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Philadelphia Gas Works' Base Rate Filing

N. RATE OX'RETT]RN

U.A.5. Supply projected capital require,rnents and sources of Company,
Parent and System (consolidated) for each of future three years.

RESPONSE:

Atlached is PGW's sources and uses of cash for capital improve,ment
expenditures for Fiscal Years 2008 tbrough 2015.



il{'ll
FIFil

,rl,

It
d6|

ct
o
o-(\l

aloot
a,t
I

(!s
r.tlo

ro ct c,FC'C'0Oted.\td
.DF

oo
t--t

UIFil

EIBil

q$il

$l$il

q$il

$IEil

1*[

$a

$u

H

HH

flu

qBil q$ 
-il

$l$ll sqa 3il

q$il eq$ $il

3l$il $q$ $il

FlEil 5q5 Fil

ul=ll uqe $[

o

a

o

I

e

I

@

I

o

c,ct
o-
oro
a

a

I

e,

ooct
d
C'(\l

o

I

Els

Ha

o
utu
DF
oz
u!
o.x
ut
F2
lrl
=lo

,XF
EF"=
e=p
^?FE^
;3HE+tlr-
EEE
5aE
E6*

bE
0,'L
uloI
oz
o
ul(,
tr
foq,

$a

tl-ll*q*gil
pQ'p elsll eEl a s[e- 8- 8. El s.lllas l*il Eq$ s[

s H slsll u98 sllE d 
1'il 'E] s oil

No
o'
@

-l-ll

1Hil

lull
6

E

a$

sB cE -sfrE*E* E E E

s$€€EE "aE;'f;Fe: :a='E E

EEE'U 4gEgFSFFg ;"tEg f;

Ha

$s

Elal



Philadelphia Gas Worls' Base Rate Filiug

u. RATE OF RETTTRN

tr 4.6. Provide a schedule ofdebt andpreferred stock of company, parent and
!ryt* (consolidated) as of test year-e,nd and latest date, detai-fing ior each issue
(if applicable):

tr.A.6.a Date ofiszue

tr.4.6.b. Date of mahrity

tr.A.6.c. Amormtissued

tr.A.6.d. Amount outstanding

tr.A.6.e. Amount retired

tr.A.6.f. Amount reacquired

tr.A.6.g. Gain on reacquisition

II.A.6.h. Couponrate

[.A.6.i. Discount orpre,mium at issuance

tr.A.6 j. Iszuance s(penses

II.A.6.k. Net proceeds

tr.A.6.1. ginking Fund requirements

tr.A.6.m. Effective interest rate

tr.A.6.n. Dividendrate

tr.A.6.o. Effective cost rate

tr.A.6.p. Total average weighted effective Cost Rate

RESPONSE:

Please see the attached debt schedule for the respouse to:

4 b, c, 4 e, h, i,j, k, l, andm.

f Not applicable
g Not applicable
n Not applicable
o Not applicable
p Not applicable
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Philadelphia Gas'Works' Base Rate Filing

II. RATE OT'RETTTRN

II.A.7_II.A.1O

RESPONSE: Not applicable to a municipally-owned" cash flow
method company.



Philadelphia Gas Works' Base Rate Filing

tr. RATE O['RETI.]RN

tr.A I I . Provide AFUDC charged by company at test year-end and latest
date, and orplain method by which rate was calculated.

RESPONSE:

12 Months Ended Two Montls Ended
Ausust3l.2009 Ostpber3l.2009

PhiladelphiaGas \Morks $247,437 $,[4,365

AFUDC is calculated in accordance with the formula prescribed by the
Federal Energy Regulatory Commission.



Philadelphia Gas Works'Base Rato Filing

II. RATE OF RETIJRN

II.A.12. Set forth provisions of Company's and Parent's charter and
iudentures (if applicable) which describe coverage requirements,
limils on proportions of tlryes of capital outstanding, and restrictions
on dividend payouts.

RESPONSE:

The following documents are attached:

I General Gas Works Revenue Bond Ordinance of 1975

. General Gas Works Revenue Bond Ordinance of 1998

. Commercial Paper Notes Ordinance



(Bill No. 18?1)

AN OTOINAI{CE

Authorizing, generally, the issuance and sale by the City of
Gas Works Revenue Bonds of the City of Philadelphie,
prescribing the form of bonds, their execution, transfer,
excblnge, payment and redemption, prescribing the con-
ditions precedent to the issue of specific series of bonds,
including a supplemental authorizing ordinancg pledg-
iug the revenues of t"he Gas Works of the CiW as securi8,
adopting a rate covenanf and directing the Gas Com-
mission to impose rates sufficient to comply therewith,
designating a fiscal agent and sinking fund depositary,
establishing a Sinking Fund, includin_g:,a Sinking Fund
Reserve, and providing for its manaie-tnent, providing
remedies upon default, and for amendmehts- and modifi-
cations.

The CanuiJ of the Cita of Philad,elpltia'iereba ordnins:

SEcTIoN 1.

ARTICLE I
AUTHORIZATION, SCOPE AND PURPOSE_

SHORT TITLE

This Ordinsnce is enacted pursuaut to t}te provisionr of
The First Class City Revenue Bond Act approved October
18, 1972 (Act No. 234, 63 P.S. $16901 to 15924) for the
purpose of authorizing the issuence from time to time of
gas works revenue Bonds of the City to be secured by a
pledge of the revenues of the Gas Worke of the City, in
such principal amounts as shall from time to time be au-
thorized by further ordinance of the Council as more par-
ticularly hereinafter set forth. This Ordinance shall b€

APP. NO. 397-l



known as the Gcneral Gas :Jc:'ks Revettue Bond Ordinance
of 1975.

SecroN 2-
ARTICLE II

DEFINITIONS AND OTHER PROVISIONS OF
GENERAL APPLICATION

SecttoN 2.01. Definitions. For all purposes of this Ordi-
nance and ar\y ordinance supplemental hereto, except as

otherwise expressly provided or unless the contert otherwise
requiras:

Acf means The First Class City Revenue Bond Act ap-
proved Cctcber 18, 19?{ (Act No. 234, 5g P.S. $15901 to
L5924) as from time to time amended. Ttre wordg aud
phrases which are defincd in the Act shall have euch defined

meaning when used in this Ordinance.

Bonl. or Bonds means any gas works revenue bond of the
Cii.v issued and outstanding pursuant to the Act under this
Ordinance and any supptemental ordinance and shall in-
clude installment bonds, temporary bonds and interim cer-
'uificates.

Bonl.ttotd.er means the holder of any bearer bond and the
registered owner of any regisbered bond and the term
Holder, or Hoiders 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.

Cicy means the City of Philadelphia, Pennsylvania.

Citv Chnrgcs means the proportionate charges, if any,
for services performed for the Gas lVorks of the City by
all officers, departments, boards or commissions of the City
rvhich are contained in the computation of operating ex-
perues of the Ga^s Works, including, wit}out limitation, the
exp€nses of the Gas Commission, and also means the base
pa,:nents to the City contained in the Agreement between
the City and the Manager and all other pairnents made to
the City from Projecf Revenues.

APP. NO. 397-2
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t

Di.rector of Finarce means the chief financial, accounting
and budget officer of the City as established by the phila-
delphia Home Rule Charter.

Fiscal Agent means the bank named as such in Section
6.02 or its successor.

Fiscal Year means the fiscsl year of the City.

Gas Works mearul all property, real and personal, owned
by the City and used in the acquisition or manufacture,
storage and distribution of natural, liquifie4 eyuthetic or
manufactured gas or in the maintenanee, utaragement or
administration thereof, aud also means, as the context may
require, the busiuess entity managed by the Manager.

Monnger 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 Agteement between the Cify and
The Philadelphia Facilities Management Corporation, or
its successor or such other person, corporation, board, com-
mission or deparlment of the Ciby, which may be designated
by ordinance to manage tle Gas Works.

Net Operating Ezpenser mesns Operating Erpeuses ex-
clusive of Ciby Charges.

Operating Expenses means all costs and expenses of the
Gas Works necessary and appropriate to operate snd main-
tain the Gas Works in good operable condition during each
fiscal year of the City, and shell includg without limitation,
the Manager's fee, salaries and wages, purchases of serice
by contracf costs of materials, supplies and expendirble
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 work-
men's compensation requirements, provision for claims,
refunds and uncollectible receivables and for City Charges,
all in accordance with generally accepted municipal account-

APP. NO. 397-3



ing principles consistently applied, but shall exclude depre-
ciation and interest and sinking fund charges.

Prolect Reuenues means the revenues pledged for the
seurity and payment of the Bonds as set fortl in Section
4.O2.

Rate Couenont iezrls the rate covenant contained in
subsection (b) of Section 4.03.

Series when applied to Bonds mearul collectively all of
the Bonds of a given issue authorized by Supplemental
Ordinance as provided in Article IV thereof and may also
meBn, if appropriate, a subseries of any series if, for atry
reason, the City strould determine to divide any series into
one or more subseries of Bonds.

Si,r*ing Fund, means the Gas Works Revenue Bond Sink-
ing Fund estsblished by Section 6.01.

Sbtkin4 Fund. Depositwy means the bank nsmed as such
in Section 6.02 or its successor.

Sinking Fund Reserue means the Sinking Fund Reserve
estsblished by Section 6.04.

Supplemental Ordirwnce me&ns an ordirance supple-
mental hereto enacted pursuant to the Act and this Ordi-
nance by the council of the city authorizing the issuance of
a seri$ of Bonds.

SsqrtoN 2.02. Intelretation. AU refereuces in this
Ordinance to articles, sections and other subdivisions of
the Ordinance are to the designated articlea, eections or
other sub-divisions of this Ordinance as originally enacted.
The words "herein," tthereof," "herebyt' and tthefeundef,,
end otler words of similar import refer to tris ordinance
as a whole and not to any particular article, secJion or
other subdivision.

Secttox 2.03. Desctiptiae Head.ings. The descriptive
headings of the several articles and sections of this Ordi-
nance are inserted for convenience ilnly and shall not con-

APP. NO. 397-.



bol or affect the meaning or constructic:r of an1' of its
provisions.

SecttoN 2.04. SeuerabiJita. In case any one or more of
the provisions contained in this Ordinance or in any Bond
o. .oupot issued pursuant hereto shall for any reason be

held to be invalid, illegal or unenforceable in any resp€ct'
such invalidity, illegaliby or unenforceability shall not affect
auy other provisions of this Ordinance or of said Bonds or
coupons, and this Ordinance or said Bonds or coupons

strail Ue construed and enforced as if such invalid, illegal
or unenforceable provisions had never been contained
tierein.

SBcttoN 3.

ARTICLE NI
CONCERNING THE BONDS

SecrIoN 3.0L. Forms Generally, All Bonds, and the cou-
pons, if any, appertaining thereto, shall be in substantialiy
the forms set forth in this Article, with such appropriate
insertions, omissions, substitutions and other variations as

are required or permitted by this Ordinance, and may be

designated as of such Series by date, number, letter or
otherwise and may also have such individual letters, iden-
tifying numbers or other marks, and such descriptive pan-

els, registration panels, legends or endorsements placed

thereon, as may, consistently with this Ordinance and the
Act, be determined by the Director of Finance. The Bonds

may also have printed thereon or on the reversl€ thereof the
tert of an approving legal opinion with respect thereto and
an appropriate certificate as to its correspondence with an

executed counterpart may be included on the face or on the
reverse of the Bonds. Any portion of the text of any Bond
may be set forth on the reverse thereof with an appropriate
reference on the face of the bond.

Srcnov 3.02. Fonn of FuIIy Registu'ed Bond. Fully
registered bonds shall be substantially in the following
form:

APP. NO. 397-5



(Form of Fully Registered Bond)

UNITED STATES OF AMERICA
CO}IMONWEALTII OF PENNSYLVANIA

CITY OF PHILADELPHIA
GAS WORKS REVENUE BOND

[Numerical Designation]

ISeries Designation]

[Interest Rate: /o Semi-annual Interest $ ]

The City of Philadelphia, Pennsylvania (the City)' for
value received, hereby promises to pay in lawful money of
the United Ststes of America to

or registered assigns, on

, unless this Boud, shall be redeemable
and shall have previously been called for redemption and
pr.yment of lhe redemption price made or provided for,
from the rentals, revenues and moneys of the City pledged

for the payment hereof pursuant to the General Gas Works
Revenue Bond Ordinance of 1975 (Ordinance No.
approved , 19?5) of the City (tbe 1976

Ordinance) but solely therefrom and not othervise, upon
sunender hereof, the principal sum of
Dollars ($ ), and the pay interest on such Prin-
cipal amouni in like money, but solely from said rentals,
revenues and rnoneys aforesaid, to the registered owner by
check or draft mailed to the registered owner at his address
as it appeers on the bond register, from the interest pay-
ment date next preceding the date hereof, unless the date
hereof shall be an interest parment date, in which case

from the date hereof, initially on
and thereafter on each subsequent

until payment of such principal amount, or
provisions therefor, shall have been made upon redemption
or at or after maturity, at the annual rate shown hereon.
The principal of and interest on this bond and the premium,
if any, payable upon redemption.are payable at the prin-
cipal Philadelphia office of

APP. NO. 3t-6
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piscal Agent of the City, in Philadelphia, Penrsylvania, or
at the principal office of any succegsor Figcal Agent aF
pointed under the 1975 Ordinance.

This Bond is one of a duty authorized issue of bonds of
the CiW designated as its Gas Works Revenue Bonds of the
Seriee designated hereon (the Bonds), limited in ag8regate
principal amount to $ issued or to be igsued pur-
suant to The First Class City Revenue Bond Act (Act No'
2?4 of. the Pennsylvania General Assembly epproved Octo'
ber 18, L972, 53 P.S. 515901) (the Act) under the 1975

Ordinance and supplemental ordinance dated
The Bonds, together with alt previous bonds of the City' if
any, issued under the 19?5 Ordinance and under previous

supplemental ordinances and together with all bonds of the
City hereafter issued under the 19?5 Ordinance aud all sub
sequent supplemental ordinances, are and will be equally
and ratably secured under the 19?5 Ordinance by a pledge

of all the rents, rates aud charges imposed or charged by
the City for the use of or services rendered by the Gas

lVorks of the City and'of certain other moneys derived from
the Gas lVorks and from the investment of such revenue'

The 19?5 Ordinance requires such revenues to be applied

in order of priority to net operating exp€nses' sinking fund
payments required by the 19?5 Ordinance, payment of gen-

eral obligation bonds of the City adjudged to be self-
liquidating from Gas Works revenues, debt service on other
general obligation bonds issued for the Gas Works, City
charges and any other proper purpose of the City.

The City covenants, so long as this Bond shall remain
outstanding, to make payments of interest on the indebted-
ness represented by this Bond, out of its Gas Works Rev-

enue Bond Sinking Fund, in the gemi-gnnual amount shown

hereon on each interest payment date of this Bond, or as

the case may be, the proportionate part thereof from the
date hereof to the next interest payment date, and to pay'

upon surrender hereof, from ssid Sinking Fund on the

maturity date hereof or, if this Bond shall be selected for
mandatory or optional redemption, then on the applicable

APP. NO. 397-7
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redemption date, the principal arnount hereof with the ap
plicable premium, if any.

Reference is hereby made to the 1975 Ordinance for a
statement of tho terms and conditions under which previous
bonds, if any, have been issued, under which the Bonds are
issued and under which additional bonds wiil be issued, and
for a statement, of the particular rentals, revenues and
moneys pledged for the security aud payment of all bonds
issued under the 19?5 Ordinance, the nature, ertent and
manner of cnforcement of the security, the terms and con-
ditions under which the 19?5 Ordinance may be amended
or modified, and the rights of the holders or registered
owners of the Bonds with respect to such security. The
City hereby represents tl and covenants with the regis-
tered owner of this Bond that no Gas lVorks revenue bondg
of the City have been or will be issued for the payment of
rvhich the holder has or shall have a prior lieu on or secu-
rity interest in the revenues pledged for the payment of this
Bond or a prior right to payment therefrom and that all
Gas lfsvl6s ievenue bonds which have been or will be
equally and ratably secured by such pledged revenues have
and will be issued in accordance s/ith the provisions of the
1975 Ordinance. However, nothing herein contained shall b€
construed to prevent the City from financing Gas Works
projects by the issuance of its general obligation bonds or
by the issuance of Gas Works revenue bonds under other
authorizabion for the payrnent of which project revenues
or the Gas Works 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 r+
quirements payable during such fiscal year under the 19?5
Ordinance in respect of Gas lVorks Revenue Bonds issued
and ouLgtanding thereunder.

In the manner. and. upon the'terms and conditions pro-
vided in the 19?5 Ordinsnce,.

(here insert specific provisions with respect to redemp.
tion, including, if applicable, mandatory redemption)

APP. NO. 397-8



If less than an entire year's maturity is to be redeemed

at any particular time, the Bonds o; portions thereof to be

redeemed shall be chosen by the Fiscal Aaent by lot'

Each such redemption shall be made after notice by pub.

lication once & week for two successive weeks in not less

than two or more than four daily newspapers published

and of general circulation in the City of Philadelphia'
Pennsylvenia, the first publication to be not less than thirfy
(30) days or more than sixby (50) days prior to the clate

dxed for redemption- Notice having been so given and pro-

vision having been made for redemption from funds on

deposit with the Fiscal Agent or Sinking Fund Deposita:7'
alf interest on Bonds calted for redemption accruing after
the date fixed for redemption shall cease, and t'he holders

or registered owners of the Bond.s called for redemption

shall have no security, benefit or lien under the 19?5 Ortli-
nance or any right except to receive payment of the redemp'

tion price.

This Bond is transferable and exchangeable by the regis-

tered owner hereof in person or by his attorney dgly

authorized in writing, at the principal Philadelphia ofnce

of the Fiscal Agent, but only in the manner, subject to tle
limibtions and upon payment of the charges provided in
the 19?5 ordinance, and upon surrender and cancellation

of this Bond. Upon any such transfer or exchange, the

City sheU issue in the name of the transferee or of the

registered owner hereof, aud shall deliver in exchange for
this Bond, to or upon the order of such registered owler' &

new registered Bond or new registered Bonds in authorized

denominations aggregating the principal amount hereof or
a coupon Bond or coupon Bonds of such denominatione aud

aggregate principal amount with coupons attached repre-

.""ti"g a11 Lnpaid interest due or to become due and, in each

csse, msturing on the same date and bearing interest at the

seme rat€ as this Bond, and bearins the same desigoation
as to series or subseries as this Bond-

As provided by the Act, this Bond, its transfer and the

income therefrom (including any gains made on the sale

APP. NO. 397-9
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thereof other than underwriting profits in e distributiou
thereof) shall at all times be free from taxation within snd
by the Commonwealth of Pennsylvania but this exemption
shall not extend to underwriting profits or to gift, succes-
sion or inheritance taxes or any otber taxes not levied di-
rectly on this Bond, the receipt of inconae therefrom, or tfie
raalization of gains on the sale thereof.

The City and the Fiscal Agent may treat the person in
whoso name thig Boud is registered as the absolute ow'ner
hereof for all purposes whether or not this Bond or auy
installment of interest be overdue, and neither the City
nor the Fiscal Ageut shall b€ affectetl by any notice to the
contrary. All payments of the principal, or premium upon
redemption, of this Bond or of interest hereon to such regts-
tered owner in the manner herein aud in the 19?5 Ordinance
s€t forth shall be valid and effectual to satisfy snd ilischarge
the liability upon this Bond to the ertent of the sum or
sums so paid whether or not notation of the same be made
hereon, and any conseut, waiver or other action takeu by
such registered owner pursuant to the provisions of the
19?5 Ordinance shell be conclusive and binding upon such
registered ow'ner, his heirs, successors or assigns, and upon
all transferees hercof whether or not notation thereof be
made hereon or on auy Bond issued in exchange or transfer
hereof.

In case an event of default, as defined in the 1976 Ordi-
nance, shall occur, the principal of all bonds then outstand-
ing under the 19?5 Ordinance may be declared or may
become due and payable and auy such declarations may
thereafter be annulled, all upon the conditious and in the
manner and with the effect provided in the 1975 Ordinance
and in the Act.

This Bond is e special obligation of the City pgyable
solely from the pledged rentals, revenU€s and moneys and
neitler the credit nor the taxing power of the Ciby ig
pledged for the payment of tle principal of, gremium, if
any, or interst on this Bond, nor shall this. Bond bo
deemed to be a general obligation of the City.

APP. NO. 397-10



Countersigned and Attest€d
by (Facsimile Signature)

City Controller

Ii :s hereby certified that all conditi;'-.:, acts snd things
required te erist, happen and be p:rformed under t}te Act
and under the 19?5 Ordinance precedent to and in the issu-
ance of this Bond, exist, have happened and have been per-

formed, and that the issuance and delivery of this Bond
have beeu duly authorized by Ordinance of the City duly
adopted.

IN WITNESS WHEREOE, the Citv of Philadelphia has

caused this Bond to be properly executed by it.s Fiscal
Agent, by two duly authorized officers thereof, and the
facsimile of tle seal of the CiW of Philadelphia to be

imprinted hereon, and to be duly couutersigned and attested
by a facsimile signature of tbe City Controller, as of

CITY OF
PIIILADELPIIIA

By ..
Fiscal Agent

By...' Authorized Ofrcer

By ...
Authorized Officer

SscrtoN 3.A3. Fonn of Coupon Bond, anl' Fonn of Cott'pon

for Interest. Coupon Bonds and the coupons thereunfo ap
pertaining shall be substantially iu the followiug form:

(Form of Coupon Bond)

UNITED STATES OF AMERICA
COMMON1VEALTII OF PENNSY-I,VANIA

CITY OF PI{ILADELPIIIA
GAS WORKS REVENUE BONDS

( Numerical Designation)

Series Designation)

7o

The City of Philadelphia, Pennsylvania (the Citv), for
value received, hereby promises to pay in lawful money of

APP. NO. 397-t r



the United States of Americe io the bearer' or if this Bond

is registered as'to p.in"ip"t as hereinafter provide{' to 'q"
;;fi;; ;ner hlreof, on nless this
-g;J 

th"lf be redeemable and shall have previously been

called for redempU* ."J pavment of the-rede-p!-91,p:Y

;; oi p*"ia-ealt*, tio* the rentale' revenqes and

"ron"vt 
of the City pleiged for the papnent hereof punu-

ant to the Geueral ias Worts Bevenue Bond Ordinance of

19?5 (Ordinance N;- 
--approved 

' 19?5) of

the City (tbe 19?5 Oiaio"tt"")'but solely therefrom and not

otherwise, op"" .tii"na"r 
-hereof' 

the princip"t. t-:t--::
Douarsl-i ), andto PaY interest on Y9h

principal amount in like money' but solely from gaid rentsls'

reeenues 
"oa -oo"y.-tio""t"ia, from the date hereof in-

itially on and thereafter on each subsequent

and until PaYment of such

principal amounq or provision therefor' shall have been

made upon ,"au*ptiorior at or after maturity' at the an-

,ruJ ,"i" shown h**n, but, with respect to interest ac-

crued at or prior io ."i*iW, ouly upon presentation and

surrender of the "*pott 
for interest hereunto appertaining

as ttrey severally gl"to'u' The principsl of and interest on

this Bond anA the premium, if any' payable u-pon redemp

bion, are pavable li-tft" ptfntil{- fUiUd"lpttia office-.of' 
; Fiscal Agent of the CitY'

in Philadelphia, Pennsylvauia, or at-the nrincinal-ofE1e of

any successo, rir"li el"nt appointed under the 19?5 Ord'i-

nance.

This Bond is one of a duly authorized issue of bouds of

the CiE aeeiemaied ""-it" 
6as Works Revenue Bonds of

tle series designated hereou (the Bonds) ' limited in aggre'

gate principal amount to S - ' 
issued or to be issued

pursuaut to The ni.t Ci"ts City Revenue Bond Act (Act

No. 234 of the p""*yi"""ia General ^{'ssembly 
approved

ocbober 18, r9?2-;tF."s. Srosol) (tle Act) under the 19?5

Ordinance and, supplemental ordinance dated

. tni go"d", together wit.h all previous bonds

of the City, if *y' issue'd unatl the 19?5 Ordinance gtrd

under previous .oi'pf"tn"nt"l ordinances and together with
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r!! bc;cs af fie city hereafter lssued under the 19?5 ordi-

nxrca and all suUsequent supplemental nrC'i:l^nce" are and

will be equally and-ratably-secured under the 19?5 Ordi-

nance by a pledge of all the rents' rates and charges im-

i; * 
"n"tg.a 

by the City for the use of or services ren-

clered by the C"" Wtiftt oi tt'" City and of certain ot'her

moneys derived trom the Gas Works and from the invest'

ment of su"h t ',"-no"' 
itt" 19?5 Ordinance requires such

revenues to ue appii"J in ota"t of prioriW to net o-ry*ilc
expenses, sinking fil;;re1ts rSuyed bv the 1975 Ordi-

nance, payment "t 
g"""J oUtigation bonds of the CiW ad-

judged to be setf-li;;;;;i"t frJm Gas Works revenues' debt

service on other gui"J oOiigation bonds issued for the Gss

works, city charges ana any other proper purpose of the

CitY.
. The City covenants, $o long as -this 

Bond shall remain

outstandinr, a -"t" i"ym"nts of interest on the indebted-

nsss represented Uy tt'is-gottd'-uP9n surrender of the appli-

cable coupor,., ourii-iG b"" worts Revenue Bond Sinking

Fund in the amount shown on the respective coupons here-

unto appertaining on each interest payment aa-tg lj.tnis
Bond and to pay,lpo" t"ttunder hereof' from said S-inking

Fund on the matuitv J"t" hereof or' if this Bond shail, be

selected to,. *"na"1ory or optional redemption, then on the

applicable ,"a"-i'ti-o" a"t"l tnu principal arnount hereof

wiin ttre applicable premium, if any'

Reference is hereby made to the 19?5 Ordinance for a

statement of the t"tmt and conditions under which previous

bonds, if any, tt"uu i"un issued, under which the Bonds are

issuedandunder*f,-i.ftadditionalbondswillbeissued'and
for a statement of the particular rentals' revenues and

moneys pledged f"t tft" security and payment of all bonds

issued under tne fgZ; Ordinanee' the nature' ertent and

manner of enforcement of the security' the terms and con-

ditions under *iti"ii ttt" 19?5 Ordinance may be amended or

modified, and the rights of the holders or registered owners

of the Bonds with respect to such security' The City- hereby

represents ,o 
"r,J 

.ouun""t" with the trotaer of this Bond

that no Gas Wortcs Revenue Bonds of the City have been
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or will be issued for the payment of which the holder has or

shall have a prior lien on or security interest in the revenueg

pf"ag.a for the payment of this Bond or a prior rigit to

i.t.""t therefrom and that all Gas Works revenue bonde

which have been or will be equally and retsbly secured by

;;-;ilg"d riivenues have and will be issued in accordance

with the provisions of the 19?5 Ordinance' Ilowever' noth-

ing trerein contaiued shall be construed to prevent tne 
-CiW

ii6- nn"ocing Gas Works projects by the iseuance-oJ its

general obtigalion bonds or by the issuance of Gas Worke

i"u"no" bonds under other autlorization for the payment of

which project revenues of the Gas Works may be pledged

ruU:."t 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 19?5 Ordinance in respect crf Gas

works Revenue Bonds issued and outstanding thereunder'

In the manner lnd upon the terms and conditions provided

in the 19?5 Ordinance,

(here insert specific provisions with raspect to redemp

tion, including, if applicable' mandatory redemption)

If less than an entire year's maturity ie to be redeemed.et

any particular time, the Bonds or portions thereof to be

recleemed shall be chosen by the Fiscal Agent by lot'

Each such redemption shall be made after notice by

publication once a week for two gucceesive weeks in hot

less than two or more than four daily newspap€rs published

and of general circulation in the City of Philadelphia'

Pennsylvania, the first publication to be not less than thirby
(30) days nor more than sixly (50) days prior to the date

fixed for redemption. Notice having been so given- and

provision having been made for redemption fr-om funds on

iepqsit with the Fiscal Agent or Sinking Fund Depositary'

all interest on Bond,s catGa for redemption accruing after

thedatefixedforredemptionshallcease,andtheholdersor
registered owners of the Bonds called for redemption shall

ha-rre no security, benefit or lien under the 1976 Ordinance
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or any right except to receir-e paynient of the redemption

price. 
I

This Bond is transferable by deliverv unress registerer

as to principal in tf'" ""*" 
of the owner on the bond register

of the CiW to b" k;;; for-that purpose at the principal

Philadelphio Om"e oT tf'u fi'""f Agent' such registration

to be noted hereon ui trr" riror Agent on behalf of the city'

After such regist;;; no transfer shall be valid unless

made by tf," 
""gi"it"""a 

owner in person or by his duly

authorized "tto'o"vln"a1i-i-rttrt ""i"d 
upon said bond reg-

ister and hereon' Tfris gona' how"ter' may be dischar'ged

from registration iv t"i"g i-n fi.l3.3enner transferred to

bearer, and tt'ereuil;;;tf"*'1iq ot deliverv' -*:l'y
restored after whict this Bond may again from time to ume

be registered t' ;;;;;*t"11i". iv d'elivery as before'

' Such registration,;;;;;;' shall not' Sifec 
the negotiabilitv

of tbe coupons tot'illi"'*t rreret-o ttt"t"a' which shall'al-

ways continue to'#'n"t"Uf" to bearer and to be transter-

abte bY delivery'

This Bond is exchangeable by.the holder or' if registered

as to princip"r, uili"-registered o*nt" in person or by his

attornev aorv tuJt'o;;";;;tti"q' "i 
the principal Phils-

delphia office of ;i;;i;;iAgenLlut onlv in the manner'

subject to the timiLtions' and upon payment of the charges

provided in the ;?51;i;;"' ""a'upon 
surrender 'of' 

this

Bond. Upon '*""tit"tt;;h 
exchanse' the Citv shit]j:t""

in the name of tft" ft"iie' o' 'ugist"ttd 
o*ntt of his nomlnee

or in beare, torri;il opii""."t d.-totarr or resistered

oqrner' tna ttt"tt'aliil; il exchange' ror tfris-111d'-to or

upon the order of the holder,or-registered owner' arnew

,"girt r"d gona or new regist""a io"a in authorized de-

nomination, "rrit'"iil 
;; p'i*ip"t amount hereof or

a new coupon d;i;;'-"-Jopott nonae'ot such demoninations

and aggter^'" 
-n'i*ipal 

amount nJtrt toopons attached

representins "u 
";;;ii1"t'i*t a"t' ot 

-t,o 
become u'u"" "tu'

in each case, maturing on S: t"it$te and bearing interesr

at the same rale as this Bold' ano uearing the same desrgna'

tion as to series or suUseries as this Bond'
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As provided by the Act, this Bond, its transfer and the

income theretrom (including any gains made on the sale

thereof other than underwriting profits in a distribution
thereof) ghall at all times be free from' taxation within and

by ttre Comrnonwealth of Pennsylvania but this exemption

siell not extend to the underwriting profits or to grft'
guccession or inheritance taxeg or any other taxes not levied

directly on this Bond, the receipt of income therefrom' or

the realization of gains on the sale thereof'

The CiE and. the Fiscal Agent may treat the holder of

this Bond if it shall not at the time be registered as to

principal, the registered owner of this Bond if it shall at

the time be so registered, and the holder of any coupon

appertaining hereto, whether or not this Bond shall be so

,"girt"""d, as tfr" abeolute owner of this Bond or such

"oipoo, 
as the case mlly be, for all purposes whether or not

this Bond or such coupon be overdue, and neither the City

nor the Fiscal Agent .i,"it l" a'ffected by any nofice -to 
tfe

contrary. Any consent, waiver or other action taken by the

holder or registered owner hereof pursuant to the provisions

of the 19?5 Ordinance shall be conclusive and binding upon

such holder or registered owner, his heirs' successors or

assigns and upon all transferees hereof whether or not

notation thereof be made hereon or on any Bond issued in

exchange hereof.

In case an event of default, as defined in the 19?5 Ordi-

nance, shall occur, the principal of all bonds then outstand-

ing under the 19?5 Ordinance may be declared or may

do.. due and payable and any such declarations may

thereafter U" "nniit 
a, all upon the conditions and in the

manner and with the effect provided in the 19?5 Ordinance

and in the Act.

Ttris Bond is a special obligation of the City payable

solely from the nLJiJ rentals'.revenubs and moneys and

neither the credii-rior tha taxing power of the City is

ptedged for the p"f-"nt of the principal of' premium' if
Bny, or interest o"-tftit gond' nor shall this Bond be deemed

;G " 
general obligation of the CitY'
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it is lrereb;r cer'!fied that o!! condition". -'13 rnd things

requireC to exls| happe:r anC be pe:formed 'l'4e!'+he Act
and under the 19?5 Ordinance pre:clent to and in the

issucnce of this Bond, exist, have happened e'nd have been

performed, and that the issuance and delivery of this Bond

irsve b€en duly authorized by Ordinance of the City duly

adopted.

INWITNESSWIIEREOF,TheCitvofPhiladelphiahas
caused this Bond to be properly executed by its Fiscal

Agent, by two duly authorized officers thereof' and the fa'c-

riil1"'oi6re s€al of the City of Philadelphia to be imprirrted

t "i*o, 
and to be duly countersigued and attested by a

facsimile sigoature of th" City Controller' and has also

caused the coupons hereto attached to be authenticated with

the facsimile sigoature of the City Controller' as of

Countersigned and
Attested bY

(Facsimile Signature)
City Controller

CITY OF PHILADELPi{IA

By .....
Fiscal Agent

By ....
Authorized Officer

By ..
Authorized OfEcer

(Form of Coupon)

Coupon No. $

On , the City of PhiladelP-hia

upon surrender of this Coupon will pay to the bearer unless

the Bond hereinafter mentioned shall have been called for
previous redemption and payment of the redemption price

ir.de o" providea ioi, .t'tft" principal Philadelphia office

of in PhiladelPhia' PennsYlvania'

but only out of the rentals' revenues and moneys referred

to in the Bond hereinaftei mentioned, the amount shoyn

hereon, in lawful money of the United States of Amenca'
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being interest then

and numbered-

.i

due oir its Gas Works Revenue Bond,

, dated as of ,

CITY OF PHILADELPHIA

-' 8y...
CitY Coutroller

SpcttoNS.04.GeneralFortw,Contet*andPogmanto|
Bond,s. Bonds shall be generally desigBated as Gas Works

Revenue Bonds of the 
-City 

and sh8ll be issued in such

series and within such s€ries in such suhseries as the City

may from time to time determine. The aggregate nriryipaf
amount of Bonds *tti"tt may be issued, authenticated and

delivered under this Ordinance is unlimited' but prior to
Go"n"" of each series of Bonds, the city shall adopt a

Supplemental Ordinance anthorizing such Series'

TheBondsofeachSeriesmaybeissuedincouponform
wilh princip"t p"y"Ui"lo bearer or registered as to principal

only, in fuily iegistered form, or may consist in whole or

in part of one or *oil installment Bonds in fully registered

form payable as to principal or subject to mandatory rF
demption in annual installments' or any combination.of .the
ior"goittg, shall be issued in such aggregate principal

r*oint, 
"t"tt 

U" dated-on or as of such date or dates' shall

U" in such denominations' shall mature or be subject to

mandatory redemption in such principal amounts and on

such dates, shall bear interest from such date or dates and

at such rate or rates, shall be subject to optional redemPtion

at such times and upon such terms' and shall contain such

other terms ""a "o"iiiions 
not inconsistent with this Ordi-

nance or the Act, all as shall be determined by the City and

set forth in the toppf.-*t"l ordinance under which such

bonds are issued, oi as shall be determined by a desigrat€d

offtcer or officers of ttt" City thereunto authorized by the

!oppi"tn""t l ordinanc., oi itt the 
-absence 

of such pro-

visions or aoiro"tio", as shall be deterrnined by the Di-

rector of Finance as specified in Sectioi 4'05'
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The principal of and interest on (exceot the final install-

ment of principal aniti;il'9't'ttt"rr-pavable) and the

orincipal' p,"mio*' if "ot' 
and accrued interest payabte

upon partial redemiti""Gin respect to' all fully registered

iustallment Bond.e,'"r,? tn" inteiest payable it .t"tryl^?f
ruuy registered no#:: J"lt'* tlttl; bv check or-drarl

of the Fiscal gg"o''iiitta to the registered owner of such

ronas ar the eaaress ;r such owner *.ll#K::r'ffluT
ilfi";;t"r, "na 

the records of +"'I
conclusive as to suii"nr""r""* .nd 

-shau 
bind such owner'

his succqssors and ""tih"- 
*f'ether or not such payment D€

noted on such norriln"J"pt as aforesaid, the principal of

all Bonds, ttre premiun' ii any-' payable upon redemption

thereof, and the iiliJt o" 
"-u 

toopott Bonds payable at

or prior to matu#'JlU.ut qt1rl" in lawful monev-of

the United Sttt"s oi'emerice at tle'principal Phitactelphia

office of the Fi*ti;;;i"-iiutaafttia' Pennsvlvania' or

at the principal oii*-oi " 
p8{-1ng."s9"t designateil in guc}t

Bonds, but with ;':;;; Jttio fn"":pal' 
onlv upon presen-

tation "r,a 
to""ilF;f ;;h Bonds" or with respect to

interest pavable ;;;t-il;; to maturitv of such coupon

Bonds,onrrupo""p"'ul""i'ii""11"-"ffi :H;tf:f"if ;f
;;;;tp";s ior interesL except as

vided with '"'n*??olt]Ji;t"d' 
destroved' lost or stolen

Bonds or coupons

Each Bond executed aud delivered upon agv tlalsfer'

exchange o" totJitution' shall c8rry ell the rights to inter-

est accrued and unpaid, and to. """'o", 
*t.i"h.*:'-"_"-::'"d

by the Bond or il;;;";;;ndered upon such transrer or

exchange, or as il; ;;"yJe t}e part t'hereof reprlF

sent€d bv such #* iiia "i PoiF' and notwithstanding

anything to the ;;;;;";ot1e{; it'i' o'ai"ance'' guch

uew Bond, ir " ;;i;il;try B;;d; shau b€ so dat€d'

aud, if " "ounoo^?Joi' 
?utu \";;k;hed thereto such

coupons' trttt #tiJ"-iio "o" 
fo'" io i"ttrest shall result

from such tr"nsier' "xtb"og"' 
or substitution'

The foregoing provisio* 9l this Section' any other pro-

vision in this d'di*n"t to the ;";;;; notwithstanding'
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are subject to the express understanding that the principal
of and interest on all Bonds issued hereunder ancl the
premium, if any, payable on redemption thereoj, shall be
payable only from the rentals, revenues and moneys of the
City pledged for the payment thereof pursuant to thie
Ordinanee end not otherwise.

SscrloN 3.06. Registration of Botd's, Registrar, Bond,

Register. The City shall keep or cause to be kept at the
principal Philadelphia office of the Fiscal Agent, books for
tihe registration and transfer of Bonds entitled'to registra-
tion and transfer; and the City rvill reg:ister or transfer or
cause to be registered or transferred therein, as hereinafter

----provided -+nd-under-such-reaeonable- regulations as may be --
prgscribed by the Director of Fiuance, any Bcinds entitled
to be eo re8:istered or transferred, upl)tr presentation for
such purpose. The Fiscal Agent is hereby appointed the
registrar of the City for the purpose of registering, trans-
fendng and exchansing the Bonds. The books kept pursuant
to this Section are herein and in the Bonds referred to as

ttre bond register.

SscrroN 3.06. Bonds ore Negot{,able ltutru'mmts. lbe
Bond's shall have the qualities of negotiable instruments
undsr t}re law merchant and the laws pertaining to negoti-
able instruments of the Commonwealth of Pennsylvaniso
subject to the provisions for registration antl transfer con-

tained in Section 3.07 and 3.08 end in the Bonds.

SncuoN 3.07. Transfer of Cowon Bonds. All coupon
Bonds shall be negotiable and title thereto shall pass by
delivery unless registered as to principal in the manner
hereinafter provided. The bearer of any coupon Bond may
have the owlership of the principal thereof registered on

the bond register required to be kept pursuant to Section
3.05, and such registration ehall be noted on the Bond'
After such registration no transfer shall'be velid unlesg

made on such books by the registered owner in person' or
by his duly authorized attorney, and similarly noted on

the Bond; but such Bond may be discharged from registra-
tion by being in like manner transferred to bearer, aud
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thereupon trensferabiliW by delivery shall be restored; and

such Bond may again' from time to t'ime' be registered or

discharged from registration in the same manner as before'

Such registration' however'-shall not affect the negotiability

by delivery of the coulons' but every such coupon shall con-

tinue to ul t "*r"""ut" 
uy delivery and ghall remain pey-

able to bearer'

SECTIoNS.0S.Eegt.stratinnan,dTrawferofFuLIaRegis-
tetd' Bonls' ltre names 

"nJ'"aa"ttses 
of the registered

owners of all fully regist""Jg*as together with a brief

descriptioJlr'"go"d"*'i"gitLeA-shalt'b€recordedin
theuona?;;;:e"vtor]lrelgieteredBondmavbetran'e'
ferredattheprincipalpuii"i"]pt'iaoffrce.oftheFiscal
Agent o" 'o"""a"'eo 

to1 d;;;; st the principal office of

-- -* ---'-- one -of--the-paying:ageslc- desigagted= i9 ruch Bond' upon

surcnder o1 such Bond

written instrurnent of transfer in form approved by the

Director of Finance' duly executed by the registered owner

ofsuchBondorhisdulyauttrorizeaattprney,anilthere.
uponttre-ditvt"Jtrt"ri*"i-egent'shall'executeinthe
name of the transferee or tra"stelees' a1d thlFiscal Agent

shall deliver' I new fuly registered Bond' oI 
-1"* 

fully reg-

istered Bonds' of like fotttt'';-th" *tn" Series' bearing the

same rate of interest' of itt" same matufity' and for the

same aggregate Priucipal amount'

SncttoN 3-A9. Excho'nge of Bo*' All Bonds of any

Series issued h"r.uiit" siall be exchangeable for like Bonds' '- --

of different authorized denomination' l' for Bonds in dif-

ferent form of th" ;" 
';iltu' 

"t 
the caee may be' and' in

each case, in the,;';;;.g"t" pti*ipal amoun!'.Ti1l-

ing on the same d";-";e';eiring-ttre same rate of intereet

as the Bonds to #:;;;ng"a' "ll -in 
the msnner herein-

after provided. Th; i"ia* it any bearer eoupon Bond or

Bonds or the 
"ugi"tr."a 

o*o"" oi 
"oy 

registered .91:d 
*

Bonds desiring t" ;;;; such Bond or' Bonds' t111-t$'

render (or, in th";;;;iiegistered-Bonds' shall cauee nts

attorney th"r.o"to"-;irti ;thorized to surreudtt]--:ofh

Bond or Bonds in negotiable form or' as the case may D€'
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a@ompaded by an appropriate instrument of iransfer'

t"t"lt "t with all unmatured coupons appertaininq !o- c-oy-

pon Bonds ,o .urr*dered, at the principal Philadelphia

Id"" 
"e 

the Fiscal Agent or at ttre principel office of one-of

the paying egents JJsignated in the-Bonds' togethel *ith
e written request t*lI*"f,"oge, in forrn epproved'by-t'be

Director of Finance, setting forth the form of Bond or

go"i. requested to be issueJin exchenge' the denomingtion

or denominstions thereof and, if to be issued in partial or

iuUy regigtered form, i;he person or persons in whoee name

,o"t goods are to be registered. Thereupon and subject to

iU" pio"itions of iltl"" 3.10, the City and tho Fiscal

ng.tit shall execute and deliver to the persons t'hereulto

n"ltitfd a new Bond or new Bonds in the form requested in

autirorizea denominations aggre€:ating the principal amo.unt

of the Bond or Bonds tu"t"nd"tt'd, maturing as to principal

on the same date or dates, bearing the same rate of interest'

nrrd bearing the same designation as to seriee' All fully

registered 
-Bonds 

issued ir exchange for Bonds of any

,"riu, shall b€ dated on the date of issuance thereof and

shrll beer interest from the date from which interest was

initislly payable with respect to such Series or from the

n"*t pi""Laing interest payment date of guch Series' which-

ever is later, or, if the date of authentication ehall be an

interest payment date of such Series, from euch date' All
coupon Bonds issued in exchange for Bonds of any Series

shail te dated as of the date of the initial issuance of such

Series and all metured coupons shall be removed from such

Bonds prior to their authentication and d'elivery in ex-

change. For the purpose of exchange, a fully .registered
instailment Bond stratt Ue deemed to represent eeparete

Bonds each in the amount anrl of the maturif,y of the

annual instsllments of principal provided for in such Bond'

SpcnoN 3.10. Cosf ol Bond, Registration, Ttorulet or

E x chn n g e, M is cello,nuus P r ottisiorw G oa erning T r otu f erc

and Erchanges. Registration, transfer' diecharges from

registration, and exchanges of Bonds authorized under thie

Rrticle shall be without experute to the llolders of euch

Bonds, but any taxes or otier governmental charges re-
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quired to be pnid with respect to the same shall be paid by

the Holder requesti;g any such travtsaction' as a condition

p.*"a"nt to the exercise of euch privilega

Tte city shall not be required to- mske (a) any exchange

or transfer of tr,v-goiJt io"iog the period of fifteen busi-

ness days ,,"xt pr""*aing 
'ny 

lnterest payment dete for

such Bonds, or tul-l-ny11"ft*gt or transfer of any Bogds

during the period oi twtnty business days next preceding

the first publication oi maiting of any notice of redemption

of such Bonds. I

All Bonds surrendered for exchgn'ge and the coupons' if

any, attached thei]"- "ta 
all registered Bonds without

coupous sotrend";; to" lt*tr""' 'h"[ 
be cancelled as the

principal thereof and the coupons severally become due and

. payable and after sueh due date' may-be cremated' shredded

ii"oiu"t*ite destroved bv the Fiecal Agent'

All Bonds executed, authenticated ancl delivered in ex-

change for Bonds "ut'""at"ed 
or-.upon the transfer of

registered eona'"';;'G_--_ valid obJigations of .the' 
Citv'

evidencing ttr" s*;; l"bt * the Bbnds surendered' gnd

shail be secured 6 tht" Ordinance to the sa"Ee extent as

such surrendered Bonds'

SEc.TroN 3|tL- Ounership of Bo4' The City' the Fis'

cal Asent 
^na "iip;tff "g"ttt 

desigrrated in anv Bond

may treat the holder of any coupon Bond if it shall not at

the time U" ,"giututJ; to principal' the registered' gwner

of any coupon il;;; ttt"il *t the time be so resistered'

the holder of any coupon appertaining to a coupon Bond

whetherornot."oJ-.oupon-gonashittuesoregistered'
and the ,ugisterJ-o*n"i-ot any tully registered Bo19' *
the absolute ";;t ;i;;ch Bond oi such coupon'' as the

case may U", tor""ti poipot*" whether or not such Bond

or such coupon tn"ff U" overdue' and neitler th"ii:l: th"

Fiscal Agent nor any paying "stni 
shall be affected by

any notice to the "ont""y' 
Any consent' waiver or other

action taken uy-'ifre i'older of any b*t"t coupon Bond or

by the registeri "*"tt "f 
any Bond other than a bearer
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coupon Bond pursuant to the provisions of tiis Ordinsrce
shall be conclusive and binding upon such Holder, his
heirs, successors or assigns, and upon all transferees of
such Bond whether or not notation of such congent, waiver
or other action shall have been made on such Bond or on

any Bond issued'in orcbange therefor.

Spcrrox 3.L2. Defi.niti'ue an'd' Tmtporory Bonds- Bonds

in definitive form shall b€ fully engraved or printed or
lithographed on steel engraved borders. Until Bonds in d+
finitive form of any series are ready for delivery' the Gity
and the Fiscal Agent may execute, and, upon the requet
of the CiW in writing, the Fiscel Agent shall deliver in
lieu of any such Bonds, and subject to the ea.rne provigiong,

limitatiorw and conditions, one or more printed, litho'
graphed or typewritten Bonds in temporary forsu subctsa-
tially of the tenor of the Bonds hereinbefore described'
without coupons or with one or more coupons, and with
appropriate omissions, variations and ineertions. Such

Bond or Bonds in temporary forrn may be for the amount
of any authorized denomination or any multiple thereof,
as the Dirctor of Finance may determine. Until exchanged

for Bonds in definitive form such Bonds in temporary forzn
shall be entitled to the benefit of this Ordinance. Unlesg
otherwise agreed wittr the Ilolder of such temporary Bond

or Bonds, the CiW shall, without unreasonable delay' pre-
pare, executp and deliver to the Fiscal Agent and thera
up"n, upon the presentation gnd surrender of any Bond

or Bonds in temporary form, the Fiscal Agent shall execute

and deliver, in exchange therefor, e Bond or Bonds in d+
finitive form of the same Series and same maturity for tbe
same &ggregate principal amount es the Bond or Bonde in
temporary form gurrendered. Such exchange shall be maale

by the CiW at its own expense and wittrout making ar\y

charge therefor. Until such Bonds in definitive form sre
readi for delivery, the Holder of one or more Bonds in
temporary form may, with the consent of the City, ex-
ch.snge the same, upon 8ultender thereof to the Fiscal
Agent for cencellation, for Bonds in temporary form of
lilie aggregate principal amount, of the same Series and
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maturity, in autiorized denominations end bearing all un-

matured coupons, if anY.

