard.

The Navy Yard also supports a significant and growing life sciences community. 1n2004,
AppTec Laboratory Services, a Minneapolis based provider of contract testing and
manufacturing services to the pharmaceutical sector, developed a new, 75,000 SF office
and lab facility at The Navy Yard. Established with approximately 40 employees initially,
AppTec now has more than 260 employees at The Navy Yard. In 2008, WuXi
Pharmaceuticals acquired AppTec and now houses its North American contract testing
operation at The Navy Yard. Phoenix [P Ventures, an intellectual properry Merchant Bank
focused in the life sciences are4 established its corporate headquarters at The Navy Yard,
where it also houses operations for its growing base of companies.

Additional Projects under Construction

The following table lists additional projects currently under construction in the City for the
CitylPublic sector.

Table A-25
Projects under Construction

Proiect Estimated Cost

City Hall Exterior Renovation Project
Presidents House
Robin Hood Dell Restoration
Emergency Standby Generators
Herron & Gambrel Playground
Improvements
Philadelphia Industrial Coruectional Center
Security Upgrade Project
Fire Point Source Capture
Waterworks Dredging Enhancement

Source: Office ofBudget and Program Evaluation, January 2009

$90,000,000
$8,400,000
$5,500,000
$4,600,000
$2,600,000

$ 2,100,000

$ 11,000,000

$1,000,000
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APPENDIX D

SUMMARIES OF THE ACT AND LEGISLATION AUTHORIZING
THE ISSUANCE OF THE BONDS

The following are summaries of cerlain provisions of The First Class City Revenue Bond
Act, as amended and supplemented (the "Act"), the General Gas Revenue Bond Ordinance of
1975, as amended and supplemented (the "1975 General Ordinance") and the General Gas
Works Revenue Bond Ordinance of 1998, as amended and supplemented (the "1998 General
Ordinance"), which generally authorize the issuance of Gas Works Revenue Bonds (L975
General Ordinance) and Gas Works Revenue Bonds (1998 General Ordinance), respectively.
Also summaized herein is the Ninth Supplemental Ordinance to the 1998 General Ordinance
(the "Ninth Supplemental Ordinance"), which authorizes the issuance of the Gas Works Revenue
Refunding Bonds, Eighth Series (1998 General Ordinance) (the "Eighth Series Bonds"). The
summaries are not, and should not be regarded as, complete statements of the provisions of this
legislation or of the portions thereof summarized. Reference is made to the Act, the 1975
General Ordinance, the 1998 General Ordinance and the Ninth Supplemental Ordinance, copies
of which are available from the Office of the Director of Finance, 1300 Municipal Services
Building, l40l John F. Kennedy Boulevard, Philadelphia, Pennsylvania 19102, for the complete
terms and provisions thereof. Certain terms used in this summary are defined below. Other
terms used herein are defined in the Act, the 1975 General Ordinance, the 1998 General
Ordinance and the Ninth Supplemental Ordinance and, unless otherwise stated, shall have the
meanings set forth therein.

THE FIRST CLASS CITY REVENUE BOND ACT
(Atct234 of the General Assembly of the Commonwealth

Approved October 18,1972,P.L.955; 53 P.S. $$ 15901-24)

General Authorization; Definitions; Bonds to be Special Obligations

The Act is intended to provide a comprehensive authorization to The City of
Phitadelphia, Pennsylvania (the "City") and any other Pennsylvania city of the first class to issue
revenue bonds ("Bonds") to finance various types of projects or to refund previously issued
Bonds and certain other bonds, as more fully described herein under "Refunding."

Project is defined as any buildings, structures, facilities or improvements of a public
nature, the related land, rights or leasehold estates in land, and the related furnishings,
machinery, apparatus or equipment of a capital nature, which the City is authorized to own,
construct, acquire, improve, lease as lessor or lessee, operate, maintain or support; any item of
construction, acquisition or extraordinary maintenance or repair thereof, the City's share of the
cost of any of the foregoing or any combination thereof undertaken jointly with others; and any
combination of the foregoing or any undivided portion of the cost of any of the foregoing as may
be designated a project by the City for financing purposes and in respect of which the City may
reasonably be expected to receive Project Revenues.

Project Revenues is defined as, in respect of a Project, all rents, rates, tolls or charges
imposed or charged for the use or product of or services generated from the Project to the
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ultimate users or customers thereof, all payments under bulk contracts with municipalities,
government instrumentalities or other bulk users, all subsidies or payments payable by federal,
state or local governments or governmental agencies on account of the cost of operation of, or
the payment of the principal of or interest on moneys borrowed to finance the cost of the Project,
and may include reasonable estimates of all interest on and profits from investment of moneys
derived from the foregoing.

Bonds issued under the Act are required to be secured by and payable solely from Project
Revenues and by any reserve funds which may be created or funded in connection with the
Bonds. The Bonds are not permitted to pledge the credit or taxing power of the City, to create a
debt or charge against the tax or general revenues of the City, or to create a lien against any City
property of the City other than the Project Revenues pledged therefor. The obligations
represented by the Bonds do not constitute a debt of the City, and are excluded from the
calculation of the City's debt-incurring capacity under the Pennsylvania Constitution.

Estimate of Future Revenues in Ordinance

The Act requires a finding to be made in the ordinance authorizing the issuance of the
Bonds that the pledged Project Revenues will be sufficient to pay any prior parity charges on
such pledged Project Revenues and the principal of and interest on the Bonds. This finding is to
be based on a report of the chief fiscal officer of the City filed with the City Council and
supported by appropriate schedules and summaries. The report of the chief fiscal officer of the
City may be based on the final report of the head of the department or agency of the City having
jurisdiction over the project involved or on certificates of a registered engineer engaged by the
City to compile relevant data.

For the purpose of calculating projected annual Project Revenues for each year, the Act
provides that: (i) only those rents, rates, tolls or charges to the general public shall be included
which, under an appropriate ordinance, resolution or rate schedule duly adopted and in full force
and effect as of the date of calculation will be reasonably collectible in such year under the
schedule or rate of rents, rates, tolls or charges which are or will be in effect during such year, or
which may be imposed by administrative action without further legislation; (ii) only those bulk
payments shall be included which may be imposed under subsisting legislation or which are
provided under subsisting agreements or are the subject of an expression of intent by the
prospective obligor deemed reliable by the chief fiscal officer of the City; and (iii) only those
governmental subsidies or payments shall be included which, under existing legislation, are
subject to reasonably precise calculation and, unless stated in such legislation or authorization to
be of an annual or more frequently recurring nature, are payable in such year.

Details of Bonds and City Covenants

The Act provides that the ordinance authorizing the issuance of the Bonds shall state the
aggregate amount of Bonds to be issued and determine, or designate officers of the City to
determine, the form and details of the Bonds. Subject to applicable constitutional provisions, the
City may include in its bond ordinance various covenants with bondholders, including covenants
governing the segregation, custody, investment and disbursement of construction funds, the
imposition, collection, custody and disbursement of Project Revenues, the operation and
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maintenance, replaced and insurance of the Project, the establishment, segregation, maintenance,
custody, investment and disbursement of sinking funds and other special funds, accounts and
reserves, the issuance of additional priority or parity Bonds, the redemption of Bonds, the rights
and remedies of obligees upon default, and such other provisions as the City deems necessary or
desirable in the interest of or for the protection of the City or of such bondholders. Under the

Act, such covenants, terms and provisions of the bond ordinance constitute contractual
obligations of the City subject to modification (with such limitations as may be specified in the

bond ordinance) by agreement with a majority in interest of the bondholders or such larger
portion thereof as may be provided in the bond ordinance.

Sinking Fund

The Act requires that the bond ordinance shall provide for the establishment and
maintenance of a sinking fund or shall designate a previously established sinking fund for the
payment of the principal of and interest on the Bonds as the same become due and payable or
upon redemption and for the payment of State taxes, if any, assumed by the City to be paid on
the Bonds. Payment into such sinking fund shall be made in annual or more frequent
installments commencing not later than one year subsequent to the completion of the Project in
respect of Bonds issued for construction or acquisition of the Project, and in all other cases, not
later than one year subsequent to the date of the Bonds, and shall be sufficient to pay or
accumulate for payment all principal of and interest on the Bonds for which the sinking fund is
established and all State taxes, if any, assumed by the City to be paid on such Bonds, as and
when the same shall become due and payable. The sinking fund and any other funds or accounts
established by the bond ordinance shall be managed by the chief fiscal officer of the City and
moneys therein, to the extent not currently required, shall be invested, subject to limitations
established by the bond ordinance and the Act. Interest and profits from investment of moneys
in the sinking fund and other funds shall be added to such fund and may be applied in reduction
of or to complete required deposits to the sinking fund. Excess moneys in the sinking fund shall
be repaid to the City for its general purposes or as otherwise provided in the bond ordinance. All
moneys deposited in the sinking fund are subject to a perfected security interest for the Bonds for
which the sinking fund is established until properly disbursed.

Refunding

Bonds outstanding under the Act or other bonds issued for purposes for which Bonds are

issuable under the Act, whether issued before or after the effective date of the Act, may be
refunded by Bonds issued under the Act and such refunding Bonds are subject to the same

protections and provisions required for the issuance of an original issue of Bonds, provided that
the last stated maturity date of the refunding Bonds is not later than ten years after the last stated
maturity date of the bonds to be refunded. The principal of and interest to payment or
redemption date and redemption premium payable, if any, in respect of bonds to be refunded will
no longer be deemed to be outstanding obligations of the City (i) when the City shall have
deposited with a bank, bank and trust company or trust company funds represented by demand
deposits, interest-bearing time accounts, savings deposits, certificates of deposit or specified
noncallable obligations of the United States or of the Commonwealth of Pennsylvania (provided
such deposits or accounts are insured or secured as public deposits with securities having at all
times a market value exclusive of accrued interest equal to the principal amount thereofl, which
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are sufficient to effect, and are irrevocably pledged to, the redemption or payment of such bonds.
and, (ii) when the City shall have duly called the Bonds for redemption and shall have met all
notice requirements or given irrevocable instruction to give such notice.

Yalidity of Proceedings; Suits and Limitations Thereon

Prior to the delivery of Bonds, the City must file with the Court of Common Pleas of
Philadelphia County (the "Court") a transcript of the proceedings authorizing the issuance of
such Bonds. If no action asserting the invalidity of such proceedings is brought on or before the
twentieth day following the date of recording of the transcript, the validity of the proceedings,
the City's right to issue such Bonds authorized thereby, the lawful nature of the purpose for
which such Bonds are issued, and the validity and enforceability of such Bonds in accordance
with their terms may not thereafter be inquired into judicially, in equity, at law, or by civil or
criminal proceedings, or otherwise, either directly, or collaterally, except where a constitutional
question is involved.

Negotiable Instruments

The Act provides that Bonds issued thereunder shall have all the qualities and incidents
of securities under Article 8 of the Uniform Commercial Code of the Commonwealth of
Pennsylvania and shall be negotiable instruments.

Exemption from State Taxation

The Commonwealth pledges with the Holders from time to time of Bonds issued under
the Act that such Bonds and the interest thereon shall at all times be free from taxation within
and by the Commonwealth of Pennsylvania, but this exemption does not extend to underwriting
profits or to gift, succession or inheritance taxes or any other taxes not levied directly on the
Bonds, the receipt of income therefrom or the realization of gains on the sale therefrom. Profits,
gains or income derived from the sale, exchange or other disposition of the Bonds are subject to
state and local taxation within the Commonwealth of Pennsvlvania.

Defaults and Remedies

If the City should fail to pay or cause to be paid the principal of or interest on any Bond
as the same shall become due, the Act permits the Holder of any such Bond, subject to the
limitations described below, to recover the amount due in an action in assumpsit the court of
common pleas of the county. However, a judgment rendered in favor of the bondholder in such
an action is limited to assessments, revenues, rates, rents, tolls and charges from the Project
which are pledged for the payment of such Bond. The Holders of 25Vo in aggregate principal
amount of any series of Bonds then outstanding which are in default, whether because of failure
of timely payment which is not cured within 30 days or failure of the City to comply with any
other provisions of the Bonds or any bond ordinance, may appoint a trustee to represent the
Holders of all such Bonds, and such representation shall be exclusive for the purposes provided
in the Act. Such trustee may and, upon written request of the Holders of 25Vo in aggregate
principal amount of such Bonds then outstanding, and on being furnished with indemnity
satisfactory to it, shall take one or more of the following actions which, if taken, shall preclude
similar action, whether previously or subsequently initiated, by individual Holders of Bonds: (1)
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enforce, by proceedings at law or in equity, all rights of the Holders of the Bonds, including the
right to require the City to impose and collect pledged rents, rates, tolls and charges or to require
the City to carry out any other agreements with the Holders of such Bonds; (2) bring suit on the
Bonds with the same effect as a suit by any Holder of the Bonds; (3) bring suit in equity to
require the City to account as if it were a trustee of an express trust for the holders of such Bonds
for all pledged Project Revenues received and/or to enjoin any acts or things which may be
unlawful or in violation of the rights of the Holders of any Bonds; and (4) after 30 days' written
notice to the City and subject to any limitations in the bond ordinance, declare the unpaid
principal of all Bonds issued pursuant to the 1998 General Ordinance to be immediately due and
payable, together with interest thereon at the rates stated in the Bonds until final payment, and,
upon the curing of all defaults, to annul such declaration and its consequences. The court, in
cases of extreme hardship, may provide for the payment of sums levied in five or less annual
installments with interest at a rate sufficient to cover the interest accruing on the Bonds. In any
suit, action or proceeding by or on behalf of Holders of defaulted Bonds, the fees and expenses
of a trustee, including operating costs of a Project and reasonable counsel fees, which are

allowed by the court shall be deemed additional principal due on the Bonds and shall be paid in
full from any recovery prior to any distribution to the Holders of the Bonds. (The 1998 General
Ordinance limits any such recovery to Project Revenues.) The trustee shall make distribution of
any sums so collected in accordance with the Act.

Refunding With General Obligation Bonds

Upon certification by the City's chief fiscal officer that Project Revenues for the payment
of Bonds have become insufficient to meet the requirements of the ordinance or ordinances
under which the Bonds were issued, the City Council is empowered, but not required, subject to
applicable Pennsylvania constitutional debt limitations, to authorize the issuance and sale of
general obligation refunding bonds of the City without limitation as to rate of interest and in such
principal amount as may be required, together with other available funds to pay and redeem such
Bonds, including principal, interest to the date fixed for redemption or payment and redemption
premium, if any.