SscTlol.l 3.L3. Executi,on of Bonds, The Bonds ehgll be

arecuted on behalf of the ciry by tbe Fiscal Agent by the

ma,nual sig!,atures of two of ite duly authorized officers'

*4"" the seal of the City which shall be either affExed or

reproduced thereon in facsimile and shall be countersigned

anJ attest€d by the manual or facsimile signature oj $e
Conhollor, all in arcordence with the Act of Mardr 24'

1949, P. L. gfZ, or in such other manner as shall be au-

thorized by law and prescribed by sunnl.eqSltal ordina,nce'

The coupons attached to coupon Bouds shall be execu[ed on

behalf of the CiW by the facsimile signature of the City

Controller. Any suctr Bonds or coupons may be executed'

issued and delivered notwithstantling tfiat one or more of

. tt " 
om."rs sigdng such Bonds or whose facsimile signa-

ture shall be upon such Bonds or coupoffl or any.lhuT3f'

,itdt n"u. .e"""d to be such officer or officerg at the time

when such Bonds ,htlt t"tuttly be delivered' and although

at the nominal date of the Bond any such person shall not

ha,ve been such officer

SecttoN 3.L4. Muti'lnteil, Destroged' Lost- or Stolen

Bonds. Upon tu."ipi by the Fiscal Agent and the CiW of

evidence satisfactory to both of them that any outstan'ling

Bond or coupon ttu" U""" destroyed, lost or stolen' and of

indemnity .tti.t..toty to both of them' then' in tbe ab

sence of notice to tit" bitv or to the Fiscal Agent that euch

Bond or coupon, ii attegea to have been lost or stolen' has

[""o ,"qoired by- a loia nde purchaser' or if a Bond or

coupon has b€€n mutilated, the CiW in its discretion acting

through the Director of Financq lnav execute 
".1d |l]ntt

& new bond of ;;;;; serie" and same maturitv and of

like tenor t*t i"it tf,"Il h"ave attached the same correspond'

iog .ooporr., if ;;t, ,t ttt" mutilated' destroyed' lost or

etolen Bond if such Bond were a coupon Bond) in exchange

and substitution for, and upon surrender and cancellation'

of, the mutilated Bond and coupons' if any, or in lieu of

and in substitution for the Bond and coupons' if any' eo

destroYed, lost or stolen'
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The City may, for each new bond aut'henticet€d aud

delivered under the provisions of this section, require the
payment of the expenses, including counsel feee, which may

L-incured by the City and the Fiscsl Agent in the pr-sn-

ie€s. In case any such mutilated, lost or stolen Boud or

eoupon has..become or is about to become due and pgyable,

tbe City, iu its diacretion, may, inetead of issuing e uew

Bond oi coupon, direct the payment t'hereof at maturity
end the Fiscsl Agent shall thereupon p8y tbe gane'

Any Bond or coupon iesued under the provisious of t'hig

Sectiou in lieu of any Bond or coupon alleged to be de-

shoyed, lost or stolen ghall constitute an original addi-

tional contrar-hral obligetion on tlre part of the City whetlcr
or not the Bond o" 

"oopoo 
so alleged to be detroye4 loet

or etolen be at auy fimL enJorcea'ble by arlyong and, shsll

beequeuyandproportionatelyeutitledtotlrebenefitsof
thie brdin"n"e *itl a11 other Bonde and eoupons i''ued
under thia Ordinance.

SpcnoN3.|6.InstallmentBonils_Interi,mCertifi.cotea.
Nothing iu this ordina.nce shall be constmed to prohibit

the authorizstion by supplemental ordinsn@ of inst8U-

ment Bonds in tlle f-orms a.bove provided with approprilt€
modifrcationg or to prohibit the issuance of interim certifl-
cates pending ttre aelivery of definitive Bonds in such fotgl
as shall be approved by the City Solicitor.

SpcuoN 4.

ARTICLE IV
ISSUANCE OF BONDS-SUPPLEMENTAL

ORDINANCES

Srsnox 4.0L, Purpoae of Bonds. Ttre Bonds issued un-

der this Ordinance shail b€ issued for the purpose of paying

the cost of projects, as such term is defined in the Act'

relet€d to th; Ges Ii/orkg, of reimbursing any fund of the

City from which such costs shell have been paicl or ad'

vsnced, of funding any of such costs for which ttre City

shr,ll have outstaiaing bo"a anticipation notes or ot'her

obligations, of refunding any Bonds of the City issued for
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the foregoing purposes under the Act, or of refunding
general obligation bonds of the, City isgued for the for*
going purposes.

SscrloN 1.tr2. Phd'ge of Retenttae; Gtant of Sequ'rittt

Interest; Appl;bation of Reoenues' Ttre City hereby

pledges'for the security and payment of all Bonds 8nd

iooin", if any, issued under this Ordinance and hereby

g't;t" " .*otiiy interest in, all rents, rates and chargee

irnposed or charged by the City upon the owners or occu-

p""t of properties connected to, and upon all userg of'
ps distriiuted by the Gas Works and all other revenues

Ierived therefrom (the Project Revenues) as such term is

defined in the Act and all accounts, contrzct righte a.nd

general intangibles representing the Proiect Revenues' and

in each case, the proceeds of the foregoing' For the-purloee
. of compliance wittr the 6ling requirements of the Unifonn

commercial code in order to perfect the security interest

herein granted, tlre Fiscal ngent ghall be deemed to be and

the City hereby recognizes the Fiscal Agent as' the reple
sentative of bondholders to execute financing statementg

as the secured party. Subject to the provisions of- Section

?.02 hereof, all Project Revenues as and when collected' rn

eacU nscat yeer shail be applied flrst to Net Operating-Px-
p€trses; second, to required payments into the Sinking

Fund herein created to pay the principal of and interest

on all Bonds issued hereunder and, if required, to accumu-

late, or to restore any deficiency in, the Sinking Fund'Re-

serve; third, to the payment of any general obligation

bonds adjudged to Ue seit-tiquidating on the basis of such

expected revenues; fourth, to'ttre payment of interest and

.int lng funcl charges of other general obligation debt in-

";;"d for the Ga! Works, 
"od 

fiftb, to the paym.urt of

City Ctt"tges. Any balance remaining may be applied to

any prop€r potpo.u of the City' The foregoing provisions

ghall not be construed to require the segregation upon- col-

lection of revenuJs-piior to default in the parment of the

principal of and interest on Bonds'

SEcrIoN 4.A3. PartiatJar Couena'nls' 'lltre City cove-

nants with the Holders of all Bonds from time to time snd
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at the time ou'rrtanding under rhis 'Jrdinance' thst so long

* "ty 
euch Bonde shall remain outstanding:

(s) No Bonds will be issued by the City hereunder.or

under a'ny ordinJn"e tuppt"mentrl hereto unless the

Ott-t.i"i iirp"* oi tne chiet nscgl ofEcer of the City re'

quired by Section- e "f 
th" Act to be 6led with the City

Gouncil ehatl b€ sccompaniea by an engineering r€port

of an indepena"nt "o*'ifting 
engineer or &n independeut

firm of consultini ;il;;d in-either csse havins broad

;;;;; in th! ;;;i; and.analvsis or tle operation

of gas works "t 
g* Oi"ttti!1tio3 systems of the megpi-

hrde and scopo ot" Ure Gas Works and a favorable repu-

tction tot 
"o-p"Lote 

in such field (the Engineers) s€t'

ting forth tft" qoJnoiions of the Engineers and:

(i) containing a stst€ment tttat the Engineers have

made sucU iniestigtUn" of the physical- prope:ties in-

cluded in the il-w;;G end of-th! books end records

of the Cae Wi;;s'*"int"in"a bv tbe Citv or bv the

Manager, as they deemed necesssry; and

(il) ou the basis of such investisation "t1Tt1t-l:,;
(as) the game matters' ststements gnd opluon

8s are ;;; li s""uon 8 of the Act to be con-

tained in the finencial report of the chief fiscsl

officer *pp"tttO by appropriat€ schedulee and

summsries;

(bb) g statement that the Gas Worlcs rents' rates

.na "nt'iltl'oi 
iit" basis of which the statementg

,.qoi"ii-J'u" io*going clauee (aa) are made'

rr" "o.r"iit, 
;J witl ue sufficient to comply with

tU" n"t"?J"**t set forth in Section 4'03(b);

end

(ce) a statement th'at' in the opinion of the eugt-

neerg' ;;-6 Works are in good operating cou-

ditiou or that adequate st€ps are being taken to

maks them go'

(b) it will, at a minimum' impooe' ch3rge and collect in

each Fiscsl i*t-.".U gas rates and charges as shell'
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together with all other Project Revenues (as defined

in-tfre Act) r,o bo received in such Fiscal Year' equal not

less tian the greater of :

A. The sum of :

(i) all Net Operating Expenses payable during such

Fiscal Year;

(ii) 150% of the amount required to pay sinkiag

fund, requirements for principal of and intereet on

all Bonds issued and outstanding hereunder- ylieh
will become due and payable during such Fiscsl Year;

and

(iii) the qmoun! if any, required to be paid into

tle Sinkine Fund Reserve during such Fiscal Year;

or

B. The sum of :

(i) All Net Operating Expenses payable during such

Fiscal Year; and

(ii) all Sinking Fund deposits required during such

Fiscal Year in-respect of all outstanding Bondl s1d

in respect of all ouistanding general obligation booll
issued for impiovements to tire Gas Works and all

amounts, if a;, required during such Fiscal Year

to be paid into the Sinking Fund Reserve'

The Gas Commission is hereby authorized and directed'

without furttrer authorization, to impose and charge and

to collect, or cause to be collected, rents, rates and charges

which shall be eufflcient in each Fiscgl Year to comply

with the foregoing Rate Covenant.

(c) It will pay or cause the Fiscal Agent or paying

it."t to pay irorn ttt" Project Revenues deposited in

the Sinking ronJ-itt"-piinciial of' premium' if anv' and

interesf on all Bil; L *t"-same shall become due and

paiable and as -o." particularly set forth in the Bonda ''

(d) It will continuously maintain-in good condition and

continuously operate the Gas Works'
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(e) It will not in any Figcal Aear pay from the Proieci

Revenues any City C;;tg* or deposit- from the Project

n"u"no", in the g"n.,"i sinking fund of the City any

;iJJ;;-ltta "r,*e"'-in 
t"tp*1. of seneral oblisation

bonils of the City unless prior thereto or concurrently

tberewith aU sinkin;-looa 
"tt""ges- 

in reopect of ' Bonde

issurd and outsteoii"s h*"under for. such Fiecal Year'

then payable ghs[ b. v" bee" deposited in the Sinking

Fund created hereby.

(f) It will not refund from the proceeds of Bonds any

debt of the CiW t.pi"t""t"a by sen:ralobtigation bonds

;;;"G iesued Prior to January 1' 19?4'

(g) That it has, by Ordinance' authorized the imposi-

tion of rates and ;i;ilt *re- Gas Commisgiou euf-

ficient from time;;;;1";ompl1 wth Rste Covenant

get forth in Sectii ioi6l ""a 
'irt"t it will not repeal

"i*"t"ti"tly 
aaveiseiv aitute such authorization'

(b) It will, not lgter t'han 120 days following the clos'€

of each Fiscsl V*i'nf" *ith th9 i'iscat Agent a report

of the operation tl d; G'" Works setting fortl' among

other things, in it*t*Uf" dtt"il- finencial data con-

cerning the Gss W*ksl;; such-Fiscal Yesr' including

a balance sheet, il;;;;t" of-income' equiw'^anj

changes in financiai;diti;;' and 8n analvsis of funde

available to .ou.t debt eervice (in each case not incon-

sistent with the 'ttt"-"ntt 
of income' expenses' 'and

orher accounts of il CiW ;udited .bv the 91tv. 
Co.ntr-o]-

ler) prepared by tiit ftf"n"ger -of 
the Gss Works in ac'

cordance with generlfiy tt"ir"i'"a municipal accounting

principles .on.i.t"'ntit inni#, showing compliance with

the Rate Cou"o"ii"i"**ptn!"a Lv " certificaie of the

Manaser of the a;t-w;;ft {t1 tttt Gas Works are in

good operatirrg ;;diti"" tta by a certiftcate of the

Director of Fina;;;t* of the-date of euch report

the CiW r,* .o*p"rit;;th "ti 
ot the covenants in thie

Ordinance and ii all ordinances supolementel hereto on

its pert to ue p"*Jt"ta' Such report shail be furnished

to the Fiscal Att;;il;;"h tt"ton"ble number of copies
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as shall be required. to meet the written requests of Bond-

holders therefor on a first come first ser"ed basis' The

Fiscal Agent shall keep on file a copy of each report.and

it" 
"..o*p"nying 

eerfificates for a period of ten (10)

y""r. aoa'shall eihibit the same to, and permit the copy-

ing thereof by, any Bondholder or his authorized repre-

sentative at all reasonable times'

SncttoNA.}4.Boni!stobeParitgBonds.Allbonds
issued hereunder rrr.u u" parity Bonds equally and ratably

*""t"a by the pledge of and grant of security interest in'

the Project Re'ren;es withouf preference' priority or dis-

tinction as to lien or otherwise, except as otherwise here-

inJter provided, of any one Bond or.coupon over any other

Bond or coupon o, t* ktteen principal and intrrest'

. The CiW hereby reserves the righL and nothing herein

sl"fibe construed to impair such right, to finance improrre

;;;1" to its Gas lvorks'by the issuance of its general obli-

;;;; tonat or by the ilsuance-, under ordinances other

ifrtn Suppfemental"Ordinances, of Gas Works bonds for the

;;y"t"J of *tti"t Proiect Revenues of the Gas Works may

- [""pi"ag.d subject ani subordinate in each Fiscal Year to

the prior payment from such revenues of all principal'

premium, intereei and sintiing fund requirements narable

during such Fiscai i""t ondtt this Ordinance' as from

time to time suppf"*""tta and amended' in respect of

Bonds.

SecatoN 4-05, Satn of Bonits; Tazes Nof to be Assu'med;

Terms and. Prouisions; I'uthori'ty of Ditector of Finance'

To the extent, pursuant to Section 4'06' that the Supple-

mentel Ordinance authorizing any Series of Bonds here'

under shall not otherwise Provide:

(a) Atl bonds shall be sold at public' private or-invited

eale 8s * -ajoJfot ttt" Mayor' the City Controller and

the CiW Solicitoi may determine to be in the best inter-

ist of the City and, if sold at competitive public..sale'''-

shall be sold to the purchaser or purchasers submitting

ttre highest "oi 
u*t Uid upon such terms and conditione
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oft}rebidding4sghsllbespeeiiiedinanofhcialnofice
oi ,"t" issuedln the name of the City by tb'e Director of

FinEnce;

(b) no covenant !o pay or assume any taxes shall be

included in such Bonds; and

(c) eubject to the foregoing, t}le terms upon which or

;h; ;;";t for which the Bonde are to be sold or ex-

*t*ged, and the form, terms and provisions of the

Bon<li iucluding, without limitation, the matters lF
ferre,dtoinSectiongottheAct,endinthesecond
p"t"gt"ph of Section 3.04 of this Ordinance ehall b€

i"te"rni"A by the Director of Finanpe vho is hereby

a.tign"t"d as the officer of the City to make such determi-

nations bss€d, to lne exteut applicable' on the Plices' in;

t""*t rates or otft"i t"rus sef forth in the highest and

best proposal conforming to the bidding specifrcotions

as ascertaineC and ""."pid 
on behalf of the City by the

Director of Finance.

SpcttoN 4.06. Cortd'i'tions of Issui'ng Bonds; swglementa-l

Ord,inance; FiJing oiiro^nlpt; Usi of ProceeiLs; !1!un!
ing Borrnt'. Prior io ttte issuance of any s.eries 3I, ?::::
thl Council ehall adopt an ordinanee supplemental nereEo

sp€cifying tit* 
"ggtegate 

principal amount or msximum

"sgr.gate 
principal 

"mot 
nt, and authorizing the issuanee

of euch Bonds; gtating that such Bonds ere issued in re
spect of cspital .otts 

-ot a Gas Works p.loiec!.or ry"]fr:
oi ttt" Ciby or to fund or refund bond anticipation or otn€r

obligations of the CiW it.o.a in respect thereof or for the

il-"p"t" oi refunding debt issued^for such purpose; making

t nttaitts based ott 
-th" 

report of t}r9 Director of Finance

of the City requir"a Uy S*iion I ot the Act that the Project

Revenues'pledged tt"t.una"" will be sufficient to comply

wittr the Rate Covenant and also to'pay all costs' :x9e".ttt
and pelnneot" t.qoltA to be paid therefrom and in the

order and priority tt t"A in Section 4'02; end containing

the covenant as to G-pty*ent of debt service required

;t ftt"b Ix, Section io- ot the Pennsvlvania Constitu-

tion. Such Supptemental Ordinance may specify such form'
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terms and provisions of the Bonds to be issued thereunder,

may specify a particular method of sale; may specify the

tbrms upon which, or tlte prices for which, the Bonds are

to be sold or exchangpd; includinS' il applicablg competi-

tive bidding speciflcations; msy contain such amendments

to this ordinancq including amendments or rescigeiou'of
the covenants herein contained, and may contain or au-

thorize such further coverants and agreements, including

such covenants as may be sppropriate under existing regu-

lations so that the Bonde may not be deemed to be "arbi-
trage bonds,, as such term is defined in the Internsl Reve-

nu" cod" and applicable regulations, all as the council may

deem appropriate and proper and as shall be authorized

;t ;rrni'*a by the Act but no such amendments, provi-

sions, terms, covenants or agreements (other than those

p.rr"i*"a under section 8.01 and adopted pursuant thereto)

which shau be inconsistent with the provisions .of, or if
they would impair a prior covenant contained in, this Or-
dinance as at the time amended or supplemented, shall

becomeeffectiveuntilallBondstheholdersofwhichare
entitled to the protection of, or to enforce compliance wit'h

such prior covenant, sball cease to be outstanding'

Prior to the issuance of any Series of Bonds hereunder

the Director of Finance shall, in addition to the fi'ling re'
quirements of Section LZ of tbe AcL frle with the Figcal

Agent a transcript of the proceedings authorizing the issu-

ance of such series of Bonds which shall inciude (i) a cer-

tified copy of this 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 -Oitr'
Solicitor required by subsection (b) of Section 8 of the

Act; (v) an executed copy of the Engineer's report re-

qrild by subsection (a) of Section- 4'03; and (vi) ,a eer-

tificate of the pit""ioi of Finance that there ig no default

in the payment of the principal of; interest'oq' or" prb'
miumg, if'any, pty"Lf" i" t."p"* of, any Bonds'- that' the

amounts 
"ot "ttUy 

on deposit in the Sinking.Fund Reserve
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meet the requirements of Sect'ion 6'01' Lhat' bhe report for

the latest comptetea Fiscal Ye--l' required to be' filed pur-

guant to subsectio"-tii-"? Section 4Oa t"" been filed and

that during such fiecal iear the City was in compliance

with the Bate Coveir^ant as therein -shown' 
and that the

City ig currcntly in *-pUtnce with the Rate Covenant

and all ott". .oo",,"ii--il"tti""a in this Ordiuance aud

;i-s";p1;;""t"r oiai"snces' s.nd t'hereupou the proper

officerg of the city;;;th" n*"r Agent gtraU ue aut'horized

to execute and det;;i the Bonds go aut'horized' to rcceipt

for the purchase ;;it" ;h;t*f and -to 
execute and deliver

on behalf of the Ail A; o"uat closing statements' affi-

davits and certificstes'

The Director of Finance, tb" 919 Solicitor' the Citv Con-

troller and such dl;;ffi;;rs of the Citv as mav be aqnro

priate are authori'J'ii'*tt*tion with the issuance of any

Series of Bonds hereunder' to prepare' execute and frle-on

behalf of the ciw;;;'ilte;ott' ao"otn"nts or other ma-

terial as mav ""J;td;;;J-pi"p"a" 
reflect the finaneial

condition of the Ciiy "i other matte'i relevaut to the issu-

ance or pavment;;'J;i;;;as-"n.4.t" mav be required or

appropriate t" t"*tt *iii"pprit"lle state or federal laws

or regulations.

unless otherwise provided i1. tle suodemg-ntal o-1di-

nance, tr," p"*eeil tif t"r" "t -tl 
Bonds lesued hereu-nder

shall be depositeii" irt" ""*olidated 
cash account of the

CiW to the cedi';i ;t capital improvement funds and

shall be disuurs; tf'tttftotn' in -accora"ltt-T-l-:f'-
lished p"o".do""if;; $t;;;;'ts of ,the 

project or proiects

(ss such t t it a"itJ;t the Act) for which the Bonds

were issued *o''ii)'i""ioi"*t' that if such Bonds ehall

be issued f", th;;;;;;;'ot tunaing or refundins bonds

or notes pr.uiooJlv'A;;J il G citi such proceeds shall'

unless otherwiee" I#t"d t; th". suoplemental ordinence'

be deposited' in a;;;;fut;un! i1 ti'L sit*i"g Fund here-

inafter authorizh' ffi;*;itt"d, invested ( if appropriate)

and disbur,"a tialtl*-ai"otiott.of the Director oJ Fi-

nsnce for the n;li;"""J;;;i; lhe bonds or notes being

funded or refunded'
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If the City shall, by Supplemental Ordinance' authorize

the issuanc" ot 
""""iitu-""io"aing 

boads pursu-ant lg S*-

tion 10 of the gct, itt 16" absence of -specific-direction 
or

inconsistent autt orization "o"t"i"A 
iu the Supplemental

ordinance, tt " oit[ioi';iii;;""e js herebv authorized

in the name 
"oa 

J"""i"r'"-rr J trte -Citv 
to take all guch

action, inctuding tf*'i*lt*"Ui" pledSe lt proceea: Td{:t
the income "na 

p"oii-ito* itt" i"ut"t*ent thereof for the

payrrent and reaemn'f""'"t-ift" funded or refunded bond

or notes 
"na 

ir,"ruiT"g-tn"-p*fi":tion of all required r+

demption notices ; tL gt;ng of irrevocable instructlong

therefor, as may be necLsary or aporopriate to accom-

olish the funding; 
"t"ft;eins 

a1a. io tomptv with the

;;;j;;"tts ot Section 1o of the AcL

srclroN 5' 
ARTI.LE v '

REDEMPTION OF BONDS

SrrgoN 5.01' Bonds May 89 -Su.biect 
to Red'emption'

Bonds of anv s;;;";;bl subject L either optional or

mand,story ,"autpHoo'; At !imes'- 
in t'he order' in the

amount,s, at the fi"*pfi* P-tt"*' and other such terms'

conditions rna ,o-tii"ti-o*, tll ". mav be set forth in the

Supplemental o'i;;;;"aoutoti'ing itt" issuance of such

series or, in th" ;;;;e of such provisions' as may be set

forth in tt u gonillt tUe aire"tion of the Director of Fi-

nance and shall U" t"t-t"*tt in the official notice of sale'

Spcttox 5.02. Notrc e, Selectinn lv !?t' Ih":t::t,i*
CiW shall, uv o'ain*ce of Council' determine to redeem

all or part of the Bonds of any series in accordance-rvitb

the right ,"r"*"i;;;i;;o' 
-*h":r 

the CiW or the Fisca'l

Agent shall be ;rii*rJ b redeem Bonds pursuant to man-

datory r"a"-ptiolil;t"1";;' ii" cit" or the Fiscal Asent'

as the case may be' shall cau'f aa.otice of intention to re'

deern sigaed i" [1 ""-" "i tne Citv br th1'"itg^*:"*'
to be publishea ;;-"leek for twoionsecurj iv"' *T-Tl et

first publicatio" to U"1t least t,t'ittY days and not morethan-

sixty davs t"to'Jtil iJemption Lt'' in not less than-rvro

nor more than four daily newsptp"* published in the Eng-
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lishlanguageandofgeneralcirculatioirintheCity.Atleast
thirty J"y. u"tore the redemption date the Fiscal Agent

shaU- maii such notice to each registered owner adpearing

opoo tfr" bond register of the registered Bonde to be re-

JI*"a, but fai-[ure so to mail any such notice shall not

affect tbe validity of the proceedings for redemption' Sugh

,roti"" shaU epecify, unlesi a pertinent Supplemental Ordi-

nance shalt otherwise provide, the Series and the maturi-

li"" of the Bonds .o to i" redeemed and also' if less than all

ttrer, outstsnding Bonds of a meturity are to be redeemed'

itre oomb.t of the Bonds to be redeemed which may be ex-

p;fu in desigaated blocks, if applicablg and the date

fixed for redemption, ttte 
"AtmptioJprice 

and the place o{

ply-""t,-"ta sitaff ludher state that, from and after suctt

date, interest thereon will cease to accrue'

In connection with the redemption of less than all the

gonds of a perticular maturity or series' t'he Fiscal-Agent

ahall draw by lot th;;;btt ot ttt" Bonds to be redeerned

in such rtamer as it shall deem proper unless the supple-

mentgl Ordinance "rt 
Utitttiog ttre tcrsrs and provisions of

such Bonds or thelJe.ption provisions of the particular

Bonds provides ttt"i-ttt v thall be redeemable in the order

or inverse ora." oiir,"ii nomters or that sucb Bonds ehall

be redeemable in tJre order or inverse order of their ma-

i"Jti* and' all Bonds of a particular maturity or- ma'

turities ere being t.a**ta' For the purpose of any. {raw-
irrg, the Fiscal Agent shall assigrt a number for each basic

denomination.

Sscrrox 6.08. Etect ol Reilempti'on' Paymmt' -T".fi:"
heving been given-;; tlt" mgnner hereinbefore provicled in

this Article ot i"t.tot"Lfe instructions to give euch notice

having been delive;;[. Fiscal Agent to pay said Bonds

or portions tire"eot, and funds conlplyrng with the provi-

sions of subpsragr-;pft-irl of Section 10 of the Aet having

been depositea in tiuti *ittt the Fiscal Agent or having

ben s€t aside wiih titu Sintting -Fund Depositary in a

special account in ti. irirtitg Fund' nrior to the date fixed

for redemption, thJ i*at ot p"rtions thereof so called for

redemption, stratt iecorne due and payable on the redemp-
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tion date so designated, and interest on such Bonds or por-
tions thereof shall cease from such redemption date,
whether such Bonds be presente.d fqf redimption or go!
and the couponil representing the in6rest otr any of ssid
Bonds theft:after to accrue shall from that date be void
and of no effecl The principal amount of all Bonds or por-
tions thereof so caled for redemptiou, together with the
premium, if any, and accrued interegt thereon, shall be
paid bi the Fiscal Agent, upon presentation and eurrender
thereof in negotia.ble form, accompanied by coupons, if
any, representing such interest. All coupons maturing sub
sequent to the date of redemption must accompany each
Bond so redeemed.

Spcttott 5,04. PartiaL Reilemption. Upon presentation
of any Bond which is to be redeemed in part only, the City
end the Fiscal Agent shall execute and deliver to the
Holder thereof, at the experure of the Ciby a new Bond or
Bonds of authorized denominations in principal amount
equal to and of the same Series and maturi8 as the unre-
deemed portion of the Bond or Eonds so presented, which
new Bond or Bonds shall, at the option of the Holder, either
be a coupon Bond or Bonds with all unmatured coupong
thereto appertaining or a registered Bond or Bonds with-
out coupons.

SEc"uoN 6.
ARTICLE YI

SINKING FUND
SBc'rrou 6.01. E'sfab lishment of Si.nking Fund.. There

is hereby estsblished a sinking fund to be known as the
Cilf of Philadelphia Gas Workg Revenue Bond Sinkins
Fund (referred to in this Ordinance a.s the Sinking Fund)
for the benefit and security of ttre Holders of all Bonds.
The'Sinking:Fund ehall be held in tfie name of tbe City in
an account or'accounts separate and apart from all otber
accounts of the City and payments therefrom shall be
made only as hereinafter' in thii'Ordidai.if'piovia,il."

The City covenants and 
:the Directoi of Finance'i"'di-

rected to deposit in, and there is hereby appropriated to,
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the Sinling:Fund fronr the pledged revenu€o in each Fiscsl
Year such amouuts as will, togsther with interegt and prof-
its esrned ancl to be earned on investments held therein,
be sufrcient to eccumulate, on or before each interest end
principal pay.EeDt date of the Bonds, tbe amouuts required
to p"y the principal of and the interest on the Bondg then
becoming due and payable. Payment into the Sinking Fund
chsll be gcheduled at such times and in such an'ounts in
relation to the receipt of revenues and the operatiou and

maintenance reguirements of the Gas Works as tlre Direc'
tor of Finance ghall determine.

SecrIoN 6.02. Fi'sccJ Agent. Such state or federalV
chartered bank as may from time to time be appointpd by
the City in accordance with law, shall act as Fiscal Agent
in respect of all Bonds issued under this Ordinance or in
.eep.ct of any particular issue or issues of Bonds' The

Fiecel Agent ghall slso sct as Sinkiug Fund Depositary of
the Sinking Fund, and as panng agent and registrar of
the Bonds in respect of whictr it is the Fiscsl Agent' Noth-
ing in tlis Ordinance shall be construed to prevent the

City trom engaging other or additional Fiscel Agents from
time to time or from engaging other or edditional sinking
fund Depositariea, paying agents or registrars of the Bonds

or any series thereof.

Subject to the foregoing, the proper officers of the City
ere authorized to enter into contracts or to confirm exisL
ing agteemente gover.tring the maintenance of accounts and

.eota., the disposal of cancelied Bonds and coupons, the

rights, duties, privileges and immunities of the Fiscel

Asent, and euch other m.etters as are aut'horized by the
Act and 8a are customary and appropriate and to confirsr
the egteement of the Fiscsl Agent, in its aeveral capaci-

ties, to comply with the provieions of the Act and of thie
Ordinance.

Spcrrox 6.03, Poyments From ttr'e Sinlcing Fund" The

Sinking Fund Depoiitary ehall, on direction of the Direc.
tor of Finance, or if for &ry reason he should fail to gtve

such dircction, on the direction of the Fiscal Agent' liqui-
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date inveshents, if necessary, and pay over from the Sink-
iug 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, all
Bonds.

Any excess moneys in the Sinking Fund, including any
excess amount in the Sinking Fund Reserve and moneyg
for the paymeut of the interest, principal and premium of
bonds unclaimed after the due date for two years, shall be
repaid to the City but such repayment shall not discharge
the obligation, if any, for which such moneys were prs
viously held in the Sinking Fund.

SsctroN 6.04. Sinhtng Fund Reserae. There is hereby
established a Sinking Fund Reserve which shall be held by
the Sinking Fund Depositary as part of the Sinking Fund
but for which separate accounts shall be maintained. Un-
less otherwise provided in the applicable Supplemental Or-
dinance in compliance with this Section 6.04, the City shall,
under direction of the Director of Financg deposit in the
Sinking Fund Reserve from the proceeds of sale of esch
Series of Bonds issued hereunder, an amount equal to the
maximura amount required in any Fiscal Year to pay the
principal of and interest on the Bonds of such Series be
coming due and payable in such Fiscal Year. The money
and investrnents (valued at market) in the Sinking Fund.
Reserve shall be held and maintained in an amount equal
at all times to the maximum principal and inierest requir+.
ments in any subsequent Fiscal year of all bonds issued
and outstsnding hereunder, prouiihil that if the Supple-
mental Ordinance authorizing a Series of Bonds shall au-
thorize the accumulation from Project Revenues of a re-
serve of such amount in respect of such Bonde over a period
of not more than six Fiscal Years after the issuance and
delivery of such Bonds, then the full payment of the annual
deposits required under such Supplemental Ordinance wiff"'
meet the Sinking Fund Reserve requirement of this Ordi-
nance in respect of such Bonde.
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if, at ttry time 1rd for a:1} rv:on, the moneys in the
$inkiag Fund, other than in the Sinking Fund Resetie,

shsll b€ insufficient to pay as and when due, the principal
of (and premiurr if any) or interest on gny Bond or Bonds,

the Sinking Fund Depositary is hereby authorized and

directed to witnaraw fiom the Sinking Fund Reser.ve and

pay over to the Fiscal Agent the amount of suc'h deficiency'

if 
-Uv 

Deason of such withdrawal or for any other resson

there ehall be a deficiency in the Sinkins Fund Resetrq
the City hereby covenants to restore such deficiency 88

required by Section 7.02.

SucrroN 6.06, Monngement of the Sink'lrry Funil' To

the scteut that debt eervico in respect of any Series of
Bouds shsll not be financed as a part of the cost of t'be

project or projects for which t'he Bonde are issued' ln
wt icu case the amount of the debt service financed shall be

deposited in the Sinking Fund from the proceeds of Bonds'

sinking fund peymentg from the pledged reven-ues in re-

spect it eactr 
-Series 

of Bonds shall commence during the

six-month period imnediately preceding the first interest
payment aate of eactr Series ior which debt senrice hes

"oi 
t*n completely funded and in any event not later then

one yesr subsequent to the estimated cornpletion or acquisi-

tion of projects to be constructed or acquired as estimated

by the trf"nag"r of the Gas Works and, in all other-cases'

not later than oue year subsequent to the date of the Bonds'

The moueys, including interlst bearing deposits, iu 
-the

Sinking Fund to ttre extent not otherwise investd 1nd -to
the extent not insured, shall be secured as required by the

Act and, to the extent not currently required for the pay-

ment of debt service, shell be continuously invested and

reinvested in securiHes or interest be-aring deposits au-

tlrorized, by the Act, all at the direction and under the

rn"otge**ot of the Director of Finance' Interest and prof-

ite from such investments shall.be atlded to the sinking
Fund and credited in reduction of ot to complete required

deposits into the Sinking Fund.

SpcuoN 6.06. Consolila.teil Fund' The Sinking Fuud

shall b€ a consolidated fund for the equal and proportionate
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benefit of the horders of ail Bonds from time to time out-standing hereunder and may be invested and reinvested ona consolidated basis. The principal of and interest on anaprofits (aud losbes if any) reattea on investrnents in thesinking Fund sha[ be alrocated prorata for fire series orthe specific Bonds in respect of which such investrnemts
were made without distinstion or priority but moneys (ana
tfie invetments thereof) sp€cificaily deposit€d f"; ilr; ;;y_aent of any particular installment of principal, indrestor premium shalr be held and appried excrusive.ly to thepayrrrent of such particular principal, interest or premium.

SBcrroN ?.

ARTICLE VII
DEFAULTS AND REMEDIES

SEcrIoN 7.0L. DefautLs ond, Statutory Remed,i,es. If thecity shall fail or negrect to pay or to cause to be paid theprincipal of, redemption premium, if any, or the interest
on Eny Bond or any seriea of Bonds iseued hereunde",
whether at stat€d maturity or irpon cell for prio" ,eaemp.Hgt o"_ if the City shall fail to comply with any provision
of the bonds or with any covenant-of the City contained
in this Ordinance or an applicable Supplemental Ordinance
then, under and subject to the terms and conditions statedi1 F" Act, the Ilolder or Holders of any Bond or Bonde
shall be entitled to all of the rights and remedies, includ_
ing the appointmeut of a trustce, provided in the Act.

SscrroN 7.02. Additional Remed,ies. tf the City shallfail or neglect to make deposits into the Sinkiug Fusd, in-cluding ttre Sinking Fund Reserve, in tire amounts and at
the limes required by this Ordinance and as provided in
the Bonds or if, for any reason, there shall be insufficient
Tg-ney€ on deposit in the Sinking Fund for the payment in
full-of the principal (and premium, if any) or of interest
on 'the Bonds as and when the same shail from time to time
bT-o*9 due and payable, then the City covenanis that it.will without notice thereof from any Bondholder, fiscal
agent, pal.tng agent or sinking fund depositary, and go
long as guch default shall contiiue, immediately upon euch
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defeult deposit in the Sinking Fund, on a dail
of all pledged revenues of the Gas Works, or
percentage thereof as the Director of Fineno
mine. The covenant of this Section 7.02 shs

cally enforceabla by any trustee appoiuted
Sectioa 20 of tUea.d or if dhere be no sud

lninted, then by the Eolder of auy Bond out

Spcrrox 7.03. Betnciliea Not Exchuine; El
In Erercise ol Remeiliee. No remedy herein
conferred upon or resetred to the tntstee' if t

Eolder of any boud is inteuded to be exclusi
gpecifrcslly provided in the Act) of any othr

remedies, and each and every such remedy d
lative, and shlll be in aatdition to every ot'her

hereunder or now or heresfter exieting at lav
or by etstute.

No deley or omission of the trustee, if one

or of any l{older of the Bonds to exercis€
poreer accruing upon any default ghall imp
right or power or sha.ll be construed to be a r
euch defaulto or sn acquiescence tlerein; and

and remedy giveu by this Articlg by the Ast
ma,y b€ exercis€d from time to timg aud as

be deemed expedienl

Sec"TIox '1.04. Remzdies to be Enlorced r

Ptedgeil, Retterutne. Any decree or judgment

meut of rnoney against the City by reason of
uuder shell b€ euforceable only against the
nues and the inveatments thereof and no de

rnent agpinst the City upon an action broug

shall order or be construed to permit the or

tachment, eeizurg or gale upou execution
property of the CitY.

SE(rIoN 8.
ARTICLE VIII

AMENDMENTS AND MODIFICAT
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SecttoN 8.01. In addition to the adoption o! Supple-

mental Ordinances supplementing and/or amending this

ordinance as provided- in section 4.06 in connection with

the issuance of successive series of bonds' this Ordinance

orra 
^ny 

Supplemental Ordinance may be further suppl*

."rt"A, modinea or amended: (a) to cure any ambiguity'

formal defect or omission herein or therein; (b) to grant

to or confer upon gondtrolders' or a ttustee' if any' for the

t.""nt of Bondholders any additional rights' remedies' pow'

ers, authority, or securi;y that may be lalfullv-T.L:l*
o..or,t"rr*a; (") to comply with any mandatory provnron

of state or federal law or with any permissive p.tg.ttion

of such law or regulation which does not substantially im-

pair the security ot iigf't to payment of the Bonds but no

amendment o, *oainiiion ti'"tt u" made with respect to

any outstanding B;;;t b alter the amount' rate or time

of payment,,"rpe"tiuetv, ot tfrg principal,!ryt1"j^:,1,:1"
interesl thereon or to dlter the redemption provlslons

ttrereof without the written consent of the Holder-s of all

affected outstandin-g il;a;; aod (dl except as aforesaid,

in such other respe'ct *-tir be authorized in writing by

the Holder s of' 67i in principal amount of the Bonds out-

standing tna 
"necla' 

i*Jt-*rtich have become due and

payable or, " n*ua ieJemption date in accordance with

il;;;5.03 shall be deemed to be not outstandins'

SECTION 9.
ARTICLE IX

MISCELLANEOUS

SscfloN 9.0L- Ordin'onc$ are Con'tracts Witlt Bon'd'

nofinr. This Ordinance and Supplemental Ordinances

;;;G pursuant ft"tuio are contracts with the Holders of

all Bonds from time to time outstanding hereunder and

thereunder anA shait be enforceable in accordance with

the provisions of ettitt" VII and the laws of Pennsyl-

vania.

SucuoN 9.02. Repeals' All ordinances and q"*t of-1t:

ainances heretofore adopted to the extent that t}te same

rt.-it*"tistent herewitir are hereby repealed'
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City of Philadelphia

I Bill No.98O2s2 )

AN oRDINANCE

Authorizing, generally, the issuance of Gas Works Revenue

Bonds of thc City of Philadelphia which shall be subordinate to

bonds issued under the General Gas \fforks Reverue Bond

Ordinance of 1975, which ordinance is hereby amended to limit
issuances of bonds thereunder, prescribing the form of bonds

issued hereunder and providlng for their exenttion, transfer,

exchange, payment and redemption, prescribing the conditions

precedent lo the issue of specific series of bonds, including

supplemental authorizing ordinanceg, pledging certain revenusl

of the Gas Works a$ security, adopting a rate covenant, and

directing the Gas Commission to impose rates sufficient to
comply therewith, designating a fiscal agent and sinking'fund

depositary, establishing a Sinking Fund, including a Sinking

Fund Reserve, and providing for its management,. providing

remedies upon default, and providing for amendments and

modifications

T.TIE COT]NCIL OF THE CITY OF PHIIaIDELPHIA HEREBY

ORDAINS:

SECTION I.

ARTICLE T

City of Philadelphia
Bflf No. gg0232 Certiticd Copy

N UTHORIZNTION, SCOPE AND I'URPOSE
S}IORT TITLE

This Ordinancc is cnaclcd pursuant to tlrc provi.sions of Thc
First Class City Revenuc Bond Act approvcd Octobcr 18,1972
(Act No. 234, 53 P.S. t5901 et seq.), as amendcd, for thc
purpose of authorizing the issuance from time to .timc of
tsvenue bonds of the City to be secured by a pledge of certain
rEvenues of the Gas Works as security, in suclr principal
amounts as shall from time to tlme be authorized by furthcr
ordinances of the Council of the City as more particularly
hereinafter set forth. This Ordinance shall be known as the

General Gas Works Revenue Bond Ordinance of 1998.

ARTICLE IT

DEFINMONS AND OTHER PROVISIONS OF
GENERAL APPLICATION

SECTION 2.01. Deffnitions. For all'purpose of this
Ordinance and any ordinancc supplemental hereto, except as

otherwise expressly providal or unless the context otherwise
requires:

Accrcted Value means, with respcct to any Capital
Appreciation Bond, as of any specified datc, the Original Value

ofsuch Bond, plus interest accreted on such Bond to such date,

all as may be provided in rn applicable Supplemental

Ordinance.

Act means The First Class City Revenue Bond Act
approved October t8, 1972 (Act No. 234, 53 P.S. 15901 to

15224r, as from time to time amcnded. The words rnd phmscs

which are dcfined in the Act shall have such dclinctl meanings

when used in this Ordinance.

LEGISTAR Farm cc.r -t - Printed May ll, 1998 t.
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City of Philadelphia
Bill No.980232 Certified Copy

llonrl or lloutls nrEils ury Gas Work.s revclue bond or uotc

of tlrc City issued and outstatrding putsulru to the Act unrJcr

tlris Ordinancc and auy Supplcnrcntal Ordinrnce.

Bond Coru$cl meaus any lirm of nationally recognizcd

boncl counsel rrcceptable to tlrc City.

Boutllroldcr or I'Ioldcr nreans tl)e rcgistercd owner of uy
Bond.

Bond Rcgistcr means the list of the narnes arrd arldresses of
Bondholders and the principal anrounts and numbers of the

Bonrls held by them maintained by thc Fiscal Agent on b'ehalf

of thc City.

Itoud Ycnr for any Serics of Donds meims each onelear
periotl (or shorter period frortr the d$e of issue) that ends at ths

closr: ofbusinuss on the date in the calendar year that is selectcd

by thc City as permitted undcr the Code. If no day is selected

by the City bcfore the earlier of the final matu'rity date of thc

Serics of Bottrls or the due that is five (5) years after the issue

clate, the Bontl Year with respect to such series of Bonds shall

cnd on each annivers"ry of ilre issue cllte and on thet final

maturilY date,

Busincs Day means a day other than a Saturday, Sunday or

holitlay on whiclr the Fiscal Agent is authorized or required to

be closed undcr applicable state or federal law-

Cnpital Appraciatiotr Dontls means any Borxls issued

bcrcurttlcr which do not pay interest until maturity or until a

speciticd datc prior to nral,urity, but whose Original :Valuc

ilccrctcs periodicrlly to thc anroutrt {ue on the maturity date.

Cill' rueart* 'l'hu City of Plrila<Iulplria, Pennsylvania.

-3-

City of Philadelphia
BlllNo.980232 Certilied Copy

City Chargcs mean$ the proportionate cltlrges, if any, for

services performed for thc Gas Works by all ofliccrs,
departments, boards or comtrrissions of tltc City wltich are

contained in the computation of operating expenses of the Cas

Works, including, withour linritation, the expenses of the Gas

Commission, and also means the base paynrents to the City
contained in thc Management Agreement and all other payments

made to the City from Gao 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 tlre City's law departnrent
as provided by the Philadelphia l{ome Rule Charter.

Code means the In0emal Revenue Code of 1986, as

amended, or any succ€ssor legislation, and the regulations and
published nrlings promulgatal thcrander or applicable tlrereto.

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, insumnce company or olher

instltirtion, with a current long term rating (or whose

obligations thereunder arc guaranteed by a financial institution
with a long term rating) from Moody's and S&P not low€r thxn
u4.'

Crcdit Facitity Issucr or issucr of a Crcdit Facility means

each issuer of a Credit Facility then in effect, and its

successors. References hcrein to the Credit Facility Issuer shnll

bE read to mern the issuer of the Credit Facility applicable to a
panicular Series of Bonds or each issuer of a Credlt Facility, as

LEGISTAR turm cc.r Printed May 11, lg98 LEGISTAB Forin.cc.r -4. Printed MaV I l, 1998



City of Philadelphia
BlllNo. 980232
the conrcrt rr:quires.

Certlfled Copy

Detrt Scnicc Requirenrcnts means, for a specified period,
the sunr of (i) the principal of (wlrether at maturity or pursuant
to nrandatory redenrption) and interest (other than capitalized
interest) on Outsanding Bonds payable during the period and
(ii) all net anrount$ due and payable by the City under Qualilied
Swaps and Exchange Agreements during the period. For
purpos* of estimating Debt Service Requirernents for any
future period, (i) any Option Bond outstanding during such
period shall be assumed to nrature on the stated maturity date
thereof, except that the.principal amount of any Option Bond
tendered f,or payment and cancellation before its stated rnaturity
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 Quatified Swap or
an Exchange Agreement shall be calculated assuming that the
interest rate on such Bonds shall equal the soted fixed or
variable rate payable by the Clty on the Qualified Swap or
Exchange Agreement or, if appticaUte and if greater than such
stated rate, the applicable rate for any Bonds issued in
connection with the Qualified Swap or Exchange Agreenrent
adjusted, in tlrc case of variable rate obligatlors, lut provided in
Section 4.03(b); and (iii) Debt Service Requirements with
respect to Variable Rate Bonds slrall be subject to adjustments'
as permitted by Section 4-030).

Dircctor of Flnance means the chief financial, accounting
and budget oflicer of the Ciry as establislred by the Philadelphia
I-Iome Rule Charter, including a person acting as Director of
Finanie uncler applicable law.

Exchangc Agrcernent meansr witlr rapect to a Series of
Bond.s, or any portion thereof to the extent from timo to tinre
permitted by applicable law, any interest exchange agreemcnt,
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intprest rills srvflp agrccntcnt. currcilcy swap ilgrccntcttt or tltltct

coflrflct or sgrccnlcnt, otttcr tlnn n Quatilicd Srvap. autlttlrizcd,

rcognized and approvcd by I Supplcmerttrl Ordinancc as ati

Exclrange Agreemcnt and providing for paynrcnt.s to nnd front

an entity wliose senior long tcrnt dcbt obligations, othcr scniot

unsecured long ternr obligations, or claims paying ability or

whose obligrtions under ln Excltange Agrecntcnt :rrc

guaranteed by an entity whose senior long term debt

obligations, ollrer,senior unsecured long term obligntions or

claims paying ability, are ratcd not less than A3 by Moody's,

A- by.S&P or A' by Fitclt, or the equivalcrrt thereof by an1

successor thereto as of the date the Exchange Agrecment is

entered into, which payrncnts are calcutratcd by rcference tc

nxed or variable rates and eonstituting a financial

accommodation between the City and the counterparty. '

Fiscal Agent mesns any bank, bank and trust comPany or

tntst company named as such in Section 6.02 or its successor.

.rFiscal Year means tlre fiscal year of tlrc Gu Works.

Fitch means Fitch IBCA, Inc., a corporation organized and

existing under the laws of the State of New York, its successorl

and assigns and if such corporation shall for any rcrson nc

longer perform thc functions of a securitics rating agency,
oFitch' shall be deenred to refer to any other nationalll
recognized securities rating agency designated by the City.
Wrenever raling categories of Fitch arc specilicd in tltis

Ordinance, suclr categorics shall be irrespcctive of gradationt

within acotegory.

' Giu Conrmission nreans the Gas Commission providul for

by the Philadelphia Flome Rulc Charter as prcsently constitutc(

or herealtcr recolrslitutetl in accordance with law.
I

:
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. Gas Worlts nrcans all property, real and personal, owned by
the City and used in the acquisition or nunufacture, storage and

distribution of natural, liquclied, synthetic or manuf4ctural gas

or in lhe mninlenance, nunogement or administration thereof
and all activities ancillary and related thereto, and also means,

as the eonte)it nray require, the husiness entity managed by the

Manager.