THE 1975 GENERAL ORDINANCE
Ordinance of City Council Approved

May 30, 1975 - Bill No. 1871
(the "1975 General Ordinance")

Pursuant to the authorization contained in &e Act; the City has enacted the 1975 General
Ordinance. The City has made a pledge of, and has granted a security interest in all Project
Revenues and all accounts, contract rights and general intangibles representing Project Revenues
for the security and payment of all Bonds issued under the 1975 General Ordinance.

Definitions Under the 1975 General Ordinance

Acl means The First Class City Revenue Bond Act approved October 18, 1974 (Act No.
234, 53 P.S. $15901 to 15924) as from time to time amended. The words and phrases which are

defined in the Act shall have such defined meanins when used in the 1975 General Ordinance.
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Bond or Bonds means any gas works revenue bond of the City issued and outstanding
pursuant to the Act under the 1975 General Ordinance and any supplemental ordinance thereto
and shall include installment bonds, temporary bonds and interim certificates.

Bondholder means the Holder of any bearer bond and the registered owner of any
registered bond and the term Holder, or Holders unless the context otherwise requires, shall be
deemed to include the resistered owners of anv bond or bonds as well as the Holders of bearer
bonds.

Ciry means the City of Philadelphia, Pennsylvania.

City Charges are defined to be the proportionate charges for services performed for the
Gas Works by all officers, departments, boards or commissions of the City which are contained
in the computation of Operating Expenses of the Gas Works including, without limitation, the
expenses of the Gas Commission and the base payments to the City contained in the agreement
between the City and the manager of the Gas Works and all other payments made to the City
from Project Revenues.

Director of Finance means the chief financial, accounting and budget officer of the City
as established by the Philadelphia Home Rule Charter.

Fiscal Agenl means the bank named as such in the 1975 General Ordinance.

Fiscal Year is defined as the fiscal year for the Gas Works provided in any ordinance of
the City from time to time enacted and, if no other Fiscal Year is established by ordinance, it
shall mean the fiscal year of the City.

Gas Works means all property, real and personal, owned by the City and used in the
acquisition or manufacture, storage and distribution of natural, liquefied, synthetic or
manufactured gas or in the maintenance, management or administration thereof, and also means,
as the context may require, the business entity managed by the Manager.

Manager means The Philadelphia Facilities Management Corporation currently
managing the Gas Works pursuant to an ordinance of City Council approved December 29,
1972, setting forth the Agreement between the City and The Philadelphia Facilities Management
Cotporation, or its successor or such other person, corporation, board, commission or department
of the City, which may be designated by ordinance to manage the Gas Works.

Net Operating Expenses are defined to be Operating Expenses exclusive of City Charges.

Operating Expenses are defined to be all costs and expenses of the Gas Works necessary
and appropriate to operate and maintain the Gas Works in good operable condition during each
Fiscal Year including, without limitation, the manager's fee, salaries and wages, purchases of
service by contract, costs of materials, supplies and expendable equipment, maintenance costs,
costs of any property or the replacement thereof or for any work or project related to the Gas
Works which does not have a probable useful life of at least five years, pension and welfare plan
and workmen's compensation requirements, provision for claims, refunds and uncollectible
receivables and for City Charges, all in accordance with generally acceptable municipal
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accounting principles consistently applied, but shall exclude depreciation and interest and
sinking fund charges.

Project Revenues are defined to include all rents, rates and charges imposed or charged
by the City upon the owners or occupants of properties connected to, and upon all users of gas

distributed by the Gas Works and all other revenues derived from the Gas Works (the Project
Revenues) as such term is defined in the Act, and all accounts, contract rights and general
intangibles representing the Project Revenues and in each case, the proceeds of the foregoing.

Rate Covendl,t means the rate covenant contained in subsection (b) of Section 4.03 of the
1975 General Ordinance.

Series when applied to Bonds means collectively all of the Bonds of a given issue
authorized by Supplemental Ordinance as provided therein and may also mean, if appropriate, a

subseries of any series if, for any reason, the City should determine to divide any series into one
or more subseries of Bonds.

Sinking Fttnd means the Gas Works Revenue Bond Sinking Fund established by Section
6.01 of the 1975 General Ordinance.

Sinking Fund Depositary means the bank named as such in Section 6.02 of the 1975
General Ordinance or its successor.

Sinking Fund Reserve means the Sinking Fund Reserve established by Section 6.04 of the
1975 General Ordinance.

Supplemental Ordinance means an ordinance supplemental to the 1975 General
Ordinance enacted pursuant to the Act and the 1975 General Ordinance by the Council of the
City authorizing the issuance of a series of Bonds.

Security

The City has pledged, pursuant to the 1975 General Ordinance, for the security and
payment of all Bonds issued under the 1975 General Ordinance and has granted a lien on and
security interest in, all Project Revenues.

Priority in Application of Project Revenues

Prior to default, the 1975 General Ordinance establishes the following priorities in the
application of Project Revenues during each Fiscal Year.

(a) to Net Operating Expenses;

(b) to required payments into the Sinking Fund established under the 1975 General
Ordinance to pay the principal of and interest on all Bonds issued under the 1975 General
Ordinance and to accumulate, or to restore any deficiency in the Sinking Fund Reserve;

D-7



(c) to the payment of general obligation bonds, which have been adjudged to be self-
liquidating on the basis of expected revenues from the Gas Works:

(d) to the payment of interest and sinking fund charges of other general obligation
debt incurred for the Gas Works; and

(e) to the payment of City Charges, including any Base Payment due to the City.

The 1998 Generai Ordinance and the 2005 Note Ordinance establish a priority in
application of Gas Works Revenues that modifies the application after item Second above (see

the priority in application under the summary of the 1998 General Ordinance that follows).

The balance of the Project Revenues in any Fiscal Year may, upon the approval of the
Gas Commission, be paid to the City, provided that in a given Fiscal Year the balance so paid
does not exceed the amount of earnings on the Sinking Fund Reserve transferred and paid to the
Gas Work's operating funds during the same Fiscal Year. The 1975 General Ordinance does not
require the segregation of revenues upon their collection prior to default.

Rate Covenant

The Rate Covenant requires the City, at a minimum, to impose, charge and collect in each
Fiscal Year such gas rates and charges as shall, together with all other Project Revenues to be
received in such Fiscal Year, equal not less than the greater of:

First: The sum of:

(A) all Net Operating Expenses payable during such Fiscal Year;

(B) 150Vo of the amount required to pay Sinking Fund requirements for the
principal of and interest on all Bonds issued and outstanding under the 1975 General
Ordinance which will become due and payable during such Fiscal Year; and

(C) the amount, if any, required to be paid into the Sinking Fund Reserve

during such Fiscal Year, or

Second: The sum of:

all Net Operating Expenses payable during such Fiscal Year; and

(B) all Sinking Fund deposits required during such Fiscal Year in respect of all
outstanding Bonds and in respect of all outstanding general obligation bonds issued for
improvements to the Gas Works and all amounts, if any, required during such Fiscal Year
to be paid into the Sinking Fund Reserve.

(A)
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Additional Covenants

The City further covenants that: (l) it will pay or cause to be paid from the Project
Revenues the principal of, premium, if any, and interest on all Bonds as the same shall become
due and payable; (2) it will continuously maintain in good condition and operate the Gas Works;
and (3) it will not, in any Fiscal Year, pay from Project Revenues any City Charges or deposit
from the Project Revenues in the general sinking fund of the City any sinking fund charges in
respect of general obligation bonds of the City unless, prior to or concurrently with such
payment, it shall satisfy all Sinking Fund requirements on Bonds outstanding under the 1975

General Ordinance for such Fiscal Year.

Report Requirements

The City shall file with the Fiscal Agent not later than 120 days after the close of each
Fiscal Year a report of the operation of the Gas Works, including specified financial data,
showing compliance with the Rate Covenant and accompanied by a certificate of the manager of
the Gas Works that the Gas Works are in good operating condition and a certificate of the
Director of Finance that, as of the date of such report, the City has complied with all covenants
and requirements of the 1975 General Ordinance and Supplemental Ordinances. Copies of such
reports will be available, for a period of ten (10) years, to bondholders and may be inspected and
copied at all reasonable times by bondholders or their representatives.

General Obligation Bonds - Junior Lien Revenue Bonds

The City reserves the right to finance Gas Works Projects by issuing general obligation
bonds or revenue bonds, under authorization other than the 1975 General Ordinance and
Supplemental Ordinances, for the payment of which Project Revenues may be pledged, provided
that such pledge is subject and subordinate to the prior payments in each Fiscal Year of all
Sinking Fund requirements of all Bonds issued under the 1975 General Ordinance.

Conditions of Issuing Bonds

Prior to the issuance of any series of Bonds, the Council of the City shall adopt an
ordinance supplemental to the 1975 General Ordinance meeting the requirements of the 1975
General Ordinance.

Prior to the issuance of any series of Bonds under the 1975 General Ordinance, the
Director of Finance shall, in addition to the filing requirements of Section 12 of the Act, file with
the Fiscal Agent a transcript of the proceedings authorizing the issuance of such series of Bonds
which shall include (i) a certified copy of the 1975 General Ordinance (unless previously so
filed); (ii) a cenified copy of the Supplemental Ordinance; (iii) an executed or certified copy of
the report of the Director of Finance required by subsection (a) of Section 8 of the Act; (iv) an
executed copy of the opinion of the City Solicitor required by subsection (b) of Section 8 of the
Act; and (v) an executed copy of the Engineer's report required pursuant to the terms of the 1975

General Ordinance; and (vi) a certificate of the Director of Finance that there is no default in the
payment of the principal of, interest on, or premiums, if any, payable in respect of any Bonds,
that the amounts currently on deposit in the Sinking Fund Reserve meet the requirements of the
1975 General Ordinance with respect thereto, that the report for the latest completed Fiscal Year
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of the City was in compliance with the Rate Covenant as therein shown, and that the City is
currently in compliance with the Rate Covenant and all other covenants contained in the 1975

General Ordinance and all Supplemental Ordinances; and thereupon the proper officers of the
City and the Fiscal Agent shall be authorized to execute and deliver the Bonds so authorized, to
receipt for the purchase price thereof and to execute and deliver on behalf of the City the usual
closing statements, affi davits and certificates.

Sinking Fund and Sinking Fund Reserve

A Gas Works Revenue Bond Sinking Fund is established for the benefit of all Bonds
issued under the 1975 General Ordinance which shall be held in an account separate and apart
from all other accounts of the City. On or before each interest and principal payment date for the
Bonds, the Director of Finance shall deposit in the Sinking Fund from Project Revenues the
amount sufficient, together with interest and profits on investments held therein, to pay the
principal of and interest on the Bonds due and payable on such interest or principal payment
date. The 1975 General Ordinance authorizes the appointment, in accordance with legal
procedures, of one or more banks to act as Fiscal Agent andor paying agent for all Bonds or for
any series of Bonds issued thereunder and reserves to the City the right to appoint other or
additional banks from time to time. The Fiscal Agent for any particular series will act as

registrar and Sinking Fund Depositary for that series. The moneys in the Sinking Fund are

required to be secured, and invested and reinvested under management of the Director of
Finance.

The Sinking Fund Reserve is established as a separate account in the Sinking Fund and is
to be held by the Sinking Fund Depositary in an amount equal to the maximum amount required
in any Fiscal Year to pay the debt service on the Bonds. The Sinking Fund Reserve shall be

funded from either (i) the proceeds of each series of Bonds in an a series becoming due and
payable in such Fiscal Year or (ii) the accumulation of Project Revenues over a period of not
more than six Fiscal Years.

The moneys and investments (valued at market) in the Sinking Fund Reserve shall be
maintained in an amount equal at all times to the maximum principal and interest requirements in
any subsequent Fiscal Year of all Bonds issued and outstanding under the 1975 General
Ordinance; provided, however, that the Supplemental Ordinance authorizing the issuance of any
such series may provide for the funding of such amount from Project Revenues over a period of
not more than six Fiscal Years after the issuance and delivery of such Bonds. If at any time the
moneys in the Sinking Fund, other than in the Sinking Fund Reserve, are insufficient to pay
when due the principal of (and premium, if any) or interest on any Bond or Bonds, the Sinking
Fund Depositary shall withdraw from the Sinking Fund Reserve and pay to the Fiscal Agent the
amount of such deficiency. If, by reason of such withdrawal or for any other reason, there shall
be a deficiency in the Sinking Fund Reserve, the City covenants to restore such deficiency by
daily deposits of at least 50Vo of Project Revenues.

Transfer of Income on Sinking Fund Reserve

The 1975 General Ordinance provides that all interest and income earned on moneys held
in the Sinking Fund Reserve may, to the extent not required to comply with the requirements of

D-10



the 1975 General Ordinance relating to the Sinking Fund Reserve, be transferred to the operating
funds of the Gas Works to be applied as Project Revenues in accordance with the terms of the
1975 General Ordinance. To the extent that in any Fiscal Year a balance remains in the Project
Revenues, such balance, upon approval of the Gas Commission, may be paid to the City,
provided that in a given Fiscal Year such balance does not exceed the amount of Sinking Fund
Reserve Earnings transferred to the operating funds during the same Fiscal Year.

Remedies; Limitations on Liabilities of City

In addition to the remedies provided by the Act, if the City shall fail or neglect to make
deposits into the Sinking Fund, including the Sinking Fund Reserve, in the amounts and at the
times required by the 1975 General Ordinance or if, for any reason, moneys in the Sinking Fund
shall be insufficient to pay debt service on any Bonds, the City shall, immediately and without
notice, deposit to the Sinking Fund, on a daily basis 507o of all pledged Project Revenues, or
such greater percentage thereof as the Director of Finance shall determine, so long as the default
or deficiency shall continue. The 1975 General Ordinance provides that all remedies are

enforceable only against pledged Project Revenues and investments thereof, and that no decree
or judgment against the City on action brought under the provisions of the 1975 General
Ordinance shall order, or be construed to permit, the occupation, attachment, seizure or sale upon
execution of any other property of the City.

Amendments

The 1975 General Ordinance and any Supplemental Ordinance may be amended without
the consent of any bondholders (l) to cure ambiguities, formal defects or omissions, or (2) to
grant to bondholders or any trustee therefor additional rights, remedies, powers or security, or (3)
to comply with mandatory provisions of state or federal law or with permissive provisions of
such law which do not substantially impair the security or right to payment of bondholders. The
1975 General Ordinance and any Supplemental Ordinance may be amended in such other
respects as may be authorized by 677o in principal amount of the Holders of Bonds outstanding
and affected, but no alteration of the amount, rate or time of payment, respectively, of the
principal thereof or the interest thereon or of the redemption provisions may be made without the
consent of the Holders of all Bonds outstanding and affected.