Gas Works Rcvenues meanq all operating and nonoperating
revenues of the Gas Works derived fronr its activities and assets

involved in the supply, manufachrre, storage and distribution of
gas, including all renls, rats and charges imposed or charged

by tlre City upon the owners or occupants of propertix
connected to, and upon all users of, gas distributed by the Gas

Works and :tll other revenues derived therefrom and all other
inconre derived by the City fronr the Gas Works. Revenues

deriverl fronr activities unrelaled to the supply, manufacture,
storage and distribution ofgas or assets related thereto shall not
be included in Gas Works Revenues, provided that the Gns

Works receives fair payment foi the use of gas related assels

and personnel of the Gas Works used in such activities, which
payments shall be inpluded in Gas lVorla Revenues. ln
perticular, Gas Works Revenue shall not include revenge from
enterprises or functions not related to gas activities (e.g.,
activities involving tho supply, generation or distribUtion of
electricity). Gas Works Revenues slull not include those

portions of the Gas Works' rents, rates and charges which are

securitized and sold pursuant to Section 4.030). Gas Works

Revgnues may be divided into separate components in one or
more Supplenrental Ordinances and any Series of Bonds issued

tlrereafter mly 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.

Govcrnnrcnt Obligations means any of tlrc fiollowing wlticlt

City of Philadelphia
BiflNo. 980232 Ccrtified Copy
are non&:rlllble antl whiclt ilt the time of invc.slnrcnt arc lcgill
investnrcnts under thc Act for thc nroneys proposc.tl to br:

inyested thcrcin:

(a) d.irect general obligation$ of, or obligntions thc
payment of principal of and interest on which flre
unconditionally guaranteed as to full and tirnely pilynrent by,
ihe United States of Amcrica;

' O) direct obligntions and fully guaranteed certificates of
beneficial interest of the Export-lmport Bank o.f rhe United
States; consolidated debt obligntions and lettcr of credit-backcd
issues of the Fedcral l{ome Loan Bank; participation
certi.ficates and scnior debt obligations of the Feclcral llonre
Loan Mortgage Corporation; debentures of the Federal Housing
Administration; mortgagebncked securilies (except stripped
m'ortgage securities which are vatued greater than par on the
portion of unpaid principal) :md senior dcbt obligations of the
Federal National Mortgage Association; participation
certincates of the General Scrvices Adrninistration; guarantced
rnortgage-backed securities and guarantc.ed pmlicipation
eenilicatcs of the Governnrent National Mortgage Association;
guarentecd participation ccrtificates and guaranreed pool
certificatcs of the Small Business Administrarion; dcht
gtiligations anrt letter of crcdlt-backed issues of the Studcnt
'L,ryan Marketlng Association; local authority bonds of tlre U.S.
Department of l{ousing & Urban Development; guarantecd

fitle XI financings.of the U.S. Maritime Administration; or

(c) obligations iszued by the Resotution Funrling
Corporation pursuant to thc Financial lnstitutions Reform,
Recovery and Enforcenrcnt Act of 1.989 (the "FIRRE Act"). (i)
lhe principnl of which obligations is payable whcn due fronr
plynrents of the maturing principal of non-intercst benrirrg
dirbct obligations of the Unitcd States of Anrericil whicli arc

LEGISTAR Form cc,r - 7 - ftlnted May ll, 1998
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issucd hy the Sr:crctary of thc Tremury rnd dqrositcrl irr,thc
Furding Corponrtion Principal Fund cstablished pursuant to the
FILRE Act, antl (ii) the intcrr:.st on which obligations, to tlre
extcnl not paitl liom'other spr:cified sources, is payable when
due by the Secremry of the 'lteasury pursuanl to the FIRRE
Act,

Iutlclrcndcrrt lneans a pcrson who is not a salaried employce
or electcd or appointed oflicial of the City; provided, however,
that thc fact rlrirt such person is rcnined regularl! by or
triursacts busincss rvilh the City shall not n:ake such pcison an

eruployce withiu the meaning of this definitipn.

Iutcrim Dcbt rrreans any bonrl anticipation notes or other
tcnrporary borrowing which the City anricipates pernranerrtly
Iinancing with llonds or othcr long ternr inclebtedness underlthis
Ordinance or othcrwise.

Managcnrcnt Agrecnrcut meilN the Agreement dated
Decernber 29, 1972 between the City and the Manager fo$ths
rlranagement aud operatign of tlre Gas Worlcs, as presently or
hcreaftcr amerrclcrl, or any successor agrcenrent which. may be
cntered into by the City perraining Lo lhe managenrcnt of the
Gas Works.

Mauagcr neans Philadclphia Facilities Management
Corporation, currcntly managing tlre Gas Works pursuant io the
Managenrent Agreement, or its successor or such other person,
corporitioll, botrd, conrnrission or deptrtment of the City
wliich nny be dcsignated by the City to nanage the Cas Works.

Mrtyor meuN the Mayor ofr the City.

I\loody's nlcans Moody's Invcstors Service, lnc., :r

corporntion org:urizud alrd existiug urder tlre laws of the Statc

LEGISTAft Form cc.l - 9 - frtnted May t l, ,998 LEG|STAEturrncc..r - lO- Printed May ,l, l99B
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of Delaware, its successors and assigns, and if suclt corporation

shall for atry reason no longcr perform thc functiotrs ol' a
securities rating agency, "Moody's" shall be deerned to refcr to

any other notionally recognized securitics rating agency

deslgnated by tlre City. Whenever roting catcgories of Moody's
are specified in this Ordinance, such catcgories shall bs

irrwpective of gradations.

Net Otrrcrating Fxptrtscs means Operating Expenses

exclusive of City Chargcs.

1975 Ordinance means the General Gas Works Revenue

Bond Ordinance of 1975, as amended.

Offics of tlte Fiscnl $gcnt means tlre corporate trust omce

of the Fiscal Agent designated by the Fiscal Agent.

Oparating Expcnscs me:ms all costs and expenses of the

Gas Works neDessary and appropri+ts to opcrate and maintain

tlre Gas Works in good operable condition during each Fiscal
Year, and shall include, without limitation, the Manager's fce,

sataries and wages, purchases of service by contract; costs of
materials, supplies and expendable equipment, maintenance

costs, costs of any property or the replacemcnt thereof or for
any work or proJect, related to the Gas rl{orks, which does not

have a probable useful life of at least five years, pension and

welfare plan and workmen's comperration 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 ternu nray be

tendered by and at the option of thc l{older thereof for paynrent
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by thc City prior to its etatcd nuturity date or the maturity date
of which nuy bo exFndexJ by aud at rlle option of the Holcler
tlrcreof.

Ordinancc nrearu this Ordinance, as from time to tine
amended.

Origlnal Valuen with rmpt to a Scries of Bonds issued
as Capital Appreciation Bonds, mca$l the principal amount
paid by the initial purchasers thereof on the date bf original
issuance.

Outstanding, when used rvith reference to the Bonds,
means, as of any particular date, all Bonds which have been
authenticated and delivered under this Ordinanco, exsept:

(a) Bonds canceled after purchass in the open market or
because of payment or redemption prior to manrrity;

(b) Bonds for the paynrent 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), pmvidd that, if such
Bonds are to be redeemed prior to ttre manurity thcreof, notice
of such redernption shall have been given as provided in Section
5.02 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
3.44.

Bonds paicl with the proceeds of any Credit Facility shall be

City of Philadelphia
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Outstanding until ths issucr of such Cretlit l:lcility Ins bccn

rein:bur.scd for tlrc lmount of tlrc prynrent or lrrs prcsctttcd tltc
Bontls for canccllation.

Plfladclphia I'Ionre Rulc Chnrter means thc Philadelphia

Hoqre Rule Charter, as amcntled or superscdcd by any ncw
hong rule clurter, adopted pursuant to authorization of tlrc
First Class City Home Rule Act approved April2l, 1949, P.L.
665, sec. I et seq. (53 P.S. l3l0l et seq.).

Prior Obligqtiorrs means the obligations of the Gas Works
to The Philadelphia Municipal Authority existirrg on rhe dare of
adoprtion of this Ordinance.

Qualificd Escrorv Sccuritic means funds which arc
represented by (i) demand deposits, intcrcst-bearirrg time
accounts, savings deposits or certificates ofdeposit, but only to
the"extent such deposits or ac@unts are fully insurcd by thc
Federal Deposit Insurancc Corporation or any succsssor Unitcd
States governmentat agency, or to the extent not insurcd, fully
secured and collateralized by Government Obligations having r
rrrt(rt value (excluiive of accrued interst) at all times at teast

eq.ual to the principal anrount of such deposits or accounts, (ii)
if at the time permitted under the Act, obligations of any stf,te

or political suMivision thereof or any agency or instrumcntality
of sueb state or' political subdivision for which cash,

Governnrent Obligatioru or a combination thcreof have bccn
irrevocably pledged to or deposited in a scgregated escrolv
account for tlrc poymcnt when tlue of principal or rcdemption
prlce of and interest on such obligations, and any such cash or
Government Obligations pledgcd and depo.sited are payablc as

to principal or intcrest in such amounts and on.such dates m
maf:.be necessary without rcinvesiment to provirlc for thc
payment when duc of the principal or redcnrptiou pricp of nnd
lnterest on such obligations, and suclr obligiltions nrc rated by
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my Ruting Agency in the highest rtting category assigned by
such Rating Agency to.obligatlons of the same type, or (iii)
noncallable Covernment Obligations. ln each case such funcls
(i) are subject to withdrawal, nrature or qre payable at the
option of the holder a[ or prior to th6 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 hnving ar alt times a
market value excluslve of accrued interest equal to the principal
anrount therbof, (ii) are inevocably pledged for the payment of
such obligations and (iii) are sufficient, together with rhe
interest to the disburser4ent date payablo with respect thereto, if
also pledged, to meet such obligations in full.

Qualiffed Srvap or Swap Agreenrent 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 tlre arrangement is
entered into; (ii) provids 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 Cily an amount based. on the interest accruing
on a principal amount initially equal to the same principal
amount of such Bonds, at bither a variable rate. of inter€xtt or a
f,xed rate. of interest computed according to a formula set forth
in such arrangenrent (which need not be the sAme as the actual
rate of interest borne by the Bonds) or that one shall pay to the
other arry net amount due under such anangement or O) 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 iu the arrangement and that such entity sha[ pay to the
City an amount based on interest accruing on a principal
amount equal to the same prineipal amount of such Bonds at a

City of Philadelphia
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variablc rillc of intcn:st or I lixed nttc o[ it(ercst comp!(cd

according to a formuh sct forth in such ilrmngclllcnt (wlticlt

nEed not be the sflnrc as llrc actuitl rate of inlcrcst borne by thc

Uo$.) or that ono shnll pay to the othcr flny net ilnnunt duc

un{er such arrangement; and (iii) which has hcen designated in

writing to the Fiscal Agent by tlre City as a Qualifial Swap rvitlt

respect to such Bonds.

Qualified Srvap Provider means, with respect to a Serie.s of
Bonds, an entily whose senior long term dcbt obligations, othcr
senior unsecured long term obligations or clainrs paying ability,
or whose payrirent obliguions under a Qualifieil Swap are

guaranteed by pn entity whose senior long term dcbt

obligations, othei senior unsecurqd long lcrnr obligations or
clqr,m paying ability, arc rated (at the time thc subject Qualilicd
Swap is entcred into) at least as high as Aa by Moody's and AA
by'$&P, or the eguivalent thercof by any successor thereto.

Ratc Covcnant mqns the rate covenant contained in
subiection (b).of Section 4-03.

,ln"ting Agcncy means Moody's, $&P or Fitctr, lo the extcnt
that any of such rating serviccs have issued a creclit rating on

any of the Outstanding Bonds or, upon discontinuance of any of
such rating services, such otlrcr nationally recognized rating
service or services ifany such rating qervice has issued a crcdit
rating on any of the Outstanding Bonds.

..Rebrtc Amomt maru the amount witlt rupect to a Serics

ofrBon$s which i.r' requircd to be paid to thc Unitcd States of
America, as of any computation date, in compliancc witlt tltc

restrlctions imposcd by Seclion 148(f) of the Code.

S & P mcans Standard & Poor's ltatings Scrvice;, n

corporation organiized and existing under tltc laws of tlrc State

LEGISA4 Form cc.r - t&. khted May tl, ,998
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corporation shall for any ieason no longer perform the
function's of a securities rating agency, ns&p. 

srrart be deemecr
to refer to any other- nationally recognized securities rating
&gency designntcd by tlre City. Whenever rating categories oT
s&P are specified in this ordinance, such categorim sha[ be
irrespective of gradations within a category.

Senlor Bonds means Boruls which shall be first in right of
paymeut and as to which the coverage requirement under rhe
Rate Covenant shall be ISO%.

. Scrics, when applied to Bonds, means collectively all of
the Bonds of a given issue audrorized by Supplemental
Ordinance as provided in Article lV hereof and *"y uilo mean,if appropriate, a subserids of any such issue if, foi.ny ,*ron,
the city shourd determine to crivide any such iszue into one oi
ntore subseries of Bonds.

Sinlcing Fund means the t99g Ordinance Gas Works
Revenui Bond Sinking Firnd establistred by Section 6.01.

Sinkilrg Ftrnd Depositary means the Fiscal Agent or.any
other banlc, bank and trust company or trust company appointed
as such by the City.

Sinking Fund Reerve means the Sinking Fund R.eserve
established by Section 6.04.

Sinlcing Fund Reserve Rcquircnrcnt m@ns, with respect to
all Bonds securecl by the Sinking Fund Reserve, an amount
equal to the greatest amount of Debt service Requirements
payable in any Fiseal year (except that such Debt Service
Requirernenrs rvill be computed as if any eualified Swap ctid
uot exist and thc Debt service Requirements attributabre to anv
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Vuriablc Ratc Bontls uury llc hasr.d ttpou thc lixcd rutc of
intcrest as sct'forth irr thc Supplemcnlill Ordinsncc frrr suclr

Bonds), dcternrincd as ofany partioular date-

Subordinnte Bonds me&ns those Bontjs which shall bc
subqrdinate in right of paynrcnt to Senior Bonds and as to
which the coverage requirernent under the Rate Covenant shall
be 100%.

Supptomental Ordinance mea[s an ordinance supplemental
hereto enacted pursuant to the Act and this Ordinance by the

Council of the City authorizing the issuance of a Scries of
Bonds.

.,,
Unccrtilicatcd Eontl means any Bond whiclr is. fully

registercd as a to principal and interest and which is not
rePresentd by an instrument.

Unrelated Expensc rncans cxpensc.s unrelatcd to tlrc
supply, manufacture, storagc and distribution of gas or assets

relaled thereto. r

Vnriablc Ratc Bond Ineans any Bond, the rate of interest on
which is subject to change prior to maturity and cannot be

determined in advance of such change.

SECflON 2.02. Interprctation. All referenccs in this

Qrdinance to articls, sections and other sub-divisions are to thc
designated articles, sections or othen sub+livisions of this
Ordinance as from time to time arnended. . Thc words "herein,"
nhereof," "hereby" and "hereundefn and otlrer words of similar
import reler to this Ordinance as a wholc and not lo any
particular article, section or otltsr suHivision,

SECTION 2.03. Dcscriplivc I'Icatlinge. Tltc descriptive
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headirrgs of the several articles and sections of this Ordinnnce

are inserted for convenience only and shall not control or affect

the nrcaning or construction of any of its provisions.

SECTION 2.M. Severalritity. In case any one or more of
the provisions oontained in this Ordinance or in any Bond

issued pursuant hereto shall for any reason be held to be
invalid, illegnl or unenforceable in any rspect, such invalidity,
illegality or unenforceability shall not affect any other
provisioru of this Ordinance or of said Bonds, and this
Ordinance or said Bonds shall be construed and enforced as if
sueh invalid, illegal or unenforceable provisions had never been

contained therein.

ARTICLE III

CONCERNING THE BONDS

SECTION 3.O1. f'onns Generally, All Bonds shall be in
substa'ntially the form set forth in this Article III, with such

appropriate insertions, omissions, substitutions and qther

variations, including, without limitation, provisions for optional
and nrandatory redemption, variable interest rates, capital
appreciation, book entry and coupon form, as are required or
permitted by this Ordinance or any Supplemental Ordinance,
and nray be designated as of such Series by date, number, letter
or otherwisE and may also have such individual letters,
identifying numbers or other marks, legerds or endorsements
placecl thereon, 

'as 
may, consistently with this Ordinance ancl

the Act, be determined by a Supplemenral Ordinancc or by the

Director of Finance. The Supplenrental Ordinance or tlte

Director of Finance shall also determine wlrether or not a Series

of Bonds is to be issued in a rnanner whereby interest thereon
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will be cxcludcrJ front gross ittconre for l;ctlcral inconlc titx
purpo$cs nnd wlrctlter or not :r licrigs of Bontls is to be sccurctJ

by .thc Sinking Fund Reservc. The Bonds nny also luvc
printcrl lhcreon or on thc rcvcrse thcrcof thc tcxt ol' alr

approving legal opinion with rcspect thercto and an appropriatc
certificate as to its corrcspondencc with, an sxecuted counterpnrt

may be included on the face or on the reverss of thc Bonds. A
statement of bonrl insurance applicable to any Bonds nray also,

be printcd on such Bonds. Any portion of the text of any Bond

may.be set forth on the reverce thereof with an appropriate
reference on the face of the Bond-

SECTION 3.02. Form of Fully Registcred Bond. Bonds
shall be substantially in thg following form, subject to
modification as provided in Section 3.01:

No. R-

(Form of Futly Registered Dond)

$

UNITED STATBS OF AMERICA

"LoN,tldot{wEALTH oF pENNsyLvANtA

CITY OF PHILADELPFIIA GAS WORKS REVENUE
BOND

'itggg General Ordinance) Series of

Interest Maturity Dated

Rlte Date Date CUSIP

REGISTERED OWNER:

LEGISTAR Form cc.r - t7. Printed Mav I l, lg98
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The City of Philadelphin, Pennsylvania (the "Cityo), for
value received, hereby promises to pay, but only out of Pldged
Amounts (as hereinafter defined), to the Registered Owner

'identilied above or registered assigns (the 'Holder'), on the
Maturity Date identiffed above, upon the presentation and

surrender hereof, the Principal Amount identified above and to
pay (but only out of the Pledged Amounts) interest on said
Principal Anrount at the annual rate specifted above, from tlre
most recent Interest Payment Date (as hereinafter defined) to
which interest has been paid or duly provided for, or, if no
interest has been paid, frbm t

on and

in each year (each an "Interest Fayment Date"), commencing
, until payment of the principal sum shall havo been

made or provided for.

Tbe principal of this Bond, upon maturity or redemption, is
payable at the Principal Office of , or its successor,
as Fiscal Agent (tho "Fiscal Agent"). Interest on this Bond will
be. paid by the Fiscal Agent on each Interost Payment Date by
chek or draft mailed to the person in whose name this Bond. is
registered on the registration books of the City (the uBond

Register") maintained by the Fiscal Agent and at the addres
appearing thereon on the [ast] [fiftecnthl day of thc rnonth
preceding such Interest Payment Date (the "Record Date") or in
lieu thereof, if so rquested in a written notice provided to the
Fiscal Agent not less than ten (10) days prior to tlre relevanr
Interest Paynrent Date by a Bondholder of $1,000,000 or nrore
in aggrqgate principal amount of Bonds, by wire transfer to an
account in a bank located in the United States designated by
such Bondlrolder. Any such interest not so tirnely paid or duly
providcrl for slrall celse to be payable to the person who is the
registered owner hereof as of the Record Date and shatl be
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payatrlc tg tfic pcrSon rvlto is tlrc rcgistcrctl orvttcr lrcrcof at tltc

clo.sc of businc.ss on thc liftccnth (l5th) day prior to tltc tlittc sct

for thc paynlcnt of such defaultctl inlcrc.st (tltc "spccinl Payntuttt

Date'). Such Special thymcnt Date shall bc lixctl by thc Fisutl

Agent in accorclance with scction 2.03 of thc Ordinance (a's

treieinafrer definect). The principal of and intcrcst on this Bontl

are payable in lawful moncy of the United Stntcs of Arnerica.

Intercst on tlris Bond shall be paid on caclt Interest Payntcnt

Date and shall be computed on the basis of a year of 360 days

consisting of twelve 30-day monlhs and'thc actual number of
days elaped.

Tlris Bond is fully registercd in.tlrc namc of thc owner on

tlre Bond Register kept for th:rt Purpose at tlrc OIIicc of tltc
Fiscal Agent. No transfer shall be valid as ngainst tlte City or

the Fiscal Agent unless made by tlrc registered owner in person

or by his duly authorized attorney or legrl rcpresentative and

similarly, noted upon the Bond Register and lrcreon- Upon arty

suclr transfer or exchange, lhc City and tlrc Fiscal Agcnt slt:tll

exeiute and .deliver to or upon the order of the registerc<l

owner,. a new registered Bond or Bontls' in autlnrizcd

dcnominations aggrcgating tlrc principal amount hercof,

maturing on the same date, bcaring interest at llrc sante ratc'

bearing ttre same series designation as this Bond and rcgistcrcd

in such names as shall be requcsted.

The City and the Fiscal Agcnt may treat thc person in whosc

name tlris Eond is registered as the absolute owner of tltis Bond

for all purposes whether or not this Bond shall be ovcrdue, and

theCity anct the Fiscal Agcnt slnll not be affccted by any noticc

to the contrary. All pnyments of the principal' intcrest or

rcden:ptior.l pricc mactc to thc registered owncr hercof in thc

m?nner set forth herein and in tlrc Ordinancc (as lrcrcinaltcr

defined) shatl be vnlid and effcctual to satisfy and dischrrge thc
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lSubordinate] Bonds, as to which it is equnlly and ratatrly

secured. Tlre Ordinance requires Gas Workc Revenucs to [:c
applied in order of priority to (l) Net Operating Experues then

payable, (2) debt service on bonds issued undcr the General Gils

Works Revenue Bond Ordinnnce of 1975, as amended, atrd

amounts required to be paid into the sinking fund reserve

thereunder, (3) debt service on Senior Bonds, payments (other

than terminatiort payments) due to the issuers of Qualified
Swaps and Exchange Agreements relatd to Senior Bonds and

payments due in respect of obligations of the Gas Worla to The
Philadelphia Municipal Authority existing on the date of
adoption of the Ordinance, (4) payrnents due to issuers of
Credit Facilities related to Senior Bonds, (5) 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 inder the City's General Inventory and

Receivables Gas Worla Revenue Note Ordinance of 1993, or
any similar ordinance, and amounts payable to the provider of a
Crdit Facility in respect of such not€s) and palmrents (other
than termination payments) due to the issuers of Qualified
Swaps and Exclunge Agreements related to Subordinate Bonds,
(6) payments due to issuers of Credit Facilities related to
Subordinate Bonds, . (7) required payments of the Rebate
Amount to the United Strtes, (8) replenishment of any
deficiency in the Sinking Fund Rserve, (9) payrnent of general

obliguion bonds of the City adjudged to be self-liquidating
from Gas Works revsnusl, (10) debt service on otlrer general
obligation bonds issued for the Gas Works, and (ll) City
chgrges and any other proper purpose of the Gas Works
(including any termination payments to issuers of Qualified
Swaps and Exchange Agreements), exqept Unrelated Expenses. '

The City covenants, so long as this Bond shall reniain
ouistanding, to make payments of interest on the indcbtdncss
represented by this Bond, out of the Sinking Fund, in rhe serni-

liablliry upon rhis Boutl to tlrc cxtent of the sun or sums so
paid. rvlrethcr or not notation of thc sanre be matJe trereonr, antl
8uy cou$ent, waiver or action takcn by such registered owuer
pur$uant to lho provisions of the Ordinance shall be conilusive
mtl binding upon subh rcgisrered ownsr, sucli owner's heirs,
succL$sors aucl assigns, and upon an transferees lrereof, wlrether
or not notirtion thereof be rmde hercon or on any Bontl issuecl
in cxclrange thcrcfor.

Tltis Bond is one of a ctuly luthorized issue of bonds of ttre
city tlusignartrl as its Gas works Revenue Boncls (199g G.eneral
Ordinance) of the Serigs rlesignated hereon (the "Bo;ntts"1,
lin:ited in aggrcgate. principal anrount to $ issued or.to h:
issucd pursuarrr ro The Firsr Class City Revenub Bond ef.t lnct
No. 234 of tlre Pennsylyania Generafl Assenrbly approved
Ocrobcr 18, 1972, as amcntled, 53 p.S. 15901 et seq:) (dle
"Acto) uncler rhe General Cas Works Revenue Bond Ordinance
of 1998 (the "Ordinance") antl the supplementat ordinance datcd

(rhe "Supplernental Ordinance.). (Tcrms used hbrein,
unless defined herein, shlll liave dre meanings given in rhe
Ordinance or the Supptcrnental Ordinance.) The Bond.s,
togetlrcr with all previous bonds of ttre!.City, if any, ;issued
under tlrc Ordinahce and undcr previous supplefirenhl
ordinances antl toger.her with all bonds of rhe city hereafter
issued under ilre OrdinanCe and all subsequent 

.supplemental

ordiuanccs, arc and will be secured uruler the Ordinance by a
pledge ofalt the rents, rates and charges impoSed or charged by
the city for thc use of or services renclercd by the Gas wrirks of
the City and of certain othcr moneys derived fronr the Cas
Works'and lronr the investment of such revenue lthei "Cas
Works Revenues") and anrounts held in the Sinking Funrl
Rcscrvc established undcr tlrb Ordinance (coilectivcly, thc
"Plcdgr;d Anrounrs'). This Bonrl is a [Senior] [Subordimtel
Bord iurd is lpriorf [suborrlirutcJ in right of payrneu to othsr
borttls issucd under rhc Ordinance oxcept other [Seniorl.

BillNo. 980232 Certifled Copy
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mnual amounr shqwn hereon on each interest payment date of
this llond, or, as the case nriy be, the proportiorute part thereof
from the date hereof to the next inlerest psyment date, and to
pay, upon surrender hereof, fronr the $inking Fund on the
nuturity date hereof or, if this Bond shall bs selected for
mandatory or optional redemption, then on the applicable
redenrption date, the principal arnount hereof with the

applicable premium, if any, plus, in the case of redemption, all
interest accrued to the redemption date.

Referencr is hereby made to the Ordinance for a statement
of the terms and conditions under wlrich previous bonds, if any,
lnve been issued, under which the Bonds are issued and under
which additional bonds will be issued, and for a statement of
the particular rentals, reveoues and moneys pledgd for the
security and payment of all bonds issued under the Ordinance,
the nature, extent and manner of enforcement of the security,
the terms and conditions under which the Ordinance may be

amended or modified, and the rights of tlre holders or registered
owners of the Bonds with respect to such security. The City
hereby represents to and covenantrs with the registered owner of
this Bond that, except for bonds issued under the General Gas
Works Revenue tsond Ordinance of 1975 (which haS been
closed to future bond issuancs other than refunding bonds and

bonds issued upon exchanges, trar$fers or replacer.nents), and
in the case of Subordinate Bonds, outstanding and future Senior
Boncls, (i) no Gas Woqks revenue bonds of the City have been

or will be issued for the payment of whieh the holder has or
shall have a prior lien on or security interest in the revenues
pledged for the payment of this Bond or .a prior right to
paymen[ therefronr and (ii) all Gas Works revenue bonds which
have been or will be equally and ratably secured by such
pledged revenues have and will be issued in accordance witlr
the provisions of the Ordinance. llowever, nothing herein
conmined shrll be construed to prevent the City from financing

City of PlriladelPhia
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Gas Works projects lry thc issuance of its gcner:rl obligntion

bon<ts or by tlre issuancc of Gas Works rcvcnuc bonds urrtlcr

othir authorization for the pnymcnt of which projcct reverlucs

of iXre Gas Works'nray be plcclged subjcct and subordimtc ilr

each fiscal year to the prior payment fronr such revcnues of all

prirrcipal, premium' interest and 
-sinking 

fund rcquirements

;"y"bi" ouiing such fiscal year under the ordinance in respcct

bf Ctt Works revenue bonds issuetl antl outstanding

thgr.eunder.

[nsert redemPtion Provisions.l

Nopice of RedemPtion

When the City shall detcrnrine to redeem Bonds' upon prior

writtennoticetotheFiscalAgentoftheredemptiondateand
the principal amou6rt of Bonds to,be redeemed, or whenever thc

fi$cat ngenr shall'be requirul to rcdeem Bonds fronr moneys in

rtresinti-ngFund,withoutacriononthepartoftlreCity,thc-
Fiscal AgJnt, at the City's expense' shall cause a notice of

reciemption to be mailed to the Bondholdcrs' Such notice shall'

uront other things' state ttre redemption price and the datc

fixed 
-for 

redemption, that on such dale the Bonrls calletl for

relemption will be due and become payable at the Omce o[ the

Fiscal'Agent, and rhat from and after such date interest thercon

shall cease to accrue; provirlcd, however, that the I'lolders of

any Bonds to be redeemed may file written waivers of noticc

,rith ,trt Fiscal Agent, and if so waived, such Bonds may be

r6de.meO and all rig6ls and liabilities of said Flolders shall

mature and accnre on the date set for Such redemptiOn witltout

the requirement of written notice' If a notice is given with

**i to an optional redemption prior to moneys for such

iedlmption being depositd with the Fiscnl Agent, such noticc

stratt Ue contlitioned upon the deposit of moncys with the Fiscnl

e&"n, on or before the date fixed for rcdemptiotr and suclt
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rrotice shall bc of no effect unless such nroneys are so tleposited.

The notice to Bondholders shatl be rlepositecl by the Fiscal

Agent irr the United States mail, first-class postag€ prepaid, at

Ieast thirty (30) days, but not nrore thsn sixty (60) days prior to
the redemption date, addressed to the Holders of Bonds called
for redenrption at the addresses appearing upon the Bond
Itegister. Any notice of redemption mailed in accordance with
the requircnrents set forth herein shall be conclusively
presumed to have been cluly given, whether or not such notice
is actually received by the Bondholder, 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.

No covenant or agreement conteined in this Bond or in the

Ordinance shall be deemed to be a covenant or agreement of
any oflicial, officer, agent or employee of the City in his
individual capacity, and any official executing this Bond nor
any such officer, agent or employee shall be liable personally

on this Bond or under the Ordinancs or the Supplemental

Ordinance or be subjeet to any personal liability or
accountability by reason of the issuance or sde of this Boqd, all
such liability of such members, olficers, agents and employees

being releaserl as a condition of and as consideration for the
' adoptiou of the Ordinance and the Supplemental Ordinance and

tlre issuance of this Bond.

THIS BOND IS A SPECTAL OBLIGATION OF THE CITY
PAYABLE SOLELY FROM THE PLEDGED AMOUNTS
AND NEITHER THE CREDTT NOR THE TAXING POWER
OF TFIE CITY IS PLEDGED FOR THE PAYMENT OF THE
PRINCIPAL OF, OR PREMIUM, IF ANY, OR INTEREST
ON, TFIIS BOND, NOR SHALL TFIIS BOND BB DEEMED
TO BE A GENERAL OBLICATION OF THE CITY.

i

[;

li
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It'fis hereby cerrihcd tlrat all contlitionsi acts and things
rcquircd to exist, luppcn and he performcd under thc Act and

under the Ordinance precedent to and in tlrs issuarrce of this
Bond, exist, have happened and hnve been pcrformed, and that

the issuance and delivery of this Bond have been duly
authorized by ordinance of the City duly adoptcd.

IN WITNESS WHEREOF, The City of Philaclelphia,

Pennsylvania has caused this Bond to be properly exccuted by
its Fiscal Agent, by two duly authorized olficers thereof, and

the Scsimile of the seal of the City of Philadelphia to be
imprinted her@n, and to be duly countersigned and attested by
a facsimile signature of tlrc City Controller, as of

THE CITY OF PHILADELPFIIA, PENNSYLVAI

By:
Fiscal Agent

Countersigned and Attested
by (Facsimile Signature)

City Controller 1

Authorized Officer
By:

By:
Authorized Oflicer

, SECTION 3.03. 'Gencral Form, Contont antl Paynrent of
Bonds. The Bonds shall be generally designatcd as Gas Works
Revenue Bonds (1998 Gcneral Ordinance) of the City and shnll

be issued in such Series and within such Series in suclr

subseries as the City may fronr time to tims deternr.inp. Thc
aggregate principal amount of Bonds wltich may be issucd,
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autlrcntisuted aud delivered under this Ordinance is unlimited,
but priof to issuance of each Series of Bonds, the City shall
adopt a Supplemental Ordinance authorizing suclr Series,

Tlre Bonds of each Series shall be issued in such aggregate
principal amount, shalt be dated on or as of sush dde or dates,
shall be in such denominationg, shall rnature or be subject to
mandatory ralemption in such principal amounts and on such
dates, shall bear interest from such date or dates and at such
rate or rates (including,. witlrout limitation, variable, adjustable
and convertible rates), shall be subject to optional redemption at
such times and upon such temrs, shall be designated as Senior
Bonds or Subordinate Bonds (ard within such categories may
be dmignated as subordinate to other Donds in such category
and muy be limited as to souroe of payment to one or more
specific components of Gas Works Revenues), and shall contain
such other terms and conditions not inconsistent with this
Ordinance or the Act, all as shall be determined by the City and

set forth in tlrc Supplemental Ordinance under which such

Bonds are issued, or as shall be determined by a designated
ofFcer or officers of the City ther.eunto authorized by the
Supplemental Ordinance or, in tlre absence of such provisions
or designation, as shall be iletermined by the Director of
Finance as specified in Section 4.05.

If permitted by applicable law, any Series of Bonds may be
issued as Uncertificated Bonds and the foregoing provisions
speciffing the fonn of Bonds shdl be inapplicable to such

Series of Bontls.

A Series of Bonds rnay be secured by a Credit Facility
nreeting the requirements of this Ordinance and the applicable
Supplenrental Ordinance. In connection with the issuance of its
Bonds or flt llry time thereafter so long as a Series of Bonds
renrairu Outstrnding, the City also nray enter into Qualified
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Swilps,or Exchange Agrccmcnts if a ntajority olthe Mayor. tltc

city conrroller anct thc city solicitor dctormincs tlnl suclt

Quatitie<l Swap or Exchungc Agrecnrcnt will n.ssist tlte City in
nrore effectivcly nranaging iF intercst costs or its intcrcst rilts

cxposurc. The City's payment obligation undcr any Qualificd
Swappr Exchange Agreement shall be macle only from Gas

Worki Revenues. Unless otherwise acknowledged by each

Rafnj Agency by vihue of its contirmation of the existing

credit ratings on tlre City's Outstanding Bonds' the City will not

enter into nny Qualified Swap or Exchange Agreement unless it
gives"ht least fifteen (15) days advanee noticc of its intcntion to

<to so to each of the Rating Agencic, which notice shall specify

tlre identify of the Qualified Swap Provider or Erchange

Agreeinent counterparty, as the case may be'
t

Ttie principal of, premium, if any, and interest on Bonds

issue{ hereunder shall be payable in lawful moncy of the Unitcd

51ilssiof America, whieh at the time of payment is legal tender

for th'e payment of pirbtic and private debts; provided thal' if
applicable taw. permits, the principal or redemption price of and

the interest on a Series of Bonds may be payablc in suclr foreign

currericy as may be specified in the Supplemcntal Ordinance

authorizing suctr Series of Bonds. Principal of and premium, if
any, on Bonds shall be payable at the Olfice of thc Fiscal

Agen[, upon presentation and surrender of tltc Bonds as the

samebhall become due and payable. Interest on the Bontls shall

be paid by the Fiscal Agent on eaclr interest payment date by

check or draft mailed to the person in whose name a Dond is

registercd on the registration books nraintained by tlte Fisctl

Agent (as hereinafter provided) at the close of busincss on thc

associated record daten and at the addrcss appearing on suclt

regiEtation books or in lieu thereof, if so requested in a rvritten

noticd provided to thg Fiscal Agent not less than ten.(10) days

prior to the relevant interest payment date by a Bondholder of
$1,000,000 or more in aggregate principal amount of Bonds, by
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wire transfer to an account in a bank located in the Unitetl
Statcs dcsignnted by such Bondhotder. Any such interest noJ so

tinrcly paid or duly provided for shall cease to be payable rri the

Ferson who is the registered owner thereof as of the assoeiated
record date, and shall be payable to the person who is the
registered owner thereof (or of one or more predrcessor bonds)
at the close ofbusiness on the special record date preceding the
spcial paynrent date set by ttre Fiscal Agern whenever moneys
become availabte for payment of such interest. Notice of such
special payment date shall be given by the Fiscal Agenr to
registerd owners as of the special record date not less than ten
(10) days prior to the special payment date. All Bonds shall
provide that principal or redemption price and interest in
respect thereof shall be payable only out of' Gas Works
Revenues, moneys in the Sinking Fund Reserve and proceeds of
any applicable letter of credit, bond insurance poliry or other
Credit Facility then in effecc.

Each Bond executed and delivered upon any transfer,
exdrange or substitution, shall carry all the rights to interest
accrued and unpaid, and to aesrue, which were carried by the
Bond or Bonds surrendered upon such transfer or exchange, or,
as tfte case nray be, the part thereof reprcented by guch new
Bond, and, notwithstanding anything to the contrary contained
in this Ordinance, zuch ndw Bond shall be so dated that neither
gain nor loss in interest shall result from such transfer,
exchange or substitution.

The foregoing provisions of this Setion 3.03, any other
provision in this Ordinance to the contrary notwithstanding, are
subject to the express understanding that the principal of and
interest on all Bonds issued hereunder and the premium, if any,
payable on redemption thereof, shall be payable only from the
renials, revenues and nroneys of the City pledged for tlre
payment thercof pursuant to this Ordinance and not otherw'lse.

Ccrtifiod Copy

City of PhiladelPhia
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SECTION 3.&1. Rcgistnttion, Transfcr and llxchnngc of

Boucts; Persoru Trcrrtccl os Bondholdcrs' Tlre Fisqal Agcttt

slrall n:airrtain ancl keep on behalf of the city, at its Princip:rl

olfice, the Bond Register, which shall, at all reasonrblc titucs,

be opep for inspection by the City; and, upon presentation for

su.ln'putpore of any Bond entitled to registration or registration

of excha-nge or transfer at tlre oflice of the Fiscal Agent, tltc

Fiscil Agent shall register or negister the cxchange or transfer

of zuch nonr! in the Bond Register, under the provisions hereof

and such reasonable regulations as the city and lhe Fiscal

Ageht may prescribe. The Fiscal Agent shall make all

'ni"tr"ry provisions to pcrmit the exchange or transfer of

Bonr|t at is FrinciPal Olfice-

the transfer of any Bond shalt be regisrered in thc. Bond

Register Bt rhe written iequest of the Bondholder thereof or his

attorney duly autlrorized in writing, upon sumcnder and

cance[ation lhereof at the omce of the.Fiscal Agent, together

witli a'written instrument of transfer satisfactory to the Fiscal

Agenr duty executed by the Bondholder or his duly authorized

Ulorney. {.Jpon the registration of transfer of any such Bond or

Bonds, the city sh.all issue in the name of the transfercc, in

autlt'orized denomiriations, a .ndri' fully rcgistered Bond or

Borids in tlre same aggregste principal alnount and of like tenor

as the surrendered Bond or Bonds.

The Bonds, uBon sulrendcr thercof at (he Ollice of tlrc
Fiscal Agent, rnay, at ttre option of the Bonrlholder tlucof or

hft attorncy duty authorized in writing, bc exchangcd for an

equal aggregate principal amount of any authorizcd

denominations of Bonds of the same series and mnturity and

having the same interest rate as tlte surrendered Bonds'

!n all cnses in which thc privilege of excltanging or

transfcrring Bonds is excrcised, rhc city shall exccutc nnd the
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Fiscal Agent shall authenticatc ancl deliver Boncls in accordance
with rhe provisions of this ordinance. For every such exchange
or trmsfer of Bontls, whether temporary or definitive, the city
or tlrc Fiscal Agent may make a charge sufficient to reimburse it
for any iu( or other governmental clurge required to be paid
with respect to such exchange or transfsr, which su, or rL**
slull be paid by the penon requesting such exchange or transfer
as a conditio' precedent to the exercise of the privilege of
malcing such exchange or transfet.

Tlrc Fiscal Agent shall not be requlred to make any
exchange or transfer of any Bonds during the period of fifteen
Busines Days next preceding any interest payment date for
such Bonds or during the period of twenty Busines Days next
precerring rhe first mailing of any notice of redemption of such
Bonds or to make any exchange or ttansfer ofany Bonds ealle{
for redemption.

Al'l Bonds executed, authenticated and detivered in exchange
for Bonds surrendered or upon the transfer of surrenderJd
Bonds shall be varid obrigations of the clty, evidencing trre
same debt as tlre Bonds surrendered, and shall be secured by
this ordinance to the same extent as iuch surrendered.Bonds.

The Ciry and the Fiscal Agent may deem and treat the
Bondholder of any Bond as rhe absorute owner of such Bond,
whether such Bond shall be overdue or not, for the purpose of
receiving payment of, or on account of, the principal of and
interest on such Bond and for ail other purposes, and the city
and the Fiscal Agent shall not be affected by any notice to dre
contrary. All such payments so made to any such Holder or
upon his order shall be valid ancl effectual to satisfy and
discharge the liability upon such Bond to the exrent of the surn
or sunts so paid. Any consent, waiver or other action taken by
the Flolder of any Bond pursuanr to the provisions of ttris

City of Philadelphia
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Ordinancc shall bc cctuclusive nnd binding upon suclt l{okJcr,
such, Floldcr's beirs, succc.$$ors or assigtts and upon all

rran$.h*o of suclr Bond, wltctlrer or not notation thcreof is
made on such Bond or any Bond issued in exclnnge therefor.

SECTION 3.05. Bonds arc Negotiable kutruments. The

Bori(ls shall lrave the qualities of negotiable instruments under
the law merchant and the laws pertaining to negotiable
instruments of the Commonwealth of Pennsylvania, subject to
the provisions for registration and transfer contained in Section

3.041nd in the Bonds

SECTION 3.06. Temporary Bontls. Until Bonds in
defihitive form are ready for dclivery, the City and the Fiscal
Agent may execute and deliver to thc purchasers thereof,
subject to the provisions, limitations and conditions set fortlr
above, one or more Bonds in temporary form, whether printed,
typewdtten, lithographd or otherwise produced, substantially
in tlre form of the definitive Bonds, with appropriate omissions,
variations, and iruertions, and in authorized denominations.
Until,exchanged for Bonds in definitive fornr, such Bonds in
teqrfoorary form shall be entitled to tho lien and benefit of this
Ordinance, including the right to uansfer and exchange any
Bond in.temporary form for other Bonds in temporary form.
Upon the presentation and surrender of any Bond or Bonds in
temfiorary form, the City and the Fiscal Agent shall, witlrout
urueasonable delay, prepare, execute and deliver to the Holder
or ffolders thereof, in exchange therefor, a Bond or Bonds in
defiilitive.'form- Sugh exchange shall be made without making
any.charge therefor to the Holders of such Bonds in temporary
form.

bfCttON 3.07. Dxecution of Bontls. The Bonds shall be

exequted ou behalf of the City by the Fiscal Agent by the

manual signatures of two of its duly authorized olficers, undsr
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thc scal of the City which shnll be either affixed or repro$ucbd
tlrercon in facsimile and shall be countersigned qnd attested by
thc nranunl or facsimile signature of the City Connoller, all in
accordancE witlr the Act of March 24, 1949, P. L. 3l2,.or,in
suclr other manner as shall be authorized by lari and'presgribecl
by Supplemental Ordinance. Any such Bbnds rnay be exe,buted,

issued and dellvered notwithstanding that one or more of the
olficers signing suctr Bonds or whote facsimilb signature,shall
be upon such Bonds; shall harrc ceased to be such ofhcer or
olEcers at the time when such Bonds shdl actually,be delivered,
and although at the nominal date of such Bonds.any suctr person
shall not have been such officer. 'l

SECTION 3.08. Mutilatcd, Destroycd, Lost or Stolcn
Bonrls. Upon receipt by the Fiscal Agent and fte Ciry of
evidence satisfactory to both of them that any OutstandingBond
has been mutilated, destroyed, lost or stplen, and of indeninity
satisfactory to both of them, the City and the Fiscal Agent shail
execute and deliver a new Bond of the.same jSeries, mritruity
date, principal amount and interest rate in exchang$' jand
substitution for, and upon surrender and cancellation of, the
mutilated Bond or in lieu of and in subsdnrdoq for the Bond so
destroyed, lostorstolen. , '

The City may, for each new Bond authenticated and
delivered under the provisions of this Section 9.08,' require the
payment of the expenses, including counsel fe{i, which may be
incurred by the City and the Fiscal AgEnt in connection
therewith. In case any such mutilated, destroyed, lost or stolen
Bond has become or is about to become due ind p4yable, the
City, in is discretion, may, instead of issuilig a.new 'Bond,

direct tlte payment thereof at maturity and the Fiscal Agent
shall thereupon pal the same. 

i
Any Bond issued under the provisions of this Section 3.08

;

Prtntet May I t;.'1998
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in IiEu of any Bond alleged to be destroyed, lost or stolen shalt
oonstitute an original additional contractual obligation on tlrc
part of the City, whetlrcr or not the Bond so atteged to be
destroyed, Iost or stolen is at any time enforceable by anyone,
and shall be equally and proportionately entitled to rire benerir
of this ordinance with all other Bonds issued under this
Ordinance.

SECTION 3.09. Crcrlit Enhancenrent; Exchalgc
Agreonents; Qualificd Swaps. As provided by Supplemen[l
ordinance and subject to the reguirenrents of this 6rdin*"",
the City may provide for a Credit Facility, Exchange
Agreement or Qualified Swap with respect to any Series of
Bonds or portion thereof.

ARTICLE IV

ISSUANCE oF BoNDS; pLEDGE OF REVENUES; CoVENAN

SECTION 4.01. purpose of Bontls. The Bonds issued
under this Ordinance shall be issued for the purpose of paying
the cost of projects, as such term is defined in tie Act, retatei
to ths Gas Wbrks, of reimbursing any fund of the City fronr
which such costs have been paid or advanced, of funding any ot.
such cosK for which the City shall have outsranding bond
anticipation notes or other obligatioru, of refunding any- Uonas
of the City issued for ths foregoing pulposs under the Act, of
refunding general obligation bonds of the City issued for ihe
foregoing purposes or of ffnancing anything else retatilrg to the
Gas Worls permitted under the Act.

SECTION 4.02. ptcdge of Revenues; Grant of Sccurity
Intercst; Application of Reyenucs; Limitation on ltecourso.
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The City hereby pledges for the security and payment of all
Bonds issuecl under this Ordlnance and lrereby granrs a lien on
and sectrity interest in, all Gas Works Revenuesn all aceounts,
contract rights and general intangibles represenfing the Gas
Works Revenues and all funds and accoung established under
this Ordinance, and in each case, the proceeds of the foregoing,
except as llmlted for a Series of Bonds in the'Supplemental
Ordinance authorizing the issuance of euclr Series of Bonds;
provided, however, that the pledge of this Ordinance may also
be for the benefit of the provider of a Credir Facility, Qualified
Swap or Exchange Agreement, or any othef person who
undertakes to provide moneys for the account of ttre 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. For the purpose of compliance with
the filing requlrements of the Uniform Commercial Code in
order to perfect the security inter.est herein granted, the Fiscal
Agent shall be deemed to be, and ttre Ciry hereby recognizes
the Fiscal Ageil as, the representative of Bondholders to
execute financing statements as the secured party. All Gas
W.orks Revenues as and luhen collwted in each Fiscal Year
shall be applied In order of priority, to the sxtent then payable,
to (1) Net Oporating Expensec then payable, (2) debt'service on
bonds issued under the 1975 Ordinance and amounts required
to be paid into the sinking fund reserve under the 1975
Ordinance, (3) debt service on Senior Bonds, payrnents (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 Ordinance, (4) paymertts due to issuers of
Credit Facilities related to. Senior Bonds, (5) debt service on
Subordinate Bonds and payments due in respect of obligations
of tha Gas Works orr a parity with Subordinate Bonds

LEGISTAB Form cc.r -35- Printed May lt, 1998 -36- Printed Mat I I, t99a

iCity of Philadelphia
BillNo.'98O232 Certitied Copy
(incluctirig notes issuecl under the city's Gencral lnvcntory nirrl
Receivables,.Gas Works Revende Note Onlinance of 19g3, or
any similar ordinance, and amounts payable to the provirlcr ol.a
credir Facitity in respecr of such notm) anrl paynrcnts (othcr
tlnn te.linination payments) due to the issuers of eualifiut
swaps and Exchange Agreenrens rerated to subordirrats Bonds,
(6)' pay$ent! due to issuers of Credit Facilities relarql to
Subordir,rate Bonds, fi) required payments of the Rebate
Amountl to the United Srates,. (g) replenislmcnt of any
deficien* ini'the sinking Fund Reserve, (9) paynrent of gcnerar
olligatidn bonds of trre city adjudgccr ro bi serf-riqrftraring

$m Cap Works Revenues, (10) debt servicc on orhei grn.r"t
o.Higation bpnds issued for the Gas Works, ancl (lfl Ciry
clrirges ;andi any other proper purpose of ilre Gas Works
(includi,rg any tennination payrnenrc to issuers of eualiricd
Y"p: aird Exchange Agreements), exsept Unrelntecl expenses.
T,tfe foregoiri-g provisions shall not be construed to requirc rhe
segregation df revenues upon collection.

.'Neither the Bonds nor the city's reimbursement or othcr

lolTlctua|otrigations with respect to any credit Faciliry,
Qualified swap or Exchange Agreement shafl constitute 

-a

general indebtedness or a plalge of the full faith and credit of
thq 

lifV iwit[in lhe meaning of any constirurional or srarutory
provisiori ori linritation of indebtedness. No Bcincllrotcler or
beneficiary of any of the foregoing agreements shalr ever rrave
the'. righf, dlirectly or indirectly, to require or compel rhe

. exercise.bf ihe ad valorem nxing pow"iof the city for rhe
,payment',of tlie principat and reoeiption price of or interesr on
the tson{s or'the making of any poymlnu, hereunder. The
Bonds and :the dbligations evidenced thereby and by rhe
foregoinli agrtements shall not constirure a lien on uny prip"rry
of the City other than the Gas Works Revenucs.

'lSfCnOU 4.03. particular Covcnants. The City
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covenants with the l{olders of all Bonds from tinre to time and
at the tirne outstanding under this OrdinancE, thaf so long as

any such Bonds shall renrain outstanding:

(a) No Bonds will be issued by the City hereunder or
under any ordinance supplemental hereto unless the financial
report of the chief fiscal officer of the City requi.red by Section
8 of. tlre Aet is filed with the Councll of the City. Such report
may be given in reliance on an engineering report of an
Independent consulting engineer or an Ihdependent firm of
consulting engineers, in either case having broad experience in.
tho dtlsign and analysis of the operation of ga$ works or gas

distribution systems of the magnitude and scope of the Gas
Works and a favorable reputation for competence in such field
(dre "Engineer") settlrtg forth the qualiftcations of the Engineer
and

(i) containing a statenrent that the Engineer has made
such investigation of the physical properties included in the Gas
Works and of the books and records of the Gas Works
maintained by the City or by the Manager, as it deemed

necessaryl and

(ii) on the basis of such investigation containin!:

(aa) the same matters, statemsnts and opinion as

are required by Section 8 of the Act to be contained in the
financial report of the chief fiscal officet supported by
appropriate schedules and summaries;

(bb) a statement Shat the Gas Works rents, rates

and charges, on the basis of which the statements required by
tlre foregoing clause (aa) are made, are.currently and will be
sufHcient to cotnply with the Rate Covenant set forth in Section

4.03OX ard
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' (bc) ir statcnent thaa, in thu opinion of tlrc

Engineer,'the Gas Works ars in good operating corttlition or
thatladequate steps arc being taken to make tlrem so.

(b)i h will, at a minimum, impose, charge and collect in
each Fiscal Year such g,N rates and clnrges as shall, together
witlr all otheq Gas Works Revenues to be received in such

Fiscal Year, equal not less than tlrc grarter of:

A. Tlre sum of:

"it. :,
,(i) hll Net Operatinf; Expenses payable during such

Fiscal Year;

s(ii) lall principal of and interest on bonds issued and

outstandidg under the 1975 Ordinance payable during suclr

Fiscal Year and amounts required io be paid into tlre sinking
fund reseSve..under the 1975. Qrdinance during such Fiscal
Year;

,' i(ttU l5o% of the amount required ro pay Siriking
Fund deposits.required during such Fiscal Year in respect of all
Outstanding Senior Bomls and tffi% of the anrounts payable in
respect ofithe Prior Obligations during such Fiscal Year;

.' (iv)i the amouil required to pay Sinkiug Funcl

deposits required during such Fiscal Year in respect of all
Outstandipg Subordinate Bonds and other obligations of the Gas

Wirks on,a parity with Subordinate Bonds payable durini such

Fiscal Year;

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

(vi) the Rebare Anrount required to be paitl to tlrc
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Unitcd States during suclr Fiscal Year: and

(vii) the amounts required to be paid to the issuers of
Credit Facilities and tlrc providers of Qualifipd Swnps..and
Exchange Agreements during such Fiscal Year; 6r

B. The sum of:

(i) all Net Operating Expenses payahle durlng.such
Fiscal Year;

(ii) alt principal of and interqt 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 snd all anrounts
payable in respect of obligations of the Gas Works which are on
a parity with any of the Bonds and in resp€ct of.general
obligation bonds lssued for improvements to the Gas Woiks and
all amounts, if any, required during such Fiscel: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 Quali6ed .Swaps' and

Exchange Agreements during such Fiscal Year. :: .

For purposes of estimating Sinking Fund deposits with
re.spect to Interim Debt and Variable Rate Bonds, the City'shall
be entitled to.assume that (l) Interim Debt wiil be amortized

Certifled Copy
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over o period of up to the uraximum term permiile<l by the Act,
but not in excess of the useful life of drc assets to be finauced,
on an approximately level debt service basis and bear interesr nt
the average interest rate on bonds of a similar maturity and
credit rating (without any credit enluncement) as the Bonds
Outstanding under this Ordinance and (2) Variable Rate Bonds
will hear interest al a r'aite equal to the average interest rate on
such Variable Rate Bonds during the period of twenty-four e4\
consecutive calendar months immediuely precding the date of
calculation or during such shorter period thar such Variable
Rate Bonds have been Outstanding.

The Gas Commission is hereby autlrorized and diredted,
without further authorization, to irnpose and charge and to
collect, or caute to be collected, rents, rates and charges which
shall be sufficient in each Fiscal Year ro comply wirh the
foregoing Rate Covenant.

Nonpithstanding the requirernents of rhis Section 4.03(b)
and the pledge under Section 4.02, the Ciry mny, at such tinre
as there are no bonds outsanding under the lgZS Orclinance,
punuant to a Supplemental Ordinance, securirize and sell that
portion of the Gas Works rent$,. mtes and charges which relate
to assets which are designated as non4erforming by ttre Gas
Commission and as to which the Gas Commission has
designated specific rents, rates or charge; provided that prior
to any such securitization and sale tlre City delivers to the
Fiscal Agent (l) an Engineer's report including a statement
that,.for the three year period following such securitizrtion ancl
sale, the Gas Works rents, rates and charges (excluding those
securitized and sold) are currently and will be sulscient to
comply with the Rate Covenant set forth in Section 4.03(b)
appfied as if the percentage in subsection A(iii) werc 175%
rather lhan 1507o and (2) an opinion of Bond Counsel tlnt such
securitization and sale will not adversely affeCI tlre exclusion
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fronr gross incon:c for Fetleral inconte tax purposes of ipgercst

on flny Outstanding Bonds the interest on which is intended to

be so excluded. Proceeds received from any such gecuritization

and sale .shall be excluded from Gas Workg Revenues in all

calculations relating to the Rate Covenant and, notwithstapding

any provision of tlris Ordinance to the contrary, may bo used to

redeem or refund obligations issued to finance,the related assets

designated as non-performing.

(c) It witl 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 paynble and as rnore particularly set forth in
the Bonds.

(d) It will continuously maintain in good condition and

continuously operate the Gas Works. I

(e) It will not in arly Fiscal V*u, p.y 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 concurrently tltierewith all

sinking fund charges then payable in respect of Outsiand.ing

Bonds shall have been .deposited in. the Sinking Ftfnd, all

amounts then payable in respect of obligations of the Gas

Works which are on a parity with Bonds slull have been paid,

all amounts then payable to issuers of Credit Facilities and

providers of Qualified $waps and ExchangeiAgreements shall

tuve been paid and all deposits then requird to the Sinking

Fund Reserve shall have been made. 
t

(f; lt will, not later than 120 days following the'close of
each Fiscal Year, file with the Fiscal Agent a rePort of the
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operation of the Gas Works setting forth, among other thittgs,

in reasonable detail financial data concerning the Gns Works lbr
such Fiscal Year, including a balance sheet, statenreirts of
income, equity, and changes in finaneial qondition, and an

analysis of funds available to cover debt service (in each case

not inconsistent with the statements of income, expenses, and

other accounts of the City audited by the City Controller)
prepared by the Manager in accordance with generally

recognized municipal accounting principlm consistently
applied, slrowing compliance with the Rate Covenant,
accornpanied by a certificate of the Manager that the Gas Works
are in good operating condition and by a certiffcate of the

Director of Finance that as of the date of such report the City
has complied with all of the covenants in this Ordinance and in
all ordinances supplemental hereto on its part to be perbrmed.
Such report shall be furnished to the Fiscal Agent in such

reasonable number of copies as shall be required to meet the

written requests of Bondholders therefor on a first corne first
served basis. Tlrc Fiscal Agent shall keep on file a copy of each

report and its accompanying certificates for a period of ten (10)
years and shall exhibit the same to, and.permit the copying
thereof by, any Bondholder or his authorized reprcsentative at

all reasonable times.

SECTION 4.04. Parify and Itiority of Bonds. All Bonds

issued hereunder shall be secured by the pledge of, and grant of'
a security interest in, the .Gas Works Revenues, except as

limited for a Series of Bonds in the Supplemental Ordinance
authorizing thE issuance of such Series of Bonds. Subordinate
Bonds shall be subordinate to Senior Bonds in right of payment

of principal, premium, if any, and interest. Senior lJonds ancl

Subordinate Bonds shall not have any preference, prioriry or
distinction as to lien or otherwise, except as otherwise providcd
herein or in a Supplemental Ordinance, ov6r any other Senior
Borrds or Subordinate Bonds, respectively.
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Thc City hcreby rcscrvcs thc right, and notliing herein shall
be corutrued to impair such riglrt, to finance inrprovements to
its Gnq Works by tfte issuance of lrs general obligation bonds or
by the issuance. under ordinnnces other than $ipplenreilal
Ordinances, of Gas Works obligaiions for the paymeni of which
Gas Works Revenues may be pledged zubjecr an{.subordinate
in cnch Fiscal Year to the prior payment from such revcnucs of
all principal, premium, interest and sinking filnd requirepents
payable during such Fisc€l Year under this Ordinance,.as,ifpom
time to tinre supplemented and amended, in respect of Bondi.

SECTION 4.05. Solc of Bonds; Tnies Not tol be
Assrrnrcd; Tcrnrs nnd ltovisions; Authority of Director of
Financs. To the extent tbnt the Supplemental Orclinance
authorizing any Series of Bonds hereunder shall not otherwise
providc pursuent to Section 4.06: t ,.,

(a) All Bonds shall be sold at public, privare or iqrvited

sale upon such terms not inconsistent with the rlct as a rnaJority
of the Mayor, the City Controller and the City Solicltor may
derennine to be in the best interest of the City and, if sold at
conrpetitive'public sale, shall be sold to the purclraser or
purchascrs submitting the highest and best bid qpon such terms
and conditions of thc bidding as shall be specified in [n ollicial
notice of sale issued in tfre name of the City by the Director of
Finangc;

(b) no covenant to pay or assume any taxes shatl be
included in such Bonds; and

(c) subject to the foregoing, the terms upon which or the
prices for which the Bonds are to be sold or exchanged, and the

form, terms and provisions of the Bonds, including, without
limitation, the mntters referred to in Section 5 oJ the Act and in
tlre second paragraph of Section 3.03, shall'be deternrincd by

Pintgd,Mey I t' 
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the Director of Finance, who is hereby deignated as the olliccr

of the City to nrake such deternrinations based, to the extent

applicable, on the prices, interest rates or other ternx sdt fortlt
in the highest and best proposal conforming to the bidding

specifications as ascertained and accepted on behalf of the City
by ttrc Director of Finance.

SECTION 4.06, Conditione of Issuing Bonds,
Suppleinental Ordinance; Filing of Thnscripti Uee of
Proceeds; Refrmding Bonds, Prior to tho issuance of any

Series of Bonds, the Council of rhe City shall adopt an

ordinance supplemental hereto specifying the aggregate

principal amount or marcimum aggtegate principal amount, and

authorizing the issuance ofsuch Bonds; stating tbat such Bonds

are issued in respect of capital costs of a Gas lrlVorks project or
projects of the City or !o fund or refund bond anticipation or
other obligations of the City issued in respect thereof or for the

prupose of refunding debt issued for such'purpose; naking a
firrding based on the report of the Director of Finance required

by Section 8 of the Act that the Gas Works Revenues pledged

hereunder will be sufficient to comply with tlre Rate Covenant

and also to pay all costs, exp€nses and payments required to be

paid therefrom and in the order and priority stated in Section

4.02; and containing the covenant as to tlro payment of debt

service required by Article IX, Section l0 of the Pennsylvania

Constitution. Such Supplemenral Ordinance may speci$ such

form, tenns and provisions of the Bonds to be issued

thereunder; may specify a partieular method of sale; nray

specify the terms upon whichn or the prices for which, the

Bonds are to be sold or exchanged, including, if applicable,

competitive bidding specifications; rnay contain such

amendments to' this Ordinance, including amendments or
rescission of the covenants herein contained, and may contain

or authorize such further covenants nnd agreements, including

such covenants as may be appropriate under existing regulatiolu

LEGISTAR Form cc.r - 43 - LEGISTA4 Fotm ct.r -44 - Printed May I l, 1998



City of Philadelphia
BillNo.980232 Certified Copy
so that the Bonds nray not be deemed to be "arbitrage bonds" as

such term is defined in the Cods and applicable regulations, all
as the Council of the City may deem appropriate and proper and
as shall be authorized or permi$ed by the Act, bpt no such
amenclmen6, provlsions, tertns, covenants or agreemints (other
than those permitted under Section 9.01 and adopted pursuant

thereto) which shall be inconsistent witlr the provisions of, or if
tlrey would impair a prior coverumt containEd in, this Ordinance
as at the time amended or supplemented, shall become effective
until all Bonds the holders of which are eniitled to the
protection of, or to enforce compliance with, such prior
covenant shall cease to bc outstanding.

Prior to the lssuance of any Series of Bonds hereunder, 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 certifted copy of this Ordinanee
(unless previously so filed); (ii) a certifted copy of the

Supplemental Ordlnance; (iii) an executed or certified copy of
the report of the Director of Finance required by subsection (a)

of Section 8 of tlte Act; (iv) an executed copy of the opirtion of
the City Solicitor required by zubsection (b) of Section I of the

Act; and (v) an opinion of Bond Counsel to the effect lhat (t)
the Series of Bonds has been duly issued for a permitted
purpose under the Act and under this Ordinance, (2) all
conditions precedent to the lssuance of the Series of Bonds
pursuant to the Act and this 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 frorn gross income for Federal income

tax purposes, interest on the Series of Bonds will be so

excludcd; and (lrereupon the proper officers of the City and the

Fiscal Agent slrall be authorized to execute and deliver the

Qity of PhiladelPhia
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Boii{s so'hutlrorized, to receipt for thc purcfiasc price tlrercof

antl. to exe$tte and deliver on behalf of 'the City the usual

ctb* ng stiterpents, atfi davis and certilicates.

,t

The Director of Finance, the City Solicitor, the City

Comroller and suclt other offieers of the City as may be

appropriap aib authorized, in connection with the issuance of
any.i.Sirieb of Bonds hereunder, to prcPare, dxeeute and lilc on

behalf of the City such slatements, documents or oilrer matcrial

as may aciurately and properly reflect the Rnansial condition of
the City or other matters relevant to the issuance or payment of
such Bonds and as may be requiral or appropriate to contply

witlr applicable stale or federal laws or regulalions.

,Unlesq otherwise provided in the Supplemental Ordinance,

thb"progrryds of. sale of all Bonds issued hereunder shall be

ddposited:in:11rc consolidated cash account of the City to the

crdit of ,the t'apital improvement funds and shall be disbursed

therefrom, in accordance with etablished procedures, for. the

costs of the project or projects (as such term is defined in the

Act) for ryhiclg the Bonds were issued; providd, however, that,

if quch $ondi shall be issued for the purpose of funding or
rehinding bortds or notx previously issued by the City, such

proceeds rhqll, unless otherwise directed by the Supplenrental

.Ordinance, be deposited in a special account in the Sinking

Fr.rnd an{ deirosited, investerl (if appropriate) and disbursed

und'er rhe direction of the Director of Finance for tlre purpose

of,retiring the bonds or notes being funded or refunded, and
'pioviAeC lfurtlier that proceeds of the sale of any Series of
'Bonds 

representing capitatized interest on such Series of Bonds

shall be deposited in a separate account in the Sinking Fund and

apiilied, logeiher with any profit from investment thereof, only

to pay interest on such Series of Bonds.

'If therCi{ shall, by Supplemenrrl Ordinance, authorizc thc
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issuance of revenue refunding bonds pursuant to Section l0 of
tlte Act, in the absence of spccific direction or inconsistent
authorization contained in the Supplemental Ordinance, the
Director of Finance is hereby authorized in the name and on
behalf of tlre City to take all such action, inctucling the
irrevocable pledge of proceedo dnd the income and profit fronr
the investment thereof for the paymsnt and redemption of the
funded or refundd bonds or notes and, if a eualified Swap or
Exchange Agreertent has been provitled with respect to Bonds
to be refunded, provision for the payment of all amounts due
and payable by the City to the provider of such eualified Swap
or Exchange Agreement upon the refunding of such Bonds and
the mailing of all required redemption notices or tbe giving of .

inevocable instructions thercfor, as may be necmsary or
apprcpriate to.accomplish the funding or refundirrg and to
comply with the requirements of Section I0 of the Acr.

ARTICLE V

REDEMPTION OF BONDS

SECTION 5.01. Gederal provisions for Redemption.
Bonds issued hercunder shall be subject to redemption at such
times, in such order, at such redemption prices, upon such
notice, unless waived, and upon such terms and onditions as
may be expressed irt the particular Bonds, or, as the case may
be, in the pertinent Supplemental Ordinance. Notwithstanding
or in limitation of the foregoing, a Supplemental Ordinance for
a Serim of Bonds may contain provisions for optional
redenption of such Series of Bonds which may be retaind by
the City as a call option or may be held by the CiU or sold
simultaneously with such S'eries of Bonds or at future dates as

deternrined by such Supplemental Ordinance. Unless otherwise
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spccilied in the Bonds or the pertinent Supplenrental Ordinancc,

Bonds subjectito optional ratenrption may be redeemed in such

oreler of nuturity as specified by the Director of 'Finance and

within a rt'Eturity by lot. Whenever Bonds to be redeeured are

required b be selected by lot, thc Fiscal Agent shall be

aurliorizertr to ldraw by lot tlre numbers of the Bonds to be
rdi:emedlin,any manner deemcd reasonable by the Fiscal

Age.nt, .[nlthe,case of a Bond of a denomination greater than the

mlrrimum puttiorized denomination, the Fiscal Agenr shall trcat

suclir Bond as representing uch number of separate Bonds as is

obtainsd by dividing the actual principal amount of such Bond

by the miCIimum authorized denomination.

SECTION 5.02. Notice of Redernption. Unless otherwise
provided tby Supplemental Ordinance, when the City shrll
determine, to iedeem Bonds, upon prior written notice to the

Fisial Agent df the redemption date ancl the principil arnount of
Bonds to;be redeemed, or whenever tlre Fiscal Agent shall be
reqlrired to redeem Bonds from moneys in the Sinking. Fund
without action on the part of the City, the Fiscal Agenl, at the

City's exirense, shall cause a notice of redempdon to be nuilcd
to the Holders,of the Bonds being redeemed. Such nolice shall
specify (t) UF complete ofrcial name of the Series of Borrds

being redbaned; (ii) if less than all then Outstanding Bonds of a
Series ug. to.be rdeemed, tlre. numbers,.including CUSIP
nltrhbers iif applicable, of the Bonds to be redeerned, which
mhy, if bppiopiiate, be expressd in designated blocks of
numbers,i(iiilthe date of issue of each Bond being redeemed as

otilinally issued, (iv) the rate of interest borne by each Bond
bOifg redeeqed, (v). the maturity dare of each Bontl being
redgemed and (vi) any other descriptive information considercd
aiifropriite by the City to accurately identify the Boinls bcing
redeemed. Such notice shall also sutc the ralemption price and

the, date ifixcd for redeniption,' tlrat on suctr date the Bontls

"lt.tot 
foi redimption will be due and become payalile ar ilre
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Otlice of thc l:iserl Agent, and tlut fronr and after such,datc,
intcrcst thereon shlll ccase to nccruq provided, howevel;,.thal
the Holder.s of any Bonds being redeemed may file qrlttcn
waivcrs of notice with the Fiscal Agent, and if,so.waived,.such
I}onds nray be rcdecmed and all righn and.liabilities'ofpaid
Holders shall mature and accrue on the date set for. such
redenrption without the requirement of writtgn notice. lf a

notice is given with respect to an.optional redernption prior to
rnoneys for such redemption being deposited with the Fiscal
Agent, such notice slrall be conditioned upon the deposig of
moneys with the Fiscal Agent on or before the date fixed for
redemption end such notice shall be of no effect unlesisuch
tnoneys are so deposited.

The notices required to be given by this Section 5.02 shit
state that no representation is made as to'correctness or
accuracy of the CUSIP numbers listed in such notice or staled

on the Bonds.

i
The notice to Bondholders shall be deposited,by the Fiscal

Agent in the United States rnail, first-class postage.prepaid, at

least thirty (30) days, but not more than sixty (60) days, unless

otherwise provided with respect to any Series of Bonds in the

Supplemental Ordinance authorizing such Series 6f Bonds,

prior to the redemption date, addressed to the Holders of Bonds

called for redemption at the addresse apprlng in the'Bond
Register. Any notlce of redemption mailed in accordance ivith
the requirernents set forth herein shall ,be conclusively

presumed to have been duly given, whether ot not such itotice

is actually received by the Bondholders. No defect in the nstice

with respect lo any Bond (whether in the form of notice or the

rnailing tlrereoQ shall affect the validi.ty of tlrc redempiion

procccdings.for any other Bonds. 
i

When notice of redenrption is mailed to Bondholdcrs,'ttrc

rrlnied Mpy | 1, lggg
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Fiscnl Agent shall mail a slmilar notice to The Bon<l Buyer and
each Rating Agency then nraintaining a rating on such Bonds,
but failure to mail any suclr notice referred to in this paragraplr

or any defect in such maild notice or in'the mailing thereof
shall nol affect the validify of the redernption notice.

Not more thrn sixty (60) days following tho applicable
redemption date, a furtlrcr notice shall tn mailed as provided
above to the Bondholders of any Bonds called for redemption
and not then presented for payment containing substantidly the
same information set forth above.

SEqnON 5.03. Efrect of Redemption; Payment. Notice
having been given in the manner hereinbefore provided in this
Article V or irrevocable instructions to give such notice having
been delivered to the Fiscal Agent to pay said Bonds or
portioru thereof, and firnds complying with the provisions of
subparagraph (l) of Section l0 of the Act having been deposited
in trust with the Fiscal Agent or having been set aside with the
Sinking Fund Depositary in a special account in.the Sinking
Fund, on or prior to the datc fixed for redemption, the Bonds or
portions thereof so called for redemption, shall become due and
payable on the redernption date so designated, and interest on
sucb Bonds or portions thereof shall oease from such
redemptlon date, whether zuch Bonds be presented for
redemption or not. The principal anrount of all Bonds or
portioru &ereof so called for redemption, together with the
premium, if any, and accrued interest thereon, shall be paid by
the Fiscal Agent, upon presentation and surrender thereof.

SECTION 5.04. Partlal Redemption. Upon presentation
of any Bond which is to be redeemed in part only, the City and
the Fiscal Agent shall exeqrte and deliver to the llolder thereof,
at the expense of the City, a new Bond or Bonds of authorized
denominations in aggregate principal amount equal to and of the

LEQISTAB turm cc.r 
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same Series urd maturity as the unredeemed portion of the

Bond or Bonds so presented,

ARTICLB VI

SINKING FUND

SECTION 6.01. Eetablishment and Investment of
Sinking.Fund. There is hereby estrblished a sinking fund to be

known as the City of Philadelphia 1998 Ordinance Gas Works
Revenue Bond Sinking Fund (referred to in this Ordinance as

the 'Sinking Fund") for the benefit and security of the Holders
of all Bonds. The Sinking Fund shall be held in the name of the

City in an acoount or accounts separate nnd apart from all other
accounF of the City and payments therefrom shall be made only
as hereinafter in this Ordinance provided.

The City covenants and the Director of Finance is directed

to deposit in, and there is hereby apptopriated to, the Sinking
Fund from the Gas Works Revenues in each Fiscal Year such

amounts as will, together with interest and proftls earned and to
be earned on investments held thercin, be suffieient to
accumulate therein (exclusive of tlre amount in the Sinking

Fund Reserve), on or before each interest and'principal
payment date of the Bonds, the amounts required !o pay the

principal of and the interest on the Bonds then becoming due

and payable. Payment into the Sinking Fund shall be scheduled

at such times and in such amount$ in relation to the receipt of
revenues and the operation and rnaintenance requirements of the

Gas Works as the Director of Finance shall determine.

The Fiscal Agent shall establish such accounts in the

Sinking Fund as it deems appropriate to identify the source or

:Cify of Philadelphia
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use, of morreys tlrerein Without lintiting tlrc generality of tltc
preceding seutdnce, moneys depbsiled irr tlrb Sinkiug Furrd tu
pay the redernption pricc of particular Bonds slull ltc held itt
senrrate accounts and applied only for such redcmptiort.

SFCTION 6.02. Fiscal Agent. Such state or fcderally
chaifcred bank, bank and trust cornpany or trust conpany ss

nray from tinre to time be appointed by the City in accordance

wittr,:'law, shall act as Fiscal Agent in respect of all Bonds

,pruF undbr this Ordinance or in respect of any paflicular
Serids of Donds. The Fiscat Agent shall also act as Sinliing
Fuiid Depositary of the Sinking Fund and as paying agent and

redr'strar of thdBonds in respect of which it is the Fibcal Agent,
unlds othbrs ire appointed in such capacities by tlre City.
Notling in;this Ordinance shall bc construed to prevent the City
frorn engaging other or additional Fiscal Agents from time to
time or from engaging other or aclditional Sinking Fund
Depositari'es, paying agents or registrars of tlrc Bontls or any
'Series thereof.

,t Sub.lect:to 0re foregoing, the proper officers of ttre City arc

authorizsd i to enter into contracts or to confirm existing
agreernents goVerning the maintenance of accounts and rccords,
the tlisposal of canceled Bonds, tlre rights, duties, privilegcs

and ,immunitibi of the Fiscal Agent, and such other natters as

are.iuthorized by the Act and ai are customary and appropriatc
and to confirnlthe agreement of ttre Fiscal Agent, in its several

lapa.citiesi;to comply with the provisioru of the Act and of this

O.rlinanceJ

gEClTIpN p.03. Paynents Fronr the Sinking Funtl. The
Sinking Fgnd' Depositary shall, on direction of the Director of
Firiance, or. if for my re$on he should fail to give suclt

dirlection, on lhe direction of the Fiscal Agent, liquidate

invqstments, if necssary, and pay over from the Sinking Funtl
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in caslr to thc Fiscal Agent not lnter rhan tlre'ilue date thgreof
tlre full amount of tlrc principnl, intercst on, and prenriurir, if
any, pnyable upon'redemption of, Bonds. i

Any excess moneys in the Sinking Fund, incluOingiany
excess amount in the Sinking Fund Reserve, shall be transfened
to the operating acpounts of the Gas Works. I

SECTION 6,04. Slnking Fund Rcsewe. There is t.rrUy
established a $inking Fund Reserve which shall be held by the
Sinking Fund Depos.itary as parr of the Sinking Fund bur for
which a separate account shall be maintained. Onless otherwise
provided in the applicable Supplemental Ordinance in
compliance with tlris Section 6.O1, the City sfiall, under
direction of the Directon of Finance, deposit' in the Sinking
Fund Reserye from the proceeds of sale of eaeh'series of Bonds
issu.ed lrereunder . and/or Gas Works Revenues, an amount
which, together with other anounts in the Sinking Furid
Reserve, will cause the arnount in the Sinking Sund Reserve to
equal the Sinking Fund Rcserve Requirernent. The money.and
investments (valued at market) in the Sinking Fund Reservc.and
amounis which can be drawn under Credit Facilities held, for
the Sinking Fund Reserve shall be held and riraiirtained in an
amount equal to the Sinking Fund Reserve Reqliremertt. 

. 
,

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 ollier Crldit
Facilitios in the same aggregate amount issucd by a provitlcr or
providers whosc credit facilities are such that bonds secured by
suclr credir facilitics are rated in one of the three highest faling
categories by Moody's or S&P, provided that (l) in.the crse of
n 'substitution for moneys in the Sinking Fund Reserve, ah

opinion of Bond Counscl is,dclivered to tlre Fiscal Agent. tltal
such substitution will not adversely affect the exclusion .fiom

Priaied May , t, ,998
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gross income for Federel income tax purposc of interest on the

Bonds the interett on which'rs 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 RCIerve is neded to cover a shortfall in the Sinking Fund

and other moneys in the Sinking Fund Reserve are insufficient

and (3) each such Crdit Facility provides that a draw will be

made thereon to r€rplenish the Sinking Fund Reserve on the

expiration thereof unles ttre City has'otherwise nrade such

deposit to the Sinking Fund Reserve or has obtained another

Credit Facitity meeting the rquiremene of ilris Section 6-M.

If. at any time and for any reasonr the moneys in the

Sinking Fund, otlrcr than in the $inking Fund Reserve, shall be

insrfficient to pay as ard 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

hereby authorized and directed to wittrdraw 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 rason of suqh witMrawal
(including draws on any Ctedit Facilities held to satisfy the

Sinking Fund Reserve Requirement) or for any o[her reason

there shall be a deficiency in the Sinking Fund Reserve, the

City hereby covenants to rcstore such deficiency (either by a

deposit of funds or the reinsabnrent of the cash limits of credit

Facilities) within twelve monihs. The Sinking Fund Reserve

shall be valued by the Sinking Fund Depositary promptly after

any withdrawal from the Sinlcing Fund Reserve or any otlrer

event indicating a possible deficiency in. the Sinking Fund

Reserve and on August 3l of each Fiscal Year'

SECTION 6.05. Consolidated Eunrl- The Sinking Fund

shall be a consolidated fund for the equal and proportionate

benefit of the Holders of all Bonds fiom timo to time
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Outstanding hereunder and nray be invested and reinvested on a
consolidated basis. The principal of and interest on and profits
(and losses if any) realized on investrnents in the Sinking Fund
shall bc allocated pro reta for tJre Series of Bonds or the specific
Bonds in respect of which such invesfirents were made without
distinction or priority, but moneys (and the investments thereoD
specifically deposited for tlrc payment of any particular
installment of principal, interest (including capitalized interest)
or premium in respect of partlcular Bonds shall be held and
applied exclusively to the payment of such particrrlar principal,
interest or premium.

ARTICLE VII

INVESTMENT OF FUNDS

SECTION 7.01. Manageruent of Funds and Accounts.
The moneys on dryosit in the funds and accounts established
hereunder, to the extent. not currently required, shall be
invested and secured as required by Section 9 ofthe Act, all at
the direction and under the managernent of the Director of
Finance.

SECilON 7.02. Investmcnt of Funds and Acrounts. All
moneys deposited in any fund or account establisbed hereunder
or under any Supplemerttal Ordihance may be invested by the
Fiscal Agent, at the oral or written direction of the Dlrector of
Finance, in any investments then pennitted by law; provided
that any investments with respect to arRounts on deposit in the
funds and accounts established hereunder shall mature or shall
be subject to rcdemption by the holder thereof upon demand at
par no later thnn the clate when strch amountS are needed for the
purposes of such funds or account$.

Biff No. 980232 . Certiliod Gopy
aud Accorurls. ltr7.03. Valuation of Funtls

asseh of any fufid or Bccount estublishcd

and accrued interest therein shlll bo

at. th,:9:'arnoupt w$ich can theo be drawn tlrereundcr; providerl
that any fuqb or,account ceated by a Supplerlental Ordinancc
may be val{ed as providd in such Supplemental. Ordinance.

The:annuali vatuation shatt apply for all purposes of this
Ordinance elcept if Borrds are issued or a deficit in thc Sinking
Fund Reserrle odcurs, in which crses a valuation slrall be nrade

on tlre date Donds are issued or the deficit is eliminated, as lhe
case may be. Investment earnings shall be includct in Gas

Works RevEmreS'and, to the ex,tent not required to be rctained
in the fund tor account to which such earnings relate, shall bc
transferred tb the operating accounts of the Gas Works.

, tl.
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rleenr,qel a.p{rt:r.liereof. Such investments shall bE valued on

Junel30 of eichiFiscal Year at the current nrarkr:t valuc thercof,
I

valuigg any lCredit Facility held for the Sinking Fund Reserve

I

ARTICLEVTII

{, DEFAULTS AND REMEDIES

SECTION 8.01. Defaults and Statutory Rencdics. If the

City shall pil qr neglecr to pay or to cause to be paid the
pringilral ofl or the redenption premium, if any, or the intercst
on, irny Bogd,.whether at stated maturity or upon call for prior
redgiij[tion,;or,if the Cily, after written notice to it, slirll fail or
negldt to irakelany payment owed by it to the provider of a

Creclit Fanility, a Qualificd Swap .or an Exchange Agrecnrent
prodiqeO with rgspect to the Bonds and such provicler givcs tlic
Fisrh lgeri1t written noticc of such f.rilure or neglcct, or if tlre

City shall fait, to comply witlr any provision of the Bonds or
with any covenant of thc City contairtcd in this Ordinance or au
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applicablc supplcnrcntal ordinancc, tlren, under ancl subject ro
the (erms ald conditions stated in ttrg Art, the l.lotrler or
Flolders of any Bond or Bonds shall be enritled .ro art;of tlrs
righrs and remedies provicred in the Acr, incturripg the
appointment of a trustee; provided, however, that ttle iemcdv
provided in section 20(bx4) of trre Act may. ue exercibdd onr-v
upon the failure of the'City to pay, when'due,. principat airt
redcmptlon price of (inctuding principal due as a resp[t of a
schcduled mandatory redemption) and interest on a siries of
Bonds.

upon the occurrence of an event of defaurt specitid in this
Section 8.01, tlrc Fiscal Agent shail, within rtrirty pOy Otrys,
give written notice thereof by first-ctdss maii io ofi
Bondholders.

SECTION 8.02. Rcnrcd.ies No[ D:rchsivb; Eifect olDetay
In Excrcisc of llemerries. No remedy herbin or in rhe Act
conferred upon or reserved to the trustee, if one be appointed,
or to tlre l{older of any Bond is intended to be exclusive lexccpt
as .spccifically provided in the Act) of anyrother remedy or
remerlies, ancl eich and every such remedy stralt ue cunrutative,
and slnll be in addition to every other remedy given hereunrler
or now or hereaftei existing at law or in equity or by statute.,

No delay or omission of the trustee, if one bc appointed, or
of any Holdcr of any Bond .to exercise any right or. power
accruing upon any default shall impair any subh right oi'po*r,
or slnll be construcd to be a waiver of any ihch dcfaull,ior on
acquiescence therein; and every power and remedy givgn by
this Article Vltl, by the Act or othenrrise t''ay .ue ex.ercisert
from time to time and as ofren.as may be deenigd-expeditint.

SECTION 8.03. Rcn:redics to he Eniorced Only Agoirrst
Pletlgctl Rcvcnucs. Any decre oc judgnrcnl for,ttre piyrncnt

ipity of Philadelplria
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of nroney against the City by reason of dcfault lurcunder shall
' be enforceable only against lhe Gas Work! Rcvenuqc, anmunts

ln rhe Sihkirig Fund ResErve and other'anrounts which ntay be

specifically pledged therefor and the invstncnts. thereof and no

decree oi judgment against the City upon ln'action brought
Ircreunder shall order or be comtrued to perinit the occupation,
attachmeht,, seizure, or sale upon errccution of any otlrcr
propertylof tlre City.

ARTICLE IX

. A.DAENDMENTS AND MODIFICATIONS

SECTION 9.01. In additiou to lbe adoption of
. SupplenlenQl Ordinances supplementing or amerding this

Ordinanee a! provided in Section 4,06 in connection with the
issuanco of. successive Series of Bonds, this Ordinance and any

$Uppleqen$ Ordinance may be furtlrcr supplementcd, moditicd

it5 ame$ed: (a) to cure any anrbiguity, formal defect or
omission herein or therein; (b) to make such provision.s irr
pgard.tp.nratters or queslions arising hereunder or thereunder

which shalt. not bc inconsistent with the provlsions hereof or
thereof :and'.which shall not adverscly affect the interests of
Bondholders; (c) to graot to or confer upon Bondholders or a
trustee,. if any, for the benefit of Bondholden any additional
riglrts, remgdies, powersr authority or security that may be

.lawfullg grented or conferred; (d) to incorporate modifications
requested b.y any Rating.Agency to obtain or maintain a crcdit
rating on any Series of Bonds; (e) to comply with any

mandatory'provision'of .state or federal law or with any
pcrmisiive provision of such law or regulation which does rrot

substanlially impair the seorrity or right to paynrcnt of the
Eonds,tbut no dmendnrent or nrodifcation shall bc urade with
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rcspcct to iuly outstanding Bonds to Blter the anrount, rflte or
tinrc of payment, rcspectively, of dre principnl thercof or ttrc
intcrcst thereon or to alter the rcdemption provisions.thcreof
without the written consent of the l{olders of all affected
Oustanding Bonds; and (f) except as aforsaid, in such qrher

respect as mry be authorized in writing by the Holdsrs of a
majority in principal amount (using Accreted'Value in the cqse

of Capitrl Appreciation Bonds) of the Bonds Ouoranding and
affected. The written autlrorization of Bondholders of any
supplement to or modification or amendment,of this Ordinarae
or any Supplemental Ordinance need not approve the particular
form of any proposed supplernent, modification or amendment
but only thesubstance'thereof. 

.

.{RrrcLE x ; .

CLOSURE OF 1975 ORDINANCE

SECTION 10.01. Limils on Issuances Unrlen l9Z5
Ordinancc. Aftcr lhe adoption of this Ordinance, tlre, City
shall not issue any bonds urxJer the 1975 Ordinance except to
refund bonds issucd under tlrc 1975 Ordinance.or to rcplace
bonds issued thcreunder which have been mutilated, destroyed,
lost or stolen ns provided therein or in substitution for bonds
issued tlrcreunder upon transfer or exchange as provitled
therein-

SECTION t0.02. Designation of Refunding Bontls Uridcr
1975 Ordinance, Any refunding bonds issued under tlre 1975
Orclinnnce shall include in th.e title of such bonds a designation
indicating that such bonds relate to the 1975 Ordinrnce in order
to distinguish suclr bonds from Bonds issued under this
Ordinancc.

City of Philadelphia
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ARTICLE XI

MISCELLANEOUS

SECTION ll.0l. Deposit of ftrnds for Payurcnt of
Bonds. Wren interest on, and principal or redemption price
(as the case may be) of, all Bonds hsued hereunder, and all
amoqnts owed under any Credit Facility, Qualified Swap and

Exchange Agreement entered into hereunder (other than

termination payments), have been paid, or tlrere 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 noneys to
fully gay the Bonds at the maturity date or date lixed for
redemption thereof, and all amounr owed undcr any Credit
Facility, Qualified Swap and Exchange Agreement entered into
hereunder (other than termination pa5rments), the pledge and
graot of security inferet in the Gas Wotks Revenues nrade
hereunder shall cease and terminate, and ttre Fiscal Agent and
any other depository of funds and accounts stablished
hereunder shall hrrn over to the City or to such person, body or
authority as may be entitled to receive the same all balances

remaining in any furds atrd ac@unts etablishd herzunder.

If the City deposits with fie Fiscal Agent moneys or
Qualified Escrow Securities sufficient to pay the principal or
redemption price of any paxticular Bond or Bonds becoming
due, either at maturity or by call for redemption or otherwise,
togetlJer with all interut accruing thereon to the due date,
interest on such Bond or Bonds shall cmse to accrue on the due

dale and all liability of the City with respect to such Bond or
Bonds shall likewise cease, except as providd in the following
paragraph. From and after such deposit, such Bond or Boncls

shall be deemed not to be Outstanding hereunder and the

llolder or Holders thereof shall have recourse solely and
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exclusively to the funds so deposited for any clalms of
whatsoever narufe with respect to such Bond or Bonds, and the
Fiscal Agent shall hold such funds in trust for the Holder or
Holdcrs of such Bond or Bonds.

Moneys deposited with the Fiscal Agenr purs,uant to tlre
preceding paragraphs which remain unclaimed'two (2) years

after the dae payment thereof becomes due shall, upon written
request of the Ciry, 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 this Ordinahce or the Bonds, be paid
to tlre City, and the Holders of the Bond for which the deposit
was made shall thereafter be limited to a claim against the City;
provided, lbwever, that before making any such payment to tbe
City, the Fiscal Agent shall, at the expense of the City, publish
in a newspryer of general circulation publishd in the City, a
notice tlrat said moneys remain unclaimed and that, after a date
named in said notice, which dale slrall 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.

SECTION 1I.02. Ordinanccs are Contrhds With
Borrllrotders, This Ordinance and Supplemental Oriinances
adoptcd pursuant hereto are contract$ wirh the Holders of all
Bonds from tirne to time Outstanding hereunder and thereunder
and shall. be enforceable in accordance with tlre provisions of
Article VII and the laws'of the Commonwealth of
Pennsylvania,

SECTION 11.03. Pardes Intcrested l{crcin. Nothing in
this Ordinance expressed or implied'is intended or shall be

construed to confer upon, or to give to, any person or entity,
other thiln the City, the Flolders of Eonds, the Fiscal Agent,
and each provider of a Credit Facility, Qualified Swap or

City of Philadelphia
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Exehange Agreement, any right, remedy or clainr uruler or by
reason of this Ordinance or any covenants, condition or
stipulation therefor; and all the covenmts, stipulations,
promises and agreemenB in this Ordinance by aad on behalf of
the City shatrl be fot the sole and exclusive bencfft of the City,
the Fiscal Age,lrt, the Holders of Bonds and each provider of a
Credit Facility, Qualified Swap or Exchange Agreement.

SECflON 11.M. Rcpeals. All ordirunces and parts of
ordinances heretofore adopted to the extent lhat Jhe same are
inconsistent herewith are hereby rryaled.
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CERTIFICATION: This ls a true and correct copy of tho original
Bill, Passed by the City Counoil on April 30, 1998 The Bill
was Signed by the Mayor on May'8, 1998

n*6d**
Marle B. Hauser

Chief Clerk of the City Council
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(Bill No. 05113s)

AN ORDINANCE

Authorizing, generally, the continued issuance and sale by the City of Philadetphia of
Gas Works Revenue Notes of the City, prescribing the forms of notes and providing for
their execution and payment, pledging certain revenues of the Gas Works as security,
adopting a rate covenant and directing the imposition and collection of rates and charges
suffrcient to comply therewith, prescribing the conditions precedent to the issuance of
specif,rc series of notes, including a resolution passed by the Bond Committee providing
for establishment of credit support for notes, providing for designation of a fiscal agent
and sinking fund depositary, providing for establishment of a sinking fund and its
management, providing remedies upon default, and providing for amendments and
modifications.

THE COUNCIL OF THE CITY OF PHILADELPHIA HEREBY ORDAINS:

ARTICLE I

AUTHORIZATION, SCOPE AND PURPOSE -
SHORT TITLE

This Ordinance is enacted pursuant to the provisions of The City of Philadelphia
Municipal Utility lnventory and Receivables Financing Act (Act No. 231, approved
December 7, 1982) (the "Act") for the purpose of authorizing the issuance from time to
time of Gas Works Revenue Notes of the City to be secured by a pledge of certain
revenues of the Gas Works as security, in an aggregate principal amount not exceeding
one hundred fifty million dollars ($150,000,000) at any one time outstanding, as shall
from time to time be authorized by resolution of the Bond Committee (or any two of
them as provided by the Act) as more particularly hereinafter set forth. This Ordinance is
intended to continue the authority for issuance of Gas Works Revenue Notes contained in
the General lnventory and Receivables Gas Works Revenue Note Ordinance of 2002,Bill
No. 020245, approved May 29,2002 (the *2002 Ordinance"), subject to the terms and
conditions hereof. At such time as Gas Works Revenue Notes are issued pursuant to the
authority contained in this Ordinance, no additional Gas Works Revenue Notes shall be
issued under the 2002 Ordinance. For so long as any Gas Works Revenue Notes are
outstanding under the 2002 Ordinance, the principal amount thereof shall be included for
purposes of calculating the maximum principal amount of Gas Works Revenue Notes that
may be issued and outstanding under this Ordinance. This Ordinance shall be known as
the General Inventory and Receivables Gas Works Revenue Note Ordinance of 2005.
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ARTICLE II

DEFINITIONS AND OTHER PROVISIONS bF
GENERAL APPLICATION

Section 2.01. Definitions

For all purposes of this Ordinance and any ordinance supplemental hereto, except
as otherwise expressly provided or unless the context otherwise requires:

Act means the act of Decembe r 7 , 1982 (P .L. 827 , No. 23 l) known as The city of
Philadelphia Municipal Utility Inventory and Receivables Financing Act (53 P.S. L6gg.L
to 1699.21), as amended from time to time.

Bond Committee means the Mayor, the City Controller and the City Solicitor, or
any two of them, being the bond committee referred to in the Act.

Chief Fiscal Officer means the person appointed by the Manager as chief fiscal
officer of PGW or, in the absence of such an appointed person, the person acting as chief
fiscal officer of PGW.

City means The City of Philadelphia.

City Charges means the proportionate charges, if any, for services performed for
PGW by all officers, departments, boards or commissions of the City which are contained
in the computation of operating expenses of PGW, 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 conholler of the City, including a person acting as
controller under applicable law.

City Solicitor means the solicitor of the City, including a person acting as
solicitor under applicable law.

Code means the Internal Revenue Code of 1986, as amended, and the rules and
regulations promulgated thereunder and applicable thereto.

CP Notes means the City of Philadelphia Gas Works Revenue Notes, CP Series,
authorized to be issued hereunder, as more particularly described in Sections 3.01(b) and
3.02(b) hereof.

Credit Support Entity means any"bank, insurance company or other appropriate
entity providing a credit Support Instrument with respect to any Notes.
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Credit Support Instrument means a letter of credit, line of credit, standby
purchase agreement, policy of insurance or other mechanism for _providing funds to be
drawn upon by the City or by the Fiscal Agent on behalf ofior as trustee for the
Noteholders to pay the principal of or interest on any Notes or to make a deposit in the
Sinking Fund.

Dealer means any securities dealer, broker or other entity acting as purchaser of,
or broker for, the Notes pursuant to an agreement with the Cify.

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.

Final Maturity means, as to a series of CP Notes, the date stated in the
Resolution authorizing such series as the final maturity date of such series, which shall be
not later than August 31, 2010.

Fiscal Agent means any bank, bank and fust company or trust company named
as such pursuant to Section 5.02 hereofor its successor.

Fiscal Year means each fiscal year of pGW.

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 or PGW 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 manufacfured gas or in the maintenance, management or adminishation
thereof and all activities ancillary and related thereto, and also, as the context may
require, means the business entity managed by the Manager.

Gas Works Revenue Bonds means Gas Works revenue bonds of the City
presently or hereafter issued pursuant to the Act of October 18, L972 (P.L.955, No. 234)
known as The First Class City Revenue Bond Act (53 P.S. 15901 to 15924\, or other
applicable statute, the General Gas Works Revenue Bond Ordinance of 1975 (Bill No.
1871, approved May 30,1975, as amended and supplemented), the General Gas works
Revenue Bond ordinance of 1998 (Bill No. 9go23z, approved April 30, 1998, as
amended and supplemented, and as the same may be further amended) and any other
ordinance enacted pursuant to The First class city Revenue Bond Act.

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
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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 diskibution olgas 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. 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
General Gas Works Revenue Bond Ordinance of 1998 (Bill No. 980232) or any similar
provision in any successor to such ordinance.

Installment means any issuance of CP Notes intended to be treated as part of a
single issue under Section 1.150-1 (c)( )(ii) of the Treasury Regulations promulgated.
under the Code.

Inventory meilns any fuel, materials or supplies acquired by PGW, used directly
or indirectly to provide service to the public, and which would bi shown as a cwrent
asset on a balance sheet of PGW prepared in accordance with generally accepted
accounting principles.