Amendments Not Affecting Outstanding Bonds

The 1975 General Ordinance or any part thereof may be amended and the foregoing
covenants (including the Rate Covenant) may be rescinded, amended or supplemented by further
covenants and agreements, from time to time by Supplemental Ordinance, but no such
amendments or further provisions, terms, covenants or agreements contained in a Supplemental
Ordinance, other than those permitted by and adopted pursuant to 8.01 of the 1975 General
Ordinance governing amendments generally, which shall be inconsistent with, or would impair a
prior covenant in, the 1975 General Ordinance as at the time amended or supplemented, shall
become effective until all Bonds, the Holders of which are entitled to the protection of, or to
force compliance with, such prior provisions or covenants, shall cease to be outstanding.

D-11



THE 1998 GENERAL ORDINANCE
Ordinance of City Council Approved

May 8, 1998 - Bill No. 980232
(the "1998 General Ordinance")

Pursuant to the authorization contained in the Act, the City has enacted the 1998 General
Ordinance. The City has made a pledge of, and has granted a security interest in, all Gas Works
Revenues and all accounts, contract rights and general intangibles representing Gas Works
Revenues for the security and payment of all Bonds issued under the 1998 General Ordinance.

Definitions Under the 1998 General Ordinance

Accreted Value means, with respect to any Capital Appreciation Bond, as of any
specified date, the Original Value of such Bond, plus interest accreted on such Bond to such
date, all as may be provided in an applicable Supplemental Ordinance.

Act means The First Class City Revenue Bond Act approved October 18, 1972 (Act No.
234, 53 P.S. $ 15901 to 15224), as from time to time amended. The words and phrases which
are defined in the Act shall have such defined meaninss when used in the 1998 General
Ordinance.

Bond or Bonds means any Gas Works revenue bond or note of the City issued and
outstanding pursuant to the Act under the 1998 General Ordinance and any Supplemental
Ordinance.

Bond Counsel means any firm of nationally recognized bond counsel acceptable to the
City.

Bondholder or Holder means the registered owner of any Bond.

Bond Register means the list of the names and addresses of Bondholders and the principal
amounts and numbers of the Bonds held by them maintained by the Fiscal Agent on behalf of the
City.

Bond Year for any Series of Bonds means each one-year period (or shorter period from
the date ofissue) that ends at the close ofbusiness on the date in the calendar year that is selected
by the City as permitted under the Code. If no day is selected by the City before the earlier of
the final maturity date of the Series of Bonds or the date that is five (5) years after the issue date,
the Bond Year with respect to such Series of Bonds shall end on each anniversary of the issue
date and on the final maturity date.

Business Day means a day other than a Saturday, Sunday or holiday on which the Fiscal
Agent is authorized or required to be closed under applicable state or federal law.

Capital Appreciation Bonds means any Bonds issued under the 1998 General Ordinance
which do not pay interest until maturity or until a specified date prior to maturity, but whose
Original Value accretes periodically to the amount due on the maturity date.
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Ci4, means The City of Philadelphia, Pennsylvania.

City Charges means the proportionate charges, if any, for services performed for the Gas
Works by all officers, departments, boards or commissions of the City which are contained in the
computation of operating expenses of the Gas Works, including, without limitation, the expenses
of the Gas Commission, and also means the base payments to the City contained in the
Management Agreement and all other payments made to the City from Gas Works Revenues.

City Controller means the head of the City's auditing department as provided by the
Philadelphia Home Rule Charter.

City Solicilor means the head of the City's law department as provided by the
Philadelphia Home Rule Charter.

Code means the Internal Revenue Code of 1986, as amended, or any successor
legislation, and the regulations and published rulings promulgated thereunder or applicable
thereto.

Credit Facility means any letter of credit, standby bond purchase agreement, line of
credit, surety bond, insurance policy or other insurance commitment or similar agreement (other
than a Qualified Swap or an Exchange Agreement) that is provided by a commercial bank,
insurance company or other institution, with a current long term rating (or whose obligations
thereunder are guaranteed by a financial institution with a long term rating) from Moody's and
S&P not lower than "A."

Credit Facility Issue or issuer of a Credit Facility means each issuer of a Credit Facility
then in effect, and its successors. References to the Credit Facility Issuer shall be read to mean
the issuer of the Credit Facility applicable to a particular Series of Bonds or each issuer of a
Credit Facility, as the context requires.

Debt Service Reqwirements means, for a specified period, the sum of (i) the principal of
(whether at maturity or pursuant to mandatory redemption) and interest (other than capitalized
interest) on Outstanding Bonds payable during the period and (ii) all net amounts due and
payable by the City under Qualified Swaps and Exchange Agreements during the period. For
purposes of estimating Debt Service Requirements for any future period, (i) any Option Bond
outstanding during such period shall be assumed to mature on the stated maturity date thereof,
except that the principal amount of any Option Bond tendered for payment and cancellation
before its stated maturity date shall be deemed to accrue on the date required for payment
pursuant to such tender; (ii) Debt Service Requirements on Bonds for which the City has entered
into a Qualified Swap or an Exchange Agreement shall be calculated assuming that the interest
rate on such Bonds shall equal the stated fixed or variable rate payable by the City on the

Qualified Swap or Exchange Agreement or, if applicable and if greater than such stated rate, the
applicable rate for any Bonds issued in connection with the Qualified Swap or Exchange
Agreement adjusted, in the case of variable rate obligations, as provided in Section 4.03(b); and
(iii) Debt Service Requirements with respect to Variable Rate Bonds shall be subject to
adjustments as permitted by Section 4.03(b) of the 1998 General Ordinance.
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Director of Finance means the chief financial, accounting and budget officer of the City
as established by the Philadelphia Home Rule Charter, including a person acting as Director of
Finance under applicable law.

Exchange Agreement means, with respect to a Series of Bonds, or any portion thereof to
the extent from time to time permitted by applicable law, any interest exchange agreement,
interest rate swap agreement, curency swap agreement or other contract or agreement, other
than a Qualified Swap, authorized, recognized and approved by a Supplemental Ordinance as an

Exchange Agreement and providing for payments to and from an entity whose senior long term
debt obligations, other senior unsecured long term obligations, or claims paying ability or whose
obligations under an Exchange Agreement are guaranteed by an entity whose senior long term
debt obligations, other senior unsecured long term obligations or claims paying ability, are rated
not less than A3 by Moody's, A- by S&P or A- by Fitch, or the equivalent thereof by any
successor thereto as of the date the Exchange Agreement is entered into, which payments are

calculated by reference to fixed or variable rates and constituting a financial accommodation
between the City and the counterparty.

Fiscal Agent means any bank, bank and trust company or trust company named as such in
Section 6.02 of the 1998 General Ordinance or its successor.

Fiscal Year means the fiscal year of the Gas Works.

Fitch means Fitch IBCA, Inc., a corporation organized and existing under the laws of the
State of New York, its successors and assigns and if such corporation shall for any reason no
longer perform the functions of a securities rating agency, "Fitch" shall be deemed to refer to any

other nationally recognized securities rating agency designated by the City. Whenever rating
categories of Fitch are specified in the 1998 General Ordinance, such categories shall be
irrespective of gradations within a category.

Gas Commission means the Gas Commission provided for by the Philadelphia Home
Rule Charter as presently constituted or hereafter reconstituted in accordance with law.

Gas Works means all property, real and personal, owned by the City and used in the
acquisition or manufacture, storage and distribution of natural, liquefied, synthetic or
manufactured gas or in the maintenance, management or administration thereof and all activities
ancillary and related thereto, and also means, as the context may require, the business entity
managed by the Manager.

Gas Works Revenues means all operating and nonoperating revenues of the Gas Works
derived from its activities and assets involved in the supply, manufacture, storage and
distribution of gas, including all rents, rates and charges imposed or charged by the City upon the
owners or occupants of properties connected to, and upon all users of, gas distributed by the Gas
Works and all other revenues derived therefrom and all other income derived by the City from
the Gas Works. Revenues derived from activities unrelated to the supply, manufacture, storage
and distribution of gas or assets related thereto shall not be included in Gas Works Revenues,
provided that the Gas Works receives fair payment for the use of gas related assets and personnel
of the Gas Works used in such activities, which payments shall be included in Gas Works
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Revenues. In particular, Gas Works Revenues shall not include revenues from enterprises or
functions not related to gas activities (e.g., activities involving the supply, generation or
distribution of electricity). Gas Works Revenues shall not include those portions of the Gas
Works' rents, rates and charges which are securitized and sold pursuant to Section 4.03(b) of the
1998 General Ordinance. Gas Works Revenues may be divided into separate components in one
or more Supplemental Ordinances and any Series of Bonds issued thereafter may be limited as to
source of payment to one or more of such components as provided in the Supplemental
Ordinance authorizing the particular Series of Bonds.

Government Obligations means any of the following which are noncallable and which at

the time of investment are legal investments under the Act for the moneys proposed to be
invested therein:

(a) direct general obligations of, or obligations the payment of principal of and
interest on which are unconditionally guaranteed as to full and timely payment by, the United
States of America;

(b) direct obligations and fully guaranteed certificates of beneficial interest of the
Export-Import Bank of the United States; consolidated debt obligations and letter of credit-
backed issues of the Federal Home Loan Banks; participation certificates and senior debt
obligations of the Federal Home Loan Mortgage Corporation; debentures of the Federal Housing
Administration; mortgage-backed securities (except stripped mortgage securities which are

valued greater than par on the portion of unpaid principal) and senior debt obligations of the
Federal National Mortgage Association; participation certificates of the General Services
Administration; guaranteed mortgage-backed securities and guaranteed participation certificates
of the Government National Mortgage Association; guaranteed participation certificates and
guaranteed pool certificates of the Small Business Administration; debt obligations and letter of
credit-backed issues of the Student Loan Marketing Association; local authority bonds of the
U.S. Department of Housing & Urban Development; guaranteed Title XI financings of the U.S.
Maritime Administration; or

(c) obligations issued by the Resolution Funding Corporation pursuant to the
Financial Institutions Reform, Recovery and Enforcement Act of 1989 (the "FIRRE Act"), (i) the
principal of which obligations is payable when due from payments of the maturing principal of
non-interest bearing direct obligations of the United States of America which are issued by the
Secretary of the Treasury and deposited in the Funding Corporation Principal Fund established
pursuant to the FIRRE Act, and (ii) the interest on which obligations, to the extent not paid from
other specified sources, is payable when due by the Secretary of the Treasury pursuant to the
FIRRE Act.

Independent means a person who is not a salaried employee or elected or appointed
official of the City; provided, however, that the fact that such person is retained regulady by or
transacts business with the City shall not make such person an employee within the meaning of
this definition.
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Interim Debt means any bond anticipation notes or other temporary borrowing which the
City anticipates permanently financing with Bonds or other long term indebtedness under the
1998 General Ordinance or otherwise.

Management Agreement means the Agreement dated December 29, t972 between the
City and the Manager for the management and operation of the Gas Works, as presently or
hereafter amended, or any successor agreement which may be entered into by the City pertaining
to the management of the Gas Works.

Manager means Philadelphia Facilities Management Corporation, currently managing the
Gas Works pursuant to the Management Agreement, or its successor or such other person,

corporation, board, commission or department of the City which may be designated by the City
to manage the Gas Works.

Mayor means the Mayor of the City.

Moody's means Moody's Investors Service, Inc., a corporation organized and existing
under the laws of the State of Delaware, its successors and assigns, and if such corporation shall
for any reason no longer perform the functions of a securities rating agency, "Moody's" shall be

deemed to refer to any other nationally recognized securities rating agency designated by the
City. Whenever rating categories of Moody's are specified in the 1998 General Ordinance, such
categories shall be irrespective of gradations.

Net Operating Expenses means Operating Expenses exclusive of City Charges.

1975 Ordinance means the General Gas Works Revenue Bond Ordinance of 1975, as

amended.

Office of the Fiscal Agent means the corporate trust office of the Fiscal Agent designated
by the Fiscal Agent.

Operating Expenses means all costs and expenses of the Gas Works necessary and
appropriate to operate and maintain the Gas Works in good operable condition during each Fiscal
Year, and shall include, without limitation, the Manager's fee, salaries and wages, purchases of
service by contract, costs of materials, supplies and expendable equipment, maintenance costs,
costs of any property or the replacement thereof or for any work or project, related to the Gas
Works, which does not have a probable useful life of at least five years, pension and welfare plan
and workmen's compensation requirements, provision for claims, refunds and uncollectible
receivables and for City Charges, all in accordance with generally accepted municipal
accounting principles consistently applied, but shall exclude depreciation and interest and

sinking fund charges. Operating Expenses shall not include Unrelated Expenses.

Option Bond means any Bond which by its terms may be tendered by and at the option of
the Holder thereof for payment by the City prior to its stated maturity date or the maturity date of
which may be extended by and at the option of the Holder thereof.

Ordinance means the 1998 General Ordinance. as from time to time amended.
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OriginalValue, with respect to a Series of Bonds issued as Capital Appreciation Bonds,
means the principal amount paid by the initial purchasers thereof on the date of original issuance.

Or,ttstanding, when used with reference to the Bonds, means, as of any particular date, all
Bonds which have been authenticated and delivered under the 1998 General Ordinance, except:

(a) Bonds canceled after purchase in the open market or because of payment or
redemption prior to maturity;

(b) Bonds for the payment or redemption of which sufficient moneys shall have been
theretofore deposited with the Fiscal Agent (whether upon or prior to the maturity or redemption
date of any such Bonds), provided that, if such Bonds are to be redeemed prior to the maturity
thereof, notice of such redemption shall have been given as provided in Section 5.02 of the 1998
General Ordinance or arrangements satisfactory to the Fiscal Agent shall have been made
therefor, or waiver of such notice satisfactory in form to the Fiscal Agent shall have been filed
with the Fiscal Agent; and

(c) Bonds in lieu of which or, in substitution for which others have been
authenticated and delivered under Section 3.04 of the 1998 General Ordinance.

(d) Bonds paid with the proceeds of any Credit Facility shall be Outstanding until the
issuer of such Credit Facility has been reimbursed for the amount of the payment or has

presented the Bonds for cancellation.

Philadelphia Home Rule Charter means the Philadelphia Home Rule Chaner, as

amended or superseded by any new home rule charter, adopted pursuant to authorization of the
First Class City Home Rule Act approved April 21, 1949,P.L.665 $1 et Sgq. (53 P.S. $13101 et

Leg.).

Prior Obligations means the obligations of the Gas Works to The Philadelphia Municipal
Authority existing on the date of adoption of the 1998 General Ordinance.

Qualified Escrow Secwrities means funds which are represented by (i) demand deposits,
interest-bearing time accounts, savings deposits or certificates of deposit, but only to the extent
such deposits or accounts are fully insured by the Federal Deposit Insurance Corporation or any
successor United States governmental agency, or to the extent not insured, fully secured and
collateralized by Government Obligations having a market value (exclusive of accrued interest)
at all times at least equal to the principal amount of such deposits or accounts, (ii) if at the time
permitted under the Act, obligations of any state or political subdivision thereof or any agency or
instrumentality of such state or political subdivision for which cash, Government Obligations or
a combination thereof have been irrevocably pledged to or deposited in a segregated escrow
account for the payment when due of principal or redemption price of and interest on such
obligations. and any such cash or Government Obligations pledged and deposited are payable as

to principal or interest in such amounts and on such dates as may be necessary without
reinvestment to provide for the payment when due of the principal or redemption price of and
interest on such obligations, and such obligations are rated by any Rating Agency in the highest
rating category assigned by such Rating Agency to obligations of the same type, or (iii)
noncallable Government Obligations. In each case such funds (i) are subject to withdrawal,
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mature or are payable at the option of the Holder at or prior to the dates needed for disbursement,
provided such deposits or accounts, whether deposited by the City or by such depository, are

insured or secured as public deposits with securities having at all times a market value exclusive
of accrued interest equal to the principal amount thereof, (ii) are irrevocably pledged for the
payment of such obligations and (iii) are sufficient, together with the interest to the disbursement
date payable with respect thereto, if also pledged, to meet such obligations in full.

Qualified Swap or Swap Agreement means, with respect to a Series of Bonds or any
portion thereof, any financial arangement that (i) is entered into by the City with an entity that is
a Qualified Swap Provider at the time the an'angement is entered into; (ii) provides that (a) the

City shall pay to such entity an amount based on the interest accruing at a fixed rate on an
amount equal to the principal amount of the Outstanding Bonds of such Series or portion thereof,
and that such entity shall pay to the City an amount based on the interest accruing on a principal
amount initially equal to the same principal amount as such Bonds, at either a variable rate of
interest or a fixed rate of interest computed according to a formula set forth in such arrangement
(which need not be the same as the actual rate of interest borne by the Bonds) or that one shall
pay to the other any net amount due under such arrangement or (b) the City shall pay to such
entity an amount based on the interest accruing on the principal amount of the Outstanding
Bonds of such Series or portion thereof at a variable rate of interest as set forth in the
arrangement and that such entity shall pay to the City an amount based on interest accruing on a
principal amount equal to the same principal amount of such Bonds at a variable rate of interest
or a fixed rate of interest computed according to a formula set forth in such affangement (which
need not be the same as the actual rate of interest borne by the Bonds) or that one shall pay to the
other any net amount due under such arrangement; and (iii) which has been designated in writing
to the Fiscal Agent by the City as a Qualified Swap with respect to such Bonds.

Qualified-Swap Provider means, with respect to a Series of Bonds, an entity whose
senior long term debt obligations, other senior unsecured long term obligations or claims paying
ability, or whose payment obligations under a Qualified Swap are guaranteed by an entity whose
senior long term debt obligations, other senior unsecured long term obligations or claims paying
ability, are rated (at the time the subject Qualified Swap is entered into) at least as high as Aa by
Moody's and AA by S&P, or the equivalent thereof by any successor thereto.

Rate Covenant means the rate covenant contained in subsection (b) of Section 4.03 of the
1998 General Ordinance.

Rating Agency means Moody's, S&P or Fitch, to the extent that any of such rating
services have issued a credit rating on any of the Outstanding Bonds or, upon discontinuance of
any of such rating services, such other nationally recognized rating service or services if any
such rating service has issued a credit rating on any of the Outstanding Bonds.

Rebate Amount means the amount with respect to a Series of Bonds, which is required to
be paid to the United States of America, as of any computation date, in compliance with the
restrictions imposed by Section 148(1) of the Code.
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S & P means Standard & Poor's Ratings Services, a corporation organized and existing
under the laws of the State of New York, its successors and assigns, and if such corporation shail
for any reason no longer perform the functions of a securities rating agency, "S&P" shall be
deemed to refer to any other nationally recognized securities rating agency designated by the
City. Whenever rating categories of S&P are specified in the 1998 General Ordinance, such
categories shall be irrespective of gradations within a category.

Senior Bonds means Bonds which shall be first in right of payment and as to which the
coverage requirement under the Rate Covenant shall be 1507o.

Series, when applied to Bonds, means collectively all of the Bonds of a given issue
authorized by Supplemental Ordinance as provided in Article IV of the 1998 General Ordinance
and may also mean, if appropriate, a subseries of any such issue if, for any reason, the City
should determine to divide any such issue into one or more subseries of Bonds.

Sinking Fund means the 1998 Ordinance Gas Works Revenue Bond Sinking Fund
established by Section 6.01 of the 1998 General Ordinance.

Sinking Fund Depositary means the Fiscal Agent or any other bank, bank and trust
company or trust company appointed as such by the City.

Sinking Fr.tnd Reserye means the Sinking Fund Reserve established by Section 6.04 of the
1998 General Ordinance.

Sinking Fund Reserve Requirement means, with respect to all Bonds secured by the
Sinking Fund Reserve, an amount equal to the greatest amount of Debt Service Requirements
payable in any Fiscal Year (except that such Debt Service Requirements will be computed as if
any Qualified Swap did not exist and the Debt Service Requirements attributable to any Variable
Rate Bonds may be based upon the fixed rate of interest as set forth in the Supplemental
Ordinance for such Bonds), determined as of any particular date.

Subordinate Bonds means those Bonds which shall be subordinate in right of payment to
Senior Bonds and as to which the coverage requirement under the Rate Covenant shall be l00Vo.

Sr,tpplemental Ordinance means an ordinance supplemental to the 1998 General
Ordinance enacted pursuant to the Act and the 1998 General Ordinance by the Council of the
City authorizing the issuance of a Series of Bonds.

Uncertificated Bond means any Bond which is fully registered as to principal and interest
and which is not represented by an instrument.

Unrelated Expenses means expenses unrelated to the supply, manufacture, storage and
distribution of gas or assets related thereto.

Variable Rate Bond means any Bond, the rate of interest on which is subject to change
prior to maturity and cannot be determined in advance of such change.
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Concerning the Bonds

Bonds may be issued in one or more series as the City may from time to time determine
by supplemental ordinance (each a "Supplemental Ordinance"). The 1998 General Ordinance
provides for the method of setting the details and terms of the Bonds authorized by such
Supplemental Ordinance. The 1998 General Ordinance sets forth the general form and content
of Bonds, the manner of making payment of principal, interest and premium, the requirements
governing such payments, the rules regarding registration, transfer and exchange of Bonds, and
general provisions governing redemption and the effect thereof. The 1998 General Ordinance
authorizes the issuance of definitive and temporary Bonds, provides for the execution of the
Bonds and provides for the issuance of Bonds to replace mutilated, destroyed, lost or stolen
Bonds. The 1998 General Ordinance authorizes the issuance of Bonds in book-entry form.

Purposes For Which Bonds May Be Issued, Conditions of Issuance, Engineering Report

Bonds may be issued to (1) pay the cost of projects related to the Gas Works, (2)
reimburse any City fund from which such costs shall have been paid or advanced, (3) fund any
such cost for which the City shall have outstanding bond anticipation notes or other obligations,
(4) refund any bonds of the City issued for the foregoing pulposes under the Act, (5) refund any
general obligation bonds of the City issued for the foregoing purposes, or (6) finance anything
else relating to the Gas Works permitted under the Act.

The City covenants that so long as any Bonds shall remain outstanding, no Bonds will be

issued under the 1998 General Ordinance or any ordinance supplemental thereto unless the
financial report of the City's chief fiscal officer, required by the Act, is filed with the Cify
Council in connection with such issuance. Such report may be given in reliance on an

engineering report of an Independent consulting engineer or an Independent firm of consulting
engineers, in either case having broad experience in the design and analysis of the operation of
gas works or gas distribution systems of the magnitude and scope of the Gas Works and a

favorable reputation for competence in such field. The report must set forth the qualifications of
the engineers and must contain a statement that the engineers have made an investigation of the
physical properties and of the books and records of the Gas Works, as they deemed necessary.

On the basis of such investigation, the engineering report must contain the same matters,
statements and opinions as are required to be contained in the report of the chief fiscal officer to
the City Council, supported by appropriate schedules and summaries, namely: (1) a brief
description of the project or projects for which the Bonds are to be issued; (2) a statement
identifying the sources from which the pledged revenues are to be derived; (3) a statement that,
on the basis of actual, if appropriate, and estimated future annual financial operations of the
project or projects from which the pledged project revenues are to be derived, the project or
projects will, in the opinion of the engineers, yield pledged project revenues over the
amortization period of such Bonds sufficient to meet the payment or deposit requirements of all
expenses of operation, maintenance, repair and replacement of the Project, reserve requirements,
debt service of all Bonds outstanding for which Project Revenues are pledged, any State taxes
assumed by the City to be paid on such Bonds and surplus requirements fixed by the 1998
General Ordinance or the Supplemental Ordinance authorizing the issuance of any Series of
Bonds, and (4) that the project revenues upon which the preceding statements are based comply
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with the definition of "Project Revenues" contained in the Act. The 1998 General Ordinance
also requires that the engineering report state that the Gas Works rents, rates and charges, on the
basis of which the foregoing statements are made, are cuffently and will be sufficient to comply
with the Rate Covenant and that the Gas Works are in good operating condition or that adequate
steps are being taken to make them so.

Prior to the issuance of the Bonds, a transcript of the proceedings authorizing the
issuance of the Bonds, including the engineering report, if any, shall be filed with the Fiscal
Agent.

Security

The City pledges, pursuant to the 1998 General Ordinance, for the security and payment
of all Bonds issued under the 1998 General Ordinance and thereby grants a lien on and security
interest in, all Gas Works Revenues, all accounts, contract rights and general intangibles
representing the Gas Works Revenues and all funds and accounts established under the 1998

General Ordinance, and in each case, the proceeds of the foregoing, except as limited for a Series
of Bonds in the Supplemental Ordinance authorizing the issuance of such Series of Bonds;
provided, however, that the pledge of the 1998 General Ordinance may also be for the benefit of
the provider of a Credit Facility, Qualified Swap or Exchange Agreement, or any other person
who undeftakes to provide moneys for the account of the City for the payment of principal or
redemption price, of and interest on any Series of Bonds on an equal and ratable basis with the
related Series of Bonds, to the extent provided by any Supplemental Ordinance.

Subordinate Bonds shall be subordinate to Senior Bonds in right of payment of principal,
premium, if any, and interest. Senior Bonds and Subordinate Bonds shall not have any
preference, priority or distinction as to lien or otherwise, except as otherwise provided in the
1998 General Ordinance or in a Supplemental Ordinance, over any other Senior Bonds or
Subordinate Bonds, respectively.

Priority in Application of Gas Works Revenues

The 1998 General Ordinance provides that all Gas Works Revenues as and when
collected in each Fiscal Year shall be applied in order of priority, to the extent then payable,

First:

Second:

to Net Operating Expenses then payable;

to debt service on bonds issued under the 1975 Ordinance and amounts
required to be paid into the sinking fund reserve under the 1975 Ordinance;

Third: to debt service on Senior Bonds, payments (other than termination
payments) due to the issuers of Qualified Swaps and Exchange Agreements related to Senior
Bonds and payments due in respect of obligations of the Gas Works to The Philadelphia
Municipal Authority existing on the date of adoption of the 1998 General Ordinance;

payments due to issuers of Credit Facilities related to Senior Bonds;Fourth:
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Fifth: to debt service on Subordinate Bonds and payments due in respect of
obligations of the Gas Works on a parity with Subordinate Bonds (including notes issued under
the City's General Inventory and Receivables Gas Works Revenue Note Ordinance of 1993, or
any similar ordinance, and amounts payable to the provider of a Credit Facility in respect of such
notes) and payments (other than termination payments) due to the issuers of Qualified Swaps and
Exchange Agreements related to Subordinate Bonds;

Sixth: to payments due to issuers of Credit Facilities related to Subordinate
Bonds;

Seventh: to required payments of the Rebate Amount to the United States;

Eighth: to replenishment of any deficiency in the Sinking Fund Reserve;

Ninth: to payment of general obligation bonds of the City adjudged to be self-
liquidating from Gas Works Revenues;

Tenth:
Works; and

to debt service on other general obligation bonds issued for the Gas

Eleventh: to the payment of City charges and any other proper purpose of the Gas
Works (including any termination payments to issuers of Qualified Swaps and Exchange
Agreements) except Unrelated Expenses.

The 1998 General Ordinance does not require the segregation of revenues upon their
collection.

Rate Covenant

The Rate Covenant requires the City, at a minimum, to impose, charge and collect in each
Fiscal Year such gas rates and charges as shall, together with all other Gas Works Revenues to
be received in such Fiscal Year, equal not less than the greater of:

(i) all Net Operating Expenses payable during such Fiscal Year;

(ii) all principal of and interest on bonds issued and outstanding under
the 1975 Ordinance payable during such Fiscal Year and amounts required to be
paid into the sinking fund reserve under the 1975 Ordinance during such Fiscal
Year;

(iii) 150Vo of the amount required to pay all Sinking Fund deposits
required during such Fiscal Year in respect of all Outstanding Senior Bonds and
1007o of the amounts payable in respect of the Prior Obligations during such

Fiscal Year;
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(iv) the amount required to pay Sinking Fund deposits required during
such Fiscal Year in respect of all Outstanding Subordinate Bonds and other
obligations of the Gas Works on a parity with Subordinate Bonds payable during
such Fiscal Year:

(v) the amount, if any, required to be paid into the Sinking Fund
Reserve during such Fiscal Year;

(vi) the Rebate Amount required to be paid to the United States during
such Fiscal Year; and

(vii) the amounts required to be paid to the issuers of Credit Facilities
and the providers of Qualified Swaps and Exchange Agreements during such
Fiscal Year: or

(B) The sum of:

(i) all Net Operating Expenses payable during such Fiscal Year;

(ii) all principal of and interest on bonds issued and outstanding under
the 1975 Ordinance payable during such Fiscal Year and amounts required to be
paid into the sinking fund reserve under the 1975 Ordinance during such Fiscal
Year:

(iii) all Sinking Fund deposits required during such Fiscal Year in
respect of all Outstanding Bonds and all amounts payable in respect of obligations
of the Gas Works which are on a parity with any of the Bonds and in respect of
general obligation bonds issued for improvements to the Gas Works and all
amounts, if any, required during such Fiscal Year to be paid into the Sinking Fund
Reserve:

(iv) the Rebate Amount required to be paid to the United States during
such Fiscal Year: and

(v) the amounts required to be paid to the issuers of Credit Facilities
and the providers of Qualified Swaps and Exchange Agreements during such
Fiscal Year.