Management Agreement means the Agreement dated December 29, Ig72
between the City and the Manager for the management and operation of PGW, as
presently or hereafter amended, or any subsequent agreement which may be entered into
by the City pertaining to the management of pGW.

Manager means Philadelphia Facilities Management Corporation currently
managing PGW pursuant to the Management Agreement, or its successor or such other
person, corporation, commission or department of the City that may be designated by the
City to manage PGW.

Mayor means the Mayor of the City, including a person acting as mayor under
applicable law.

Natural Gas Choice and Competition Act means the Act of June 22, Lggg,P.L.
122, No. 2L, as amended from time to time.

Net Operating Expenses means Operating Expenses exclusive of City Charges.

Note or Notes means any Gas Works revenue note or notes of the City, issued
and outstanding pursuant to the Act and this Ordinance, including Refundittg Noter, CP
Notes and Revenue Notes.

Noteholder or Holder means the holder of anv Note.
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Operating Erpenses means all costs and expenses of PGW necessary and
appropriate to operate and maintain the Gas Works in good operable condition during
each Fiscal Year, and shall include, without limitation, the Manziger'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 therefor for any
work or project related to the Gas Works which does not have aprobable useful life of at
least five (5) 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 accounting principles consistently applied but shall
exclude depreciation, interest and sinking fund charges. Operating Expenses shall not
include Unrelated Expenses.
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Outstanding means, when used with reference to the Notes, as of any particular
date, the aggregate of all Notes authenticated and delivered under this Ordinance, except:

(a) Notes cancelled by the Fiscal Agent or delivered to the Fiscal
Agent for cancellation;

(b) Notes for the payment of which payments in the necessary amount
have been theretofore deposited in an account in the Sinking Fund for the holders such
Notes; and

(c) Notes in lieu of or in substitution for which other Notes shall have
been authenticated and delivered pursuant to Section 3.08 hereof.

Project means the Inventory or Receivables, or both, or any part thereof.

Project Costs means all costs of acquisition or funding of a Project including, but
not limited to, costs, fees and expenses of financial advisors, attorneys and other experts
engaged in connection with the Project, fees and expenses of the Fiscal Agent and rating
agencies, financing costs including bond discount, additional security costs including fees
and expenses related to a Credit Support lnstrument, interest on money borrowed to
finance the Project if capitalize4 the repayment of temporary loans made in connection
with the Project and reimbursement for any of the foregoing costs incurred or paid prior
to or after the issuance of Notes.

Public Utility Commission means the Perursylvania Public Utility Commission
as presently constituted or hereafter reconstituted in accordance with law.

Rate Covenant means the rate covenant contained in Section 4.03(b) hereof,

Receivables means accounts receivable billed to customers of PGW, but not yet
paid, as would be shown as a current asset on a balance sheet of PGW prepared in
accordance with generally accepted accounting principles.

Refunding Notes means Notes issued to provide funds to pay the principal of and
interest on Notes or 2002 Notes previously issued, including prior issues of Refunding
Notes; Refunding Notes may be issued as Notes or Revenue Notes.

Reimbursement Agreement means any agreement between the Cify and a Credit
Support Entity goveming the terms and conditions upon which a Credit Support
lnstrument will be provided and the terms and conditions of the Reimbursement
Obligation.

Reimbursement Obligation means the obligation of the Cify to repay to a Credit
Support Entity amounts provided under a Credit Support [nstrument, together with
premium, if any, and interest thereon; the Reimbursement Obligation may be evidenced
by a promissory note or notes of the City.
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Resolution means a resolution duly passed by the Bond Committee authorizing
the issuance of the Nqtes hereunder or taking any other action required or permitted
hereunder. ,'

Revenue Notes means the City of Philadelphia Gas Works Revenue Notes,
authorized to be issued hereunder, as more particularly described in Section 3.01(c) and
3.02(c) hereof.

Sinking Fund means a sinking fund established pursuant to Section 5.01 hereof.

Sinking Fund Depositary means the Fiscal Agent named pursuant to Section
5.02 hereofor its successor.

Stated Maturity means, as to a particular CP Note, the maturity date of such CP
Note, which shall be not less than one (1) day after the issue date of such CP Note and
not later than two hundred seventy (270) days from the date of issuance of the particular
CP Note; provided, however, that the Stated Maturity shall not be later than the earlier of
13 months following the date of initial issuance of any Installment of CP Notes or the
Final Matr,rrity.

2002 Notes me:uts any gas works revenue note or notes of the City issued and
outstanding pursuant to the Act and the 20A2 Ordinance-

Unrelated Expenses meitns expenses unrelated to the supply, manufacfure,
storage and distribution of gas or assets related thereto.

Section 2.02. Interpretation. All references in this Ordinance to
articles, sections and other subdivisions of this Ordinance are to the designated articles,
sections or other subdivisions of this Ordinance as originally enacted. The wordso'herein," "hereof," oohereby'' and "hereunder" and other words of similar import refer to
this Ordinance as a whole and not to any particular article, section or other subdivision,
except as otherwise specifically provided.

Section 2.03. Descriptive Headings. The descriptive headings of the
several articles and sections of this Ordinance are inserted for convenience only and shall
not control or affect the meaning or construction of any of its provisions.

Section 2.04. Severability. In case any one or more of the provisions
contained in this Ordinance or in any Note issued pursuant hereto or the application
thereof to any person or circumstance shall for any reason be held to be invalid, the
remainder of this Ordinance or such Note and the application of such provision to other
persons or circumstances, shall not be affected thereby, unless the court finds that the
valid provisions are so essentially and inseparably connected with, and so dependent
upon, the void provision or application, that it cannot be presumed that City Council
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Section 2.A5. Powers Preserved. Nothing in this Ordinance is intended
to or shall be construed to affect the authority of the Gas Commission under Section 5-
902 of the Philadelphia Home Rule Charter or the Management Agreement, to the extent
consistent with the Natural Gas Choice and Competition Act.

ARTICLE III

CONCERNING THE NOTES

Section 3.01. Forms of Notes.

(a) All Notes shall be in substantially the forms set forth in this
Article III, with such appropriate insertions, omissions, substitutions and other variations,
including variations deemed necessary to issue the Notes in book-entry form, as may,
consistently with this Ordinance and the Act, be determined by or in the manner specified
by the Bond Committee in a Resolution. The Notes may be printed, lithographed or
typewritten with or without steel engraved borders. The Notes may also have printed
thereon or on the reverse thereof the text of an approving legal opinion with respect
thereto and an appropriate certihcate as to its conespondence with an executed
counterpart may be included on the face or on the reverse of the Notes. The Notes may
also have printed thereon or on the reverse thereof or attached thereto a Credit Support
lnstrument or the text thereof. Any portion of the text of any Note may be set forth on the
reverse thereof with an appropriate reference on the face of the Note.

(b) CP Notes shall be in substantially the following form:

(Form of CP Note)

THE CITY OF PHILADELPHIA, PENNSYLVANIA
GAS WORKS REVENUE NOTE
CP Series [Letter Designation]

Principal Sum Issue Date

lnterest on Stated Maturitv Stated Maturity

Due at Stated Maruriff Number of Days
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Interest Rate

_ The City of Philadelphia (the "City"), for value received, hereby promises to pay
in lawful money of the United States of America to the bearer hereoi on the Stated
Maturity set forth above, the Principal Sum set forth above and to pay interest on said
Principal Sum for each day from the Issue Date set forth above until payment of said
Principal Sum has been made or duly provided for at the Interest Rate perannum set forth
above, calculated on the basis of a three hundred sixty-five (365) day year or three
hundred sixty-six (366) day year, as applicable, payable on the Strated Maturity set forth
1bove. The principal of and interest on this Note are payable in immediately available
funds at the office of Fiscal Agent of the CiW, at_.

This Note is one of a duly authorized issue of Notes of the City designated as its
Gas Works Revenue Notes of the Series designated hereon (the "CP Notes"), issued
pursuant to the General Inventory and Receivables Gas Works Revenue Note Ordinance
of 2005 (Bill No. approved 2005) of the City (the o'General

Ordinance') and a Resolution dated of the Bond Committee referred to
in the General Ordinance. The City covenants to pay the CP Notes and interest thereon
when due and such payments shall be made out of the Gas Works Revenues (as defrned
in the General Ordinance), except to the extent paid from the proceeds of Refunding
Notes issued under the General Ordinance or frrnds provided by a Credit Support
Instrument (as defined in the General Ordinance). All notes issued under the General
Ordinance (the "Notes"), including the CP Notes, are secured equally and ratably by the
pledge of and grant of a security interest in the Gas works Revenues.

This Note is a special obligation which the City is obligated to pay solely from the
Gas Works Revenues and from the proceeds of Refunding Notes. The CP Notes are-not
general obligations of the City and do not pledge its general credit or taxing power or
create any debt or charge against the general revenues of the City. As defined in the
General Ordinance, Gas Works Revenues include all operating and nonoperating
revenues of the Philadelphia Gas Works (the "Gas Works") derived from its activities
and assets involved in the supply, manufacture, storage and dishibution of gas, including
all rents, rates and charges imposed or charged by the City upon the ownerJ or occupants
of properties connected to, and upon all users of, gas dishibuted by the Gas Works and all
other revenues derived therefrom and all other income derived by the City from the Gas
Works. The General Ordinance requires the Gas Works Revenues to be applied to net
operating expenses of the Gas Works and the payment of debt service on tertain Gas
Works Revenue Bonds and certain other obligations of the Gas Works payable from Gas
works Revenues prior to payment of the principal of and interest on the Notes.

[Any Credit Support Instrument for the benefit of the
Noteholders may be described here.]
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IN WITNESS WHEREOF, the City has caused this Note to be duly signed in its
name by the manual or facsimile signatures of the Mayor, City- Controller and City
Solicitor and the seal of the City or a facsimile thereof to be affixed or imprinted hereon,
and has caused this Note to be countersigned by two (2) duly authorized offrcers of

the duly authorized Fiscal Agent of the City.

THE CITY OF PHILADELPHIA

Mayor

[Seal]
By:

City Controller

By:
City Solicitor

COTJNTERSIGNED: IFISCAL AGENT]

Fiscal Agent

By:

Authorized Officers

(c) Revenue Notes shall be in substantially the following form:

(Form of Revenue Note)

THE CITY OF PHILADELPHIA, PENNSYLVANIA
GAS WORKS REVENUE NOTE
Series [Letter Designation]

No Issue Date
Principal Sum_ Stated Maturity

Interest Rate

The City of Philadelphia, Pennsylvania (the *City"), for value received, hereby
promises to pay in lawful money of the United States of America to the bearer hereof, on
the Manrrity Date set forth above, the Principal Sum set forth above and to pay interest

By:
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on said Principal Sum for each day from the Issue Date set forth above until payment of
said Principal Sum has been made or duly provided for at the Interest Rate per annum set
forth above, calculated on the basis of a tht". h*dt"d sixty-five ('fASl Oay year or three
hundred sixty-six (366) day year, as applicable, payable on the Maturity Date set forth
above. The principal of and interest on this Note are payable in immediately avaitable
funds at the office of Fiscal Agent of the City, at

This Note is one of a duly authorized issue of Notes of the City designated as its
Gas Works Revenue Notes of the Series designated hereon (the "Revenue Notes"), issued
pursuant to the General Inventory and Receivables Gas Works Revenue Note Ordinance
of 2005 (Bill No.- approved, , 2005) of the city (the "General
ordinance'')andaResolutiondated-oftheBondCommitteereferredto
in the General Ordinance. The Cify covenants to pay the Revenue Notes and interest
thereon when due and such payments shall be made out of the Gas Works Revenues (as
defined in the General Ordinance), except to the extent paid from the proceeds of
Refunding Notes issued under the General Ordinance or funds provided by a Credit
Support Instrument (as defined in the General Ordinance). All notes issued under the
General Ordinance (the "Notes"), including the Revenue Notes, are secured equally and
ratably by the pledge of and grant of a security interest in the Gas Works Revenues.

This Note is a special obligation which the Cify is obligated to pay solely from the
Gas Works Revenues and from the proceeds of Refunding Notes. The RevenusNotes are
not general obligations of the City and do not pledge its general credit or taxing power or
create any debt or charge against the general revenues of the City. As def,rned in the
General Ordinance, Gas Works Revenues include all operating and nonoperating
revenues of the Philadelphia Gas Works (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. The General Ordinance requires the Gas Works Revenues to be applied to net
operating expenses of the Gas Works and the payment of debt service on certain Gas
Works Revenue Bonds and certain other obligations of the Gas Works payable from Gas
works Revenues prior to payment of the principal of and interest on the Notes.

[Any Credit Support [nstrument for the benefit of the
Noteholders may be described here.]

City of Philadelphia -11-



City of Philadelphia

BILL NO. 051138 continued Certified Copy

IN WITNESS WHEREOF, the City has caused this Note to be duly signed in its
name by the manual or facsimile signatures of the Mayor, City- Controlter and City
Solicitor and the seal of the City or a facsimile thereof to be affrxed or imprinted hereon,
and has caused this Note to be countersigned by two (2) duly authorized officers of

the duly authorized Fiscal Agent of the City.

THE CITY OF PHILADELPHIA

Mayor

City Conholler

City Solicitor

COTJNTERSIGNED: [FISCAL AGENT]

Fiscal Agent

By:

Authorized Officers

By:

ISeal]

By:

By:

By:
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Section 3.02. General Form and Content of Notes.

(a) Notes shall be generally designated as Gas Works Revenue Notes
of the City and shall be issued in such series and within such series in zuch sub-series as
may from time to time be determined by or in the manner prescribed by a Resolution.
The aggregate principal amount of Notes which may be issued authenticated and
delivered under this Ordinance may not exceed one hundred fifty million dollars
($150,000,000) at any one time Outstanding, and prior to issuance of each series of
Notes, the Bond Committee shall adopt a Resolution authorizing such series. For the
purpose of calculating the maximum principal amount of Notes which may be issued and
Outstanding hereunder, the aggregate principal amount of any outstanding 2002 Notes
shall be deemed to be Outstanding hereunder.

Subject to the provisions of this Ordinance, Notes may be issued in
such denominations in bearer or in fully registered form; may be issued in Installments;
shall bear such identifying designation or title; shall be dated; shall be payable at such
rate or rates of interesf including supplemental, contingent or variable interest, payable
on such dates; may be subject to such provisions for redemption in whole or in part or
both, at such prices, at such times and places; shall be stated to mature on such date or
dates, not later than August 31, 2010; shall be payable as to principal or interest, or both,
at such places by the City or by such paying agent or Fiscal Agent of the City as the City
appoints; may provide for the payment by the City of such tax or taxes on the Notes; and
may contain such other terms, provisions, statements or covenants, not inconsistent with
the Act or this Ordinance as may be determined in or in the manner specified in a
Resolution.

(b) Each series of CP Notes shall be issued from time to time, subject
to the limitations set forth in this Ordinance, in such principal amounts as from time to
time shall be determined by the Bond Committee. The CP Notes of a series shall be (i)
dated as of their respective dates of issuance, (ii) numbered serially in consecutive
numerical order from I upwards, (iii) issued in minimum denominations of one hundred
thousand dollars (S 100,000) or any integral multiples of one thousand dollars ($ 1,000) in
excess thereof, (iv) issued without coupons and payable to bearer or such other person or
entity designated by the Cify, including a depository or person designated by a depository
if the CP Notes are issued in book-entry form, (v) issued as interest-bearing CP Notes
(provided that interest shall accrue thereon from and including the date of issuance
thereof to, but not including or after, the stated maturity therqof), (vi) have interest
payable and principal amounts maturing at such times as are stated therein, but in no
event later than the Final Maturity of such series of CP Notes, (vii) payable as to
principal and interest at Stated Maturity in immediately available funds in lawful money
of the United States of America upon presentation and surrender at the principal
corporate trust offtce of the Fiscal Agent, and (viii) authenticated by the Fiscal Agent and
delivered by the Fiscal Agent to, or as directed by, the Dealer, from time to time in the
manner provided for and subject to the conditions specified herein and in any agreement
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hereafter entered into by the City and the Dealer or Fiscal Agent, promptly upon receipt
by the Fiscal Agent of a request specifying, as to each of the CP Notes then being issued,
(A) the date of issue, Stated Maturity, serial number and principal ainount, (B) the rate of
interest to be carried thereby, (C) the total of principal and interest to be due thereon at
the Stated Maturity thereof, (D) the name of the payee, if other than bearer, and (E) the
aggregate purchase price to be paid therefor by the Dealer or such other person or entity
as such request shall specify. Delivery of the CP Notes by the Fiscal Agent to, or as
directed by, the Dealer shalt be against payment made in the manner specified herein.

(c) Each series of Revenue Notes shall be issued from time to time,
subject to the limitations set forth in this Ordinance, in such principal amounts as from
time to time shall be determined by the Bond Committee. The Revenue Notes of a series
shall be (i) dated as of their respective dates of issuance, (ii) numbered serially in
consecutive numerical order from I upwards, (iii) issued in minimum denominations of
five thousand dollars ($5,000), or any integral multipl.es thereof, (iv) issued without
coupons and payable to bearer or such other person or entity designated by the City, (v)
issued as interest-bearing Revenue Notes (provided that interest shall accrue thereon from
and including the date of issuance thereof to, but not including or after, the stated
maturity thereof), (vi) have interest payable and principal amounb maturing at such times
as are stated therein, but in no event later than August 31., 2010, (vii) payable as to
principal and interest at maturity in immediately available funds in lawful money of the
United States of America upon presentation and surender at the principal corporate trust
office of the Fiscal Agent, and (viii) authenticated by the Fiscal Agent and delivered by
the Fiscal Agent to the Dealer from time to time in the manner provided for an subject to
the conditions specified herein and in any agreement hereafter entered into by the City
and the Dealer or Fiscal Agent, promptly upon receipt by the Fiscal Agent of u ,"qo"rt
specifying, (A) as to the series of Revenue Notes then being issued, (i) the date of issue,
(ii) maturity date, (iii) rate of interest to be carried thereby, and (B) as to each Revenue
Note within such series, (i) the serial number and principal amount, (ii) the name of the
payee, other than the bearer, and (iii) the aggregate purchase price to be paid therefor by
the Dealer or such other person or entity as such request shall speciff. Delivery of the
Revenue Notes by the Fiscal Agent to the Dealer shall be against payment made in the
manner specified herein.

The foregoing provisions of this Section 3.02, any other provisions in this
Ordinance to the conhary notwithstanding, are subject to the express understanding that
the City shall have no obligation to pay the Notes except from the Gas Works Revenues
and from the proceeds of Refunding Notes. The Notes shall be limited obligations of the
City payable solely from Gas Works Revenues and from proceeds of Refunding Notes
and shall not pledge the City's general credit or taxing power or create any debt or charge
against the general revenues of the City.

Section 3.03. Payment of'Notes at Maturity. The Notes and any
interest thereon shall be payable in lawful money of the United States of America at the
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office of the Fiscal Agent, or at the principal office of a paying agent designated in such
Notes, but only upon.presentation and surrender of such Notes, except as otherwise
herein provided with respect to mutilated, destroyed, lost or stolenivotes.

Section 3.A4. Notes are Negotiable Instruments. The Notes shall have
the qualities of negotiable instruments under the laws pertaining to negotiable
instruments of the Commonwealth of pennsvlvania.

Section 3.05. Transfer of Notes. All Notes shall be negotiable and title
thereto shall pass by delivery.

Section 3.06. Ownership of Notes. The City, the Fiscal Agent and any
paying agent designated in any Note may heat the bearer of any Note as the absolute
owner of such Note for all purposes whether or not such Note shall be overdue, and
neither the City, the Fiscal Agent nor any paying agent shall be affected by any notice to
the contrary. Any consent, waiver or other action taken by the bearer of any Note
pursuant to the provisions of this Ordinance shall be conclusive and binding utrron such
holder, his heirs, successor or assigns, and upon all transferees of such Note whether or
not notation of such consent, waiver or other action shall have been made on such Note
or on any Note issued in exchange therefor.

Section 3.07. Execution of Notes. The Notes shall be executed on behalf
of the City by the manual or facsimile signatures of the Mayor, City Solicitor, and City
Controller under the seal of the City, which shall be either affixed or reproduced thereon
in facsimile and shatl be countersigned and attested by the manual signatures of trvo duly
authorized officers of the Fiscal Agent, or in such other manner as shall be authorized by
law and prescribed by a Resolution. Any such Notes may be executed, issued and
delivered notwithstanding that one or more of the ofhcers signing such Notes or whose
facsimile signature shall be upon such Notes or any thereof, shall have ceased to be such
officer or officers at the time when such Notes shall actually be detivered and although at
the nominal date of the Note, any such person shall not have been such officer.

Section 3.08. Mutilated, Destroyed, Lost or Stolen Notes. Upon receipt
by the Fiscal Agent and the City of evidence satisfactory to both of them that any
Outstanding Note has been deshoyed, lost, or stolen, and of indemnity satisfactory to
both of them, then, in the absence of notice to the City or to the Fiscal Agent that such
Note, if alleged to have been lost or stolen, has been acquired by a bona fide purchaser, or
if a Note has been mutilated, the City in its discretion may execute and deliver a new
Note of the same series and same mahrrity and of like tenor in exchange and substitution
foq and upon surrender and cancellation of, the mutilated Note or in lieu of and in
substitution for the Note so destroyed, lost or stolen.
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The City may, for each new Note authenticated and delivered under the
provisions of this Section 3.08, require the payment of the expenses, including counsel
fees, which may be incuned by the City and the Fiscal Agent in the irremises. [n case any
such mutilated, lost or stolen Note has become, or is about to become, due and payable,
the City, in its discretion, may, instead of issuing a new Note, direct the payment thereof
at maturity and the Fiscal Agent shall thereupon pay the same.

Any Note issued under the provisions of this Section 3.08 in lieu of any Note
alleged to be destroyed, lost or stolen shall constitute an original additional contractual
obligation on the part of the City whether or not the Note so alleged to be destroyed, lost
or stolen be at any time enforceable by anyone, and shatl be equally and proportionately
entitled to the benefits of this Ordinance with all other Notes under this Ordinance.
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ARTICLE IV

ISSUANCE OF NOTES

Section 4.01. Purpose of Notes. The Notes issued under this Ordinance
shall be issued for the purpose of financing or refunding the Project Costs of a Project or
any part thereof, to refund Notes previously issued hereunder or to refund 2002 Notes
issued under the2002 Ordinance.

section 4.02. Pledge of Gas works Revenuesl Grant of Security
Interest; Application of Gas Works Revenues. The City hereby pledges for the
security and payment of all Notes issued under this Ordinance, and hereby grants a
security interest in the Gas Works Revenues, including all accounts, general intangibles,
cash proceeds, non-cash proceeds, chattel paper, whether tangible or electronic, and
supporting obligations, as each term is defined in the Pennsylvania Uniform Commercial
Code and all Proceeds, as such lerm is defined in the Pennsylvania Uniform Commercial
Code.

For the purpose of the financing statements to be filed under the Uniform
commercial code, the Fiscal Agent shall be deemed to be, and the city hereby
recognizes the Fiscal Agent as, the representative of the Noteholders.

All Gas Works Revenues as and when collected in each Fiscal Year shall be
applied in order of priority, to the extent then payable, to (l) Net Operating Expenses
then payable, (2) debt service on bonds issued under the General Gas Works Revenue
Bond Ordinance of [975, as amended (the "t975 Ordinance") and amounts required to be
paid into the sinking fund reserve under the 1975 Ordinance, (3) debt service on Senior
Bonds issued under and as defined in the General Gas Works Revenue Bond Ordinance
of 1998, as amended and as may be further amended (the "1998 ordinance"), payments
(other than termination payments) due to the issuers of Qualifred Swaps and Exchange
Agreements (as each such term is defined in the 1998 Ordinance) 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 Ordinance, (4)
payments due to issuers of Credit Facilities (as defined in the 1998 Ordinance) related to
Senior Bonds, (5) debt service on Subordinate Bonds (as defined in the 1998 Ordinance)
and payments due in respect of obligations of the Gas Works on a parity with
Subordinate Bonds (including the Notes issued under this Ordinance and notes issued
under 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, (6)
payments due to issuers of Credit Facilities related to Subordinate Bonds and payments
(other than termination payments) due to the issuers of Qualified Swaps and Exchange
Agreements with respect to bonds issued under the 1975 Ordinance to the extent that the
1998 Ordinance is hereafter amended to provide for the Qualified Swaps and Exchange
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Agreements with respect to such bonds, (7) required payments of the Rebate Amount (as
defined in the 1998 Ordinance) to the United States, (8) replenishment of any d.eficiency
in the Sinking Fund Reserve (as defined in the 1998 Ordinance), (9) payment of general
obligation bonds of the City adjudged to be self-liquidating from Gas Works Revenues,
(10) debt service on other general obligation bonds issued for the Gas Works, and (t 1)
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 foregoing provisions shall not be construed to require the segregation of
revenues upon collection.

The security interest granted in this Section 4.02 shall be subject and subordinate
in all respects to the security interests granted in the 1975 Ordinance and the 1998
Ordinance and any financing statement filed to evidence the security interest granted in
this Section 4.02 shall contain a statement to that effect.

Section 4.03. Particular Covenants. The City covenants with the
holders of all Notes front time to time outstanding under this Ordinance that, so long as
any such Notes shall remain Outstanding:

(a) No Notes will be initially issued by the City hereunder
unless there is first filed with the Bond Committee:

(i) the financial report of the Chief
Fiscal Officer required by Section 8(1) of the Act containing the
statements and opinion required thereby; and

(ii) the legal opinion of the City Solicitor
required by Section 8(2) of the Act.

(b) It will, at a minimum, impose, charge and collect in each
Fiscal Year such rates and charges as shall, together with all other Gas Works Revenues
to be received in such Fiscal Year, produce funds sufficient to pay the Notes and any
interest thereon after all other applications of Gas Works Revenues which are prior to the
Notes in right of payment; provided that for so long as the Notes are secured by a Credit
Support lnstrument and the Credit Support Entity is obligated thereon to provide funds
sufficient to pay the Notes and is not in default under such Credit Support lnstrument, the
City may treat the Notes as payable over the period of time during which the City is
required to pay the Credit Support Entify pursuant to its Reimbursement Obligation.

The Manager is hereby 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 CovJnant and,
as provided in the Natural Gas Choice and Competition Act, the Public Utility
Commission shall approve rates and charges sufficient to comply with the foregoing Rate
Covenant, all in accordance with the Natural Gas Choice and Competition Act.
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(c) In addition to the limitations contained in Section 3.01
hereof, the aggregate principal amount of Notes and 2002 Notes Outstanding shall not
exceed Project Costs on the date of issuance of the Notes. !

(d) It will pay or cause the Fiscal Agent or paying agent to pay
the Notes when due from the Gas Works Revenues deposited in the Sinking Fund (except
to the extent paid from the proceeds of Refunding Notes or funds provided by a Credit
Support Instrument).

(e) It will continuously maintain in good condition and
continuously operate the Gas Works.

(f) It will not pay from the Gas Works Revenues any City
charges unless there is then existing no default in payment of the Notes.

(g) It has, in Section 4.03(b) hereof, authorized the imposition"
charging and collection of rates and charges sufficient from time to time to comply with
the Rate Covenant set forth in Section 4.03(b) hereof and it will not repeal or materially
adversely dilute such authori zation.

Section 4.04. Tax Covenants of the City. The City hereby covenants
that it will not take any action, or fail to take any action, if any such action or failure to
take action would adversely affect the exclusion from gross income of the holders of the
Notes of the interest on the Notes under Section 103 of the Internal Revenue Code of
1986, as amended, and the regulations promulgated thereunder ('Code"). The City
hereby further covenants that it will not directly or indirectly use or permit the use of any
proceeds of the Notes or any other funds of the City, or take or omit to take any action
that would cause the Notes to be "arbitrage bonds" within the meaning of Section 1a8(a)
of the Code and that it will comply with all requirements of Section 148 of the Code to
the extent applicable to the Notes. In the event that at any time the City is of the opinion
that for purposes of this covenant it is necessary to restrict or timit the yietd on the
investment of any money held by the Fiscal Agent, the City shall so instruct the Fiscal
Agent in writing, and the Fiscat Agent shall take such action as may be necessary to
comply with such instructions.

Without limiting the generality of the foregoing, the City shall pay or cause to be
paid from time to time all amounts required to be rebated to the United States of America
pursuant to Section 148(0 of the Code and any temporary, proposed or final Treasury
Regulations as may be applicable to the Notes from time to time. This rebate obligation
shall survive payment in full of the Notes.

The Chief Fiscal Officer is hereby authorized and directed to make any elections
on behalf of the City permitted by the Code or any Treasury Regulations he deems
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to comply with the requirements of this

?

The foregoing covenant shall not apply to any series of Notes, the interest on
which is not intended to be excludable from gross income of the holders thereof for
federal income tax purposes.

Section 4.05. Notes to be Parity Instruments. All Notes issued
hereunder shall be equally and ratably secured by the pledge ofand grant ofa security
interest in the Gas Works Revenues created in Section 4.02 hereof without preference,
priority or distinction as to lien or otherwise, except as otherwise hereinafter provided, of
any one Note over any other Note.

Section 4.06. SaIe of Notes; Terms and Provisions. All Notes shall be
sold at public or private sale on such terms and at such prices as may be determined by or
in the manner prescribed in the Resolution.

Section 4.07. conditions of Issuing Notes; Fiting of rranscript;
Further Action. Prior to the issuance of the first Notes of any series of Notes, the Bond
Committee shall adopt a Resolution specifuing the aggregate principal amount, and
authorizing the issuance of such series of Notes; stating that such Notes are issued for the
purposes specified in Section 4.01 hereof; and making a finding based on the report of the
Chief Fiscal Officer required by Section 8 of the Act that the Gas Works Revenues
pledged hereunder will be sufftcient to comply with the Rate Covenant and also to pay all
costs, expenses and payments required to be paid therefrom and in the order and priority
stated in Section 4.02 hereof; and containing the covenant as to the payment of debt
service required by Article IX, Section 10 of the pennsylvania constitution.

Except to the extent specified herein, the Resolution shall speciS the terms and
provisions of the Notes to be issued thereunder, a particular method of sale, the terms
upon which, or the prices for which, the Notes are to be sold or exchanged, including, if
applicable, competitive bidding specifications and an agreement with any Dealer
appointed for the Notes; may contain or authorize such further covenants and agreemen6,
including such additional covenants as may be appropriate under existing regulations so
that the Notes may not be deemed to be "arbitrage bonds" as such term is defined in the
Code; may specifu the agreement with the Fiscal Agent and provisions governing the
execution and delivery of Notes and the deposit and payment of moneys and other
appropriate matters; may specify the Reimbursement Agreement with any Credit Support
Entity providing a Credit Support Instrument, including the maturity, interest rate, terms
and conditions of the City's Reimbursement Obligation and provisions for a security
interest in the Gas Works Revenues and the proceeds from the sale of the Notes to the
same extent as granted in this Ordinance with respect to the Notes; shall specify
provisions for a Sinking Fund pursuant to Article V hereof; and may contain such other
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deem appropriate and proper and as shall be

i

Prior to the issuance of the first Notes of any series, the Director of Finance shall
comply with the hanscript filing provisions of the Act, and such Notes will not be issued
until the approval of the Court of Common Pleas of Philadelphia County has been
obtained in the manner prescribed by the Act.

The Director of Finance, the City Controller, the City Solicitor and such other
officers of the City as may be appropriate are authorized in connection with the issuance
of any series of Notes hereunder, to prepare, execute and file on behalf of the City such
statements, documents or other material as may accurately and properly reflect the
financial condition of the City or other maffers relevant to the issuance or payment of
such Notes and as may be required or appropriate to comply with applicable state or
federal laws or regulations.

In addition, the Director of Finance is authorized to make such elections under the
Code with respect to the Notes as he or she deems advisable, and to take such action on
behalf of the City with respect to the investment of the proceeds of the Notes, and the
Director of Finance and any member of the Bond Committee are authorized to make zuch
covenants and certifications as may be necessary or advisable in order to further
implement the tax covenant set forth in Section 4.04 hereof,

Section 4.08. Credit Support. In the event that any Notes are to be
further secured by a Credit Support Instnrment, the Bond Committee may enter into a
Reimbursement Agreement with the Credit Support Entrty. The Reimbursement
Agreement may contain such terms and provisions as may be approved in a Resolution,
including the maturity, rate of interest and other terms of the Reimbursement Obligation,
provisions pledging and granting a security interest in the Gas Works Revenues and the
proceeds of the Notes in order to secure the City's obligations under the Reimbursement
Agreement to the same extent as granted by this Ordinance with respect to the Notes, and
representations, covenants, indemnifi.cation provisions and other terms not inconsistent
with this Ordinance and the Act; provided, however, that the Reimbursement Obligation
with respect to any funds advanced by the Credit Support Entity shall not be later than
August 31, 2010 and the City shall not have any obligation to pay any liability arising out
of the Reimbursement Agreement except from the Gas Works Revenues or the proceeds
of Refunding Notes. Any Reimbursement Obligation shall not be a general obligation of
the City and shall not pledge its general credit or taxing power or create any debt or
charge against the general revenues of the City.

ARTICLE V

SINKING FUND
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Section 5.01. Establishment of Sinking Fund. Each Resolution shall
establish a Sinking Fund for the benefit and security of the hold-ers of the Notes of a
particular series.

The City covenants to deposit in the Sinking Fund from the 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
Notes, the amounts required, after taking into account any amounts paid from the
proceeds of Refunding Notes or pursuant to a Credit Support Instrumenf to pay the Notes
then becoming due and payable.

Section 5.02. Fiscal Agent. Such state or federally chartered banh bank
and trust company or trust company as may from time to time be appointed by the Bond
Committee in a Resolution, shall act as Fiscal Agent in respect of one or more series of
Notes issued under this Ordinance. The Fiscal Agent shall also act as Sinking Fund
Depositary of the Sinking Fund, and as authenticating agent and paying agent of the
Notes in respect of which it is the Fiscal Agent. A Credit Support Entity may also act as
Fiscal Agent. Nothing in this Ordinance shall be construed to prevent the City from
engaging other or additional Fiscal Agents from time to time or from engaging other or
additional Sinking Fund Depositaries, authenticating agents or payrng agents of the Notes
or any series thereof, but there shall be only one Fiscal Agent at a particular time for a
series of Notes.

Subject to the foregoing, the proper officers of the City are authorized to enter
into contracts or to confirm existing agreements governing the maintenance of accounts
and records, the authentication of Notes, the disposal of canceled Notes, the rights, duties,
privileges and immunities of the Fiscal Agent, and such other matters as are authorized
by the Act and as are customary and appropriate and to confirm the agreement of the
Fiscal Agent, in its several capacities, to comply with the provisions of the Act and of this
Ordinance.

Section 5.03. Payments from the Sinking Fund. The Fiscal Agent shall
liquidate investments on direction of the Director of Finance, or, if for any reason he or
she should fail to give such direction, as necessary so as to have available in cash not
later than the due date thereof, an amount required to pay the Notes.

Except as otherwise provided in a Resolution, any excess moneys in the Sinking
Fund and moneys for the payment of the Notes unclaimed after the due date for two (2)
years, shall be repaid to the City but such repayment shall not discharge the obligation, if
any, for which such moneys were previously held in the Sinking Fund.

Section 5.04. Management of the Sinking Fund. Except as otherwise
provided in a Resolution, all moneys deposited by the City held in the Sinking Fund, to
the extent not currently required, shall be invested as authorized by the Act, or deposited
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in interest-bearing accounts authorized by the Act, all at the direction of the Director of
Finance. All deposits, including interest-bearing deposits, of moneys deposited by the
City in the Sinking Fund, to the extent not insured as provideil in the Act, shall be
secured as required by the Act. Interest and profits from such investments shall be added
to the Sinking Fund and credited in reduction of or to complete required deposits by the
City into the Sinking Fund.

ARTICLE VI

DEFAULTS AND REMEDIES

Section 6.01. Defaults and Statutory Remedies.If the City shall fail or
neglect to pay or to cause to be paid any Note when due, or if the City shall fail to
comply with any provision of the Notes or with any covenant of the City contained in this
Ordinance or a Resolution then, under and subject to the terms and conditions stated in
the Act, the holder or holders of any Note or Notes shall be entitled to all of the rights and
remedies, including the appointment of a trustee, provided in the Act.

Section 6.02. Remedies Not Exclusive; Effect of Delay in Exercise of
Remedies. No remedy herein or in the Act conferred upon or reserved to the trustee, if
any, or to the holder of any Note is intended to be exclusive (except as specifically
provided in the Act) of any other remedy or remedies, and each and every such remedy
shall be cumulative and shall be in addition to every other remedy given hereunder or
now or hereafter existing at law or in equity or by statute.

No delay or omission of the fustee, if one be appointed, or of any Noteholder to
exercise any right or power accruing upon any default shall impair any such right or
power or shall be construed to be a waiver of any such default, or an acquiescence
therein; and every power and remedy given by this Article VI, by the Act or otherwise
may be exercised from time to time, and as often as may be deemed expedient.

Section 6.03. Remedies to be Enforced Only Against Gas Works
Revenues. Any decree or judgment for the payment of money against the City by reason
of default hereunder shall be enforceable only against the Gas Works Revenues and no
decree or judgment against the City upon an action brought hereunder shall order or be
construed to permit the occupation, attachment, seizure, or sale upon execution of any
other property of the City.

ARTICLE VII

AMENDMENTS AND MODIFICATIONS
Section 7.01. Amendments and Modifications. This Ordinance mav be

supplemented, modified or amended:
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(a) to cure any ambiguity or defective or inconsistent provision,
omission or mistake, or manifest error herein or therein; :

(b) to grant to or confer upon Noteholders, or a trustee, if any, for the
benefit of Noteholders any additional rights, remedies, powers, authority, or security that
may be lawfully granted or confene4

(c) to add to, modiff or delete any of the provisions hereof in a
manner which will affect only Notes issued after the amendment or modification
becomes effective; and

(d) 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 Notes, but no amendment or modification
shall be made with respect to any outstanding Notes to alter the amount, rate or time of
payment, respectively, of the principal thereof or the interest thereon without the written
consent of the holders of all affected Outstanding Notes;

(e) except as aforesaid, in such other respect as may be authorized in
writing by the holders of a majority in principal amount of the Notes Outstanding and
affected.

Section 8.01.

ARTICLE VIII

MISCELLAITEOUS

Ordinance and Resolutions are Contracts with
Noteholders. This Ordinance and Resolutions adopted pursuant hereto are contracts with
the holders of all Notes from time to time Outstanding hereunder and thereunder and
shall be enforceable in accordance with the provisions of Article VI hereof and the laws
of the Commonwealth of Pennsylvania.

Section 8.02. Repeals. All ordinances and parts of ordinances heretofore
adopted pursuant to the Act to the extent that the same are inconsistent herewith are
hereby repealed.

section 8.03. Amendment of Management Agreement. city council
hereby authorizes the amendment of that certain Agreement Between The City of
Philadelphia and the Philadelphia Facilities Management Corporation for the
Management and Operation of the Philadelphia Gas Works, originally dated December
29, L972, authorized pursuant to an Ordinance of City Council, approved December 29,
1972 (Bill No. 455), as fuither amended as authorized by Ordinance on numerous other
occasions, as follows:
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To revise Paragraph 3 of Sections IV (Accounting Methofs) to read as follows,
with new text double-underlined in Mks and deleded text with #b
#%b*

3. Temporary Financing

Short-term loans not exceeding twenty million dollars in amount or twelve
months in duration may be negotiated in anticipation of revenues, except that short-term
loans exceeding twenty million dollars but not exceeding forty-five million dollars in
amount may be negotiated in anticipation of revenues for Fiscal Year 1982 of the Gas
Works and may be outstanding during the period July l, 1981 through June 30, 1982. If
such loans are required, plans therefor shall be submitted to the Gas Commission and the
Director of Finance for approval of amount of loan. The amount of any such loan shall
also be subject to the approval by resolution or by ordinance of city council-

The Gas Works; may also receive temporary advances from the City in
anticipation of revenues which are anticipated to be received by the Gas Works provided
that such advances do not exceed twenty mitlion dollars in amount or twenty-four months
in duration; provided further, however, that during the period June 30, 1981 through June
30, 1983 and the period September l, 2000 through August 31,2002, such advances may
exceed twenty million dollars but shall not exceed forty-five million dollars in amount
and may exceed twenty-four months but not exceed seventy-two months in duration. The
amount of each such advance shall be subject to the prior approval of the Director of
Finance and the Gas Commission and to the approval by resolution or by ordinance of
City Council.

In addition to the foregoing authorized borrowings, loans not exceeding cre
ffi one hunared firn mitlion d aggregateprincipal amount at
any time outstanding may be incurred for financing accounts receivable and the purchase
of inventory for the Gas Works, as authorized, by applicable law. If such loans are
required, plans therefor shall be submitted to the Gas Commission and the Director of
Finance for approval of the aggregate principal amount of such loans which may be
outstanding at any single time. Such aggregate principal amount shall also be subject to
approval by resolution or by ordinance of City Council.
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CERTIFICATION: This is a true and conect copy of the original Bill, Passed by
the city councilon December 15, 2005. The Bill was signed by the Mayor on
December 22,2005.

G,*;-AW+-
Patricia Rafferty

Chief Clerk of the City Council
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PHILADELPHIA GAS WORKS
STATEMENT OF INCOME

(Dollars in Thousands)

Budget
AD0:09

$84,369

27,510

969,765

Estlmate
zl08{19

$66,596

25,358

828,245

ExhlbitA-1

Budget
2009:10

$50,190

30,084

742,086

Llne
No.

Actual
20!z{8

$78,687

18,900

723,5U

12,238

(1,931)

831,428

8,607

9,592

18,199

$849,627

$511,938

38

1.

2.

3.

4.

5.

5.

7.

L
9.

10.

11.

12.

13.

14. ContributionMargins

15. Labor& FringeBenefits

16. Bad DebtExpense

17. Other Expenses & Depreciation

18. Sub-Total Other O&M & Depreciation

19. TotalOperatingExpenses

20. Operating Income

21. Other lncome

22. Income Before lnterest

INTEREST

23. LongTerm Debt

24. Other lnterest

25. AFUDC

26. Loss from Extinguishment of Debt

27. Total lnterest Expense

28. Net Eamings

OPERATING REVENUES

Non-Heating

Gas Transportation Service

Heating

Weather Normalization Adjustment

Unbilled Gas Adjustment

Total Gas Revenues

Appliance Repair & Other Service Revenues

Other Operating Revenues

Total Other Revenues

Total Operating Revenues

OPERATING EXPENSES

NaturalGas

Other Raw Material

Sub-Total Fuel

1,580 596 (1,037)

12,268 10,553

1,083,224

9,029

21,297

$1,104,521

$732,322

5

920,795

8,745

19,298

$940,093

$546,951

20

821,323

8,708

9,114

17,822

$839,145

$420,056

20

511,976

$337,651

$140,908

37,000

104,362

282,270

$794,246

$55,381

$15,732

$71 ,1 13

$56,075

6,8'12

(338)

5,457

732,327

$372,194

$145,530

M,011

108,360

297,941

$1,030,228

$74,293

$11,526

$85,819

$54,968

8,017

(873)

5,102

$67,214

il6,971

$393,122

$149,835

47,111

110,641

307,587

$854,558

$85,535

$9,785

$95,320

$62,449

6,401

(3ee)

5,202

$73,653

420,A76

$419,069

$159,438

44,757

94,794

298,989

$719,065

$120,080

$10,778

$130,858

$59,132

12,480

(865)

5,392

$68,006 $76,139

$54,719$3,107 $18,605 $21,667



Exhibit A-1-1

1.

2.

3.

4.

6.

7.
8.
9.

10.

11.

Llne
No.

OPERATING REVENUES

12. Natural Gas
13. Other Raw Material

11.

15.

16.

17.
1E.

19.

20.
27.
u.
23.
24.
E.
26.

27.

28.
29.
30.

31.

32.
33.

34.
35.

36.

37.

Non-Hoating

Gas Transportation Service
Heating

Weather Normalization Adjustment
Unbilled Gas Adjustment

Total Gas Revenues
Appliance Repair & Bill Paid Turn-Ons
Other Operatng Revenues

Total Other Operadng Revenues

Total Operadng Revenues

OPERATING EXPENSES

PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
(Dollars ln Thousands)

Actual
20074E

$78,687
18,900

723,5U
12,z.3E

(1 ,e31) 1 ,580
831428 1,083,224

8,607 9,029

9,592 12,268
18,199 21,297

$84s,627 $1,104,521

$511,938
38

Budget
2008.09

$84,369
27,510

969,765

732,322

5

Esdmate
2008.09

$66,596
25,358

828,245

596

92A,795

8,745
10,553

19,29E

$940,093

546,951

20

Budget
2009-10

$50,190
30,084

742,086

(1,037)

821,3z.3

8,708

9,114

17,822

$83S,145

420,056
20

Sub-Total Fuel

CONTRIBUTION MARGINS

Gas Processing

Field Services
Distribution

Colletion
Customer Service

Account Management
Bad Debt Expense

Marketing

Adminisfatve & General

Healtr Insurance

Capitalized Fringe Benefits
Capitalized Adminlstatve Charges

Pensions

Taxes
Other Post Employement Benefits

BT Costd(Benefits)
Labor/Cost Savings

Sub-Total Other Oper.& Maintenance
Depreciaton
Cost of Removal

To Clearing Accounts

16,265 16,584 U,A7
38,375 36,121 U,ffi2
'17.9E2 20,779 19,889

9,450 9,122 9,446

13,510 13,470 14410
7,548 7A8O 7,87s

M,011 47,1't1 M,757
4,04 3,652 5,526

48,011 44,n3 52,745

36,551 37,300 39,977
(10,5e2) (e2141 (10,528)

(7 A73l (6,731) r/,181)
'14,419 15,531 21,463
6,799 6,609 6,955

25,558 25,558 24,615
(1,670) 3,000 (16,700)

(2,156' (13t9) (1,4S0)

269,726
39,280
3,000
(441e)

37,861

307,587

$854,558

E5,535

9,785

$95,320

$62,,149
6301
(3se)

5,202

73,653

260,382
40,409

3,000

(4,802)

38,607

298,989

$71e,065

120,080

14,n8

$130,858

$59,132
12,480

(865)

5,392

76,139

2,U7 3,000

(3,344) (5,15s)

39,524 37,49

282,279 297,90',1

$794,246 $1,030,228

55,38't 74.m3
15,732 11,526

$71,113 $85,E19

$56,075 $54,968
6,812 8,017
(338) (873)

5,457 5:t02

6E,006 67,214

511,976

$337,651

14,436

37,126
17,3't9
8441

12,305

7,006

37,000

2,62E
44,001

34,226
(10,3131)

(7,180)

't4,258
5,6T1

,u,y

732,327

$372,194

260,652
39.408

546,971

$393,122

4m,076

$419,069

242,746
40,02'l

38. Sub-Total Other Oper.& Maint. & Depreclaton

39. TOTALOPERATING EXPENSES

40. OPERATING INCOME

41. Other lncome

42. INCOME BEFORE INTEREST

INTEREST
43. Long-Term Debt

44. Other
4{'. AFUDC
46. LossFrom ExtinguishmentofDebt

4;1.

48. NET EARNINGS

Total lnterest

$3,107 $18,60s $21,667 $54,719



(Dollars in Thousands)

Line
No. SOURCE$

1. Net Eamings

2. Depreciation & Amortization

3. Eamings on Restricted Funds

4. Elimination of Accrued lnterest on Refunded Debt

5. Increased/(Decreased) Other Assets\Liabilities

6. Available From Operations

7. Funds Required for Capital

8. Grant Income

L Release of Sinking Fund Asset

10. Temporary Financing

11. TOTALSOURCES

usEs
12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

Net Capital Expenditures

Funded Debt Reduction:

Revenue Bonds

Subordinate Revenue Bonds

Temporary Financing Repayment

City LoanRepaymenUStatus

Distribution of Eamings

Additions to (Reductions of)

Non-Cash Working Capital

Cash Needs

Cash Surplus (Shortfall)

TOTAL USES

Cash - Beginning of Period

Cash - Surplus (Shortfall)

Endlng Gash

Outstanding Commercial Paper

City Loan Outstanding

PHILADELPHIA GAS WORKS
CASH FLOW STATEMENT

ExhlbltA-2

Estlmate
200E{9

$21,667

45,470

(5,1-77)

29,255

90,215

45,000

18,000

$169,528 $153,215 $184,463

Actual
200L00

$3,107

46,660

(11,851)

25,403

63,319

70,000

18,000

38,400

$189,n9

Budget
2It0849

$18,605

45,626

(4,:5)

(3,928)

55,528

70,000

18,000

4,000

22,000

Budget
200940

$54,719

46,146

(5,846)

21,444

116,463

50,000

18,000

$61,742

40,400

1,430

43,000

18,000

27,507

192,079

(2,360)

$189,719

$72,745

43,125

1':00

18,000

34,U4

$55,591

43,125

1,500

24,000

18,000

9,645

$72,120

46,640

1,565

37,000

18,000

9,278

169,714

(186)

_$16e,52q_

151,861

1,35,4

__$153,215_

184,603

(140)

$184,463

$51,698 $50,217 $49,338 $50,692

(2,360) (186) 1,354 (140)

$49,338 $50,031 $50,692 $50,552

$90,000 $66,000 29,000$90,000



ExhlbltA-3

Llne
No.