For purposes of estimating Sinking Fund deposits with respect to Interim Debt and
Variable Rate Bonds, the City shall be entitled to assume that (1) Interim Debt will be amortized
over a period of up to the maximum term permitted by the Act, but not in excess of the useful
life of the assets to be financed, on an approximately level debt service basis and bear interest at
the average interest rate on bonds of a similar maturity and credit rating (without any credit
enhancement) as the Bonds Outstanding under the 1998 General Ordinance and (2) Variable
Rate Bonds will bear interest at a rate equal to the average interest rate on such Variable Rate
Bonds during the period of twenty-four (24) consecutive calendar months immediately preceding
the date of calculation or during such shorter period that such Variable Rate Bonds have been
Outstandins.
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The Gas Commission is authorized and directed, without further authorization, to impose
and charge and to collect, or cause to be collected, rents, rates and charges which shall be

sufficient in each Fiscal Year to comply with the foregoing Rate Covenant.

Notwithstanding the requirements of Section 4.03(b) of the 1998 General Ordinance and
the pledge under Section 4.02 thereof, the City may, at such time as there are no bonds
outstanding under the 1975 Ordinance, pursuant to a Supplemental Ordinance, securitize and sell
that portion of the Gas Works rents, rates and charges which relate to assets which are designated
as non-performing by the Gas Commission and as to which the Gas Commission has designated
specific rents, rates or charges; provided that prior to any such securitizatron and sale the City
delivers to the Fiscal Agent (l) an Engineer's report including a statement that, for the three year
period following such securitization and sale, the Gas Works rents, rates and charges (excluding
those securitized and sold) are currently and will be sufficient to comply with the Rate Covenant
set forth in Section 4.03(b) of the 1998 General Ordinance applied as if the percentage in
subsection A(iii) thereof were L75Vo rather than L507o and (2) an opinion of Bond Counsel that
such securitization and sale will not adversely affect the exclusion from gross income for Federal
income tax purposes of interest on any Outstanding Bonds the interest on which is intended to be
so excluded. Proceeds received from any such securitization and sale shall be excluded from
Gas Works Revenues in all calculations relating to the Rate Covenant and, notwithstanding any
provision of the 1998 General Ordinance to the contrary, may be used to redeem or refund
obligations issued to finance the related assets designated as non-performing.

Additional Covenants

The City further covenants that (l) it will pay or cause the Fiscal Agent or any paying
agent appointed by the City to pay from the Gas Works Revenues deposited in the Sinking Fund
the principal of, and premium, if any, and interest on, all Bonds as the same shall become due
and payable; (2) it will continuously maintain in good condition and continuously operate the
Gas lfforks; and (3) it will not in any Fiscal Year pay from the Gas Works Revenues any City
Charges or deposit from the Gas Works Revenues in the general sinking fund of the City any
sinking fund charges in respect of general obligation bonds of the City unless prior thereto or
concunently therewith all sinking fund charges then payable in respect of Outstanding Bonds
shall have been deposited in the Sinking Fund, all amounts then payable in respect of obligations
of the Gas Works which are on a parity with Bonds shall have been paid, all amounts then
payable to issuers of Credit Facilities and providers of Qualified Swaps and Exchange
Agreements shall have been paid and all deposits then required to the Sinking Fund Reserve
shall have been made.

Report Requirements

The City shall file with the Fiscal Agent not later than 120 days after the close of each
Fiscal Year a report of the operation of the Gas Works, including specified financial data,
showing compliance with the Rate Covenant and accompanied by a certificate of the Manager of
the Gas Works that the Gas Works are in good operating condition and a certificate of the
Director of Finance that, as of the date of such report, the City has complied with all covenants
of the 1998 General Ordinance and all Supplemental Ordinances. Copies of such reports will be
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available to Bondholders for a period of ten (10) years and may be inspected and copied at all
reasonable times by Bondholders or their representatives.

General Obligation Bonds - Junior Lien Revenue Bonds

The City reseryes the right to finance improvements to the Gas Works by issuing (1) its
general obligation bonds or (2) under authorization other than the 1998 General Ordinance and
Supplemental Ordinances, obligations for the payment of which Gas Works Revenues may be
pledged, subject and subordinate in each Fiscal Year to the prior payment from such revenues of
all principal, premium, interest and sinking fund requirements payable during such Fiscal Year
under the 1998 General Ordinance.

Conditions of Issuing Bonds

Prior to the issuance of any Series of Bonds, the Council of the City shall adopt an

ordinance supplemental to the 1998 General Ordinance meeting the requirements of the 1998
General Ordinance.

Prior to the issuance of any Series of Bonds under the 1998 General Ordinance, the
Director of Finance shall, in addition to the filing requirements of Section 12 of the Act, file with
the Fiscal Agent a transcript of the proceedings authorizing the issuance of such Series of Bonds
which shall include (i) a certified copy of the 1998 General Ordinance (unless previously so

filed); (ii) a certified copy of the Supplemental Ordinance; (iii) an executed or certified copy of
the report of the Director of Finance required by subsection (a) of Section 8 of the Act; (iv) an
executed copy of the opinion of the City Solicitor required by subsection (b) of Section 8 of the
Act; and (v) an opinion of Bond Counsel to the effect that (l) the Series of Bonds has been duly
issued for a permitted purpose under the Act and under the 1998 General Ordinance, (2) all
conditions precedent to the issuance of the Series of Bonds pursuant to the Act and the 1998
General Ordinance have been satisfied, (3) the Series of Bonds has been duly authorized,
executed and delivered and constitutes the legal, valid and binding obligation of the City and (4)
if the interest on the Series of Bonds is intended to be excluded from gross income for Federal
income tax purposes, interest on the Series of Bonds will be so excluded; and thereupon the
proper officers of the City and the Fiscal Agent shall be authorized to execute and deliver the
Bonds so authorized, to receipt for the purchase price thereof and to execute and deliver on
behalf of the City the usual closing statements, affidavits and certificates.

Sinking Fund and Sinking Fund Reserve

The Sinking Fund was established for the benefit and security of the Holders of all Bonds
issued under the 1998 General Ordinance. The Sinking Fund shall be held in an account or
accounts separate and apart from all other accounts of the City. The City covenants and the
Director of Finance is directed to deposit in the Sinking Fund from Gas Works Revenues in each
Fiscal Year such amounts as will, together with interest and profits on investments held therein,
be sufficient to accumulate therein (exclusive of amounts in the Sinking Fund Reserve), on or
before each interest and principal payment date of the Bonds, the amounts required to pay the
principal of and interest on the Bonds then becoming due and payable. The 1998 General
Ordinance authorizes the appointment, in accordance with legal procedures, of one or more
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banks to act as Fiscal Agent and/or paying agent for all Bonds or for any series of Bonds issued
thereunder and reserves to the City the right to appoint other or additional banks from time to
time. The Fiscal Agent for any particular series will act as registrar and Sinking Fund
Depositary for that series. The moneys in the Sinking Fund are required to be secured, and
invested and reinvested under management of the Director of Finance.

The Sinking Fund Depository shall, on direction of the Director of Finance, or if for any
reason s/tre should fail to give such direction, on the direction of the Fiscal Agent, liquidate
investments, if necessary, and pay over from the Sinking Fund in cash to the Fiscal Agent not
later than the due date thereof the full amount of the principal, interest on, and premium, if any,
payable upon redemption of Bonds. Any excess moneys in the Sinking Fund, including any
excess amount in the Sinking Fund Reserve, shall be transferred to the operating accounts of the
Gas Works.

The Sinking Fund Reserve is established as a separate account in the Sinking Fund and is
to be held by the Sinking Fund Depository as part of the Sinking Fund, but for which a separate

account shall be maintained. Unless otherwise provided in the applicable Supplemental
Ordinance, the City shall, under direction of the Director of Finance, deposit in the Sinking Fund
Reserve from the proceeds of sale of each Series of Bonds issued under the 1998 General
Ordinance and./or Gas Works Revenues an amount which, together with other amounts in the
Sinking Fund Reserve, will cause the amount in the Sinking Fund Reserve to equal the Sinking
Fund Reserve Requirement. The money and investments (valued at market) in the Sinking Fund
Reserve and amounts which can be drawn under Credit Facilities held for the Sinking Fund
Reserve shall be held and maintained in an amount equal to the Sinking Fund Reserve
Requirement.

In lieu of a deposit to the Sinking Fund Reserve or in substitution for amounts in the
Sinking Fund Reserve, the City may provide one or more letters of credit or other Credit
Facilities in the same aggregate amount issued by a provider or providers whose credit facilities
are such that bonds secured by such credit facilities are rated in one of the three highest rating
categories by Moody's or S&P, provided that (1) in the case of a substitution for moneys in the
Sinking Fund Reserve, an opinion of Bond Counsel is delivered to the Fiscal Agent that such
substitution will not adversely affect the exclusion from gross income for Federal income tax
purposes of interest on the Bonds the interest on which is intended to be so excluded, (2) each
such Credit Facility permits the Fiscal Agent to make a draw thereon up to the principal amount
thereof if the Sinking Fund Reserve is needed to cover a shortfall in the Sinking Fund and other
moneys in the Sinking Fund Reserve are insufficient and (3) each such Credit Facility provides
that a draw will be made thereon to replenish the Sinking Fund Reserve on the expiration thereof
unless the City has otherwise made such deposit to the Sinking Fund Reserve or has obtained
another Credit Facility meeting the above requirements.

If, at any time and for any reason, the moneys in the Sinking Fund, other than in the
Sinking Fund Reserve, shall be insufficient to pay as and when due, the principal of, and
premium, if any, and interest on, any Bond or Bonds secured by the Sinking Fund Reserve, the
Sinking Fund Depositary is authorized pursuant to the 1998 General Ordinance and directed to
withdraw from the Sinking Fund Reserve and to draw on Credit Facilities held for the Sinking
Fund Reserve and pay over to the Fiscal Agent the amount of such deficiency. If by reason of
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such withdrawal (including draws on any Credit Facilities held to satisfy the Sinking Fund
Reserve Requirement) or for any other reason there shall be a deficiency in the Sinking Fund
Reserve, the City covenants pursuant to the 1998 General Ordinance to restore such deficiency
(either by a deposit of funds or the reinstatement of the cash limits of Credit Facilities) within
twelve months. The Sinking Fund Reserve shall be valued by the Sinking Fund Depositary
promptly after any withdrawal from the Sinking Fund Reserve or any other event indicating a

possible deficiency in the Sinking Fund Reserve and on August 3l of each Fiscal Year.

The Sinking Fund shall be a consolidated fund for the equal and proportionate benefit of
the Holders of all Bonds from time to time Outstanding under the 1998 General Ordinance and
may be invested and reinvested on a consolidated basis. The principal of and interest on and
profits (and losses if any) realized on investments in the Sinking Fund shall be allocated pro rata
for the Series of Bonds or the specific Bonds in respect of which such investments were made
without distinction or priority, but moneys (and the investments thereof) specifically deposited
for the payment of any particular installment of principal, interest (including capitalized interest)
or premium in respect of particular Bonds shall be held and applied exclusively to the payment
of such particular principal, interest or premium.

Remedies; Limitations on Liabilities of City

If the City shall fail or neglect to pay or to cause to be paid the principal of, or the
redemption premium, if any, or the interest on, any Bond, whether at stated maturity or upon call
for prior redemption, or if the City, after written notice to it, shall fail or neglect to make any
payment owed by it to the provider of a Credit Facility, a Qualified Swap or an Exchange
Agreement provided with respect to the Bonds and such provider gives the Fiscal Agent written
notice of such failure or neglect, or if the City shall fail to comply with any provision of the
Bonds or with any covenant of the City contained in the 1998 General Ordinance or an

applicable Supplemental Ordinance, then, under and subject to the terms and conditions stated in
the Act, the Holder or Holders of any Bond or Bonds shall be entitled to all of the rights and
remedies provided in the Ac| including the appointment of a trustee; provided, however, that the
remedy provided in Section 20(bX4) of the Act may be exercised only upon the failure of the
City to pay, when due, principal and redemption price of (including principal due as a result of a
scheduled mandatory redemption) and interest on a Series of Bonds. Upon the occurrence of an

event of default specified above, the Fiscal Agent shall, within thirty (30) days, give written
notice thereof by first class mail to all Bondholders.

Any decree or judgment for the payment of money against the City by reason of default
under the 1998 General Ordinance shall be enforceable only against the Gas Works Revenues,
amounts in the Sinking Fund Reserve and other amounts which may be specifically pledged
therefor and investments thereof and no decree or judgment against the City upon an action
brought under the 1998 General Ordinance shall order or be construed to permit the occupation,
attachment, seizure, or sale upon execution of any other property of the City.

Amendments

The 1998 General Ordinance and any Supplemental Ordinance may be further
supplemented, modified or amended: (a) to cure any ambiguity, formal defect or omission
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therein; (b) to make such provisions in regard to matters or questions arising thereunder which
shall not be inconsistent with the provisions thereof and which shall not adversely affect the
interests of Bondholders; (c) to grant to or confer upon Bondholders or a trustee, if any, for the
benefit of Bondholders any additional rights, remedies, powers, authority or security that may be
lawfully granted or conferred; (d) to incorporate modifications requested by any Rating Agency
to obtain or maintain a credit rating on any Series of Bonds; (e) to comply with any mandatory
provision of state or federal law or with any permissive provision of such law or regulation
which does not substantially impair the security or right to payment of the Bonds, but no
amendment or modification shall be made with respect to any Outstanding Bonds to alter the
amount, rate or time of payment, respectively, of the principal thereof or the interest thereon or
to alter the redemption provisions thereof without the written consent of the Holders of all
affected Outstanding Bonds; and (f) except as aforesaid, in such other respect as may be
authorized in writing by the Holders of a majority in principal amount (using Accreted Value in
the case of Capital Appreciation Bonds) of the Bonds Outstanding and affected. The written
authorization of Bondholders of any supplement to or modification or amendment of the 1998
General Ordinance or any Supplemental Ordinance need not approve the particular form of any
proposed supplement, modification or amendment but only the substance thereof.

Closure of the 1975 Ordinance

After the adoption of the 1998 General Ordinance, the City shall not issue any bonds
under the 1975 Ordinance except to refund bonds issued under the 1975 Ordinance or to replace
bonds issued thereunder which have been mutilated, destroyed, lost or stolen as provided therein
or in substitution for bonds issued thereunder upon transfer or exchange as provided therein.

Any refunding bonds issued under the 1975 Ordinance shall include in the title of such
bonds a designation indicating that such bonds relate to the 1975 Ordinance in order to
distinguish such bonds from Bonds issued under the 1998 General Ordinance.

Deposit of Funds for Payment of Bonds

When interest on, and principal or redemption price (as the case may be) of, all Bonds
issued under the 1998 General Ordinance, and all amounts owed under any Credit Facility,
Qualified Swap and Exchange Agreement entered into under the 1998 General Ordinance (other
than termination payments), have been paid, or there shall have been deposited with the Fiscal
Agent an amount, evidenced by moneys or Qualified Escrow Securities the principal of and
interest on which, when due, will provide sufficient moneys to fully pay the Bonds at the
maturity date or date fixed for redemption thereof, and all amounts owed under any Credit
Facility, Qualified Swap and Exchange Agreement entered into under the 1998 General
Ordinance (other than termination payments), the pledge and grant of security interest in the Gas
Works Revenues made under the 1998 General Ordinance shall cease and terminate, and the
Fiscal Agent and any other depository of funds and accounts established under the 1998 General
Ordinance shall turn over to the City or to such person, body or authority as may be entitled to
receive the same all balances remaining in any funds and accounts established thereunder.

If the City deposits with the Fiscal Agent moneys or Qualified Escrow Securities
sufficient to pay the principal or redemption price of any particular Bond or Bonds becoming

D-28



due, either at maturity or by call for redemption or otherwise, together with all interest accruing
thereon to the due date, interest on such Bond or Bonds shall cease to accrue on the due date and
all liability of the City with respect to such Bond or Bonds shall likewise cease, except as

provided in the following paragraph. From and after such deposit, such Bond or Bonds shall be
deemed not to be Outstanding under the 1998 General Ordinance and the Holder or Holders
thereof shall have recourse solely and exclusively to the funds so deposited for any claims of
whatsoever nature with respect to such Bond or,Bonds, and the Fiscal Agent shall hold such
funds in trust fbr the Holder or Holders of such Bond or Bonds.

Moneys deposited with the Fiscal Agent pursuant to the preceding paragraphs which
remain unclaimed two (2) years after the date payment thereof becomes due shall, upon written
request of the City, if the City is not at the time to the knowledge of the Fiscal Agent (the Fiscal
Agent having no responsibility to independently investigate) in default with respect to any
covenant in the 1998 General Ordinance or the Bonds, be paid to the City, and the Holders of the
Bond for which the deposit was made shall thereafter be limited to a claim against the City;
provided, however, that before making any such payment to the City, the Fiscal Agent shall, at
the expense of the City, publish in a newspaper of general circulation published in the City, a

notice that said moneys remain unclaimed and that, after a date named in said notice, which date
shall not be less than thirty (30) days after the date of publication of such notice, the balance of
such moneys then unclaimed will be paid to the City.

THE NINTH SUPPLEMENTAL ORDINANCE
Ordinance of City Council

Approved June 3,2009
Bill No. 090322

(the "Ninth Supplemental Ordinance")

The Ninth Supplemental Ordinance authorizes the Mayor, the City Controller and the
City Solicitor (the "Bond Committee"), or a majority of them, on behalf of the City, to borrow,
by the issuance and sale of Gas Works Revenue Bonds, Eighth Series (1998 General Ordinance)
of the City (the "Eighth Series Bonds"), which may be issued in one or more subseries,
designated "Eighth Series Bonds" and consecutively thereafter by letter designation and in one
or more subseries within each such subseries, and with such relative priorities as the Bond
Committee may deem desirable, pursuant to the Act and the 1998 General Ordinance, a sum or
sums which in the aggregate shall not exceed the aggregate principal amount of $450,000,000.
The Eighth Series Bonds shall be sold at public or private sale and shall contain such terms and
provisions as are determined by a majority of the Bond Committee to be in the best interests of
the City and are not inconsistent with the provisions of the Ninth Supplemental Ordinance, the
Act, the 1998 General Ordinance or any applicable law.

If a majority of the Bond Committee determines it to be in the best interests of the City,
the Eighth Series Bonds may be issued in book-entry form; and in such event a majority of the
Bond Committee shall also select a securities depository (the "Depository") for the Eighth Series
Bonds. If a majority of the Bond Committee determines it to be in the best interests of the City,
the City may obtain Credit Facilities in the form of credit enhancement and liquidity for all or a
portion of the Eighth Series Bonds. If a majority of the Bond Committee determines that the
entry by the City into one or more Qualified Swap Agreements, or the modification of an
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existing Qualified Swap Agreement, will assist the City in more effectively managing its interest
costs or interest rate exposure, the City may enter into one or more Qualified Swap Agreements
with respect to all or a portion of the Eighth Series Bonds, or one or more amendments to an
existing Qualified Swap Agreement with respect to the Eighth Series Bonds and/or the Bonds to
which such Qualified Swap Agreement to be amended relates, or may enter into one or more
amendments to an existing Qualified Swap Agreement to relate all or a portion thereof to all or a
portion of a different series of outstanding Gas Works Revenue Bonds and designate in writing
to the Fiscal Agent that such Qualified Swap Agreements constitute Qualified Swaps, in
accordance with the requirements of the 1998 General Ordinance and the Ninth Supplemental
Ordinance. The Eighth Series Bonds shall mature or be subject to mandatory redemption in such
principal amounts and on such date or dates and at such rate or rates (including, without
limitation, variable, adjustable or convertible rates), as shali be determined by a majority of the
Bond Committee. A majority of the Bond Committee is authorized to take any and all other
actions as may be necessary or appropriate in connection with the consummation of the
transactions contemplated herein.

The Eighth Series Bonds are authorized to be issued under the Ninth Supplemental
Ordinance in an aggregate principal amount up to Four Hundred Fifty Million Dollars
($450,000,000.00); provided that, if any of the Eighth Series Bonds are to be sold at discounts
which are in lieu of periodic interest, the aggregate principal amount of the Eighth Series Bonds
which may be issued under the Ninth Supplemental Ordinance shall be increased to reflect such
discounts, as long as the aggregate gross proceeds to the City from the sale of the Eighth Series
Bonds shall not exceed Four Hundred Fifty Million_Dollars ($450,000,000.00), plus accrued
interest, if any; provided further, that the Eighth Series Bonds, or an portion thereof, may be sold
at a premium so long as the aggregate principal amount of the Eighth Series Bonds does not
exceed Four Hundred Fifty Million Dollars ($450,000,000.00) .

The Ninth Supplemental Ordinance provides that the Eighth Series Bonds shall not
pledge the City's credit or taxing power, create any debt or charge against the tax or general
revenues of the City or create any lien against any property of the City other than the revenues
pledged by the 1998 General Ordinance.

The Ninth Supplemental Ordinance provides that the Eighth Series Bonds shall be issued
for the purpose of providing funds for any or all of the following pulposes: (i) the refunding or
redeeming of all or any portion of the outstanding City of Philadelphia, Pennsylvania, Gas
Works Revenue Bonds, Sixth Series (1998 Ordinance), upon such terms and in such amounts as

shall be determined by the Director of Finance (the "Sixth Series Bonds"); (ii) providing funds in
order to make a payment (the "Termination Payment") to terminate, in whole or in part, the

Qualified Swap (the "Sixth Series Swap") entered into with respect to the Sixth Series Bonds
pursuant to a Qualified Swap Agreement (the "Sixth Series Swap Agreement"); (iii) paying the
costs of issuing the Eighth Series Bonds and any required deposits to the Sinking Fund Reserve;
and (iv) paying any other Project Costs (as defined in the Act).

The City covenants in the Ninth Supplemental Ordinance that the proceeds of the Eighth
Series Bonds which remain available for the payment of the costs of refunding of the Sixth
Series Bonds, after payment of the Termination Payment, the financing costs, and the required
payment into the Sinking Fund Reserve, shall be deposited, held in and disbursed from a special
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account of the Sinking Fund or the escrow fund to be established pursuant to the Escrow
Agreement (defined below).

The City authorizes the redemption of the Sixth Series Bonds, in whole or in part, in
accordance with the terms of the 1998 General Ordinance and the Sixth Series Bonds and further
authorizes the Bond Committee or the Director of Finance, if it is determined to be necessary, to
enter into an Escrow Deposit Agreement (the "Escrow Agreement") providing, among other
things, for the deposit and investment of all or a portion of the Eighth Series Bond proceeds and
any other available funds of the City in amounts sufficient, together with interest thereon, if any,
to defease such Sixth Series Bonds so that such Sixth Series Bonds shall be deemed to be not
outstanding under the 1998 General Ordinance and providing for payment of the Sixth Series
Bonds at maturity or redemption, as applicable, including all interest payable on such Sixth
Series Bonds to such maturity or redemption dates, as applicable. All interest and income
earned, if any, on the investment of such proceeds (except for amounts to be rebated to the
United States), which is not required for the refunding or redemption of the Sixth Series Bonds,
pending expenditure for the aforesaid purposes may be transferred to and deposited in the
operating funds of the Gas Works and applied as Gas Works Revenues in accordance with the
1998 General Ordinance.

Based on the report of the Director of Finance of the City required by the Act, the Ninth
Supplemental Ordinance determined that the pledged Gas Works Revenues (as defined in the
1998 General Ordinance) will be sufficient to comply with the rate covenant contained in the
1998 General Ordinance and also to pay all costs, expenses and payments required to be paid
therefrom in their order and priority stated in the 1998 General Ordinance.

The City covenants in the Ninth Supplemental Ordinance that, as long as any of the
Eighth Series Bonds shall remain outstanding, all pledged Gas Works Revenues shall be
deposited and held in and disbursed from one or more unsegregated accounts of the Gas Works
which shall be separate from and not commingled with the consolidated cash account of the City
or any other account of the City not held exclusively for Gas Works purposes. Such pledged Gas
Works Revenues shall be held for the security and payment of the Eighth Series Bonds and all
Bonds issued under the 1998 General Ordinance to the extent, and to be applied in the order of
priority, set forth in the 1998 General Ordinance. This covenant shall not be construed to require
the establishment of any Gas Works account segregated from any other Gas Works accounts
except as provided in the Ninth Supplemental Ordinance or as otherwise required by the 1998

General Ordinance.

The City covenants that as long as any Eighth Series Bonds shall remain unpaid, it shall
make payments or cause payments to be made out of its 1998 Gas Works Revenue Bond Sinking
Fund created under the 1998 General Ordinance at such times and in such amounts as shall be
sufficient for the payment of the interest thereon and the principal thereof when due; provided,
however, that whenever the City shall be required to deposit moneys with the Fiscal Agent for
the mandatory redemption of any of the Eighth Series Bonds, such obligation may be satisfied, in
whole or in part, by the delivery by the City to the Fiscal Agent of a principal amount of Eighth
Series Bonds of the maturity required to be redeemed for cancellation prior to the date specified
for such redemption.
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The Ninth Supplemental Ordinance authorizes the Director of Finance to make such
elections under the Internal Revenue Code of 1986, as amended (the "Code"), and Treasury
Regulations promulgated thereunder with respect to the Eighth Series Bonds and to take such
actions on behalf of the City with respect to the investment of the proceeds of the Eighth Series
Bonds as is deemed advisable, and the Director of Finance or any member of the Bond
Committee is authorized to make such covenants as may be necessary or advisable in order that
the Eighth Series Bonds shall not be "arbitrage bonds" as defined in the Code.

Subject to the determination by a majority of the Bond Committee and as required by the
1998 General Ordinance, the Ninth Supplemental Ordinance authorizes the Director of Finance
to enter into an amendment to the Sixth Series Swap Agreement, provided that the Sixty Series
Swap Agreement, as so amended, shall continue to constitute a Qualified Swap Agreement, as

such term is defined in the 1998 General Ordinance, with respect to the Sixth Series Bonds under
the Eighth Series Bonds and/or relate to all or a portion of the outstanding Gas Works Revenue
Bonds Fifth Series A-2, as authorized and permitted pursuant to the 1998 General Ordinance.

Subject to the determination by a majority of the Bond Committee and as required by the
1998 General Ordinance, the Director of Finance is hereby authorized to enter into one or more
interest rate swap transactions consisting of a Master Agreement, Schedule and one or more
Confirmations (collectively, the "Eighth Series Swap"), collectively constituting a Qualified
Swap Agreement, with respect to the Eighth Series Bonds, and/or the Sixth Series bonds and/or
relate to all or a portion of the outstanding Gas Works Revenue Bonds Fifth Series A-2, as

authorized and permitted pursuant to the 1998 General Ordinance.

In accordance with and as permitted by the 1998 General Ordinance, the pledge and grant
of a lien on and security interest in, all Gas Works Revenues, all accounts, contract rights and
general intangibles representing the Gas Works Revenues and all funds and accounts established
under the 1998 General Ordinance (except for the Sinking Fund and the Sinking Fund Reserve),
and in each case, the proceeds of the foregoing, shall be for the benefit of the provider of the
Sixth Series Swap, the provider of the Eighth Series Swap and the provider of a Credit Facility
securing any payments of the City to be made pursuant to the Sixth Series Swap anilor the
Eighth Series Swap (collectively, "Swap Credit Facilities"), all to the extent and in the manner as

provided therein.

All of the provisions of the 1998 General Ordinance relating to Qualified Swaps, except
to the extent limited to the Ninth Supplemental Ordinance, with respect to the Sinking Fund and

the Sinking Fund Reserve, shall apply to the Sixth Series Swap, as amended, the Eighth Series
Reserve, and to payments due from the City to the providers of the Sixth Series Swap, as

amended, the Eighth Series Swap and the Swap Credit Facilities.
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APPENDIX E

CONTINUING DISCLOSURE AGREEMENT

This Continuing Disclosure Agreement ("Disclosure Agreement") is executed and
delivered as of August20,2009 by and between The City of Philadelphia, Pennsylvania ("City")
and Digital Assurance Certification, L.L.C., as dissemination agent (the "Dissemination Agent"),
in connection with the issuance by the City of four series ("Series") of bonds to be designated:
City of Philadelphia, Pennsylvania Gas Works Revenue Refunding Bonds, Eighth Series (1998
General Ordinance) in the aggregate principal amount of $255,000,000 consisting of:
$105,000,000 Gas Works Revenue Refunding Bonds, Eighth Series B (1998 General Ordinance)
(the "Eighth Series B Bonds"), $50,000,000 Gas Works Revenue Refunding Bonds, Eighth
Series C (1998 General Ordinance) (the "Eighth Series C Bonds"), $50,000,000 Gas Works
Revenue Refunding Bonds, Eighth Series D (1998 General Ordinance) (the "Eighth Series D
Bonds") and $50,000,000 Gas Works Revenue Refunding Bonds, Eighth Series E (1998 General
Ordinance) (the "Eighth Series E Bonds" and together with the Eighth Series B Bonds, the
Eighth Series C Bonds and the Eighth Series D Bonds, the "Bonds").