EUNDS-PROYIDEP

1. Total Gas Revenues

2. Other Operating Revenues

3. TotalOperatingRevenues

4. Other Income Less ResMcted Funds

5. Grant Income

6. AFUDC (lnterest)

7. TOTALFUNDSPROVIDED

PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE

(Dollars in Thousands)

Actual
200208

$831,428

1g,1gg

849,627

3,881

18,000

338

Budget
2008{D

$1,083,?24

21,297

1,104,52',1

6,751

19,000

873

Estlmate
21108{19

s920,795

19,298

940,093

4,608

19,000

399

Budget
200L10

$821,323

17,9?2

839,145

4,932

19,000

865

8.

9.

10.

11.

12.

EUNDSJPPUED

FuelCosts

Other Operating Costs

Total Operating Expenses

Less: Non-Cash Expenses

TOTAL FUNDS APPLIED

Net Avallable To ServlcE Aggregate Debt Servlce

Aggregate Debt Servlce

Fixed Goverage Gharge on Long Term Debt

Fixed Coverage Charge Includlng $18.0 M City Fee

$871,846

$511,976

282,270

794,246

68,898

$725,U9

146,498

$u,225
4.28

$112,273

$59,695

1.88

$52,578

1,986

26.47

$136,809

$100,005

s1.130,145

$732,327

297,901

1,030,228

68,106

$963,100

$96,971
307,597

854,558

67,883

$862,942

$420,076

298,989

719,065

68,210

13. Funds Available to Cover Debt Service

14. 1975 Ordinance Bonds Debt Service

I 5. Debt Servlce Goverage I 975 Revenue Bonds

16. Net Available After Prior Debt Service

17. 1998 Ordinance Bonds Debt Service

18. Debt Servlce Goverage 1998 Revenue Bonds

19. Net Available After 1998 Debt Service

20. 1998 Ordinance Subordinate Bond Debt Service

21. Debt Servlce Goverage Subordlnate Bond

$962J22

168,023

$32,313

5.20

$135,710

$64,151

2.12

$71,559

1,990

35.96

$149,499

$98,454

1.52

1.28

$786,675

176,425

$32,313

5.46

$IM,112

$68,601

2.10

$75,511

1,990

37.95

$159,138

$105,907

1.50

1.28

$650,855

2't2,087

$30,101

7.05

$181,986

$73,261

2.8

$108,725

1,986

il.75

$194,945

$107,965

22.

23.

24.

25.

1.81

1.55

1.37

1.16



E)<hlbltA4

PHILADELPHIA GAS WORKS
BALANCE SHEET

LinE

No.

(Dollars in Thousands)

Actual
8t31ti2008

$1,062,095
106,198

111,207

2,383
49,339

22,880
9,714
8,145

(140,435)

99,304
1E7,539

2,317

3,309

38,738

47,902

12,650

6,685

Budget
8131nOOg

$1,',|o1,872
1U,097
41,769

2,383

50,031

181,238

250
11,142

(126,302)

66,329

1g+,743

2,505

1,479
35,534

42,800
2,326

2,674

Estlmate
St3'-noog

$1,07E,406
109,285

68,326

2,591
50,692

235,582

9,150
8,741

(137,82O)

115,653

134,9?2

5,989

7,317

25,U2
53,897

12,961
3,828

$1,669,7{2

Budget

Et3dasto

$1,1 10,1 17

123,0U
158,102

2,6U
50,552

229,280
9,425

7,7U
(1U,977)
111,49i2

127,758

6,296

9,190

23,937
48,505

12,961
2,163

_$lJg9f91_

$302,794

'|',221,590

18,4U
(6,827)

27,278

29,000

37,254

ASSETS
1. Utility Plant Net

2. Sinking Fund Reserve

3. Capital lmprovement Fund

4. Restricted lnvestment Worker Comp Fund
5. Cash

Accounts Receivable:
6. Gas Receivable
7. Other

8. Accrued Gas Revenues
9. Reserve for Uncollectible
10. Accounts ReceivablE Net
11. Materials & Supplies
12. Other Cunent Assets
13. Defened Debits

14. Unamortized Bond lssuance Expense
15. Unamortized Extraordinary Loss

16. OtherAssets

17. Defened Environmental

TOTALASSETS

EOUIn/& LIABILTflES
City Equity

Long Term Debt:

Revenue Bonds
TECA Accretions
Unamortized Discount
Unamortized Premium

Notes Payable

City Loan

Accounts Payable:

NaturalGas
General

Customer Deposits
Other Cunent Liabilities
Defened Credits

Accrued Credits:
lnterest

Taxes & Wages
Distribution to City
Other Liabilities

TOTAL EQUITY & LIABILITTES

$1,648,541

19.

20.
21.
?2.

23.
24.
25.

26.
27.

28.
25.
30.

31.

32.

33.

34.

35.

$226,408

1,'|'6a455

15,314
(4,esl)
30,375

90,000

0

67,509

7,325
8,264

24,317

12,391

3,430

3,000

83,829

$254,833

1,1'17,930

16,818

(4,469)

27,8M
90,000

47,529
14,124

9,250

9,'100

8,406

13,087

5,139

3,000

36,090

$248,075

1,119,785

16,E18

(5,914)

29,875

66,000

38,645

3,250

1,145

23,883

15,057

3,021

3,000

107,072

3,350

'|',174

4,997

15,432

3,315

3,000
't24,874

$1,729,665

84.2o/o36. Debt to Equity

_t1,M8,!11_ _$1,66q4?_



Line
No.

1. Non-Heating

2. Gas Transportation Service

3. Heating

4. WeatherNormalizationAdjustment

5. Unbilled Gas Adjustment

6. Sub-TotalGas Revenues

7. Appliance Repair & Other Service Revenues

8. Other Operating Revenues

9. Sub-Total Other Revenues

10. TotalOperating Revenues

PHILADELPHIA GAS WORKS
OPERATING REVENUES

(Dollars in Thousands)

Actual
200L08

$78,687

18,900

723,5U

12,239

(1,931)

831,428

8,607

9,592

Estimate
200849

$66,596

25,358

828,245

596

Exhibit B

Budget
2009{0

$50,190

30,084

742,096

(1,037)

821,323

8,708

9,114

920,795

8,745

10,553

18,199 19,298 17,822

$849,627 $940,093 $839,145



2007-08 ACTUAL

Firm Non-Heating

Interuptible

TotialNon Heating

Gas Transportation Service

Heating *

Total Revenues

Billed
Revenues

$52,529

26,679

79,208

18,900

744,179

$842,287

Billed
Revenues

$50,980

16,149

67,129

25,358

834,230

__q926,?1?_

Billed
Revenues

$40,678

8,015

48,693

30,084

721,571

2006-07 GCR
Over Recovery

$'M3

M3

6,123

$6,566

2007-08 GCR
Over Recovery

($e64)

(e64)

(14,530)

($1s,+s+1

Exhlblt B-i

$52,008

26,679

78,687

18,900

735,772

$833,359

$50,47
16,149

66,596

25,358

828,245

$42,175

8,015

50,190

30,084

742,086

PHILADELPHIA GAS WORKS
RECONGILIATION OF BILLED REVENUES

(Dollars in Thousands)

Llne
No. Totral

Revenues

1.

2.

3.

4.

5.

6.

2OO8{I9 ESTIMATE

7. Firm Non-Heating

8. lnteruptible

9. TotalNon Heating

10. Gas Transportation Service

11. Heating

12. Total Revenues

2009.10 BUDGET

13. Firm Non-Heating

14. lnteruptible

15. TotalNon Heating

16. Gas Transportation Service

17. Heating

18. Total Revenues

2007-08 GCR 2008{9 GCR
OverRecovery OverRecovery

$964 ($1,497)

Total
Revenues

$15,494 ($22,012) $920,199

964

14,530

2008-09 GCR
Over Recovery

$1,497

(1,497)

($20,515)

2009-10 GCR
ovellh4erBeeqr&ry

Total
Revenues

1,497

20,515

$800,348 $22,012 $822,360

" The 2007 -2008 fiscal period reflects a $12.2 million WNA charge to customers reflecting the impact of the
warmer winter heating season.



Line
No. trLQI{HEAIING
1. Residential
2. CRP Residential
3. CRP Shortfall
4. Commercial
5. Industrial
6. Municipal
7. NGV

8. Total Firm Non-Heating

PHILADELPHIA GAS WORKS
GAS REVENUES

(Dollars in Thousands)

Actual
2007!08
$20,165

(125)
25,794
4,265
2,424

6

$52,529

$2,642
ru'1n'

(14)
6,605

264
331

171

1,187

26,679

$79,208

$666,375

(87,603)
125,399

7,609
9,167

10,994
12,238

744,179

823,387

18,900

_$842,28?_

3,746

Estimate
a00E:09
$19,539

921
(45e)

25,422
4,279
.2,273

6

Exhibit B-1-1

Budget
2009:10
$14,633

764
(340)

20,372
3,282
1,963

4

io,
733

243
72

351

129
230

9.
10.
11.
12

13.
14.
15.
16.
17.
18.

19.

20.
21.

BPS - Small
BPS - Large
BPS. A/C
BPS - H Indirect
LBS-L Direct
LBS-L Indirect
LBS-S Indirect
LBS-XL Direct
LBS-XL Indirect
Co-Generation - Indirect
GTS - Sales

Total Intemlptibles
TotalNon Heating

HEAIILLA
Residential
CRP Residential
CRP Shortfall
Commercial
lndustrial
Municipal
Housing Authority

WNA

Total Heating
Net Billed Revenues
GTS Revenues
TotalBilled Revenues

$50,980

$2,213
11,800

:n

161

1,216

$40,678

$1,093
5,698

:u

22.
23.
24.
25.
26.
27.
28.
29.
30.

31.

32.
33.

16,149

$67,129

$569,149
197,104
(98,211)
134,212

8,271
8,936

14,7_69

8,015

$48,693

$488,995
172,910
(77,028',)

109,902
6,969
7,6M

12,179

834,230

901,359

25,358

721,571

770,264
30,0&

$926,717 $800,348

34. Degree Days 4,181 4,412



Line
No. MI{-HEAIIM
1. Residential
2. CRP Residential
3. Commercial
4. lndustrial

5. Municipal
6. Housing Authority
7. TotalFirm Non-Heating

8. BPS - Small

9. BPS - Large
10. BPS-A/C
11. LBS-LDirect
12. LBS-Llndirect
13. LBS-Slndirect
14. LBS - XL Direct
15. LBS - XL Indirect
16. Co-Generation - lndirect
17. GTS - Sales

18. Total Intem.rptibles

19. Total Non Heating

20.
21.
22.
23.
24.
25.
26.
27.

28.
29.

HEAI1NG
Residential

CRP Residential
Commercial
lndustrial

Municipal

Housing Authority
Total Heating
Net Billed Sales
GTS Volumes
Total Billed Sales

Firm Sales
Residential Sales

PHILADELPHIA GAS WORKS
GAS SALES

(MCF's)

Actual
200L09

802

1,395

235

153

Estimated
2008:09

718
41

1,352
228
134

Exhibit B-2

Budget
200940

653
40

1,315

215
147

2,585

141

1

535

22

25

14

130

2,473

133

836

6

14

101

30

13

12

2,370

94

563

10

I
63

22

34,347

6,984
421

566

622
42,940
47,316
19,032

____9q&9-

45,525
35,149

30.
31.

1,791

4,376

1,145

3,618

27,927

9,756

7,141
436

515

782

770

3,140

28,794
10,354
7,233

455

572
803

46,557

50,175

48,211
51,351

22,35321.731
71.906 73,704

49,030
39,M2

50,581
39,841



PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE

2007-08 ACTUAL
(Dollars in Thousands)

Refusls

$-

Seasonal
Adtustmenl

g (4,412)

(2,184',)

975

6,088

8,545

6,U2

3,123

(1,1141

(3,567)

(4,6291

(4,5821

Exhlblt C-1-l

Iotal

$ 13,648

16,208

54,518

87,809

95,771

86,253

69,280

u,448

25,624

11,777

12,309

4,293

$ s11,938

Llne
No.

1. September

2. October

3. November

4. December

5. January

6. February

7. March

8. April

9. May

10. June

11. July

12. August

13. Total

(9,538)

50,294 (21,350)

M,548 (25,373)

(2,112) 32,860

(3,2781 25,922

(2,6111 16,544

7,802

713

564

(To) From
Billld lryenlou lnvenlonl

32,292$(14,786)$554
31,566 (13,925) 751

54,048 (7,476) 6,971

64,694 (2,333) 19,360

56,478

57,267

52,224

37,299

(466)

(3,333)

(3,254)48,141 (28,603) 607

41,112 (223Aq (6,323) (3,607) (4,585)

_$_56e,e62_ _$_]]53,qgq- _$_106,325_ _q_!_gggq_ _q



Line
No.

1. September

2. October

3. November

4. December

5. January

6. February

7. March

8. April

9. May

10. June

11. July

12. August

13. Total

$ 37,041

40,736

PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE

2OO8.O9 ESTIMATE
(Dollars in Thousands)

ffo) From
Biled lneentory lnvenlonr Refunds

Exhlblt C-l-2

Seasonal
Adlustmenl lotal

(31)g(4,441r$13,147

(2,0761 31,171

- 1,077 55,406

- 6,151 102,515

- 8,157 126,389

6,134 87,792

- 3,646 71,713

- (745) 25,'150

- (3,523) 12,457

- (4,829) 7,140

$ (21,062) $ 1,U0 $

(13,315) 5,826

53,398 (6,404)

65,685 (2,847l,

69,058 156

7,335

33,526

49,018

27,95054,663 (ess)

52,299 (2,991) 18,759

29,252 (5,923) 2,566

23,904 (8,579) 655

19,950 (8,589) 608

22,505 (10,875) 629 - (4,7731 7,486

21,540 (10,806) 629

$490,031 $ (92,190) $149,141 $ (31) $ - $546,951



Llne
No.

PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE

2OO9.1O BUDGET
(Dollars in Thousands)

Exhlblt C-l-3

Seasonal
Refunds Adlustment lotal

$-$(4,123)$8,2741. September

2. October

3. November

4. December

5. January

6. February

7. March

8. April

9. May

10. June

11. July

12. August

13. Total

Bi[ed

$ 26,011

32,3U

37,601

49,266

52,834

47,439

46,490

33,993

28,186

20,924

20,599

(To)

lnsqnlonr

$ (14,2201

(13,272)

(4,599)

(1,761)

(3,443)

(8,019)

(10,250)

(8,499)

(7,875)

From
hvenforu

$ ooo

713

4,952

18,988

26,094

19,903

11,991

3,966

592

560

576

- (1,972)

- 1,151

17,853

39,105

- 5,577 71,070

- 7,401 86,329

- 5,388 72,629

- 3,256 59,194

- (669) 29,271

- (3,099) 15,429

- (4,361) 8,624

- (4,269) 9,031

19,833 (11,8721 576

$414,559 $ (83,810) $ 89,307 $ - $ - $420,056



PHILADELPHIA GAS WORKS
LABOR & FRINGE BENEFITS

(Dollars in Thousands)

Actual
2007.08

$ 105,887

(24,726)

95,161

32,839

(18,581)

14,258

1,596

34,226

35,912

6,484

1,532

132

(e03)

(1,568)

5,677

$ 140,908

Estimate
2008.09

$ 108,962

(20,567)

gg,395

2,000

37,300

39,300

6,645

1,579

175

(214)

(1,575)

6,609

Exhibit G-3

Budget
2009.10

$ 111,764

(22,221)

99,543

1,900

39,977

41,877

6,832

1,615

140

tt,og2l
6,955

$ 159,438

Line
No.

OPERATING I3BOR
1. Payroll

2. To Capital & Clearing Accounts

3. Total Operating Labor

PENSIONS

4. Beneficiaries

5. Payments to (Withdrawals from) Fund

6. Total Pensions

INSURANCE

7. Group Life

8. Health

9. Total Insurance

TAXES

10. FrcA - oASl

11. FICA - Medical

12. State Unemployment

13. Federal Unemployment

14. Tax Rebate/Settlements

15. Allocated to Capital Projects

16. Total Taxes

33,866 35,129

(18,335) (14,065)

15,531 21,063

17. Total Labor & Fringe Benefits $ 149,835



PHILADELPHIA GAS WORKS
DETAIL OF DIRECT LABOR EXPENSES

(Dollars in Thousands)

Estlmate
2008-09

Exhibit G-3-1

Budget
2009-1 0

Actual
2007-08

LlnE
No.

1. Administration

2. Finance

3. Customer Activities

4. Marketlng & Plannlng

5. Operations

6. Systems & Services

7. LaborCostSavings

8. Philadelphia Gas Commisslon

Average
Pcrsemel Panrelf

55 $ 6,120

43 2,394

3 7 19,854

72 4,509

933 58,390

231 14,335

Average
Porsenrsl Pavroll

59 $ 6,070

43 2,&8

368 20,866

76 4,n5

942 60,319

234 15,507

(22) (1,419)

5 296

Average
Personnel Pavroll

59 $ 6,067

43 2,599

368 21,405

76 5,648

937 62,000

239 15,105

(22) (1,4s0)

5 390

9.

10.

11.

Total Personnel & Payroll

Allocated to Capital & Clearing Accounts

Net Operating Labor

1,715 $ 105,887

Q0,726)

_1,715_$_q!l_

1,705 $ 108,962

(20,567)

1,?05 $ 88,3q

1,705 $ 111,764

(22,221)

't,705 $ 89,543



Exhibit C.4

PHILADELPHIA GAS WORKS
DETAIL OF OTHER EXPENSES

(Dollars in Thousands)

LINE
NO.

Actual
2007{,8

$5,485

$1,638

$7,700

$3,228

$4,043

$3,689

$787

$20,421

$2,313

$20

($1sa1

($17,512)

$42,868
($saa;

$30,418

Estimate
2000:09

$4,559

1,325

5,074

3,350

5,810

3,771

1,472

22,590

2,395

50

(165)

(15,945)

42,280
(e1e)

35,004

Budget
2009-10

$3,564

2,246

6,058

4,520

5,911

3,845

1,488

27,093

2,539

255

(165)

(17,709)

43,409
(1,107)

12,858

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

CIIHEBEXPENSES

Appropriation for Reserves
and Other Losses

Advertising

GeneralMaterial

lnsurance

Contracted Maintenance

Utilities

Rentals

Purchased Services

Postage

Promotion

Non-Utility Revenues

Labor Related Fringe Beneflts
and A&G Charged to Capital

Depreciation
Less: Cleared to Capital

Miscellaneous

Total Other Expenses $104,362 $110,641 $94,794



DETAIL OF OTHER OPERATING EXPENSES C4

APPROPRIATION FOR RESERVE
AND OTHER LOSSES
Risk Management
Compensated Absences
Corporate Settlements

Grand Total

ADVERTISING
Field Services
Collection
Marketing
Corporate Communications
VP CustomerAffairs
PUC
Organizational Development
Gas Commission
lnformation Services
Telecommunications
Materials Management

Grand Total

Actual Estimate Budget
20!z{8 200849
94,791 $4,265

633 (40e)
61 703

200910
$3,460

u
60

_qugq_ _$4s!9_ _s3,qq1-

Actual
2007{8

$136
352

17
7M
268

3
78
I

8
23

Estimate
2008{9

$154
200
368
150
308

25
76
I
1

11

23

Budget
2009.10

$167
350
670
400
503

25
85
10

1

12

23

_&ggq_ _flEq_ _$2,246



GENERAL MATERIAL
Gas Processing
Distribution
Field Services
Collection
Commercial Resource Center
Customer Service
Account Management
Marketing
Corporate Communications
Gas Control & Acquisition
Human Resources
Risk Management
Accounting & Reporting
Treasury
President & CEO
Legal
VP Customer Affairs
coo
Security
VP Reg & ExtemalAffairs
Sr VP Finance
Strategic Development
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Management
VP Corporate Preparedness
IntemalAuditing
Sr VP Operations
VP Marketing
VP Supply Chain
VP Technical Compliance
Policies & Compliance
Chemical Laboratory Services
Organization Development
Gas Commission
Utility Gas Use
Emergency Operations
Pandemic Disease
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

DETAIL OF OTHER OPERATING EXPENSES C4

Actual
2002{E
$3,122

1,707
9,704

236

75
315

34
20
I

39
1

I
14
2

22
31

4
4
2
4
2
4
5
4
1

,:

1

1

I
2

10
25
4

(6,388)

527
14

192
23

1,616

Estimate
2008{t9
$1,201

1,453
8,685

257
1

89
429
30
23
4

32
2
I

12
3

24
22

5
6
2
5

5
6
4
1

34
2
1

1

1

26
1

10
30

5
(6,825)

25
581

18
198
24

1,609

Budget
2009-10

$'|',241
1,483
6,016

265
1

88
458

47
20

3
30
2
I

11

3
24
24

5
7
2
5

5
6
4
1

48
2
1

1

1

6
2

15
28

5
(3,940)
1,000

25
465

13
186
26

1,439
(2,7211 (2,9761 (3,024)

_47'Z99_ ____$qpzl_ _$q9!9_



DETAIL OF OTHER OPERATING EXPENSES C4

INSURANCE
Human Resources
Risk Management
Gas Commission

Sub-Total

Less Group Life & Health

Grand Total

CONTRACTED MAINTENANCE
Maintenance Contractors

Maintenance Software

Maintenance - Capital

Maintenance Office Equipment

Grand Total

UTILlTIES

Electric

Purchased Telephone

Water

Grand Total

RENTALS

Other Rents

Equipment Rentals & Leasing

Grand Total

Actual Estimate
2007:00 200E49
35,812 $39,300
3,188 3,305

40 45

Budget
2009.10
$41,877

4,470
50

39,040 42,650 46,397

35,812 39,300 4'1,877

_____$2?q- _$13!9_ _$4Eg_

Actual
200248

1,967

1,560

11

505

Estimate
2008{9
$2,ggl

2,096

45

688

Budget
2009{0
$3,028

2,175

45

663

_ qgg_ _$ft_ _$,849_

Actual Estimate
2007-08 2008-09

$295 $594

492 878

Budget
2009.10

$622

866

$787 $1,472 $1,488

_$4919_ _$qqg_

Actual
2002{8

$2,120

1,087

482

Estimate
2008{19

$2,300

1,080

391

__-$spll-

Budget
2009:-10

$2,941

1,113

391



DETAIL OF OTHER OPERATING EXPENSES C4

MAINTENANCE CONTRACTORS
Gas Processing
Distribution
Human Resources
Chemical Laboratory Services
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

MAINTENANCE. CAPITAL
Gas Processing

Grand Total

MAINTENANGE SOFTWARE
Disfibution
Field Services
Customer Service
Gas Control & Acquisition
Risk Management
Rates & Gas Planning
Chemical Laboratory Services
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

MAINTENANCE OFFICE EQUIP
Account Management
Corporate Communications
Legal
Gas Commission
Maintenance Office Equip
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

-Fip-'6r -$zF6,r -$mT
Actual Estimate Budget

2002{8 2008:O9 200L10
11 45 45

-5il- 
:_-T5_ __T5-

Actual
2007{)8

$618
778

3
10

386
5

55
4

87
21

Actual
2007{t8

$14
67

110
42

27
1

8
7

1,239
12
12
21

Estimate
2008:O9
$1,720

593
1

5
452

I
63

5
109
25

Estimate
2008{t9

56
59
u
87
20
26

14
13

1,708
'14

15
30

Budget
200940
$1,640

690
1

5
Ail

7
64
5

135
27

Budget
zl0s10

$s+
60
55
87
31

27

16
12

1,758
28
16
31

I
4

252
313

6
96

-$6sd--

I
3

238
306

6
95

-iFd-:-$m9-6- 
w

Actual
200748

:

2

;
3

110
325

4
54

-$sos

Estimate
2008{9

;
5
2

Budget
200940

1

5
1

$663



DETAIL OF OTHER OPERATING EXPENSES C.4

ETEEIEJE
Gas Processing
Distribution
Facilities Management
Engineering Services
lnformation Services
Telecommunications
Fleet Operations

Materials Management
Grand Total

puncneseo relepxorue
Facilities Management
Engineering Services
lnformation Services
Telecommunications
Fleet Operations

Materials Management
Grand Total

IUAIER
Gas Processing
Facilities Management
Engineering Services
lnformation Services
Telecommunications
Fleet Operations

Materials Management

Actual
200748
$1,010

37
855

12
123

10
41

32

Estimate
2008{9
$1,030

32
996

16
139

11

40

36

Budget
2009-10

$1,050
u

1,009
15

143
11

42

37

Budget
2009:-10

$zz
5

73
981

11

21

Estimate
2008-09

$21
6

74
943

12

24

Budget
2009.10

$250
114

1

16
1

5

4
$482 $391 $3e1

$2,120 $2,300 $2,341

Actual
2002{8

$18
6

57
975

10

21

Estimate
2008{9

$250
113

2
16

21
105
74

-m6r -m6d- -rF
Actual

2007{t8
$230

201
3

29



OIHERRENITi
Distribution
Customer Service
Gas Commission
Facilities Management
Engineering
lnformation Services
Telecommunications
Fleet Operations

Material Management
Grand Total

EQUIPMENT RENTALS
&TEAflTLA
Gas Processing
Distribution
Field Services
Collection
Customer Service
Account Management
Marketing
Gas Control & Acquisition
Human Resources
Risk Management
Accounting & Reporting
President & CEO
Legal
VP Customer Affairs
Security
VP Reg & ExternalAffairs
Strategic Development
Customer Review
Business Transformation
VP Gas Management
VP Corporate Preparedness
VP Technical Compliance
Chemical Laboratory Services
Gas Commission
Facilities Management
Engineering Services
Information Services
Fleet Operations

Materials Management
Grand Total

DETAIL OF OTHER OPERATING EXPENSES C4

Actual
200208

$s
236
48

5

1

Estimate
2008{9

$z
277
48

211
4

29
3
8

7

Budget
2009-10

$a
290

50
220

3
31

3
9

I
$295 $594

Actual
2002{g

$62
90
21
10
25
I

17

31

7
10
15
8
5
6

1

6
6
1

1

6

25
91

38

---80't

Estimate
2008.09

$125
84
17
33
27

9
15

1

24
I
I

15
14
19

1

1

4
1

1

6
7
6
3

10
2

24
352

61

_$622

Budget
2009-10

$125
84
16
41

74
11

15
1

25
8
I

14
14
19

1

;
1

1

6
7
6
6
8
3

169
158

41

$878 $866



DETAIL OF OTHER OPERATING EXPENSES C.{

puncnese senvlces
Gas Processing
Distribution
Field Services
Collection
Commercial Resource Center
Customer Service
Account Management
Marketing
Corporate Communications
Gas Control & Acquisition
Human Resources
Risk Management
Accounting & Reporting
Treasury
President & CEO
Legal
VP CustomerAffairs
coo
Security
VP Reg & ExtemalAffairs
Sr VP Finance
Public Utility Commission
Strategic Development
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Management
VP Corporate Preparedness
IntemalAuditing
VP Marketing
Operation System Support
VP Supply Chain
VP Technical Compliance
Policies & Compliance
Chemical Laboratory Services
Organization Development
Gas Commission
FERC Matters
Special Legal
Administrative Consultants
LNG Terminal Project
Utility Merger
Facilities Management
Engineering Services
lnformation Services
Telecommunications
Fleet Operations

Materials Management
Grand Total

Estimate
200849

$692
556
422
425

2
988

1,619
320
255

70
969
877

17
354

5
175

2,905
1

2,497
200

5
288

121
121
620

1

61
349

3

7
45
35
67

a2
317
210
480

1,163

887
467

3,008
18

151

175

Actual
2007{8

$624
714
621
563

1

331
1,501

97
227

55
725
il6

10

267
2

183
2,808

2,222
145

3
u2
27

123
115

1,493
5

55
52

1

1

41

82
49

673
349
124
235

1,490
12
10

4il
340

2,497
13
94

109

Budget
2009-10

$575
u7
583
684

1

887
1,760

525
300

70
960
877

72
426

5
175

3,957
1

2,900
230

5
322

121
86

1,725
1

101

325
4
4

10
70
55

111
691

385
21A
600

,,"Y

1,270
371

3,293
22

183

191@- -sm6o- $27,083



DETAIL OF OTHER OPERATING EXPENSES C.4

POSTAGE
Distribution
Field Services
Collection
Customer Resource Center
Customer Service
Account Management
Marketing
Corporate Communications
Human Resources
Risk Management
Treasury
President & CEO
Legal
VP CustomerAffairs
Customer Review
VP Gas Management
VP Corporate Preparedness
Gas Commission
Metered Mail

Materials Management

Grand Total

PROMOTION

Marketing

Grand Total

NON.UTILIW REVENUE
Customer Service
Account Management
Treasury
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations

Material Management

Grand Total

___a919- _$a39!- __$4999_

Actual Estimate Budget

Actual
2002{8

7
136
34

19
1,814

2
2

19

14

Estimate
2008{,9

4
160
133

7
32

1,813
25

2
20

1

14

5
168

1

1

1

1

5

2

Budget
2009-10

4
200
183

I
33

1,826
4A

2
20

1

14
1

5
190

1

1

1

1

5

2

4
259_

;

2

$20 $so $255::-

2007{t8

20

Actual
2002{E

(66)
(66)

,,:,

:
(6)

2008{19

50

2009-10

255

Estimate
2008-09

(74)
,:,

(1)
(13)

(3)

Budget
2009-10

(74)
,:,

(1)
(13)

(3)

_l$l!tl _$19!t _l$199I



DETAIL OF OTHER OPERATING EXPENSES C.4

LABOR RELATED FRINGE BENEFITS &
A&G CHARGED TO CAPITAL

Construction Additive

A & G Overhead
Grand Total

MISCELLANEOUS
Expense of Employees
Dues & Subscriptions
Taxes
PFMC - Management Fee
Defened Compensation
BT Projects CosU(Benefits)
Post Retirement Benefits
LNG Inventory

Amortization
Grand Total

Actual

20CI2{8

(10,332)

Estimate

2008{9
(9,214)

(6,731)
($15,945)

Estimate
2008{9

$747
3,847

21
359
337

3,000
25,558

925

210

Budget

200s10
(10,528)

(7,1811
($17,709)

Budget
2009:10
$1,116
4,022

30
360
3M

(16,700)
24,615
(1,245)

316

Actual
20020a

$678
3,667

21

381

361

25,834
(eol)
377

$30,418 $35,004



EXPENSE OF EMPLOYE$
Gas Processing
Distribution
Field Services
Collection
Commercial Resource Center
Customer Service
Account Management
Marketing
Corporate Communications
Gas Control & Acquisition
Human Resources
Risk Management
Accounting & Reporting
Treasury
President & CEO
Legal
VP Customer Affairs
coo
Security
VP Reg & ExtemalAffairs
Sr VP Finance
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Management
VP Corporate Preparedness
IntemalAuditing
Sr VP Operations
VP Marketing
VP Supply Chain
VP Technical Compliance
Policies & Compliance
Chemical Laboratory Services
Organization Development
Gas Commission
Relocation Expense
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

DETAIL OF OTHER OPERATING EXPENSES C.4

Actual
20074,8

$28
59
u

9

7

104
10
42
15
4

15
10
I

22
22
10

6
3

't5
2
1

18
3
I
4

10
4

14
3
5

15
2

15
14

12
97
10
I

15

54
I

14
4
2
7
6

11

17
36
13

5
2

12
6

6
3
4
1

I
1

10
12
2

11

1

17
8
5

194
27

5
I

Estimate
2008:09

$44
63
34
11

2
45

Budget
2009-10

$+s
63
49
14
4

34
2

251
10
42
30
4

18

10
10
22
34
10
10
5

24
10

1

26
3

11

4
I

12
7

18
13

5
20

2
25
11

11

198
7

10
20

-$6?8- 
re 

-SiJ16-:::



DUES & SUBSCRIPTIONS
Gas Processing
Distribution
Field Services
Customer Service
Marketing
Corporate Communications
Gas Control & Acquisition
Human Resources
Risk Management
Accounting & Reporting
Treasury
President & CEO
Legal
VP Customer Affairs
coo
Security
VP Reg & ExtemalAffairs
Sr VP Finance
PUC
Strategic Development
Rates & Gas Planning
Business Transformation
VP Gas Management
VP Corporate Preparedness
IntemalAuditing
VP Marketing
VP Supply Chain
VP Technical Compliance
Policies & Compliance
Organization Development
Gas Commission
Company Dues & Subscriptions
Facilities Management
Engineering Services
lnformation Services
Fleet Operations
Materials Management

Grand Total

TAXES

Gas Commission
Grand Total

DETAIL OF OTHER OPERATING EXPENSES C"4

Actual
2007.08

$t

:

3;
4
8
3
2
1

2

32

?

1

2,539
,l

24
1

1

27
1

4
8

Estlmate
2008{9

$z
3
1

1

36
1

35
3
2
1

2
1

18
1

2
2
1

3
2,475

Budget
2009-10

$z
3
1

1

66
1

35
3
2
1

2
1

18
1

2
2
1

4
2,601

27;
3

681
1

2
3
7
3

-$5s0.

27
2
1

4
31

1

2
I
1

426
4

731
2
4

11

I
10

@

Budget
2009-10

$30

2;
2
1

3
31

1

2
I
1

426
4

716
1

5
10
9

10

-$FA?-
Estimate
2008-09

$21

Actual
2007.08

$21

-m
$21 $30



AUCIRIIZAIICIN
Human Resources
Accounting & Reporting
Treasury
Public Utility Commission
VP Labor, Safety, Preparedness
Policies & Compliance
lnformation Services
Materials Management

Grand Total

DETAIL OF OTHER OPERATING EXPENSES C4

Actual
UNTAS

$10
68
85

108
10
31

40
24

-$5??

Estimate
2008-09

:

210

Budget
200940

$2e

29
*2.

-F,16--
$210



Line
No.

lnterest Earninos Om

1. Capital lmprovement Fund

2. Revenue Bond Sinking Fund

3. Temporary lnvestments

4. NaturalGas Refunds

5. Gain/Loss on Investments

6. Notes Receivable - Intl House

Total Interest Eamings

7. Miscellaneous Income
8. Rental Income
9. Penalties Suppliers Gas Choice
10. Penalties Regulatory
11. Guaranteed Investment Contract Proceeds
12. Capacity Release Sharing

Total Other lncome

PHILADELPHIA GAS WORKS
OTHER INGOME

(Dollars in Thousands)

Actual
200L09

$ 8,099

3,587

1,809

296

171

1

877

57

220

625

$ 15,732

$ 13,953 $ 5,693 $ 6,506

Estimate
200&09

$ 2,206

3,087

loo

$ 510

57

400

625
2,500

_q_9,?85_

Exhibit D

Budget
2009{0

2,302

3,504

700

$ 439

58

400

625
2,750

$ 10,779



PHILADELPHIA GAS WORKS
REVENUE BOND DEBT SERVIGE

(Dollars In Thousands)

Actqal
20q248

Estlmate
2008.09

Exhlblt E.l

Budget
2009-10

Llne
No.

1.

2.

3.

4.

5.

6.

7.

E.

9.

10.

11.

12.

13.

14.

15.

{6.

17.

1E.

19.

20.

21.

22.

23.

24.

25.

26.

27,

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

3E.

1,872

E,302

2,707

634

5,572

665

680

4,90E

6,000

824

11,336

1,356

E,664

l,qoz
7,816

2,6?2

7n
4,969

550

551

4,805

6,000

766

16,231

1,ils
9,809

930

7,3U

2,534

7z3

4,374

4n
441

4,678

5,938

766

1,ils
9,685

3,849

13,445

Year
lssued Ssdes

Interest Pavments

1989 11th C TECA

1990 12th A TECA

1994 15th

1999 16th

2003 17th

2004 18th

2007 19th

1998 lstA
1999 2nd

2001 3rd

2003 4th

2004 sth

2004 5th Vartable

2006 6th

2007 7th Refunding

2007 7th New

2009 8th Retundtng

2010 9th New

Total lnterest Payments

Interest Accruals

1989 11th CTECA

1990 1Ah ATECA

1994 15th

1999 16th

2003 17th

2004 18th

2007 19th

199E lstA
1999 Znd

2001 3rd

2003 4th

2004 sth

2004 Sth VarlablE

2006 6th

2006 7th Retunding

2006 7th New

2009 8th Retundtng

2010 9th New

Total IntErEst Accruals

$53,520 $57,78s $s6,721:::

$1,401

1,794

8,221

2,700

722

5,471

646

669

4,900

6,000

766

10,824

1,95

'':"

$1504

1,324

7,744

$1,615

930

7,322

2,615 2,488

72. 7A
4,870 4,28'.1

530 407

u2
4,794

6,000

766

17,015

1,s45

9,759

2,241

429

4,666

5,876

766

'1,u5

9,632

't3,557

4,4E7

$55,530 $61,971 $s8,724
:%:



Year
lssucd Serbs

Actual
2007-08

$556

$556

$545

$5+S

Estimate
2008.{,9

$490

Exhibit E-2

Budget
200e.10

$421

$+zt

$+oa

PHILADELPHIA GAS WORKS
OTHER LONG TERM DEBT SERVICE

(Dollars in Thousands)

Line
No.

Interest Pavments

1.

2.

1998 1st C Subordinate

Total lnterest Payments

Interest Accruals

3. 1998 1st C Subordinate

4. Total Interest Accruals

$+zs

$478 $408



Line
No. aftertnterest

1. Tax-Exempt Commercial Paper

2. Variable Rate - Sth Series A-2

3 Variable Rate - 6th Series

4 LOC (Letter of Credit) Fees

5 Bond Discount, lssuance & premium Expense

6. Customer Deposits

7. Miscellaneous lnterest Expense

Total Other Interest

Extraordinary Loss

AFUDC *

* Tota|AFUDC

PHILADELPHIA GAS WORKS
OTHER INTEREST
(Dollars in Thousands)

Actual
2002:09

$3,993

331

834

1,183

471

9.

10.

_qqgs_

$5,457

($338)

($338)

Estimate
4008{}9

$3,002

331

679

847

987

555

___quql_

$5,202

($30s1

($sso1

Exhibit E-3

Budget
200910

$2,619

552

8,413

345

552

_$13499_

$5,392

($865)

($eosl



PHILADELPHIA GAS WORKS
CAPITAL FUNDING & EXPENDITURES

(Dollars ln Thousands)

Actual
20!z0E

$70,000

(8,258)

_$61J42

$2,515

47,748

5,813

1,139

2,128

2,399

$61,742

Estimate
200849

$2,816

44,208

5,633

599

3,184

3,511

$55851

Exhibit F

Budget
2OO9:10

$4,992

51,684

4,654

2,383

1,327

7,090

$72J2A

Line
No.

SOURGES:

1. Capital lmprovement Fund

2. Other Funding Sources

Total Sources

USES:

Capital Expenditures:

Gas Processing

Distribution

Field Services

I nformation Technology

Transportation

Field Operations lnitiative

Other Departments

Total Uses

$45,000 $50,000

10.951 22.120

__$59p91_ $72,120

4.

5.

6.

7.

8.

9.

10.

11.



Year
lssucd Selics

Exhibit G-l

Budget
2008.09

Estimate
2007.08

$ 8,990

8,650

2,110

10,820

2,535

2,590

2,540

1,945

3,045

PHILADELPHIA GAS WORKS
REVENUE BOND DEBT SERVICE

(Dollars in Thousands)

Line
No.

Actual
2006.02

Principal Pavments

1. 1999 16th

2. 2003 fih
3. 2004 18th

4. 1998 lstA
5. 1999 2nd

6. 2001 3rd

7. 2003 4th

8. 2,004 sth

9. 2003 6th

10. 2007 7th

11. 2009 8th Refund

12. 2010 9th New

Total Principal Payments

$ 8,945

9,710

2,055

10,955

2,420

2,465

2,075

1,775

$

7,550

10,980

10,680

2,655

2,700

2,670

2,480

3,170

2,500

1,255

$ 40,400 $ 43,125 $ 46,640



PHILADELPHIA GAS WORKS
OTHER LONG TERM DEBT SERVICE

(Dollars in Thousands)

Exhibit G-2

Budget
2008{9

1,565

1,565

Actual
2006-07

Line
No.

Year
tssued Scrics

Principal Pavments

1998 1st C Subordinate

Total Principal Payments

Estimate
200L08

$ 1,430 $ 1,500

_ql19g_ _q__1,599_

1.

2.



ASSETS

Accounts Receivable

Accrued Gas Revenues

Uncollectible Reserve

Net Accounts Receivable

Materials & Supplies

Other Cunent Assets

TotalAssets

LIABILITIES

Accounts Payable:

Natural Gas

General

TotalAccounts Payable

Other Current Liabilities

Total Liabilities

TotalWorking Capital

Net I ncrease/(Decrease)

$231,595

8,145

(140,435)

99,305

187,539

5,626

$292,470

$41,300

26,209

67,508

55,727

_$l23299_

_$l6e2gg_

($8'soe;

Estimate
Balance
8t31109

$244,732

8,741

(137,820)

115,653

134,922

13,306

_$26xqgl_

$21,540

17,105

39,645

46,356

_$85,ggl_

$178,880

Exhibit H-l

Budget
Balance
ugru

$238,705

7,744

(134,977)

111,432

127,758

14,486

$253,676

$19,833

17,417

37,250

29,269

$65,518

$188,158

$9,278

PHILADELPHIA GAS WORKS
WORKING GAPITAL DETAIL

(Dollars in Thousands)

Actual
Balance
EAru8

5.

6.

7.

Line
No.

1.

2.

3.

4.

8.

9.

10.

11.

12.

13.

14. $9,645



LIABILITIES

Accounts Payable:

Natural Gas

General

TotalAccounts Payable

Other Cunent Liabilities

Total Liabilities

Actual
Ghange
El3llog

$2,821

(1,930)

9,796

10,687

39,769

11

$50,467

$9,475
(2,582)

6,893

16,066

$22,959

$27,508

Estimate
Ghange
El3ll09

$13,137

596

2,615

16,349

(52,617)

7,690

__l$28,589t

($19,760)

(9,103)

(28,863)

(9,371)

__1$38,234t

____$9,645_

Exhibit H-2

Budget
Ghange
881t10

($6,ozz1

(1,037)

2,843

($4'221)

($7,t0+1

$1,180
($10,205)

($1,707)

312

($1'sss;

($18,088)

l$le,1ggl

$9,278

PHILADELPHIA GAS WORKS
WORKING GAPITAL CHANGES

(Dollars in Thousands)

Line
No.

ASSETS

1. Accounts Receivable

2. Accrued Gas Revenues

3. Uncollectible Reserve

4. Net Accounts Receivable

5. Materials & Supplies

Other Cunent Assets

Total Assets

6.

7.

8.

9.

10.

11.

12,

13. Total Working Capital



PHILADELPHIA GAS WORKS
MATERIALS & SUPPLIES BALANGE @ 8/31

Non-Gas Inventorv

Storerooms:

Belfield
Castor
Field Operatlons / Tloga
Meter Shop
Montgomery
Passyunk Minl
Passyunk Plant
Porter
Richmond Plant
Statlonery
Transportatlon
Other Mlscellaneous

Sub Total

Natural Gas Storaqes

GSS - Transco
wss
ss 1A
GSS - Tetco
Equltrans - Keystone
s-2
ss 1B
Emlnence ,|

Emlnence 2

Sub Total

Rlchmond LNG
Passyunk LNG
Processlng Gosts

Sub Total

TotalGas Storage

Total Material & Supplies

EstimatE
2008{t9

Dollars

$ 8o,ooo
60,000

2,444,000
571,000
927,000

36,000
1,061,000

74,000
2,297,000

62,000
388,000

12,000

$ 8,012,000

Estlmate
2008{t9

Volume (Mcfl Dollars

2,905,943 $ 21,805,896
2,420,772 22,453,4',18
1,859,625 14,785,855
2,743,796 17,559,271
367,200 1,924,394
240,448 1,729,172

1,729,687 14,548,559
300,575 2,775,736

8.4',1 1,693,900 11,900,127
9.23 294,728 1,973,289

408,419 3.312.695 8.11 400.473 2.610,239

Budqet
2009-10

Dollars

$ 79,ooo
59,000

2,423,845
564,900
917,900

36,000
1,050,005

73,000
2,284,350

61,000
384,000

12,000

$ 7,945,000

BudEet
2009-10

Avo. Prlce Volume (Mcfl Dollarc Avq. Prlce

$ z.so 2,916,982 $ 19,660,725 $
9.28 2,359,703 18,613,117
7.95 1,821,150 12,517,644
6.40 2,772,140 1738/.,057

Exhibit H-3

5.24 364,535
7.19 239,606

2,136,483
1,533,384

6.74
7.89
6.87
6.27
5.86
6.40
7.03
6.70
6.52

12,976,465 $100,994,996 $

2,439,268 22,033,879
134,699 1,287,439

- 2,693,696

2,573,967 26,015,014

15,550,432 $126,910,000 $

$134,922,000

7.78 12,863,217 $
9.03 3,114,932
9.56 204,779

88,329,065 $

25,696,365
1,849,699
3,937,87'l

6.87

8.25
9.03

3.319.711 31.1t83,935

9.16 16,192,928 $ 119,813,000

_9_127,758,999_

7.40



SD-1

PHILADELPHIA GAS WORKS
DETAIL OF NON.CASH EXPENSES

(Dollars in Thousands)

Line
No.

Actual
2007-o8

$42,868

(583)

42,295

788

616

25,9U
(625)

26,613

$68,898

Actual
2007-08

40,021

1,192

5,457

$46,660

Estimate
2008-09

$42,280
(76e)

41,511

777

662

25,559

(625)

26,372

_q%gqg-

Estimate
2008{t9

39,290

988

5,202

$45,470

Estimate
2008{9

2,3U
24,4'17

1,504

_q282!g_

Budget
2009-10

$43,409

(836)

42,573

958

688

24,615

(625)

25,637

_q68219_

Budget
2009:L0

40,409

u5
5,392

-$46,1lq-

Budget
2009-{0

1,625

19,204

1,615

$21,444

DEPRECIATION

1. Depreciation on Historical

2. Less to Capital

SUBORDINATE PAYMENTS

3. Gas Commission

4. City Payments

5. Other Post Employment Benefits

6. Swap Option Proceeds

7. Total Non-Cash Expenses

DETAIL OF DEPRECIATION
& AMORTIZATION

8. Depreciation Excluding Cost of Removal

9. Discount, Premium & lssuance Expense

10. Extraordinary Loss

11. Total

NET CHANGE OTHER
LONG TERM

12. (lncrease/Decrease OtherAssets

13. Increase/(Decrease)OtherLiabilities

14. TECA Accretions
15. Total

Actual
2002:0E

(1 1,851)

35,953

1,401

$25,403



Line
No.

Insurance Tvpe

Property

Public Liability

Workers' Compensation

Miscellaneous

Sub-Total

Employees' Health

Employees'Group Life

Sub-Total

9. Total Insurance

PHILADELPHIA GAS WORKS
INSURANCE EXPENSE

( Dollars in Thousands )

Actual
2007-08

$1,014

1,802

372

40

$3,228

34,226

1,586

Estimate
2008{9

$1,070

1,965

370

45

$3,350

37,300

2,000

$42,650

sD-2

Budget
200940

$1,231

2,832

407

50

$4,520

39,977

1,900

$46,397

1.

2.

3.

4

5

6

7

8 $35,812 $39,300 $41,877

$39,040



DEPARTUEIITS

ADM]IIISTRATION
OfficeFs Salaris
lncgntive Bonus
Prcsident & Chisf Executtue Offier
Inlemal Auditing
L6Sal
Human Resources
VP Corporate PreFrsdnoss
Organizalional D€velopmenl
Policiss & Compliance
Corporate Com municauons

Tolal

FIITIANCE

Chief Financial Officer
Accounting & Reporting
SR VP Finance
Risk Managemsnt
Tr€asury

Total

CUSTOMER ACTMTIES
VP CustomerAffai.s
Colledions
Bonus Awards
Commorcial Resourcs C€nter
Account Managemsnt
CuslomsrReview Unit
CuslomorSsMca
PMO

Total

MARKETIIUO & PLAI'INIT{O
VP Marketing
Markeling
Srategic Planning
VP Regualtory & Frdemat Atrair€
Gas Contlol & Acquisitions
Senior VP Business Transformation
Rat6s & Gas Planning

Tolal

OPERATIONS
Chief Operaling Officer
SeniorVP Op€rations
VP Gas Managemenl
Fiold Servicss
Distribution
Gas Procsing
Oporations Systems Supporl

Total

SYSTEMS & SERVICES
lnformalion Services
VP Technical Complianco
VP Supply Chain
ProcurBmont
Enginosring SeMc€s
Facililies Management
Telecommunicalions
Security
Materials Manag€mont
Chemical Servicss
Fleel Operations

Total

SUB.TOTAL

Labor Savings

SUB.TOTAL

Philadelphia Gas Commission

GRAND TOTAL PAYROLL

Capitalized Full Time Equiualonts

AYe|aga
Personnel Pavroll

_ $ 4e02

267
2 178

14 904
15 820
5 n'l

378
28',1

6 38e

s5 6jn

ola
384

Esdmate
2008{t9

AYoEg6
Petsonnol Pavroll

- $ 2,67s

267
2 178

14 8E9
17 949
5 2A2

81
282

6347
s9 5,070

90;
497
409

11 7U
43 Zffi

2,509
6,295

95
820

4012
641

8,4%.