The Bonds are being issued by the City under the provisions of The First Class City
Revenue Bond Act, Act No. 234 of the General Assembly of the Commonwealth of
Pennsylvania approved October 18,1972, P.L. 955, as amended (the "Act"), and the General Gas
Works Revenue Bond Ordinance of 1998 (Bill No. 980232, approved May 30, 1998) ("1998
General Ordinance"). as amended and supplemented from time to time and, in particular, as

supplemented by the Ninth Supplemental Ordinance (Bill No. 090322, approved June 3, 2409)
(collectively, the "1998 General Ordinance"). Certain matters concerning the Bonds have been
determined pursuant to the 1998 General Ordinance by the Bond Committee of the City,
consisting of the Mayor, the City Controller and the City Solicitor ("Bond Committee"), and
acting by at least a majority thereof, in an authorization dated August 13, 2009 ("Bond
Authorization").

In consideration of the mutual covenants, promises and agreements contained herein and
intending to be legally bound hereby, the parties hereto agree as follows:

Section 1. Definitions

ln this Disclosure Agreement and any agreement supplemental hereto (except as

otherwise expressly provided or unless the context clearly requires otherwise) terms defined in
the recitals hereto shall have such meanings throughout this Disclosure Agreement, and, in
addition, the following terms shall have the meanings specified below:

"Annual Financial Information" shall mean the financial information or operating data
with respect to the City and PGW delivered at least annually pursuant to Section 3 hereof,
substantially similar to the type set forth in Appendix o'A" attached hereto and in accordance
with the Rule. The financial statements comprising the Annual Financial Information are
prepared according to accounting methods and procedures which conform to generally accepted
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accounting principles for governmental units as prescribed by the Government Accounting
Standards Board.

o'Business Day" or "Business Dayso' shall mean any day other than a Saturday or Sunday
or, in the City, a legal holiday or a day on which banking institutions are authorized by law or
contract to remain closed or a day on which the Dissemination Agent is closed.

"Disclosure Representative" shall mean the Director of Finance of the City, the City
Treasurer or such other official or employee of the City as the Director of Finance or the City
Treasurer shall desienate in writing to the Dissemination Asent.

"EMMA" shall mean the Electronic Municipal Market Access System maintained by the
MSRB.

'oFiscal Agent" shall mean US. Bank National Association, as Fiscal Agent for the Bonds.

"Material Event" shall mean any of the events listed in Section 4(a) of this Disclosure
Agreement, if material within the meaning of the Rule.

'.MSRR" shall mean the Municipal Securities Rulemaking Board.

"Official Statement" shall mean the Official Statement dated August 13,2009, relating to
the Bonds.

"Participating Underwriters" shall mean any of the original underwriters of the Bonds
required to comply with the Rule in connection with their purchase and reoffering of the Bonds.

(6PGW'means 
the Philadelphia Gas Works of the City of Philadelphia.

'oRegistered Owner" or "Owners" shall mean the person or persons in whose name a
Bond is registered on the books of the City maintained by the Fiscal Agent in accordance with
the 1998 General Ordinance, the Ninth Supplemental Ordinance and the Bonds. For so long as

the Bonds shall be registered in the name of the Securities Depository or its nominee, the term
"Registered Owners" shall also mean and include, for the purposes of this Disclosure
Agreemento the owners of book-entry credits in the Bonds evidencing an interest in the Bonds;
provided, however, that the Dissemination Agent shall have no obligation to provide notice
hereunder to owners of book entry credits in the Bonds, except those who have filed their names
and addresses with the Dissemination Agent for the purposes of receiving notices or giving
direction under this Disclosure Agreement.

"Repository" shall mean each nationally recognized municipal securities information
repository under the Rule. The Securities and Exchange Commission has designated EMMA as

the sole Repository effective as of July 1,2009. Any information filed in connection with this
Disclosure Agreement shall be filed with EMMA at http:llemma.msb.orgl, and any future
Repository as may be required under the Rule.
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"Rule" shall mean Rule l5c2-12(b)(5) promulgated by the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended, as such rule may be

amended from time to time.

"Securities Depository" shall mean The Depository Trust Company, New York, New
York, or its nominee, Cede & Co., or any successor thereto appointed pursuant to the General
Ordinances.

All words and terms used in the Disclosure Agreement and defined above or elsewhere
herein shall have the same meanings as set forth in the Bond Authorization, if defined therein, or
in the 1998 General Ordinance. if defined therein.

Section 2. Authorization and Purpose of Disclosure Agreement

This Disclosure Agreement is authorized to be executed and delivered by the City
pursuant to Section 15 of the Bond Authorization in order to assist the Participating Underwriters
in complying with the requirements of the Rule.

Section 3. Provision of Annual Financial Information

(a) Within 240 days of the close of each fiscal year of the City, commencing with the
fiscal year ending June 30, 2009, the Disclosure Representative shall file with the Dissemination
Agent, Annual Financial Information for such fiscal year. The Dissemination Agent shall
promptly upon receipt thereof file the Annual Financial Information with each Repository. The
Annual Financial Information will be in the form of the City's Comprehensive Annual Financial
Report and, to the extent such information is not included therein, will include the other
information set forth on Appendix A, and will contain unaudited financial statements if audited
financial statements are not available.

(b) As soon as audited financial statements for the City are available, commencing
with the audited financial statements for the fiscal year ending June 30, 2009, the Disclosure
Representative shall file the audited financial statements with the Dissemination Agent. The
Dissemination Agent shall promptly upon receipt thereof file the audited financial statements
with each Repository.

Section 4. Material Ovents

(a) The City agrees that it shall provide through the Dissemination Agent, in a timely
manner, to each Repository, notice of any of the following events with respect to the Bonds if
material within the meaning of the Rule (each a "Material Event"):

(1) Principal and interest payment delinquencies;

(2) Non-payment related defaults;

(3) Unscheduled draws on debt service reserves reflecting financial
difficulties;
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(4) Unscheduled draws on credit enhancements reflecting financial
difficulties;

(5) Substitution of credit or liquidity providers or their failure to perform;

(6) Adverse tax opinions or events affecting the tax-exempt status of the
Bonds;

(7) Modifications to the rights of the Holders of the Bond Holders;

(8) Bond calls;

(9) Defeasances;

(10) Release, substitution or sale of property securing repayment of the Bonds;
and

(ll) Ratingchanges.

The foregoing eleven (11) events are quoted fromthe Rule. No mandatory redemption
shall be deemed a Material Event.

(b) Whenever the City concludes that a Material Event has occurred, the Disclosure
Representative shall promptly notifu the Dissemination Agent in writing of such occurrence,
specifying the Material Event. Such notice shall instruct the Dissemination Agent to file a notice
of such occuffence with each Repository. Upon receipt, the Dissemination Agent shall promptly
file such notice with each Repository. In addition, the Dissemination Agent shall promptly file
with each Repository notice of any failure by the City or the Dissemination Agent to timely file
the Annual Financial Information as provided in Section 3 hereof, including, any failure by the
City or the Dissemination Agent to provide the Annual Financial Information on or before the
date specified in Section 3(a) hereof. Any filing with each Repository shall be accompanied by a
form provided by the Disclosure Representative to the Dissemination Agent.

(c) Notwithstanding the foregoing, the Dissemination Agent shall, promptly after
obtaining actual knowledge of an event listed in clauses (a) (1), (3), (4), (5), (8), or (9) noti$r the
Disclosure Representative of the occurrence of such event and shall, within three (3) Business
Days of giving notice to the Disclosure Representative, file notice of such occuffence with each
Repository unless the Disclosure Representative gives the Dissemination Agent written
instructions not to file such notice because the event has not occurred or the event is not material
within the meaning of the Rule.

(d) The Dissemination Agent shall prepare an affidavit of mailing for each notice
delivered pursuant to clauses (b) and (c) of this Section 4 and shall deliver such affidavit to the
City no later than three (3) Business Days following the date of delivery of such notice.

(e) The Dissemination Agent shall request the return from each Repository, of written
acknowledgment or receipt of any notice delivered to each Repository. Upon the retum of all
completed acknowledgments of a notice, the Dissemination Agent shall prepare an affidavit of
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receipt specifying the date and hour of receipt of such notice by each recipient to the extent such
infbrmation has been provided to the Dissemination Agent. Such affidavit of receipt shall be

delivered to the City no later than three (3) Business Days following the date of receipt by the
Dissemination Agent of the last completed acknowledgment.

Section 5. Amendment; Waiver

(a) Notwithstanding any other provision of this Disclosure Agreement, the City and
the Dissemination Agent may amend the Disclosure Agreement or waive any of the provisions
hereof, provided that no such amendment or waiver shall be executed by the parties hereto or
effective unless:

(i) the amendment or waiver is made in writing and in connection with a

change in circumstances that arises from a change in legal requirements, change in law or change
in identity, nature or status of the City or the govemmental operations conducted by the City;

(ii) the Disclosure Agreement, as amended by the amendment or waiver,
would have been the written undertaking contemplated by the Rule at the time of original
issuance of the Bonds, after taking into account any amendments or interpretations of the Rule,
as well as any change in circumstances; and

(iii) the amendment or waiver does not materially impair the interests of the
Registered Owners of the Bonds.

(b) Evidence of compliance with the conditions set forth in clause (a) of this Section
5 shall be satisfied by the delivery to the Dissemination Agent of an opinion of counsel having
recognized experience and skill in the issuance of municipal securities and federal securities law,
acceptable to both the City and the Dissemination Agent, to the effect that the amendment or
waiver satisfies the conditions set forth in clauses (a) (i), (ii), and (iii) of this Section 5.

(c) Notice of any amendment or waiver containing an explanation of the reasons
therefor shall be given by the Disclosure Representative to the Dissemination Agent upon
execution of the amendment or waiver and the Dissemination Agent shall promptly file such
notice with each Repository. The Dissemination Agent shall also send notice of the amendment
or waiver to each Registered Owner including owners of book-entry credits in the Bonds who
have filed their names and addresses with the Fiscal Agent.

Section 6. Other Information: Duties Under the General Ordinances or the Bond
Authorizations

(a) Nothing in this Disclosure Agreement shall preclude the City from disseminating
any other information with respect to the City or the Bonds, using the means of communication
provided in this Disclosure Agreement or otherwise, in addition to the Annual Financial
Information and the notices of Material Events specifically provided for herein, nor shall the City
be relieved of complying with any applicable law relating to the availability and inspection of
public records. Any election by the City to furnish any information not specifically provided for
herein in any notice given pursuant to this Disclosure Agreement or by the means of
communication provided for herein shall not be deemed to be an additional contractual
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undertaking and the City shall have no obligation to furnish such information in any subsequent
notice or by the same means of communication.

(b) Nothing in this Disclosure Agreement shall relieve the Dissemination Agent of
any of its duties and obligations under the 1998 General Ordinance, the Ninth Supplemental
Ordinance or the Bond Authorization.

(c) Except as expressly set forth in this Disclosure Agreement, the Dissemination
Agent shall have no responsibility for any continuing disclosure to the Registered Owners, the
MSRB, or any Repository.

Section 7. Default

(a) [n the event that the City or the Dissemination Agent fails to comply with any
provision of this Disclosure Agreement. the Dissemination Agent or any Registered Owner of
the Bonds shall have the right, by mandamus, suit, action or proceeding at law or in equity, to
compel the City or the Dissemination Agent to perform each and every term, provision and
covenant contained in this Disclosure Agreement. The Dissemination Agent shall be under no
obligation to take any action in respect of any default hereunder unless it has received the
direction in writing to do so by the Registered Owners of at least 25o/o of the outstanding
principal amount of a series of the Bonds and it in the Dissemination Agent's opinion, such
action may tend to involve expense or liability, unless it is also furnished with indemnity and
security for expenses satisfactory to it.

(b) A default under the Disclosure Agreement shall not be or be deemed to be an

Event of Default under the Bonds, the 1998 General Ordinance, the Ninth Supplemental
Ordinance, the Bond Authorization, the Act or any other agreement related thereto and the sole
remedy in the event of a failure of the City or the Dissemination Agent to comply with the
provisions hereof shall be the action to compel performance described in Section 7(a) above.

Section 8. Concerning the Dissemination Agent

(a) The Dissemination Agent accepts and agrees to perform the duties imposed on it
by this Disclosure Agreement, but only upon the terms and conditions set forth herein. The
Dissemination Agent shall have only such duties in its capacity as are specifically set forth in this
Disclosure Agreement. The Dissemination Agent may execute any powers hereunder and
perform any duties required of it through attorneys, agents, and other experts, officers, or
employees, selected by it, and the written advice of such counsel or other experts shall be full
and complete authorization and protection in respect of any action taken, suffered or omitted by
it hereunder in good faith and in reliance thereon. The Dissemination Agent shall not be

answerable for the default or misconduct of any attorney, agent, expert or employee selected by
it with reasonable care. The Dissemination Agent shall not be answerable for the exercise of any
discretion or power under this Disclosure Agreement or liable to the City or any other person for
actions taken hereunder, except for its own willful misconduct or negligence.

(b) The City shall pay the Dissemination Agent reasonable compensation for its
services hereunder, and also all its reasonable expenses and disbursements, including reasonable
fees and expenses of its counsel or other experts, as shall be agreed upon by the Dissemination
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Agent and the City. Nothing in this Section 8(b) shall be deemed to constitute a waiver of
governmental immunity by the City. The provisions of this paragraph shall survive termination
of this Disclosure Agreement.

(c) The Dissemination Agent may act on any resolution, notice, telegram, request,
consent, waiver, certificate, statement, affidavit, or other paper or document which it in good
faith believes to be genuine and to have been passed or signed by the proper persons or to have
been prepared and furnished pursuant to any of the provisions of this Disclosure Agreement; and
the Dissemination Agent shall be under no duty to make any investigation as to any statement
contained in any such instrument, but may accept the same as conclusive evidence of the
accuracy of such statement in the absence of actual notice to the contrary. The Dissemination
Agent shall be under no obligation to institute any suit, or to take any proceeding under this
Disclosure Agreement, or to enter any appearance or in any way defend in any suit in which it
may be made a defendant, or to take any steps in the execution of the duties hereby created or in
the enforcement of any rights and powers hereunder, until it shall be indemnified by the
Registered Owners to its satisfaction against any and all costs and expenses, outlays and counsel
fees and expenses and other reasonable disbursements, and against all liability; the
Dissemination Agent may, nevertheless, begin suit or appear in and defend suit, or do anything
else in its judgment proper to he done by it as Dissemination Agent, w-ithout indemnity.