368 20,866

251
32 1,974

252
24 1,568
9 637
7 zl93

76 4,n5

1,722 1't0,085

(221 11,41s')

1,7@ 108,666

586
1,705 $ 108,962

sD -3

Budget
2009.10

Average
Perconnef Pavroll

- $ 2.67s

267
2 178

14 911
17 949
52c4.

PHILAOELPHIA OAS WORKS
PERSONNEL & PAYROLL DETAIL

(Dollars ln Thousands)

Actual
2007.08

9
4

7
4

1;
7

41
92

13
u
12

't76-

4
o

87
2U
312

59 6,067

;
R

7

17
8
7

14

sx4
497
4',t2
746

74f,9
11 676

43 2,3U

38 a360'101 5,5n
- 103

't4 790
35 1,851

13 681

176 8,492

{l 2,599

36 2,232
91 6Jm
- 1@

15 g|2
u za87
12 660
180 9,256

251
8 1,793
3 168
236

2, ',l,4Ca

I 566
640,2

72 4,509

377 19,854

2
1

z

1,7'.t1 105,592

1,711 105,592

4n5
1,715 $ 105,887

2A
242

u1 2't,7s
472 29,627
119 8,553

4 263

u.2 60,319

6.1 4,053
I 506
4 195
8 613
9 620

42 2,437
3 210
2 131

55 3,5:!S)

42ea
3E 2,520

zu 15,507

76 5,AA

26i2
24
242

s1 2Z@7
&7 30,29
119 8,78

424

gx) 21,87
& 28,056
121 8,4E9

4 25'l

93it 58,390

57 3,895
7 427
41%
I 511

I 571

40 2,283
3t
2 131

57 3,50i1

42U
39 2,565

a1 14,3:i5

3El8 21,45

51

49n

52
1,535

597
493

2
32

2
24
9
7

62oc

42

g}7 6a0oo

€l 4,350
I 506
4 195
12 62
9 622

?fi zo21
3 ztg
2 131

55 qrcz
4 261

38 4565
739 15,105

1,72. 112'824

(221 (1,4fi'
1,7@ 111,374

390

_1f0s._pJllf6/._

339 2,,2213:t6 20,726 3?2 20,567
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Accounts Recefuable

Beginnlng Receivable Balance

Billed Gas Revenues

Proposed Rate Increase

Other Operating Revenues/Adjustments

Total Revenues

Collections Cunent Revenues

Adjustments

NetWrite-Offs

Total Credit / Reductions

Ending Recelvable Balance

Bad Debt Expense

Cunent Year Net Receivable

Prior Period Adjustrnents

Adjusted Net Receivable

Reserve Factor

Total Bad Debt Expense

Wrlte Off Gas Accounts

Write Off Other

Reserve Balance

Beginning Reserve Balance - Gas

NetWrite-Off - Gas

Appropriation to Reserve - Gas

Ending Reserve Balance Gas

OAR Reserve

M & J Reserve

Total Reserve Balance

Actual
2007.08

$ 228,774

842,287

31,137

8r:,;4%

95.48o/o

(833,960)

10,153

(46,797)

(870,604)

231,594

231,594

231,594

15.98o/o

37,000

(46,248)

(54e)

149,247

(46,248)

37,000

139,959

877

DEBT EXP

Estlmate
2008.09

$ 231,594

926,717

33,533

960,250

94.00%

(902,635)

5,650

(50,127'

(947,112)

2M,732

2M,732

24,732

'|'9.250/o

47,111

(50,000)

(127)

139,959

(50,000)

137,A70

750

sD-5

Budget
2009-10

g 2u,732

800,349

30,116

83r/*
95.0070

(788,941)

50

(47,600)

(836,491)

239,705

238,705

238,705

18.75o/o

M,757

(47,500)

(100)

137,070

(47,500)

44,757

1U,327

650

$ 140,435

PHILADELPHIA GAS WORKS

$ 137,820 $ 134,977
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PHI I-ADELPHIA GAS WORKS
COLLECTIBILITY STUDY - May 2009

Balance Per Study

Classification
Defaulted Non-Budget Agreement

Commercial
Residential
Total

Active Non.budget Agreement
Commercial
Residential

Total

Off- Gurb & Dig
Commercial
Residential

Total

Finals
Commercial
Residential

Total

Non-Budget Non-Agreement
Commercial
Residential

Total

Not Classiffed
Total

EMPP

Active Budget Agreements

Sub-Total Before GRP

GRPAGREEMENTS
CRP Gurrent Program
GRP Program *

GRP Arrears
GRP Regulatory Asset
TotalGRP

Inactive Accounts
Gredit Balances

729,7U.88 451,683.21
19,2il,457.62 16,100,481.94

19,984,212.50 16,552,165.15

124,137.39
3,400,400.76 970,634.43

3,524,538.15 970,634.43

$
UncollectiblE

1.50%

38.10%
16.38Yo

17.17o/o

100.00%

MVo
72.460/o

67.03

278,071.67
3,153,975.68

3432,M7.35

124,'t37.39
2,429,766.33

2,553,903.72

86.540/o 8,093,019.53

W% 40,935,720.45

83.55o/o 49'028,739.98

32.'l5o/o 8,025,327.69
34.12o/o 31,006,065.06

33.70% 39,031,392.75

24.06Yo i14,858.86

24.060/o 44'858.86

47.470/" 94.091,009.69

44.29o/o 4,84,8,M0.01
49.82% 413,314.A7
49.82o/o U,072,537.17

49.07% 39,3U,291.24

94.09o/o 2'6U247.31

_136n893t&2t

Recelvable

3,525.73
3,525.73

9,352,2U.04
49,327,517.88

58,679,781.92

24,959,082.07
90,862,424.41

115,821,506.4E

186,458.93

'186,458.93

Collectlble

3,458.70
3,458.70

'1,259,2M.51
8,391,797.43

9,651,041.94

16,933,754.38
59,856,359.35

76,790,113.73

141,600.07

141,600.07

REsewe
o/o

Uncollec'tlble

139.40 139.40

__199,29q,163.1_ __l!lJ99IE.4e

10,946,150.54 6,097,710.53
829,570.07 416,256.00

68,387,599.54 U,315.062.37

80,163,320.15 40,829,028.91

2,831,557.21
(13,626,603.90)

167,309.90

Grand Totaf " _l6Z'558Jt05Z __145J9FA92,23
Cycle22,23 GTS & Unfrozen Pay. 2,865,287.24
Fimr Transportation Charges
Totaf AR __27jA$:AnAl

'GRP Program Includes CRP Llheap Make-Up (CRP.LL), GRP Rellef Loan (GRP-RL), Non.Gas Gharges Bllled
(GRP-LN) and Non-Gas Gharges from Gurrent year not bllled (GRP-LD)



N.G. Utilization (Mcf)

COMMODITY

Average Price

DEMAND

Total Demand & Commodity

Average Price

REFUNDS

TOTAL

CHANGE DUE TO:

Commodity Price

Volume

Demand

Total Demand & Commodity

Refunds

TOTAL CHANGE

Budget

2009-2010

54,606,319

$347,433,115

6.3625

$72,622,725

$420,055,940

7.6924

_$@qg191q_

Estimate

2008-2009

55,048,317

$472,184,139

8.5776

$74,797,3U

$546,981,523

9.9364

(30,893)

_$g4q,950,69q_

sD-7

Budget 2010

Over(Under)

Estimate 2009

(441,999)

($124,751,024)

(2.2151)

($2,174,659)

($126,925,683)

(2.243e)

30,993

_l$126,8%Z99)

NATURAL GAS
PRICE . VOLUME ANALYSIS

($120,959,720)

(3,791,304)

(2,174,6591

(126,925,693)

30.893

$ (126,994,790)

(2.2151)

(441,999)

(2.243e)

-25.82o/o

-0.80%

-22.58o/o
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PREPARED DIRECT TESTIMONY

OF

JOSEPH R. BOGDONAVAGE

ON BEHALF OF

PHILADETPHIA GAS WORKS

Pleose stote your nome ond business oddress.

My nome is Joseph R. Bogdonovoge. My business oddress is 800 west

Montgomery Avenue. Philodelphio, PA 19122.

By whom ore you employed ond in whoi copocity?

I om employed by ihe Philodelphio Gos Works in the copocity of Senior

Vice Presideni - Finonce.

Whot ore your principol responsibilities os Senior Vice President - Finonce?

My principol responsibilities include the oversight ond direction of PGW's

Accounting & Reporting, Budget & Finonciol Forecosting, ond Treosury,

Deportments. I om cunently responsible for the overoll preporotion of

PGW's Operoiing ond Copitol Budgets, review of Operoting Budgets

prepored by the individuol deportments, ond the coordinotion, onolysis,

issuonce ond overoll control of the complete onnuol Operoting Budget

filing. These ociivities include the preporotion of onolyses for the purpose

of generoting finonciol doto to support the compony's finonciol plonning

ond decision-moking processes. ln oddition, documentotion is prepored

regording finonciol initiolives; i.e., proposed revenue bonds, commerciol

poper progrom offerings, bose rote cose presentotions ond the monthly

finonciol stoiements. Finolly, in coordinotion with the Controller ond

Director of Fiscol Oversight, the Budget oreo octs os o lioison between qll

deportmentol budget representotives regording budgeting ond finonciol

forecosting procedures ond vorionce onolysis reporting.

25

26

zl

28

Poge I
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l3

l4

l6

Hove you previously presented lestimony before the Philodelphio Gos

Commission?

Yes, on numerous occosions. I hove mosf recently presented testimony

before this Commission on motters ossocioted with PGW's 2008-2009

Operoting Budget proceedings ond Five Yeor Forecost. Prior to the

obove occosion, I presented testimony on PGW's proposed onnuol

Operoting & Copitol Budgets ond bose rote increose requests.

Whot ore your responsibilities in connection wiih PGW's filing ihot is the

subject of these heorings?

I om responsible for the overoll development ond preporotion of ihe

finonciol documentotion, exhibits, ond port of the supporting

documentotion included in PGW's proposed 2009-2a10 operoting Budget

filing.

Pleose describe the foctors thot impocted lhe cunent 2008-2009 Estimote

ond olso went into the developmenl of the 2009-2010 Operoting Budgel

ond your involvement.

My direct involvement hos been to focilitote the deportmentol interoction

ossocioted with PGW's operoting Budget process. This includes the

review of oll Operoting Budgets prepored by the individuol deportments,

updotes to thot informotion ond the coordinotion, onolysis, control ond

issuonce of the complete 2009-2010 operoting Budget document. I hove

interocied with the City Finonce Director ond City Treosurer, PGW's Senior

Teom, ond. in porticulor, Mr. Joseph F. Golden, Jr., PGW's Controller, in

developing PGW's finonciol plon. PGW hos developed o finonciol plon

for the 2009-2010 operoting Budget which tokes into occount the

Pennsylvonio Public Utility Commission (PoPUC) opproved December 2008

$60.0 million bose rote increose which wos precipiioted by the ongoing

uncertointy in the finonciol morkets. ln Fiscol Yeor 20,l0, PGW onticipotes

17

l8

r9

20

zl

zl

23

A.

24

25

26

27

26
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thot it will continue the process to tronsform its business operotions for the
future benefit of its customers ond the City of Philodelphio. Also, the Fiscol

Yeor 2010 Operoting Budget provides funding for certoin corporote
initiotives ond expense increeses, including resources to further onolyze o

reol estote (Focilities) optimizotion plon, on increose in the funding for

PGW's octuoriol pension liobility ond employee heolth insuronce

coveroge. ln oddition, PGW expecis increosed bonking fees for providing

liquidity support for its 8rr Series refunding bond issue ond Commerciol

Poper Progrom. PGW continues its commitmeni to mointoining o sofe

ond relioble distribution system, while keeping the enierprise in o position

of finonciol stobility ond competitiveness. pGW olong with mony other

municipol bond issuers experienced significont difficulties reloted to
vorioble rote bond tronsoctions. PGW wos informed by the consortium of
bonks thot provided liquidity support for the 6tn Series vorioble rote bonds

thot the cunent ogreement would not be renewed in Jonuory 2oog. In

oddition, thot tronsoction hod on interest rote swop thot could hove

resulted in o substontiol terminotion poyment. The City of Philodelphio

ond PGW emborked on o plon to remorket or refund the existing 6rn Series

vorioble rote bonds to minimize risk reloted to the interest rote swop ond
higher projected interest costs. The Fiscol Yeor 2010 Operoting Budget

includes projected interest costs ond fees ossocioted with o fixed rote ond
vorioble rote tronsoction. As of this dote, the City ond pGW ore

negotioting with four bonks to provide letters of credit in support of o full

vorioble rote tronsoction to refund the 6tn Series outstonding bonds. This

tronsoction is expected to close of the end of July 2009. Once interest

rotes ond costs ore identified, PGW plons to revise its Fiscol Yeor 20.t0

operoting Budget to include the most up to dote doto. During the 200g-

2009 Fiscol Period, PGW's bond roting with Moody's lnvestors Services,

Poge 3



23

24

25

26

27

zo

Stondord ond Poor's (S&P) ond Fitch Rotings remoined obove investment

grode with s&P ond Fitch Rotings ossigning o stoble outlook, while

Moody's ossigned o negotive outlook reflecting the ongoing economic

downturn ond collection ond liquidiiy issues. The roting ogencies

continue to look for o strengthening of PGW's liquidity position insteod of

relying on externol bonowings from its commerciol poper progrom.

PGW's c ommerciol poper progrom which is currenily of $150.0 million

continues to be ovoiloble to meet working copitol requirements, while the

copitol construciion fund is onticipoted to hove $68.0 million ond $158.0

million in proceeds ovoiloble of August 2aag ond August 2010,

respectively, to fund ongoing copitol requirements. The current plon of

finonce onticipotes the issuonce of $150.0 million of revenues bonds to

support the copitol construction progrom. PGW's overoll liquidity position

is odequote to meet the projected working copitol requirements for the

upcoming winter period which cunently reflects substontiolly lower prices

for noturol gos. The compony continues to strive to mointoin os high o

collection rote os possible considering the stote of the United Stotes

economy ond its impoct on customers' obility to poy during Fiscol Yeor

2009. Currently, the collection rote stonds oi opproximotely 93.1%through

Moy 2009, with on expected August 2009 yeor end level of 94.0%.

The 2008-2009 heoting seoson reflected on opproximotely 6.3% wormer

thon normol winter. The 2008-2009 Fiscol Period reflected declining

noturol gos prices compored to originol projections, however customer

occounts receivoble bolonces ore expected to be higher due to the

onticipoted reduction in the collection rote. The impoci of higher

customer occounts receivoble bolonces on bod debt expense,

odditionol operoting ond mointenonce costs refleciing the concerfed

effort to decreose copitol expendiiures, higher pension expenses ond

Poge 4
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A.

deloyed benefits ossocioted with business tronsformotion initiotives,

occounted for the $9.7 million or 3.2% increose in overoll operoting ond

mointenonce costs in the 2008-2009 Estimote compored to the 2008-2009

Budget Yeor os detoiled on Exhibit A-.|, Line I8. Some of the underlying

ossumpiions thot present o risk in the 2009-2010 Operoting Budget ore

PGW's obility to sustoin or improve upon its recent collection foctor of

94.0% in the foce of the current economic climote, ond the timely

ottoinment of the sovings onticipoted in the business tronsformotion

project. These foctors combined with the opproved bose rote increose

will impoct PGW's gools of reducing short term debt, providing internol

funds for copitol ond the longer term objective of reducing PGW's debt to

equity rotio.

Whoi is ihe purpose of your testimony in lhis proceeding?

The purpose of my testimony is to provide the documentotion ond

supporting methodology for the schedules ond exhibits, provide detoiled

informotion regording certoin income ond expense items, ond, where

necessory, exploin the reosons for voriotions between the fiscol periods.

Pleose describe ihe finonciol slolemenls which support the 2009-2010

Operoting Budgel submission.

The Operoting Budget for the 2009-2010 Fiscol Yeor hos been summorized

to indicote the functionol expenses similor to previous Gos Commission

presentotions for comporotive purposes. To focilitote on understonding

ond to illustrote the trend ond level of operoting expenditures by key

functionolity, doto is provided on the Stotement of lncome, Exhibit A-1, of

the Operoting Budget presentotion for the 2007-20A8 Actuol, the 2008-

2009 Budget ond Estimote ond the proposed 2009-2010 Budget periods.

The Cosh Flow Stotement, Exhibit A-2, reflects the sources ond uses of cosh

ond is one of the bosic documents for finonciol plonning oi PGW. The

Poge 5
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t2
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l4

Revenue Bond Debt service coveroge stotement is prepored in

occordonce with the Rote Covenont of the 1975 Generol Ordinonce, os

omended, ond the 1998 Generol Ordinonce, outhorizing ihe issuonce of

revenue bonds. ln complionce with the provisions of the Ordinonces,

PGW prepores ond forwords o report to the Director of Finonce of the City

of Philodelphio within 120 doys of the conclusion of eoch fiscol yeor

detoiling complionce with the revenue bond debt service requirements

for such fiscol yeor. A colculotion for the 2008-2009 ond 20A9-2A10 Fiscol

Periods is included with the Compony's filing on Exhibit A-3.

Who will exploin lhe detoils of ihese documents?

I will present o finonciol summory of the impocts of the revenue ond fuel

cost doto, which were filed ond subsequently revised os porl of the on-

going Gos Cost Rote (GCR) filings with the PoPUC, ond will continue

through the Stotement of Income to exploin the impocts of finoncing ond

other finonciol considerotions on the Cosh Flow Stotement ond Revenue

Bond Debt Service Coveroge schedule.

would you proceed with your explonoiion of the stotemenf of lncome.

The Stotemenf of lncome, presented os Exhibit A-1, includes projected

operoting revenues for Fiscol Yeor 2009-2010 of 9839..| billion.

Toiol operoiinq Revenues (Line '10) ore forecosted to decreose by gl0l.0

million to $839.,l million o 10.7% decline when compored to the 2008-2009

Estimote of $940..| million. The mojor portion of the reduced revenues

reflects the significontly lower projecied cost of noiurol gos, offset in port

by the return to o normol heoting seoson with the commensurote increose

in soles to firm heoting customers ond the full yeor impoct of the 960.0

million bose rote increose. The 2009-2010 Budget Yeor represents 4,412

degree doys, which is PGW's new 30 yeor overoge level, while the

Estimote for the 2007-2a08 Fiscol Period reflected 4,lBl degree doys, 283

l5

t6

t7

l8

l9

zv
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zz
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degree doys or opproximotely 6.3% less thon the current normol level of

4,464 degree doys. The 2009-20.|0 Budget Yeor ossumes thoi firm heoting

soles ore expected to be 1.7 Bct greoter thon the 2008-2009 Estimote

reflecting o return to o normol heoting seoson. These foctors will result in

on increose in the projected morgin to cover fixed costs. The projected

2009-2010 GCR of $7.29 per Mcf is substontiolly less thon the overoge rote

in effect for the 2008-2009 Fiscol Period, while revenues from gos

tronsportotion ore onticipoied to increose reflecting customers

tronsferring from firm gos supply cotegories.

Non-Heotinq Revenues (Line I ) for ihe 2009-2010 Budget Yeor ore

projected of $50.2 million, o decreose of $16.4 million or 24.67", compored

to the $66.6 million expected during the 2008-2A09 period. A reduction in

soles to interruptible customers totoling .4 Bcf, ond o $3.69 decline in the

overoge price per Mcf is onticipoted to result in on $B.l million reduction

in revenues. A decreose in firm non-heoting billed revenues of $10.3

million is moinly due to the projected lower GCR in effect combined with

the slightly lower soles. The GCR, the universol Service chorge (usc), ond

the Interruptible Revenue Credit (lRC) for Fiscol Yeor 2008-2009 ore

onticipoted to be over recovered by $22.0 million with $.|.5 million

opplicoble to non-heoting revenues. The impoct on firm non-heoting

revenues of the opplicoble chorges for the Fiscol Periods 2007-2008 ond

2008-2009 is onticipoted to increose reported revenues by $2.0 million.

(Line 2) ore onticipoted to rise by

$4.7 million, or 18.6%, to $30.,| million from the prior yeor's level of 925.4

million due primorily to on odditionol .6 Bcf rise in the projected volumes of

gos being tronsported for customers.

Heotinq Revenues (Line 3) during the 2009-2010 Budget Yeor ore

projected to totol $742.1 million, 986.2 million, or 10.4% below the gB2B.2
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million expected in the 2008-2009 period. The mojor foctors for the $112.7

million decreose in billed revenues in the 2009-2A10 Budget Yeor reflect o

lower GCR in effect ond o 1.7 Bcf increose in usoge due to the return to o

new 30 yeor overoge 4,412 degree doy heoting seoson. The GCR, usc

ond the IRC ore expected to be over recovered by $22.0 million with

$20.5 million opplicoble to heoting revenues. The impoct on firm heoting

revenues of the opplicoble chorges for the Fiscol Periods 2007-2008 ond

2008-2009 is onticipoted to increose reported revenues by $26.5 million.

The Weolher Normolizotion Adiusimenf (Line 4) is not expecied to result in

ony substontiol impoct on heoting customers during the 2008-2009 Fiscol

Period. The 2009-20.|0 Budget Yeor onticipotes o normol winter heoting

seoson which would not result in o WNA odjustment.

The Unbilled Gos Adiustment (Line 5) is onticipoted io decline by gl.0

million to o totol of $2.7 million due moinly to o lower overoge price per

Mcf of gos used but not yet billed of August 2010. Af August 2009,

unbilled gos revenues of $8.7 million ore expected to be $.6 million obove

the prior period level reflecting o higher overoge price per Mcf of gos

used but not yet billed.

Whot ore lhe mojor componenfs of Applionce Repoir & Oiher Service

Revenues?

Ihe mojor components of Applionce Repoir & Other Service Revenues ore

os follows:

Applionce Repoir ond Other Service Revenues {Line 7) totoling $8.7 million

in the 2009-2010 Budget Yeor ore ossocioted with the ports ond lobor plon

controcts for house heofers, outomotic woter heoters ond other

opplionces. Also included in this cotegory ore reconnection chorges

generoted by customer bill poid turn-ons. The projected revenues for the

2009-2010 Budget Yeor ore expected to opproximote the current yeors'

A.

Poge 8



level. The 2009-20.|0 Budget Yeor projects opproximotely 59,000 Ports &

Lobor Plons to be in force, the some level os the previous yeor.

The following schedule detoils opplionce repoir ond other service

revenues for the three fiscol yeors:

Applionce Repoir ond Other Service Revenues

(Dollors in Thousondsl

Acluol Esiimote Budqel

2007-08 2008-09 2009-10

$6,826 $7,000 $7,000

1 ,781 1 ,7 45 'l 
,708

S8j0z Sez!$ S8J08

Ports & Lobor Plons

Reconnection, Turn on Chorges

TOTAL

I
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A.

Other Operotinq Revenues (Line 8) principolly reflects finonce chorges on

delinquent customer occount bolonces. The 2009-2010 Budget Yeor

projects o decreose of $1.4 million to $9.1 million due to lower customer

gos billings reflecting the projected declining fuel prices.

Would you proceed with your explonotion of the Stotement of lncome?

The Stotement of lncome includes projected Totol Operotinq Expenses

(Line l9) for the 2009-2010 Budget Yeor of $719.1 million, o $135.5 million or

15.9% decreose from the prior yeor. The mojor reosons for the voriotion in

costs ore exploined below.

Noturql Gos {Line ll) - Noturol gos costs ore forecosted to totol $420.1

million in the 2009-2010 Budget Yeor, $1269 million or 23.2% less fhon the

$547.0 million level projected for the 2008-20098 Fiscol Period. The

decreose from the 2008-2009 Estimqte of noturol gos costs primorily

reflects lower commodity pipeline prices of $2.22 cents per Mcf totoling

$ I 20.9 million, while slightly lower supply requirements of .4 Bcf ore

expected to result in o $3.8 million decreose. Demond chorges ore

Poge 9
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forecosted to decline by $2.2 million. The 2OO8-2OO? Fiscol Period

reflected the receipt of noturol gos refunds totoling 930,893. No noiurol
gos refunds ore projected to be received in the 2009-2010 Budget yeor.

Conlribulion Moroins (Line l4) - PGW forecosis thot the morgins to cover
fixed overheod ond other costs ond interest expense ore expected to

totol $419.,| million in the 2A09-2010 Budget Yeor, o rise of 926.0 million from

the $393..| million level projected in the 2OO8-2OO? Estimote. This morgin

represents the funds (iotol operoting revenues less the cost of fuel)

ovoiloble to meet PGW's operotionol ond finonciol requirements.

Lobor ond Frinse Benefits (Line l5) - This expense item, the second lorgest

expense thot PGw incurs, is budgeted to increose by gg.6 million or 6.4%

to $159.4 million. The moin foctors thot contribute to the odded lobor ond

benefits costs ore os follows: (l) Operoting lobor costs in the 2OO9-2010

Budget Yeor ore onticipoted to increose by $l.l million to $89.5 million

from the current yeor level of $88.4 million. The 2009-20.|0 Budget Yeor

reflects on overoge PGW personnel level of 1,200 employees. Cunenily,

PGW hos 1,706 employees os of Moy 2009. As shown on Exhibit A-l-1 (Line

32), PGW hos projected lobor cost reductions toioling g'1.4 million in the

2009-2010 Fiscol Period. This decreose con be ottributed, in port, to
onticipoted ottrition in the workforce. During the 2008-2A09 Fiscol Period

the unionized workforce received o31/z% generol woge increose effective

Moy 15,2009, the 2009-2010 Budget does not include funding for ony

future woge increoses for unionized or non-union employees. pGW's

collective borgoining ogreement with unionized employees expires

Moy 15,2010. A rise in copitolized lobor chorges is onticipoted for the

2009-2010 Budget Yeor lowering operoting lobor by $1.6 million, while

overtime costs ore projected to rise by $.8 million compored to the 20OB-

2009 estimoted period. (2) Pension expenses ore onticipoted to rise

Poge l0
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significontly by $5.5 million to $21..| million in the 2009-2010 Budget Yeor.

(3) The $2.7 million rise in heolth insuronce reflects premium increoses for

prescription drug ond medicol coveroge for both octive ond retired

employees. (4) Poyroll toxes ore expected to totol $5.9 million in the 2OOg-

2010 Budget Yeor, on increose of $.3 million from the prior yeor. The 20OB-

2009 estimoted period reflects o $.2 million refund ossocioted with prior

period soles tox liobility. A more detoiled explonotion of lobor ond fringe

benefits (Exhibit C-3) will be provided loter in my testimony.

Bod Debt Expense (Line l6) - pGW hos provided seporote supporting

documentotion for the Accounts Receivoble ond Bod Debt expense

colculotions (SD-S) ond the most recent collectibility study os of Moy 2009

identifying the bod debt reserve requirement (SD-6). pGW onticipotes o

$44.8 million expense reloted to bod debt for the 2009-2010 Budget Yeor

ond $47.1 million for the current 2008-2009 Fiscol Period. The forecosted

reduction in this expense reflects the lower customer billings ossocioted

with the decreosing fuel prices. PGW expects to ottoin o 94.0% collection
rote for the 2008-2009 Fiscol Period, while og5.O% collection rote torget is

reflected in the 20A9-2010 Budget Yeor. PGW's focus on bill collection

continues to remoin of the forefront of oll compony octivities qs

improvement in overoll customer collections is poromount to improving

cosh flow ond liquidity.

Other Expenses ond Depreciolion (Line 17) - The principol reosons for the

$15.8 million decreose in these expense cotegories for the 2009-2010

Budget Yeor of $94.8 million resulted from reductions in the oppropriotion

for losses, odditionol lobor reloted chorges to copitol projects ond
projected benefits derived from business tronsformotion initiotives. These

decreoses were portiolly offset by higher costs for odvertising, generol

moteriol, insuronce, controcted mointenonce, utilities, rentols, purchosed

26

27

28
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seryices, postoge, promotion, ond depreciotion expenses. A more

detoiled explonotion of other expenses ond depreciotion (Exhibit C-4) will

be presented loter in my testimony.

Other Income (Line 21) - PGW expects o $1.0 million increose in other

income during the 2009-20,|0 Budget Yeor primorily os o result of eornings

on restricted funds {bond proceeds ond sinking fund deposiis) reflecting

on increose in investoble bolonces ond higher interesi rotes.

fnferesl Expense (Line 27lr - Totol interest expense of $75.1 million in the

2409-2010 Budget Yeor represents on increose of $2.5 million from the

2008-2009 Fiscol Period. Lonq-term debt (Line 23) interest costs ore

budgeted to decreose by $3.3 million due moinly to ihe scheduled long-

term debt moiurities ond reduced interest costs ossocioted with PGW's

interest rote swop ogreement. other interest (Line 24) expense is

onticipoted to rise by $6.1 million in the 20A9-2010 Budget Yeor primorily os

o result of costs ossocioted with providing bonk liquidity support for the

plonned 8m Series refunding bond issue ond with PGW's commerciol

poper progrom which is expected to be mointoined of the $.|50.0 million

level in the 2009-2010 Fiscol Period. The Loss from the Extinouishment of

Debt (Line 26) of $5.4 million in the 2009-2010 Budgei Yeor is expected to

be $.2 million higher thon the prior period reflecting the continued

expense omortizotion of prior bond refundings.

Net Eqrninqs (Line 28) - The net eornings from Operotions ore forecosted

ot $54.7 million for the 2009-2010 Budget Yeor. This reflects o $33.0 million

improvement from the 2008-2009 Fiscol Period projected eornings of $21.7

million.

Proceeding lo Exhibil A-2, the Cosh Flow Stolement, would you pleose

identify lhe individuol ilems which occounf for lhe totol sources of $184.5

milfion for the 2009-2010 Budget Yeor shown on Line 11?

26 O.

27

28
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The Cosh Flow Stotement is one of PGW's primory finonciol plonning ond

control documents. Through this formot, the tronsition from on occruol

occounting methodology opplied in the Stotement of lncome is now

presented on o cosh bosis. The principol sources of funds for PGW ore net

income, borrowings to support copitol expenditures, ond the commerciol

poper progrom.

Nel Eorninqs (Line 1) totoling $54.7 million is o tronsfer from Line 28, Exhibit

A-1, Stotement of Income. lt is the net result of PGW's operotions ofter

combining revenues ond other income, less operoting ond inlerest

expenses.

Deprecioiion ond Amortizolion (Line 2) ore sources of funds, os these items

represent those (non-cosh) costs chorgeoble to expense in the cunent

period, olthough the octuol cosh poyments were mode primorily in prior

periods. In the 2009-2010 Budget Yeor, this cotegory is projected to rise by

$.7 million to $46.1 million os o result of higher depreciotion expense on

utility plont.

Eqrninqs on Reslricted Funds (Line 3) represent cosh withdrowols from

restricted funds, principolly the revenue bond sinking ond copitol

improvement funds. ln the 2008-2009 ond 2009-2010 Fiscol Periods no

cosh withdrowols from these funds is expected. Eornings on these

restricted occounts totoled $5.2 million ond $5.8 million, in the 2008-2009

ond 2009-2010 fiscol periods, respectively.

Increosed/(Decreosed) Olher Assels/Liobilities (Line 5) reflects o chonge

between the 2008-2A09 ond 2009-2010 Fiscol Yeors of $6.8 million. The

moin components thot ore reflecied in this cotegory ore deferred

operoting expenses including environmentol remediotion, injury ond

domoge reserves, interest occruols thot continue lo be mode on the long

term debt portion of Tox-Exempt Copitol Appreciotion (TECA) bonds.

Poge 13
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Also, ofher post employmeni benefits thot ore now being reported ore

included in the liobilities.

The sum of net income ond the previously mentioned odjustments is

reported on (Exhibit A-2, Line 6) os ovoiloble from operotions ond totols

$l 16.5 million in the 2009-2010 Budget Yeqr, 926.2 million greoter thon

forecosted in the 2008-2009 Fiscol Yeor.

Funds Required for Copilol (Line 7) represents one of the components of

PGW's cosh monogement process. The funds withdrown from the copitol

improvement fund ore utilized to fund PGW's copitol expenditures. The

2008-2009 ond 2009-2010 Fiscol Periods onticipote $45.0 million ond $50.0

million, respectively, being withdrown from the copitol improvement fund

to support copitol spending.

Gront Income (Line 8) - The $18.0 million represents the gront bock of the

City poyment to PGW to be used os project revenues ovoiloble to cover

debt service.

Tempororv Finoncino (Line 10) - In the current 2008-2009 Fiscol Period,

PGW's outstonding level of commerciol poper notes is onticipoted to be

$66.0 million of August 31, 2009. During the 2008-2009 Fiscol Period, the full

omounl of commerciol poper notes wos repoid on Moy 15,2009. PGW,

for the remoining portion of the fiscol yeor, onticipotes reissuing notes, os

needed, to ossist in meeting projected working copitol requirements. The

level of outstonding notes between August 2008 ($90.0 million) ond August

2009 ($66.0 million) (Line 25) decreosed by $2a.0 million. The 2009-20.|0

Budget Yeor onticipotes thot commerciol poper notes in vorying levels will

be outstonding to ossist in meeting working copitol requirements. The

outstonding level of notes of August 2010 is forecosted to be $29.0 million.

The overoll impoct of PGW's operotions, including the opproved $60.0

million bose rote increose, improved cusfomer collection levels, the
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forgiveness of the $18.0 million City poyment, is projected to leove pGW

with o cosh bolonce of $50.6 million of August 2a10, compored to the

$50.7 million oniicipoted of the close of the 2oa8-2aog Fiscol period.

The Tolol Sources (Line I I ) of $184.5 million in the 2AA9-2010 Fiscol Yeor ore

expected to be $31.2 million higher thon lhe level projected in Fiscol Yeor

2008-2009 moinly reflecting the odditionol net eornings from Operotions.

How ore these Totolsources opplied wilhin PGW?

The Totol Sources ore utilized os detoiled

under the cotegory Totol Uses (Line 2l)

the lower port of Exhibit A-2

$184.5 million. The primory

oreos of expenditures ore os follows:

Net Copilol Expenditures (Line 12) represent expenses for opproved

copiiol budget projects. Ihese costs totoling $72.1 million in the 2009-20.|0

Budget Yeor ore projected to increose by $16.5 million from the 2008-2009

Fiscol Period level of $55.6 million. These expenditures include: (l) direct

chorges for lobor, moteriol, equipment, controctors ond tronsportotion

services; (2) ollocoted expenses for fringe benefits ond odministrotive ond

generol expenses; ond (3) on Allowonce for Funds Used During

Construction (AFUDC). The toiol costs ore reported nei of contributions,

reimbursements ond solvoge.

Funded Debt Reduction (Lines 13 & 14|r - This expense represents the

poymenf of the principol portion of PGW's long-term debt under pre-

determined debt omortizotion schedules. These poyments include

revenue bond debt service principol repoyments. In the 2009-2010

Budget Yeor, these poyments ore expected to lotol $48.2 million, o rise of

$3.6 million from the $44.6 million expected to be poid in the 2008-2009

Fiscol Period.

Tempororv Finoncinq Repqyments (Line l5) - The 2A0B-20A9 Fiscol Period

onticipotes thot $24.0 million of outstonding commerciol poper will be

Pqge 15
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repoid leoving o bolonce of $66.0 million outstonding of August 2009,

while the 2009-2010 Budget Yeor projects thot on odditionol 937.0 million

will be repoid by August 2010, resulting in on outstonding bolonce of 929.0

million.

Distribution of Eorninos (Line 17) - This represents the onnuol 9.|8.0 million

poyment mode to the City of Philodelphio under the Philodelphio

Focilities Monogement Corporotion Agreement/Ordinonce. This poyment

will be mode to the City of Philodelphio ond it will then be gronted bock

to PGW to be utilized os project revenues.

Addifions to (Reduclions ofl Non-Cosh Workinq Copitot (Line l8) - This

cotegory represents PGW's continuing effori to shift from the occruol

method of occounting to o cosh bosis. The detoil of working copitol is

presented on Exhibit H-1, ond the onnuol chonges in working copitol,

which specificolly suppori Line l8 of Exhibrt A-2 ore detoiled on Exhibit H-2.

Would you pleose exploin lhe mojor foclors thot resulted in the working

copilol requiremenis for the 2008 -2009 F iscol Yeor ond the continuing

impocl on the proposed 2009-2010 Budget yeor?

The $9.6 million net increose in working copitol requirements during the

2408-2009 Fiscol Period (Exhibit H-2, Line l3) reflects chonges in both ossets

ond liobilities. The 2008-2009 Fiscol Period onticipotes on increose in

occounts receivoble (Exhibit H-2, Line l)of gl3.l million ond o chonge in
ihe reserve for bod debt (Exhibit H-2, Line 3) of $2.6 million resulting in o

net gos occounts receivoble increose of $15.7 million. Unbilled gos

revenues (Exhibit H-,|, Line 2J of $8.7 million of August 2009 ore projected

to increose by $.6 million. The increose in occounts receivqble moinly

reflecis the projected decline in the collection of customer billings. PGW

will be consulting wiih its externol ouditors to oscertoin the required

reserye for uncollectible occounts ond hqs presented seporote supporting
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documentotion, which detoils the occounts receivoble bolonce, reserye

for uncollectible occounts ond bod debt expense. Moteriols ond Supplies

(Exhibit H-2, Line 5) ore onticipoted to decreose by $52.6 million principolly

due to o lower overoge price ($2.39 per Mcf, or 22.7%) ond volume of

noturol gos in storoge inventories (1.5 Bcf), while Other Current Assels

(Exhibit H-2, Line 6) is expected to increose by g7.z million due moinly to

higher occrued copitol reloted costs ond reimbursoble projects ohd

increosed prepoid insuronce premiums for public liobility ond property

coveroge. Liobilities, nomely occounts poyobles (Exhibit H-2, Line 10), ore

expected to decline by $28.9 million principolly due to reduced prices for

noturol gos purchoses, ond generol trode poyobles. In oddition, other

cunent Liobilities (Exhibit H-2, Line 1 1) ore expected to decreose by 99.4

million moinly due fo lower reserye requirements for the reserve for injuries

ond domoges ond o reduced level of customer deposits of yeor end.

These decreoses were portiolly offset by o net increose of $7.5 million in

the liobility for the projected $22.0 million over recovery of the 2008-2009

GCR, USC ond IRC costs. The net impoct of these working copitol

chonges resulted in on increosed working copitol requirement for the

2008-2009 Fiscol Yeor.

The 2009-2010 Budget Yeor projects overoll working copitol requirements

will roise by $9.3 million (Exhibit H-2, Line l3). Net Accounts Receivoble

(Exhibit H-2, Line 4) ore onficipoted to decline bV $a.2 million moinly due to

the projected lower GCR ond its impoct on lower customer receivoble

bolonces, while providing the necessory requirement for the reserve for

bod debt ond reduced occrued gos revenues os o result of the

decreosed price of noturol gos. Moteriols ond Supplies (Exhibit H-2, Line 5)

ore forecosted to decreose bv $7.2 million principolly due io lower

overoge prices for noturol gos in sloroge of neorly 76.0 cents per Mcf or
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9.3%. This decreose wos offset, in port, by o .6 Bcf rise in the volume of

noturol gos in storoge of August 20,|0. Other Current Assets (Exhibit H-2,

Line 6) ore expected to increose by $'1.1 million reflecting slightly higher

occrued copiiol relqted costs ond reimbursoble projects. Accounts

Povoble (Exhibit H-2, line l0) ore expected to decline by g'1.4 million

reflecting lower yeor end noturol gos purchose costs. Other Cunent

Liobilities (Exhibit H-2, Line I I ) ore onticipoted to decreose by $18..| million

reflecting the return to customers of the $22.0 million 2OOB-2009 over

recovery of GCR, USC ond IRC costs, offset by higher environmentol

remediotion costs. These osset ond liobility chonges result in on increosed

net working copitol requirement of $9.3 million for the 2009-2010 Budget

Yeor (Exhibit H-2, Line 13).

PGW's ending cosh Bolonce (Exhibit A-2, Line 24) of August 2oog is

expected to totol $50.7 million, $15.3 million less thon the outslonding level

of $66.0 million of commerciol poper notes. This yeor end cosh bolonce is

$1.4 million greoter thon the $49.3 million octuol cosh bolonce in 2007-

2008 which wos $40.7 million below the $90.0 million level of outsionding

short term borrowings. The 2009-2010 Budget yeor projects o cosh

bolonce of yeor end of 950.5 million, which is onticipoted to be 921.5

million greoter thon the outstonding level of $29.0 million of commerciol
poper notes. The ultimote gool for PGW in the future is to improve on its

recent collection rote ond poriiolly suppori the finoncing of its copitol
progroms with internolly generoted funds ond minimize the use of short

term borrowings.

Could you exploin lhe income ond expense components thot ore utilized

when computing the Revenue Bond Debt Service Coveroge Rofio for lhe

2009-2010 Budget Yeqr on Exhibii A-3?

The coveroge rotio is colculoted bosed on the '1975 Ordinonce ond theA.
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1998 Ordinonce which sets the priority of poyments of outstonding long-

term debt. In deriving doto for the coveroge colculotion, severol non-

cosh odjustments ore mode to both revenue ond expense items:

Tolol Funds Provided (Line 7) - The funds provided in the proposed 2009-

20.|0 Operoting Budget totol $862.9 million ond ore comprised of: (l ) totol

gos ond other operoting revenues, (2) other income odjusted to include

octuol cosh withdrowols from both the Copitol lmprovement ond

Revenue Bond Sinking Funds {rother thon only the interest eorned in the

fiscol period), the $18.0 million in Groni lncome, ond (3) AFUDC on

borrowed funds for copitol expenditures.

Totol Funds Applied (Line 12lr - The funds opplied reflect operoting

expenses from Exhibit A-.|, Line 
.|9, 

totoling $719.0 million, less certoin non-

cosh ond subordinote expenses (Line I 1) totoling $68.2 million. The

components of the non-cosh expenses include: (l ) depreciotion expense

included in operoting expenses, (2) poyments to the City of Philodelphio

for miscelloneous services rendered, including Philodelphio Gos

Commission expenses, ond (3) other post employment benefits.

Funds Avqiloble to Cover Revenue Bond Debt (Line l3) ore projected to

be $212.'l million for the 2009-2010 Budget Yeor.

Revenue Bond Debl Service (Line 14) - The totol funds opplied to .1975

Revenue Bond Debi Service ore $30.1 million, representing the scheduled

cosh poyments of principol which ore due onnuolly with interest poid

semi-onnuolly.

Debl Service Coveroqe Rolio 1975 Revenue Bonds (Line l5) - The debt

service coveroge rotio tor 1975 Ordinonce Revenue Bonds is obtoined by

dividing Funds Avoiloble to cover .|975 Debt Service ($212.1 million) by

Funds Applied to 1975 Debt Service Revenue Bonds ($30.1 rnillion). The

result produces o coveroge rotio of 7.05 times. The mondotory coveroge

Poge l9
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rotio for .l975 
Senior Debt Service is 'l .5 times. The remoining coveroge

rotios, os set forth in the 1998 ordinonce, ore now colculoied. Net

ovoiloble ofier 1975 Debt Service (Line 16) totoling $182.0 million is utilized

to colculote the coveroge rotio on l99B Ordinonce Senior Debt Service

(Line 17) of $23.3 million of o mondotory 1.5 times. The projected

colculotion for this rotio is shown of 2.48 times (Line lB). The finol

componeni of the coveroge colculotion under the l99B Ordinonce is

shown on (Lines 19 through 21). Net ovoiloble ofter the 1998 Debt Service

(Line l9) of $.|08.7 million is used to colculote coveroge on l99B

Subordinote Debt Service (Line 20) of $2.0 million. The result is shown on

{Line 21) os Debt Service Coveroge Subordinote Bonds of 54.75 times. The

mondotory requirement is 1.0 times on subordinote debt service. The

projected coveroge rotios for the current 2008-2009 Fiscol Period ore

expected to be 5.46 times on 1975 Ordinonce debt service ond 2.10 times

on 1998 ordinonce debt service, while the coveroge rotio on l99B

Subordinote debt service is expected to be 32.95 times.

Returning to lhe Stolemenl of lncome (Exhibit A-l), could you exploin in

detoil lhe items lhol qre included under lhe colegory Lobor ond Fringe

Benefils on Exhibit A-1, Line l5?

This cotegory includes poyroll costs (excluding thot portion chorgeoble to

copitol octivities), poyments mode to beneficiories of PGW's employee

pension plon ond corresponding withdrowols from the pension fund. This

cotegory olso includes the cost of premiums poid for employees' tboth
octive ond retired) heqlth ond group life insuronce coveroge, poyroll

toxes ossocioted with FICA ond Medicore ond Stote unemployment toxes

(exclusive of those toxes chorgeoble to copitol octivities) os detoiled on

Exhibit C-3.

Are conlroctuol lobor escolotions included in the periods covered on

24

z3

26

2e a.
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II
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l3

Exhibit A-1?

Yes, o controct is in effect with the Gos Works Employees' Union for the

period from Moy 16,2007 to Moy 15,2010. A2Yz% generol woge increose

wos effective for unionized employees on Moy I5, 2008. The remoining

generol woge increose of 31/z% wos effective Moy 15, 2009. The 2009-2010

Budget does not provide funding for ony woge increose for unionized or

non-union employees.

Could you exploin lhe difference in lobor ond fringe benefil expenses

(Exhibif C-3) between lhe 2008-2009 ond 2009-20'10 Fiscol Periods?

The 2009-2010 Budget Yeor reflects poyroll costs of $1 ll.8 million, on

increose of $2.8 million from the 2008-2009 Fiscol Yeor level of $109.0

million (Line 1 ). Operoting lobor costs (Line 3) ore projected to rise by $1 .l

million to $89.5 million, while lobor chorged to copitol projects ond other

octivities rose by $1 .7 million.

The 2009-2010 Budget Yeor projects pension beneficiory poyments (Line 4)

to totol $35.1 million, with o $14.0 million (Line 5) withdrowol from the

pension fund to meet the onticipoted poyments. This will resuli in on

octuoriol pension expense of $2'1.1 million. The 2008-2009 Esiimote for

pension beneficiory poyments is expected to be $33.8 million, wiih on

$18.3 million withdrowol from the pension fund to meet the scheduled

poymenis. The octuoriol pension expense for PGW in the 200B-20Aq Fiscol

Yeor is forecosted to totol $.|5.5 million. The octuoriolly computed pension

expense for the 2008-2009 ond 2009-2010 Fiscol Periods wos bosed on

updoted informotion bqsed on PGW's existing pension study prepored by

its octuoriol consultont. Heolth insuronce costs (Exhibit C-3, Line B) ore

onticipoted to be $37.3 million in the 2008-2A09 Fiscol Period, while the

2049-2010 Budget Yeor expects o $2.7 million increose to $40.0 million.

PGW continues exploring woys to reduce costs for oll employees' heolth
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coveroge with its primory heolth core providers. Poyroll toxes (Line 16) ore

onticipoted io be $6.9 million in the 2009-2010 Budget Yeor on increose of

$.3 million, the 2008-2009 estimote of $6.6 million included o prior period

soles tox refund of $.2 million. The following schedule detoils the mojor

components of the Lobor ond Fringe Benefits expense:

Lobor ond Frinqe Benefits

(Dollors in Thousonds)

Operoting Lobor

Pension Poyments

Pension Fund Withdrowols

Group Life Insuronce

Heolth Insuronce

Soles Tox Refund

Poyroll Toxes

TOTAT

Actuol

2007 -08

$85,1 6 t

32,839

(18,581 )

1,596

34,226

(e04)

6,581

SrtrcJ08

Estimote

2008-09

$88,395

33,866

(18,335)

2,000

37,300

(214)

6,823 6,955

5149.835 Sl5llt38

Budqei

2009-10

$89,543

35,.|28

(14,065)

1,900

39,977

27

28

Could you exploin the personnel levels included on Exhibit C-3-1, qnd

why PGW feels thof the 2009-2010 Budget Yeor level is reosonoble?