(d) All documents, reports, notices, statements, information and other materials
provided to the MSRB under this Section shall be provided in an electronic format and
accompanied by identifying information as prescribed by the MSRB.

Section 9. Term of Disclosure Agreement

This Disclosure Agreement shall terminate upon (l) payment or provision for payment in
full of the Bonds, or (2) repeal or rescission of Section (bX5) of the Rule; or (3) a final
determination that Section (b)(5) of the Rule is invalid or unenforceable.

Section 10. Beneficiaries

This Disclosure Agreement shall inure solely to the benefit of the City, the Dissemination
Agent and the Registered Owners from time to time of the Bonds and nothing herein contained
shall confer any right upon any other person.

Section 11. Notices

Any written notice to or demand may be served, presented or made to the persons named
below and shall be sufficiently given or filed for all purposes of this Disclosure Agreement if
deposited in the United States mail, first class postage prepaid or in a recognized form of
overnight mail, or by telecopy with confirmation of receipt, addressed:
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(a) To the Dissemination Agent at:

DAC, Digital Assurance Certification LLC
390 North Orange Avenue, Suite 1750
Orlando, FL 32801
Attention: Jenny Emami
Fax: (407) 515-6513

(b) To the City or the Disclosure Representative at:

City of Philadelphia
Office of the Director of Finance
Municipal Services Building
1401 J.F.K. Boulevard
Philadelphia, PA 19102
Attention: Director of Finance
Fax: (215) 568-1947; or

City of Philadelphia
Office of the City Treasurer
Municipal Services Building
l40l J.F.K. Boulevard
Philadelphia, PA 19102
Attention: City Treasurer
Fax: (215) 686-3815

(c) To the MSRB at:

Municipal Securities Rulemaking Board
1900 Duke Street. Suite 600
Alexandria,VA 22314
Attention: CDI
Fax: (703) 683-1930

(d) To the Repository at http://emma.msrb.org/

or such other addresses as may be designated in writing to all parties hereto.

Section 12. No Personal Recourse

No personal recourse shall be had for any claim based on this Disclosure Agreement
against any member, officer, or employee, past, present or future, of the City (including without
limitation, the Disclosure Representative), or of any successor body as such, either directly or
through the City or any such successor body, under any constitutional provision, statute or rule
of law or by the enforcement of any assessment or penalty or otherwise.
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Section 13. Controlling Law

The laws of the Commonwealth of Pennsylvania shall govern the construction and
interpretation of this Disclosure Agreement.

Section 14. Removal and Resignation of the Dissemination Agent

The City has appointed the Dissemination Agent as exclusive Dissemination Agent under
this Disclosure Agreement. The City may, upon thirty days' written notice to the Dissemination
Agent and the Fiscal Agent, replace or appoint a successor Dissemination Agent. Upon
termination of the Dissemination Agent's services as Dissemination Agent, whether by notice of
the City or the Dissemination Agent. the City agrees to appoint a successor Dissemination Agent
or, alternately, agrees to assume all responsibilities of Dissemination Agent under this Disclosure
Agreement for the benefit of the Holders of the Bonds. Notwithstanding any replacement or
appointment of a successor, the City shall remain liable until payment in full for any and all sums
owed and payable to the Dissemination Agent. The Dissemination Agent may resign at any time
by providing thiny days' prior written notice to the City.

Section 15. Successors and Assigns

All of the covenants, promises and agreements contained in this Disclosure Agreement
by or on behalf of the City or by or on behalf of the Dissemination Agent shall bind and inure to
the benefit of their respective successors and assigns, whether so expressed or not.

Section 16. Headings for Convenience Only

The descriptive headings in this Disclosure Agreement are inserted for convenience of
reference only and shall not control or affect the meaning or construction of any of the provisions
hereof.

Section 17. Counterparts

This Disclosure Agreement may be
which when so executed and delivered shall
constitute but one and the same instrument.

executed in any number of counterparts, each of
be an original, but such counterparts shall together

Section 18. Entire Agreement

This Disclosure Agreement sets forth the entire understanding and agreement of the City
and the Dissemination Agent with respect to the matters herein contemplated and no
modification or amendment of or supplement to this Disclosure Agreement shall be valid or
effective unless the same is in writing and signed by the parties hereto.
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TN WITNESS WHEREOF, THE CITY OF PHILADELPHIA, PENNSYLVANIA, hAS

caused this Disclosure Agreement to be executed by the Director of Finance and DIGITAL
ASSURANCE CERTIFICATION, L.L.C., as Dissemination Agent, has caused this Disclosure
Agreement to be executed by one of its duly authorized officers all as of the day and year first
above written.

THE CITY OF PHILADELPHTA.
PENNSYLVANTA

Rob Dubow
Director of Finance

DIGITAL ASSURANCE CERTIFICATION. L.L.C.
as Dissemination Asent

Authorized Officer

By:

By:
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APPENDIX "A'

l. Commencing with the fiscal year ending June 30, 2009, a copy of the
Comprehensive Annual Financial Report ("CAFR") which contains the audited combined
financial statements of the City prepared by the office of the Director of Finance of the City in
conformance with guidelines adopted by the Governmental Accounting Standards Board and the
American Institute of Certified Public Accountants' audit guide, Audits of State and Local
Government Units, and

2. Commencing with the Fiscal Year of the Philadelphia Gas Words ending
August 31,2009, to the extent such information is not contained in the CAFR, an update of the
information set forth in the financial statements of the Philadelphia Gas Works for the Fiscal
Years ended August3l,2007 and August3l, 2008, included in Appendix A to the Official
Statement.
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APPENDIX F

PROPOSED FORM OF OPINIONS OF CO-BOND CO{INSEL

,2009

City of Philadelphia, Pennsylvania
Gas Works Revenue Refundins Bonds. Eighth Series (1998 GeneralOrdinance)

To The Purchasers of the Within-Described Bonds:

We have acted as Co-Bond Counsel to the City of Philadelphia, Pennsylvania ("City") in
connection with the authorization, issuance and sale by the City of its Gas Works Revenue
Refunding Bonds, Eighth Series _ ( 1998 General Ordinance) ("Eighth Series _ Bonds").

The Eighth Series Bonds are issued under and pursuant to provisions of: (i) the
Constitution of the Commonwealth of Pennsylvania ("Commonwealth"); (ii) the First Class City
Revenue Bond Act, approved October 18,1972 (P.L. 955), Act No. 234 ("Act"); (iii) the City of
Philadelphia General Gas Works Revenue Bond Ordinance of 1998, as amended (Bill No.
980232) ("1998 General Ordinance"); (iv) the Ninth Supplemental Ordinance to the General
Ordinance (Bill No. 090322), enacted by the Council of the City ("City Council") on May 21,
2009 and approved by the Mayor of the City on June 3, 2009 ('Ninth Supplemental Ordinance");
and (v) a Bond Authorization of the Bond Committee of the City, comprised of the Mayor, the
City Controller and the City Solicitor, acting by a majority thereof ("Bond Committee"), dated

,2009 ("Bond Authorization"). This opinion is being rendered pursuant to Section
4.06 of the 1998 General Ordinance. Capitalized terms not otherwise defined herein shall have
the meanings ascribed to such terms in the 1998 General Ordinance or the Ninth Supplemental
Ordinance.

Concurrently with the issuance of the Eighth Series _ Bonds, the City is issuing its
$58,285,000 Gas Works Revenue Refunding Bonds, Eighth Series A (1998 General Ordinance)
("Eighth Series A Bonds"), $ Gas Works Revenue Refundine Bonds" Eiehth
Series-(l998Generalordinance)(..EighthSeries-Bonds''),$-GasWorks
Revenue Refunding Bonds, Eighth Series _ (1998 General Ordinance) ("Eighth Series _
Bonds'')and$-GasWorksRevenueRefundingBonds'EighthSeries-(1998
General Ordinance) ("Eighth Series _ Bonds" and, together with the Eighth Series _ Bonds,
the Eighth Series _ Bonds, the Eighth Series _ Bonds and the Eighth Series _ Bonds, the
"Eighth Series Bonds").

Re:
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To The Purchasers of the Within-Described Bonds
,2009

Page 2

The Eighth Series Bonds are being issued by the City to provide funds for any or all of
the following purposes: (i) redeeming all or any portion of the outstanding City of Philadelphia,
Pennsylvania, Gas Works Revenue Bonds, Sixth Series (1998 Ordinance), upon such terms and
in such amounts as shall be determined by the Director of Finance (the "Sixth Series Bonds");
(ii) providing the funds in order to make a payment (the "Termination Payment") to terminate, in
whole or in part, the Qualified Swap (the "Sixth Series Swap") entered into with respect to the
Sixth Series Bonds pursuant to a Qualified Swap Agreement (the "Sixth Series Swap
Agreement"); and (iii) paying the costs of issuing the Eighth Series Bonds and any required
deposits to the Sinking Fund Reserve.

The Eighth Series _ Bonds, together with all Senior Bonds presently Outstanding under
the 1998 General Ordinance and any parity obligations hereafter issued under the 1998 General
Ordinance (collectively, "1998 Ordinance Senior Bonds"), are equally and ratably payable solely
from and secured solely by a lien on and security interest in, all Gas Works Revenues, all
accounts, contract rights and general intangibles representing Gas Works Revenues and all funds
and accounts established under the 1998 General Ordinance. Pursuant to the 1998 General
Ordinance, all 1998 Ordinance Senior Bonds are subordinate in right of payment and security to
bonds issued under the City's General Gas Works Revenue Bond Ordinance of 1975.

As Co-Bond Counsel, we have examined: (a) the relevant provisions of the Constitution
of the Commonwealth; (b) the Act; (c) the 1998 General Ordinance; (d) the Ninth Supplemental
Ordinance; (e) the Bond Authorization; and (f) certain statementso certifications, affidavits and
other documents and matters of law as we have deemed necessary to enable us to render the
opinion set forth below, including, without limitation, a certification of officials of the City and
of the Philadelphia Gas Works having responsibility for issuing the Eighth Series _ Bonds
("Tax Compliance Certificate"), intended to satisfu certain provisions of the Internal Revenue
Code of 1986, as amended ("Code"), and applicable Treasury Regulations, and the other
documents and instruments listed on the Closing Index filed with U.S. Bank National
Association, as Fiscal Agent, on the date of delivery of the Eighth Series _ Bonds. We have
also examined a fully executed and authenticated Eighth Series _ Bond.

In rendering the opinion set forth below, we have relied upon the genuineness, accuracy
and completeness of all documents, records, certifications and other instruments examined
including, r,vithout limitation, the authenticity of all signatures appearing thereon. We have also
relied, in the opinion set forth below, upon the opinion of the City Solicitor as to all matters of
fact and law set forth therein. We have not made any independent examination in rendering this
opinion other than the examination referred to above. Our opinion is therefore qualified in all
respects by the scope of that examination.
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To The Purchasers of the Within-Described Bonds

Page 3

Except with respect to Paragraph 5 below, our opinion is given only with respect to the
laws of the Commonwealth of Pennsylvania as enacted and construed on the date hereof.

Based upon and subject to the foregoing and subject to the qualifications hereinafter set
forth, we are of the opinion that:

l. The City is authorized under the provisions of the Constitution and laws of the
Commonwealth to perform its obligations under the 1998 General Ordinance, the Ninth
Supplemental Ordinance and the Eighth Series _ Bonds and to issue the Eighth Series _ Bonds
for the purposes set forth in the Ninth Supplemental Ordinance.

2. The City has duly and properly authorized the issuance of the Eighth Series _
Bonds.

3. The Eighth Series _ Bonds have been duly executed, authenticated, issued and
delivered, and are the legal, valid and binding obligations of the City, enforceable in accordance
with the terms thereof, except as enforcement may be affected by bankruptcy, insolvency,
reorganization, moratorium, fraudulent transfer or other similar laws or legal or equitable
principles affecting the enforcement of creditors' rights.

4. Under the laws of the Commonwealth as presently enacted and construed, interest
on the Eighth Series _ Bonds is exempt from Pennsylvania personal income tax and
Pennsylvania corporate net income tax and the Eighth Series _ Bonds are exempt from personal
property taxes in Pennsylvania; however, any profits, gains or income dedved from the sale,

exchange or other disposition of the Eighth Series _ Bonds will be subject to Commonwealth
taxes and local taxes within the Commonwealth.

5. Under existing statutes, regulations, rulings and court decisions, assuming that the
City complies with its covenants relating to certain requirements of the Code, interest on the
Eighth Series _ Bonds will not be includible in the gross income of the holders thereof for
federal income tax purposes, is exempt from individual and corporate federal alternative
minimum tax ("AMT"), and is not includible in adjusted current earnings for purposes of
corporate AMT.

In rendering this opinion, we have assumed compliance by the City with its
covenants contained in the 1998 General Ordinance, the Ninth Supplemental Ordinance, the
Bond Authorization and the Tax Compliance Certificate that are intended to comply with the
provisions of the Code relating to actions to be taken by the City in respect of the Eighth Series

_ Bonds after the issuance thereof to the extent necessary to effect or maintain the exclusion of
interest on the Eighth Series _ Bonds from gross income for federal income tax purposes.
These covenants relate to, inter alia, the use and investment of proceeds of the Eight Series _
Bonds and the rebate to the United States Treasury of specified arbitrage earnings, if required.

2009
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To The Purchasers of the Within-Described Bonds

Page 4

Failure to comply with such representations and covenants could result in the interest on the
Eighth Series _ Bonds becoming includible in gross income for federal income tax purposes
from the date of issuance of the Eighth Series _ Bonds.

We call to your attention that the Eighth Series _ Bonds are special obligations of the
City payable solely from and secured solely by the Gas Works Revenues and amounts in the
Sinking Fund, including the Sinking Fund Reserve established under the 1998 General
Ordinance. The Eighth Series _ Bonds are not general obligations of the City and do not pledge
the full faith, credit or taxing power of the City or create any debt or charge against the general
revenues of the City or create a lien against properfy of the City other than Gas Works Revenues.

We express no opinion as to any matter not set forth in the numbered paragraphs herein.
This opinion is given as of the date hereof and we assume no obligation to supplement this
opinion to reflect changes in law that may hereafter occur or changes in facts or circumstances
that may hereafter come to our attention. Without limiting the generality of the foregoing, we
express no opinion herein with respect to, and assume no responsibility for, the accuracy,
adequacy or completeness of the Preliminary Official Statement or the Official Statement
prepared in respect of the Eighth Series _ Bonds, and make no representation that we have
independently verified the contents thereof.

Very truly yours,

2009
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