PGW, in the 2009-2010 Budget Yeor, expects to ottoin on overoge level of

1,700 employees. PGW currently hos 1,706 employees ond os of Moy 2009

hod on overoge personnel level of 1,716. The compony will most likely be

slightly obove its gool of 1,700 employees during the 2008-2009 Fiscol

Period. PGW recognizes thot certoin oreos of ihe compony thot provide

criticol functions need odditionol stoffing ond continued troining; the

2009-2010 Budget provides the necessory resources. PGW is committed to

odhering to the highest level of sofety in the work ploce, while oi the

some time reducing overoll workers' compensotion cloims through

Poge 22
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A.

coniinued troining.

Pleose defoil lhe items included in Other Expenses ond Depreciotion on

Exhibit A-1, Line 17.

The expenses of $94.8 million for the 2009-2010 Budget Yeor include on

opproprioiion for reseryes ond other losses (excluding the oppropriotion

for uncollectible gos occounts), odvertising, generol moteriol, property

ond liobility insuronce, controcted mointenonce, utilities, rentols,

purchosed services, postoge, promotion, depreciotion ond miscelloneous

expenses.

Also included in this cotegory ore credits to operoting expenses for lobor-

reloted fringe benefits such os insuronce, toxes, pension expenses, ond

odministrotive ond generol costs chorgeoble to copitol projects. In

oddition, non-utility revenues ore olso contoined in this cotegory. The

detoil of these expenses con be found on Exhibit C-4, Deioil of Other

Expenses.

Hove ony odjustments been mode to the expense cotegories deioiled on

Exhibit C-4 to reflect posi Regulotory Commission orders?

Yes, PGW hos complied with Regulotory Commissions' post orders which

omortized certoin non-recurring costs ond normolized other expense items

for rolemoking ond budgeting purposes. The purchosed services

cotegory moinly reflects these odjusiments. Schedule (SD-4) provides

documentotion of the occounting for the remoining non-recurring

expenses ond projected costs ossocioted with PGW's bose rqte increose

ond monogement oudii.

Pleose exploin whot is included in the Appropriolion for Reserves ond

Other losses on Exhibil C-4, Line l ?

This expense cotegory includes oppropriotions to the lnjuries ond

Domoges Reserve for PGW's estimote of outstonding suits ond cloims ond

7

d

?

t0

ll

12

l3

l4

l6

t7

l8

24

25

26

27

28

a.

A.

t9

zu

2l

zz

ZJ

a.

A.

Poge 23



I

2

4

5

6

9

'10

ll

tz

l3

14

l5

16

t7

IA

l9

20

2l

22

23

24

25

26

a.

A.

workers' compensotion settlements, corporote loss settlements, ond cl

provision for employees' compensoted obsences. As stoted previously,

this item excludes the oppropriotion for uncollectible occounts.

Whot foctors contributed lo lhe increose in setltements during the 2008-

20ag Eslimoie compored to lhe 2007-08 octuol, ond lhe higher projected

level of setllements for the 2009-2010 Budget yeor?

PGW's settlements for suifs ond cloims ond costs for workers'

compensotion were $2.7 million during the 20A7-2008 octuol period ond

combined with the oppropriotion of $4.8 million resulted in o yeor-end

reserve bolonce of $7.5 million of August 2008. PGW's current projection

of totol reserves for outstonding suits ond cloims ond workers'

compensotion settlements is expected to totol neorly $3.1 million ot

August 2009, o decreose compored to the $6.1 million thot wos projected

of August 2008. The 2008-2009 Fiscol Yeor primorily reflects the setilement

of severol suits ond cloims ond long term workers' compensotion cloims.

The oppropriotion to the Reserve for Injuries ond Domoges is expected to
totol $4.3 million during the 2008-2009 Fiscol Period resulting in on ending

reserve bolonce of $5.8 million. Settlements for ihe 2008-2A09 Fiscol Period

ore onticipoted to totol $5.9 million. The reserye bolonce of August 2009 is

expected to provide coveroge for suits qnd cloims ond workers'

compensotion settlements during the 2009-20,|0 Budget yeor.

The 2009-20.|0 Budget Yeor projects settlements totoling $5.5 million, which

includes costs ossocioted with qn outstonding closs oction suit during the

upcoming period, while the oppropriotion of $3.5 million represents the

required level necessory to provide o yeor-end reserve bolonce of $2.8

million. This forecosted reserye bolonce of August 2010 is expected to

provide coveroge for outstonding suits ond cloims ond workers'

compensotion settlements onticipoted during the 20.|0-2011 Fiscol Yeor.

27

28
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PGW continues, through the Humon Resources, Risk Monogement ond

Legol deportments, ond the use of o third porty provider to hondle its
workers' compensotion progrom, to identify oll potentiol sovings thot con

be ochieved through on effective coordinotion of ihese octivities.

The following schedule detoils the Injuries ond Domoges Reserve:

Iniuries ond Domoges Reserve

(Dollors in Thousonds)

Actuol Estimole Budqet

2007-08 2008-09 2009-10

Beginning Bolonce 95,352 g7 ,456 g5,8l0

Settlements (2,691) (5,9'l I ) (6,5A7l

Appropriotion 4,79A 4,265 3,460

Ending Bolqnce 52456: Sj.8ttr S2J631
*The required reserve bolonce represents the current portion of the totol

outstonding liobility of the end of the fiscol period.

Would you exploin the items included in the Adverlising expenses shown

on Exhibil c-4, Line 2, ond ihe increose of ro% comporing the 200?-2010

Budget Yeor to the 2008-2009 Esiimole?

The mojor components of the odvertising expenditures in the 2009-2010

Budget Yeor totoling $2.2 million ore reloted to corporote compoigns to

inform eligible cusfomers of the ovoilobility of low income heoting

ossistonce progroms, collection octivities reloted to customer bill

poyment, PGW's Ports ond Lobor Repoir Plons ond cusiomer opplionce

sofety ond corporote customer informotionol odvertising. A mojor portion

of the odded spending reflects odvertising costs in the 2009-2010 Fiscol

Period reloted to o morketing compoign to promote noturol gos os o

cleon oir solution for potentiol customers. In oddition, odvertising is

ossocioted with Reguloiory octivities relqted to roie ond toriff chonges,

26

27

28
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A.

meeting notices ond heorings.

Whot ore lhe moin components of ihe Generol Moteriol costs included on

Exhibit C-4, Line 3 for the 2009-2010 Budget Yeor ond the 2008-2009 Fiscol

Period?

In the 2A09-2010 Budgei Yeor, the three mojor operoting deportments ore

onticipoted to utilize $5.3 million (net) of moteriol in their operotions {pipe,
volves, opplionce ond replocement ports, etc.) opproximotely $.1 million

or 2.5% greoter lhon in the current period. The I 9.4% overoll increose in

moteriol moinly reflects o $.|.0 million provision for moteriol purchoses

ossocioted with o possible work stoppoge in Moy 20.|0. Without this cost

overoll moteriol costs would be relotively unchonged of $5.1 million. PGW

remoins committed to on overoll cost contoinment initiotive to lower the

overoll deportmentol moteriol utilizotion.

Whot type of lnsuronce Premiums ore included in lhe Insuronce costs

reported on Exhibil C-4, line 4, ond whot is the reoson for the 51.2 million

or neorly 35% increose projected in fhe 2009-2010 Budget Yeor?

Insuronce expense includes premiums for property, public liobility, ond

workers' compensotion coveroge. Public liobility coveroge for the 2008-

2009 ond 2009-2010 Fiscol Yeors is expected to be moinloined of the

curreni $200.0 million level with o self-retention level of $1.0 million per

occurrence. The renewol premiums for overoll public liobility insuronce

ond workers' compensotion coveroge ore onticipoted to rise by neorly

$1.0 million or 45% to $3.2 million in the 2009-2010 Budget Yeor up from the

$2.2 million level experienced in the 2008-2OOq Fiscol Period. The 2009-

20,|0 Budget Yeor includes the impoct of lst porty environmentol ond

Cyber liobility coveroge thot is expected to be in ploce. ln the 2007-2008

through 2009-2010 Fiscol Yeors, the cost of providing insuronce coveroge

is reflected os follows:
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4
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Property Insuronce

Public Liobility & Workers' Comp.

Miscelloneous

Insuronce Expense

(Dollors in Thousonds)

$1,0,|4

2,174

Actuol Estimote Budqet

2007-08 2008-09 2009-10

$1,070

2,235

$1,231

3,239

7

A
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o.

A.

TOTAL

40 45 50

5j228 53350 5!1520

Other lobor reloted insuronce expenditures for employee heolth ond

group life insuronce were previously referenced os o component of the

lobor ond fringe benefit expenses.

Whot expenses ore included in Confrocted Mointenonce on Exhibit C-4,

Line 5?

Controcted mointenonce represents the cost of work performed by

outside personnel, who ore retoined for their speciolized experience in

porticulor tosks. Softwore mointenonce ond/or licensing fees ore olso

included in this cotegory. This controcted work includes poving, pointing,

inspections ond chorges for mointenonce of such iiems os gos engines,

piping insulotion, instrument repoirs, tools, outomobiles, elevofors, oir

conditioning equipment, olorms, fire protection equipment, office ond

computer equipment ond computer softwore mointenonce, etc.

Costs ossocioted with Conlrocled Mointenonce on Exhibit C-4, Line 5, ore

projected to rise by 5.1 million or 27o in lhe 2009-2010 Budget Yeor. Pleose

exploin the reoson for ihe increosed expense.

The primory reosons for the odditionol controcted mointenonce costs

reflect plonned mointenonce octivities on gos moins totoling $.1 million

ond higher mointenonce softwore costs totoling $..l million in Informotion

services. PGW expects controcted mointenonce expenses overoll to totol

a.

A.
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$5.8 ond $5.9 million in the 2008-2009 ond 20A9-2UA Fiscol Periods,

respectively.

Whot services ore included within lhe colegory of Utilities on Exhibil C-4,

Line 6?

Utilities include the cost of electric, telephone ond woter service. In the

2007-2008 through 2009-2010 Fiscol Yeors, the octuol or projected costs for

these services ore:

Ulilitu Expense

(Dollors in Thousonds)

Actuol Estimote Budqel

2007-08 2008-09 2009-10il

tz

t3

l4

l6

Electric

Telephone

Woter

$2,120

1,087

482

$2,300

1,080

391

$2,341

l,l 13

391

a.

A.
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TOTAL S3J89 5gZZ1 53-845

The 2% increose in utility expenditures projected for the 2009-2010 Budget

Yeor moinly reflects higher costs for purchosed electricity of PGW's

fociliiies. The utility expenses included obove exclude the cost of gos

used by the compony. This gos expense, in occordonce wiih the

prescribed FERC occounting methodology, is included in Noturol Gos

expense on Exhibit A-.|, Line I l.
Whot cosls ore included in Rentol expenses, os presented on Exhibit C-4,

Line 7?

Rentol expenses include the rentol ond leosing of such items os computer

reloted ond telephone equipment, hond held microprocessors,

tronsportotion ond construction equipment ond PGW's cusfomer service

centers. This expense cotegory in the 2009-2010 Budgei Yeor is expected

to remoin relotively constont of $1.5 million.
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A.

Pleose deloil the type of expenses included within lhe coiegory

Purchosed Services on Exhibit C-4, Line 8.

This expense cotegory primorily includes professionol ond technicol

services such os: legol, engineering, ouditing, consulting ond computer

reloted seryices, os well os, cerfoin speciolized services, e.g., odvertising,

production, collection ogencies, ormored cor seryices, weother

forecosting, bonking ond finonciol services ond home weotherizotion

seryices, etc., which ore not normolly ovoiloble within the compony's

internol orgonizotion. The 2009-2010 Budget Yeor onticipotes thot

purchosed service cosis will totol $27.1 million, on increose of $4.5 million

or neorly 20% obove the 2008-2009 Estimote oI $22.6 million. The mojor

increoses in the 2009-2010 Budget Yeor result from higher costs for o
plonned reol estote optimizotion study, business process improvements,

legol seryices, corporole troining, technicol informoiion service support

ond jonitoriol ond securiiy services. The 2009-2010 Budget onticipotes thot

weotherizotion ond conservotion expenditures will totol $2.2 million,

opproximoting the 2008-2009 Estimote. These costs ore port of the non-

fuel chorges thot ore currently recoveroble through the Universol Service

Chorge.

Does the Postoge Expense on Exhibit C-4, line 9, include fhe cost of

moiling oll of the gos bills ond nolices being sent to customers?

Yes. PGW moils oll of its monthly customer gos bills. In oddition, this

expense includes the cost for the moiling of collection notices, ports ond

lobor plon controcts ond generol business correspondence. The 2009-

20.|0 Budget Yeor totol of $2.5 million is $.1 million greoter thon the $2.4

million expected to be incurred in the current fiscol period.

Pleose describe the items included in the cotegory Promofion on Exhibit

C-4, Line 10.
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A.

The promotionol expenses ore ossocioted with the Morketing

deportment's initiotives to expond the use of noturol gos in oll morket

segments. The Morketing deportment included $.3 million for customer

incentives in the 2009-2010 Budget Yeor for o burner tip conversion

compoign.

Whot ore lhe components of Non-Utility Revenues presented on Exhibit C-

4, line I 1?

The moin componeni of these revenues is ossocioied with the 1%

commission poid by the Commonweolth of Pennsylvonio for soles tox

collection.

on Exhibil c-4, Line 12, whot expenses ore chorged lo copitol ond whot is

lhe bosis for the ollocoted chorges to copitol ond corresponding credits to

Operotions?

Certoin lqbor-reloted fringe benefit expenses, such os employee group life

ond heolth insuronce, pensions ond poyroll toxes ore chorged initiolly to

PGW's operoting occounts on the stotement of Income, Exhibit A-.|. In

order to ossign o proportionol shore of these costs to copitol projects thot

utilize PGW personnel, o percentoge of the totol cost of the lobor ond

fringe benefit expenses to the totol direct poyroll is colculoted. On ihe

bosis of this colculotion, these expenses ore ollocoted to copitol projects

ond operoting expenses ore reduced on the bosis of the direct lobor

chorges to copitol. Also, odministrotive costs ore ollocoted to copitol

bosed on the percentoge of odminisirotive ond generol expenses to totol

expenditures, excluding fuel costs. Copitol projects ore chorged ond

operoiing expenses lowered on the bosis of the totol chorges on o
monthly bosis to copitol projects. The 2009-2010 Budget Yeor onticipotes

on ollocotion of $17.7 million in lobor reloted fringe benefits ond

odministrotive ond generol costs to copitol projects, o $..| .B million
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Increose compored to the 2008-2009 Fiscol period, reflecting the

odditionol copitol spending forecosted.

How ore Depreciofion rotes determined ond how do lhey relofe lo the

expense listed in Exhibit C-4, line l3?

PGW currently depreciotes plont-in-service bosed on o 2004 depreciotion

study performed by the firm of Block & Veotch. The 2oog-2o10 Budget

Yeor projects the utilizqtion of o 2.4% composite depreciotion rote ond

when opplied to the projected plont-in-service bolonces occounts for the

$43.4 million depreciotion expense.

Miscelloneous expenses included on Exhibil C-4, Line 15, ore forecosted

to decfine by 522.1 million in lhe 2009-2010 Budget Yeor. Pleose exploin

the reosons for the reduced cosls ond the mqin components of this

cotegory?

Miscelloneous expenses ore forecosted to totol $12.9 million in the 2OO9-

2010 Budget Yeor o decreose of $22.1 million primorily due to the $16.7

million net impoct of onticipoted benefits derived from Business

Tronsformotion initiotives, while o higher credit reloted to LNG inventory

processing octivities further contributed to fhe reduction. Also, o
decreose of $.9 million in the reported expense for post employment

benefits is expected in the 2009-2010 fiscol period. A detoil of the

components of the miscelloneous expense cotegory is listed below:
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Miscelloneous Expenses

(Dollors in Thousonds)

Actuol

2007-08

Expense of Employees 9678

Dues & Subscriptions 3,667

Toxes 21

PFMC Monogement Fee 381

Other Post Employment Benefits 25,834

Amortizotion Non-Recurring Expense 377

Deferred Compensotion 361

Business Tronsformotion Costs/(Benefits)

(Additions)/Reductions LNG lnventory (901)

TOTAL 530418

A. Does this conclude your testimony in this proceeding?

A. Yes, it does. Thonk you.

Estimote

2008-09

$747

3,847

21

359

25,558

210

337

3,000

925

s35-004

Budoet

2009-r0

$l,l l6

4,022

30

360

24,615

3r6

344

(16,700)

(1,2451

$e858

Poge 32



RTSOLUTION
AUTHORIZATION TO SUBMIT THE

PGW FISCAL YEAR 2O1O OPERATING BUDGET TO THE
PHILADELPHIA GAS COMMISSION FOR RTVIE T ATID APPROVAL

I, ABBY L. POZEFSKY, Assistant Secretar5r of PHILADELPHIA
FACILITIES MANAGEMENT coRPoRATIoN, do hereby certify that the
following is a true and correct copy of action taken by the Board of
Directors of said corporation by unanimous consent to the adoption of
this resolution dated September L7, 2oo8, pursuant to provisions of
Section 5727(bl of the Non-Profit Corporation Law of the Commonwealth
of Pennsylvania.

RTSOLUTION
AUTHORIZATION TO SUBMIT THE

PGUT FISCAL YEAR 2OTO OPERATING BUDGET TO THE
PHILADELPHIA GAS COMMISSION FOR REVIEqI AND APPROVAL

WIIEREAS, pursuant to that certain Management Agreement by
and between the Philadelphia Facilities Management Corporation
("PFMC") and the City of Philadelphia dated December 29, 1972, as
amended, PFMC is the ma.nager and operator of the Philadelphia Gas
Works ("PGW");

WIIERT'AS, according to the Management Agreement gIV.2(a),
PGW's Operating Budget is subject to the approval of the Philadelphia
Gas Commission;

WHEREAS, according to the Management Agreement gIV.2(a),
PGW's Operating Budget must be prepared with the aid of the Director of
Finance and be consistent with the accounting methods described in the
Management Agreement SIV.1, in a form and extent that is satisfactory to
the Director of Finance and the Philadelphia Gas Commission;

WHEREAS, PGW has prepared its Fiscal Year 2OLA Operating
Budget and is currently developing the Forecast Fiscal Years 2ALL
through 2Ol5 through the evaluation of the current needs and outlook of
the municipally owned utility; and

WIIEREAS, PFMC has conducted a review of PGW's Fiscal Year
2010 Operating Budget and finds it in satisfactory form and content, and
will review the Forecast Fiscal Years 2OL1 through 2015 when they are
fully developed;

NOW THEREFORT, BE IT



RESOLVED, that PFMC approves PGW's Fiscal Year 2ALO
Operating Budget, subject to further refinement by PGW management,
should that become necessarJr or desirable; and that PGW is authorized
to file with the Philadelphia Gas Commission for its approval and with
the Director of Finance for his approval, as to form and content, the PGW
Fiscal Year 2oLo operating Budget, in accordance with the Management
Agreement SIV.2(a).

IN WITNESS WHEREOF, I have hereunto set my hand and have
caused the corporate seal of said Corporation to be hereunto affixed this
1"t day of June, 2OO9.

PHI LADELPHIA FACI LITIES
MANAGEMENT CORPORATION



Philadelphia Gas Works' Base Rate Filing

U. RATE OF RETTTRN

II.A.14. Describe long-term debt reacquisitions by Company and Parent as

follows:
i

tr.A.l4.a Reacquisitions by isstre by year.

tr.A.l4.b. Total gain on reacquisitions by isnre by year.

tr.Al4.c. Accounting of gain for income tax and bookpurposes.

RESPONSE:

Not applicable, PGW does nothave any long-term debtreacquisitions.



Philadelphia Gas Works' Base Rate Filing

II. RATEOFRETURN

tr.A.15. Set forth amount of compensating bank balances required under
each of the following rate base bases:

tr.A.l5.a- Annualired test year operations.

tr.A.ls.b. Operatiors under proposed rates.

RESPONSE:

a- Not applicable, PGW does not have conpensating bank
balance requirements in the anrualized test year operations.

b. Not applicable, PGW does not have compensating bank
balance requirements rmder the proposed rates.



Philadelphia Gas Works' Base Rate Filing

II. RATE OF RETI]RN

U.A.l6. Provide the following information conceming compensating bank
balance s for astual test year:

II.A.16.a" Name of each bank

tr.A.16.b. Address of eachbank.

tr.A.16.c. Types of acconnts with each bank (checking, savings,
escrow, other services, etc.).

II.A.16.d. Average Daily Balance in each accotmt

tr.A.16.e. Amormt and perce,ntage requireme,nts for compensating
bank balance at each bank.

tr.A.16.f. Average daily compensating bank balance * eachbank

II.A.16.9. Documents from each bank orplaining compe,lrsating
bank balance requirements.

tr.A.16.h. Interest earned on each tlpe of account.

RESPONSE:

Not applicable, PGW does not have compensating fank balance
requireme,nts inthe test year.



Philadelphia Gas V/orkso Base Rate Filing

II. RATts OF RETT'RN

tr.A.17. Provide the following information concerning bank notes payable
for astual test year:

II.A.l7.a Line of Credit at each bank.

tr.A.l7.b. Avemge daily balances of notes payable to each banlq by name
ofbank.

tr.A.l7.c. Interest rate charged on each bank note (Prime rate, formula rate
or otber).

tr.A.l7.d. Purpose of each bank note (e.g., construction, fuel storage,
working capital" debt retire,ment).

tr.A.I7.e. Prospective future need for this tyrye of financing.

RESPONSE:

Not applicable, PGW does not have bank notes payable in the test year.



Philadelphia Gas Works' Base Rate Filing

II. RATE OX'RETT'RN

tr.A.18. Set forth amout of total cash (all cash accounts) on hand from
balance sheets for las 24-calendar months preceding test year-end.

RESPONSE:

PHII,ADELPHIA GAS WORKS

MONTELY CASE BALAITCES

SEPTEMBER2OOT THR,OUGE AUGUST 2OO9

Account 131 Account 131

Temp
Investments

$

Account 135

lVorking
Funds

$

Account 136

Short-Term
Investuents Total Cash

Month
Cash

$

Sept 07

Oct 07

Nov 07

Dec 07

Jan 08

Feb 08

Mar08
Apr 08

lvlay 0E

Iun 08

Jul 08

Aug 08

Sept 08

Oct 08

Nov 08

Dec 08

Jan 09

Feb 09

Mar09
Apr 09

May 09

Jtm 09

Jul 09

Aug 09

(ee3)

(73e)

(4s1)

2,292

2,405

2,392

3,371

3,907

55

(r7)
(860,553)

49,286

(1,403)

(66e)

161

(1,680)

\sa2
4,251

r,646

29

434

(687)

(1,302)

t2

54,800

47,900

35,100

32,100

100

100

100

69,800

0

0

0

0

10,400

54,600

44,500

28,900

35300

49,1A0

9S,300

115,500

7,600

17,500

6,800

13,700

102

281

0

0

39,900

62,400

3E,100

52,100

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

53,966

47499

34,694

34,446

42,458

il,952
4I,635

L24,866

r20
35

(860,500)

49,338

9,052

53,987

M,7t5
27272

36,851

53,393

99,993

115,573

9,079

16,857

5,533

13,750

57

57

45

54

53

60

&
60

65

52

53

52

55

55

53

s2

49

42

47

4
4
45

35

38



Philadelphia Gas Works' Base Rate Filing

II. RATE OF RETT]RN

tr.A.19. Submit details on Company or Parent common stock offerings
(past 5 years to present) as follows:

II.A.1 9.a Date of hospectus

tr.A.lg.b. Date of offering

tr.A.l9.c. Record date

tr.A.lg.d. Offering period--dates and number of days

tr.A.l9.e. Amount and number of shares of offering

tr.A.lg.f. Offering ratio (ifrigbts offeriry)

tr.A. I 9. g. Percent subscribed

tr.A. I 9.b" Offering price

U.A.19.i. Gross proceeds per share

tr.A.lgj. E:rpenses per share

tr.A.Ig.k. Net proceeds per share (i-j)

tr.A.19.1. lvlarket price per share

tr.A. 19.1. l. At record date

tr.A.19.12. At offering date

tr.A.19.1.3. One month after close of offering

tr.A.l9.m. Average marketprice during offering

tr.A.19.m.1. Price per share

tr,A.19.m.2. Rights per shar+averege value of rigbts

tr.A.I9.u Iatest reported eamings per share attime of offeriag

tr.A.l9.o. Latest reported dividends at time of offering

RESPONSE: Notapplicable.



Philadelphia Gas Worls' Base Rate Filing

II. RATE OF RETIIRN

tr.A.20. Provide latest available balance sheet and income statement for
Compann Parent and System (consolidated).

RESPONSE:

Philadelphia Gas Works' Financial.Report for the two monfbs euded
October 31,2009 is attached.



FINANCIAL REPORT

FOR THE TWO MONTHS ENDED OCTOBER 31, 2OO9

UNAUDITED



UNAUDITED
PGiIfl

STATEITENTOF INCOME
I$ONTH OF OCTOBER 31, 2009 AND 2008 Wm{ COMPARISONS

(Thoueands of Dolht€)

2008
Actual

4oe5
lpal

Une
No.

OpsrdlFo revenuoS
Non-hedlng
Gas transport servlce
Hoatlng
Appllance & Other Revenues
Unbllled ga3 adjustmont

Total gae revenues
Other operadng rcvenues

Total opsretlng rovenu€s

Othsr raw matorlal
SU}TOTALFUEL

CONTRIBUNON IUIARGIN

Gas Processlng
Fleld SeMcos
Dlstrlbudon
Gollscllon
Approprlatlon for uncolles,llbls reeerve
CustomerSorv|cos
Account Managemenl
Markettng
Admlnktra0vo & @neral
Health lnsurance
Gapltaltsed Frlnge Benefi ts
Gapltaltsed Admln. Charges
Penslons
Other Post-Ernploynont B€nsf,tg
Taxes
BTI Gost (Een€'fito)
Cost Savlngs

Total opsratlng oxponsog

Opsratlng Income bstoro dopreclatlon

Deprwlatlon
Less depreclatlon dlstrlbuted thru cloarlng acgount!

Net depreclatlon
Total opsratlng erpsnses

Operadng Income
lntercst and othgr lncome
Income befor€ lnterost

lnterost
Long term debt
Other
Allowance for funds used durlng construcdon

Net Intorest €rpsrce

2oos JSi:,HIT'fffi1-@rc@r@---

1,105
3,251
1,78:l

799
1,809
I,?/Ei

827
360

4,598
1331

(570)
1,71E
?'101

040
(300)

r$
2

30 i8,834

31 1,897

3 32,005
1 873
5 12.313
0 51,275
7 B2eI -s',mr
g 3t,l7o
l0
rl 

-5.f,ifzT'
20,731

l,0gg
2,901
1,U2

684
1,8U
1,098

5tl
288

3,527
3,355
(sal
(73r)

1,115
2'.|3A

824

3,472#t
53,r0E

39 4,982ro 1,099
41 |.24l
42 6.057

F,?g7l
Lm$

-(62I

12

t3
14
l5
16
17
t8
19
20
21
x2
23
24
25
28n
28
29

32
3:lu
3tt

3€
37
38

5,500

{60}

-T{ti}reict'
5,801

-5ffi 
F?

(7401 (r4
04 (rt

--1?&-liii

5
4
I
I
0--.T
8

J e08l 208 

-

20,589 -, ,21,053 fi,0041. (51

884

\417
('o0)

-zfr1a-724

(a3331
814-lr,ffgr

$ 3,33t s 3,172 I '158
1,675 1,613 A2

zg,w 26,494 2,3ti5
92t 857 08

Lt34 7,670 M

-4ffitT -30ffi- -,ro-f522 585 (631

-F6-.-, 
.--,ffi-

$,4A2 17,89 (1,302) (8)
1-l-

-T616- -rZ,Fr -Tr,ffiI 
-16INi,g7E &537 4$Se m

(335) (30)(m el163 I(116) (15)

l1o4 (E)(2e3) (351(r85) (5r)(1,fi0) (24'l
42e 13x2 (3)
3'r (5)
7',1 I

(3)

4,41O
1A44

(E'l)
5,773

na
3,1T1
1,948

08tt
1,809
1,79

534
175

3,482
3,737
{8r7}
(53e1

1,7'iE
2,101

637

0,384

3,551
(4951.-d5r

-Trd6-
3324

s:!il..-s6r

3,602
1An

--Jr+
-s-llfqgl

(830)

43 $ (0,149) Not Incomo s rt2921 3 0,086

-€



UT{AUDITED
PGW

STATEIENTOF INCOME
TUO BIONTHS ENDED OCTOEER 31,2OOO AND zOOE WIT}I COUPARISONS

(Thousandc of Dollan)

2008
Actual

Une
No.

I $ 8317, ,2*
3 59,7294 1,669
5 12.156
6 --Trfr
7 122E
s --6FE-

I tf4,31E
10
11 -ET5-
12 11,026

13 zo5114 5,205
15 4786l0 1,117 zng18 zo75t9 989
20 517
21 8,711
x2 6,557
23 l1;t24'24 (t,oEit)
25 2,45
26 4?SO
z7 1,092
2E
29. -

30 35,8:tl

31 5,195

32 6,912
33 (550)
34 8,356
35 86,505

39 9,678
40 1,951
41 (56)
42 fi,573

3 5,E27
2,804

41i,500
1,870
8,080T,E?-
1,159

65,048

26,128

-

2AJ2E

38,918

1004
5,056
3r6
1,506
3,1{6
a335
1,334

613
E,795
6,663

(1,6:il)
(l,toEl
3,4t1
1'202
1,135
(600)
(41'll

40,3E8

(1,488)

7,29
(800)

-N
-Ttlffi-

Onoratno rtvenueg
Non-heallng
Gas fansport ssrvlce
Hoatlng
Appllance & Clther Revenuee
Unbllled gas adlustment

Totd gas rovonusg
Other opera0ng revgnueg

Total operatlng rsvenuos

Ooentlno erognseg
Nafural gag
Other raw mdedd
SUB.TOTALFUEL

CONTRIBUTION TIIARGIN

Gas Proceselng
Fleld Servlcss
DFtrlbutlon
Collec{l,on
Approprlatlon for uncollectlbla resorve
Customor Serv{css
Account Managsmont
Markstlng
Admlnlsffive&@neral
Health tnsurance
Capltalhed Frlnge Benefts
Capttalhed Admln. Charges
Penelons
Other Post-Employnent Benefi ts
Taree
BTI Cost (Benellts)
Cost Savlngs

Total operatlng expsnsos

Oparatlng Income bofore depreclatlon

Itsprqclatlon
Less depreclaton dlstrlbuted thru clearlng accounb

Net depreclatlon
Total opsratlng expensos

(85) (r)
(4)
14
I
0

-tT
_{oqr

36
37
38

(1,161) Operatlnglncome
2,132 tnterest and othgr Income---T?f Income before Intereet

lntereet
Long term debt
Olher
Allowance for fundg used durlng constructlon

Ngt Intorest expenss

(e)

-qEi

g,0a
2,878(!r

10,858

Increase(Decrease)
m09 Ac$d 2t09 w BudEst@r@--

g 5,742
2,619

52,031
1,817
8,540

--?6315-
1,058

-7T,TF?r

23,309
I

-s.-5ir
1E 503

l/493
5,151
3"194
1,260
3,146
2028
1,109

t@
6,53it
7,575
(t,334

(884
3470
+m2
1,160

-

38,E77

9,686

0,951
(9Eel

5,962

-ffif
3;t24
1,054ffi

o,902) 11,68
1,590 (5$)_Ta31T 

-iFT'-
E8itl (804
z,Wt (gl
{16r} 117

-?rF7. 
-00I

(r251
0,525

147
/166.--T,ftr

(2,8r9)
I

-(-,8T'N-I
9,845

(57r)
(505)
zl,

(240)

(30n
(81
(r33l

(2,2621
912
2Ir4
2i21
tl3

25
600
417

{l,5|r0l

11,7il

(r r)

-It'il'23

(281
(e)
7

(,:)

(r3,(n
(21
(26)
11

(181
(20)

I
2

:

f
(4)
u-T
(n

, .(3;

/lil $ (10,602) Net Income gg,9ggr lMEoet -glllE-



PGW

BALANCE SHEETS OCTOBER 3l, 2OO9 AND 2OI}B

(Thousande of Dolhn)

ASSETS

Line
No. 2009 200E

Utlllty Plant. At Orlglnat Gct

1 ln service
2 Underconstudlon

3 Total

4 Less accumulated depreclation

5 Utllty plant- net

6 Slnklng fund - revenue bondg

7 Caplbllmprovemerilfunds

8 Retrlctd lnvestnent (Clty of Phlhdelphla)

9 RestrlctedlnvetmentWorkets'Compensatlon

GurrentAsseb

10 Cash and temporary InvestrnanF

Accounb rscehrable
Customers
Others
Accrued gas revenues
Accrmulated provlslons for uncollecfrble accounb

Accounts recelvable - net

Materials and srpplies
Other cunEnt assEts and defEnEd deblts

Total Cunent Assats

Unamortked bond lgsuanc€ cost

Unamorthed bss.reacqulrd debt

21 OtherAssets

22 Deferred Envlronmelilal

23 TotalAsseb

11
12
13
14

15

16
17

18

19

20

$ 1,79,297
37,931

1,792,228

. (1715,5211

1,076,747

110,540

49,576

2,594

$ 1,685,506
sf,031

1,742,537

(6r|.053)

1,065,484

100,585

11',l,704

2,392

53,987

212,019
8,216

20,300
(135.948)

104,587

214,470
15,080

fi8.,n4

39,201

47,U3

6,694

12,650

.t,gg4

2@,092
2,516

14,798
(1 12.035)

105,371

140,605
15,832

263,692

27,094

52,763

8,089

14,232

$ 1.605,287 $ 1,29,067

-:



PGW

BA|ANCE SHEETS OCTOBER 3t, 2009 AND 2008

Ohourande of Dolhrc)

EQUIWAT{D LIABILMES

Llne
No.

Cl$ equlty

Longbrm debt:
Clty of Phlladelphla bonda

lssued

1989
1990
1994
1998
1999
2001
2002
2003
2004
2006
2007
2009
TECA- 1ltr "C'
TECA- 12h "ff
Subordlnate Lease Obllga0ons
19t 7

Total lssued
Unamortzed debt discounUpremlum

Total Long Term Bond Debt

Notes payable (City ol Phlla.)

Tobl Long Term Debt

Cunent Llabllltlee

Notes payable
Accounts payable
Cunent porton of long term debt
Customers'deposlts
Other cunent lhbllltes and defen€d credlts
Accru€d eccountrs:

Interesl, taxes and wages
Dlstributlon to the Clty

Total Cunent Llabllltes

Olher Llabllltles

Total Equtty and Llabllhlee

s 234,638 $ 212,E08

Ofulnal amomt CJnsntpordon

132,520
50,421

18:t,880
287.',185
17A,M
12O,?,25
126,000
188,705
2A7,m
313,3qt
24535o

:
12,245
2,655
2,7@
2,470
7,550

13,5E5

3,300
t,*:

46.300
2.109

48,409

5,064

81,365
2.,A30
5,815

89,915
132,975
1E4,/rc5

235,8:t5
311,690
tr'ry

1,108,508

1,108,508

51,518
/l8,,rcS

4,459
20,9't9

,,01

93,810, 26,28i6
8,515

92,586
'|4Q,?,25
m4,470
309,770
239,260

15,557

2
3
4
5
6
7
8
I

10
11

12
13
't4
15

10

17
18

19

20

21

2,
23
24a
26

27
28

2S

30

3't

23.000

1,096,474 1,130,341

_?:L09 _ n.ggg

1,15:1,340

1,153,3/tO

148,@0
6S,093
4A,701

8,e81
33,074

14,W1 14,7E7
0.(n0 0.000

14F,372 324.930

116,771 E7,985

s 1.605287 $ 1.779,067



Philadelphia Gas Works' Base Rate Filing

IL RATE OX'RETIJRN

U.A.2l. Provide Original Cost Trended Origtnal Cost and Fair Value rate
base claims.

RESPONSE: Notapplicable.



Philadelphia Gas Works' Base Rate Filing

tr. RATE OT'RETI'RN

n.4.22. Provide Operating Income olaims under:

f,.4.22,Q) Present rates

II.A.22.(ii) Pro forma prese,nt rates (annualized & normalized)

II.A.22.(iii) Proposed rates (annrulized & normalized)

RESPONSE: See the response to Exb.A - ItrA.l7.

lIA.zz.b. Provide Rate of Return on Original Cost and Fair Value claims
under:

II.A.22.b.(i) Presentrdes

n.A.22.b.(ir) Pro forma present rates

fr . A.22.b.(iii) Proposed rates

RESPONSE: Not applicable.



Philadelphia Cras Works' Base Rate Filing

IL RATE OF RETTTRN

n.A.23. List details and souroes of "Other Property and Investrlenl"
"Temporary Cash Invesments" arrd ooWorking Funds'n on test year-end
balance sheet.

RESPONSE:

Major items included in Acsout l2l -Non-Utility Property and Account
124 - Other Inveshents for Philadelphia Gas Works at August 31,2009
are detailedbelow

Account 121 - Non-Utility Property

None

Accormt 124 - Other Invesfinents

None s0



Philadelphia Gas Works' Base Rate f i'ling

IL RATE OF RETTJRN

n.A.24. Attach clrart explaining Company's corporate relationship to its
afF I iates (Syste,m Stnrcture).

RESPONSE:

Not applicable, PGW has no affiliates.



Philadelphia Gas Works' Base Rate Filing

IL RATE OX'RETIIRN

tr.A.25. If the utility plans to make a formal claim for a specific allowable
rate of return, provide the following data in statement or exhibit form:

tr.A.25.a Claimed capialization and capitalization ratios with
zupporting data

tr.A.25.b. Claimed cost of long-term debt with supporting data

tr.A.25.c. Claimed cost of short-term debt with zupporting data

tr.A.25.d. Claimed cost of total debt with supporting data

tr.A.25.e. Claimed cost ofpreferred stock with zupporting data.

tr.A.25.f. Claimed cost of common equity with supporting data

RESPONSE: Not applicable.



Philadelphia Gas Works' Base Rate Filing

II. RATE OF'RETT'RN

tr.A.26. Provide the following income ta:r data:

fr,.A.26.u Consolidated income tax adjustuents, if applicable.

tr.A26.b. Int€rest for tax purposes Oasis).

RESPONSE: Not applicable.



Philadetphia Gas Works' Base Rate Filing

II. RATE OF RETURN

tr.C.I. Provide test year monthly balances for "Cgrrent Gas Storage" and

notes financing such storage.

RESPONSE:

The following volunes are itr dekatherms (Dttts).

TEST YEAR

MONTH LNG STORAGES
September 2.587.587 15,608,932

October 2.812.867 17,8/.9,147

November 3,134,179 17.315,97',l

December 3J82.741 14.767,342

January 2.872.815 11.391.364

Febnrary 2.597,64s 8.875.600

March 2.895.823 7,285.006

Aoril 3.182.158 7.64r'.X52

May 3.375.102 8.991,706

June 3.458,354 10.297,131

Julv 3.389.033 11.645,702

Ausust 3.319.711 12.863.217



Philadelphia Gas Works' Base Rate Filing

III, BALA\ICE SHEET AI\D OPERATING STATEMENT

m.A.l. Provide a comparative balance sheet for the test year and the preceding year

which corresponds with the test year date.

RESPONSE:

See the attached schedule, Exh.A - m.A.l. Please note that the balance sheet at 8l3ll09
in the attached is the sarne balance sheet that appea$ in Exhibits JRB-I and JRB-2A/2B
(Exhibits to the testimony of PGW witness Bogdonavage - PGW St. 2) and the balance sheet at

8/31/10 in the attached is tlre same balance sheet that appeant in Exhibit JRB'2A.



PHILADELPHIA GAS WORKS
BAI.ANCE SHEET

(Dollare In Thousands)

ACTUAL

EAlr08

EfilbltsJRB.
1,2Ag28

8'31m9

ExhlbltA - l!l-4,1

ExhlbltJRB-
2A

8R1tl0

$ 1,110,117
124,498
1&.201

ASSETS
Utllity Plant Net
Sinklng Fund Reserve
Capital lmprovement Fund
Restrlded lnvesffnent Workers' Compensatlon Fund

& City of Phlladelphla
Debt Reducdon Fundlng
Cash
Gas
Other
Accrued Gas Revenues
Reserve for Uncollecff ble
Accounts Recelvable:
Materials & Supplles
Other Cunent Assets
DeFned Deblts
Unamorflzed Bond lssuance Expense
Unamoilized Extraordlnary Loss
Defened Environmentral
FY 2009 Adual Cash AdJustment
Other Assels

TOTALASSETS

EOUITY & LIABILITIES
Gity Equlty
Revenue Bonds
TECA AccrEtions
Unamortzed Discount
Unamortzed Premlum

Long Term Debt

Notes Payable
City Loan
Accounts Payable
Customs Deposlts
Other Current Uabllldes
Defened Credits
Accrued lnterest
Accrued Taxes & Wagps
Accrued Dlstibuton to City
Other LiabilitiEs

TOTAL EQUITY & LTABILITIES

$ 1,002,095
106,198
111,207

2,383

49,338
22,880

8,714
8,145

(140,j1p.5)

99,304
187,539

2,317
3,309

38J38
47,902
12,650

6,685
1,729,685

228A08
1,162,455

15,314
(4,951)

30,375

1,203,193

90,000

67,508
7,325
8,2il

24,3'17

12,391
3,430
3,000

8:1,829

1,729,665

$ 1,078,406
109,285
63,326

2,5%

13,750
235,82

9,150
4,741

(137,820)

115,653
IU,922

5,989
7,317

27,69
53,742
12,S1

(31,849)

3,828
1,597,593

249,61
1,121,U5

16,818
(3,719)

29,221

1,162,665

38,645
3,250
1,145

23,88i1

11,000
3,o21
3,000

107,523

___159?,5r3-

2,8U

51.S49
227,792

9,425
9,175

(134,103)
111,279
127,758

6,296
10,u2
26,421
47,391
12,981

(31,649)

2.163 -
_!,?qqggl_

g2g,1g2

1,223,300
18,4y
(4,199)

24,81
1,m'2,:

37,250
3,350
1,174
4,997

10,675
3,315
3,000

107,112

_1_,756,561_



Philadelphia Gas Works' Base Rate Filing

III. BALA}ICE SHEET AI\D OPERATING STATEMENT

III.A.2. Set forth the major items of Other Physical Properly, Inveshents
in Affiliated Companies and Other Inveshents.

RESPONSE:

Major items included in Accormt 121 -Non-Utility Property and Account
124 - Other Investrrents for Philadelphia Gas Works at August 31,2009
are detailed below:

Account 12 I - Non-Utility Property

None

Account I 2,4 -. Othpr. In:'.esments

None $0



Philadelphia Gas Works' Base Rate Filing

III. BALAI\CE SHEET AI'[D OPERATING STATEMENT

Itr.A.3. Supply the amounts and ptrpose of Special Cash Accounts of all
types, such as:

III.A.3.a Interest and Dividend Special Deposits.

III.A.3.b. Working Funds sftsl then general operating cash accoun$.

Itr.A.3.c. Other special cash accounts and amounts
(Iemporary cash inveshents).

RESPONSE:

The amourts and purpose of Special Cash Accounts for Ef-20P are as follows:

Account 132 - Interest Special Deposits (Total Corporation) $ 0

Account 135 -Workllg Funds (Total Corporation) $45,176
The balance is comprised of petty cash and working fimds foruse
by district offices and various departnents. Funds are for small
business expenses.

Accormt 136 - Temoorarv Cash Investments (Total Corporation) $ O

The balance is comprised of securities held by PGW perthe terms
of the City's investuent policy.

The amounts and purpose of Special Cash Accounts for X'Y 2008 arc as follows:

Accorurt 132 .Interest Special Deposits (Total Corporation) $ 0

Account 135 - Workitg Funds (Total Corporation) $52,099
The balance is comprised of petty cash and working firnds foruse
by district offices and various deparbnents. Funds are for small
business expe[ses.

Account 136 - Temooranr Cash Invesfinents (Total Corporation) $ 0

The balance is comprised of securities held by PGW per the terms
of the City's investnent policy.



Philadelphia Gas Works' Base Rate Filing

Iu. BALAI\ICE SHE,ET AI\D OPERATING STATEMENT

Itr.A.4. Describe the nature and/or orign and amounts of notes
receivable, accounts receivable from associated companies, and any other
siguificant receivables, other rhan customer accouts, which appear on
balance sheet.

RESPONSE:

Fiscal Year 2009

Account 141 - Notes Receivable (Totd Corporation) $0

There where no notes receivable outstanding as of the end of fiscal year
2009

Account 143 - Other Accounts Receivable (Iotal Corporation) $2,159,000

Miscellaneous -
Reimbursement for projects on PGW property: $1,027,000

City of Philadelphia - Miscellaneous: $99,000
Estimated Firm Suppliers storage usage: $1,033,000

Fiscal Year 2008

Account l4l - Notes Receivable (Total Corporation) $0

There where no notes receivable outstanding as of the end of fiscal year
2008

Account t43 - Other Accounb Receivable (Iotal Corporation) $8,440,000

Miscellaneous -
ReimbrusementforprojectsonPGWproperty: $895,000

City of Philadelphia-Mscellaneous: $408,000
Estimated Firm Suppliers storage usage: $7,137,000



Philadelphia Gas Works' Base Rate Filing

In. BALA}ICE SHEET AI{D OPERATING STATEMENT

m.A.5. Provide the amount of accumulated reserve for rmcollectible
accounts, method and rate of accrual, amounts accrue4 and amounts
written-offin each of last three years.

RESPONSE:

Accumulated Provision
for Uncollectible Accounts. Accruals. Write-Offs. & Recoveries

for the Twelve Months Ended August 31. 2006. 2007. 2008.2009

G/L Acct# 12140

Recoveries
&

Other
Period Beginning Acc,ruals Write-Offs (JE #3505, Ending
Ending Balance (,JE #2101) $E#2102) 3510. 3512) Balance

08t3v2006 Q07,480224) (40,132,000) 95,804,304 (17,081,141) (168,889,061)

08t3y2007 (168,889,061) (40,000,000) 69,505,792 (10,848214) (150,231,483)

08/31/200S (150,231,483) (37,000,000) 50,758,680 (3,962,005) (140,434,808)

0813t12009 (140,434,808) (47,820,144) 57,403,850 1,841,705 (123,0A9397)

See attached for criteria on account write-off.



Pollcy No.: GA-0ll

CUSTOMER AFFAIRS l=o*u"' February zs,zooT

POLICY AND PROCEDURE I n"uioo, Aprit20,200e

WRITE OFF PROCEDURE I supersedes: Aprrr 1, 2008

1 ot2

OBJECTIVE:

PGW writes off accounts deemed to be unotleffble. For an account to be wrltten off, all
utility seMce agreements must be closed for the account. Accounts shut off for non-payment
or customer request that have a balance due at final blll and do not have any active seMce
agreements are placd on the write ofi path. These accounts are placed with collection
agencies to recover any outstandlng balances prior to writeoff. PGW contlnues to attempt to
collect through agency placements after an acoount has been written off in an attempt to
maximize recovery.

SCOPE:

Customer Affairs

METHOD OF PROCEDURE

Credlt and Collection Path that leads uo to Write Off:

. Bill Notice Sent
r Bill Balance Due >30 days
o 10-Day Mail Notice (56.91) after 31 days or greater depending on selection criteria
. &Day Phone or Field Notification (56.93) 7 days afier 10 day notce
o Additional PMAffeekend phone attempt if 1st attempt unsuccessful
t 2-Day Field Notice (56.95) during the Cold Weather Interim Period (CWIP) only 1 day after a

successful 3-day notice
. Field Visit to Dlsconnect Gas Servlce after Zdays have passed form the date of the 2-Day Fleld

Notice
o Post Termination Notice (56.96) delivered to premise atthe time of a successfulfield visltto

disconnect gas service
. Final Bill Generatd aftergas service disconnecUon
o Agency Placement of account if Final Bill remains unpaid after 30 days
r Write Off-Accounts written off90 days afterthe issuance of the Final Bill

*&E:

1. Accounts which have not entered the above described Credit and Collection Path for delinquent
customers (1.e. customers who rematned curent wlth their gas bitt) however fall to pay their final
bill for 30 days will also be subject to agency placement and write-off as outlind in the preceding
two bullets.



Pollcy No.: GA{111

CUSTOMER AFFAIRS l=o"*u", February zr,2oal

POLICY AND PROCEDURE I n"uir"o' Aprl20,200e

WRITE OFF PROCEDURE I supersedes: Aprll l, 2008

2 ot2

2. Only the balance for gas charges are placed with agencles and placed on the writ+ofi path, no
non-utility charges.

PGW can continue to take colledion action on the Wriften-Off monies within four (4) years of the Write-
Ofi date. All new appllcants will be subject to wrlte - off reacfivatlon. PGW wlll request an upfront
payment of anywhere from the total amount due to a percentage of the Written-Off amount, prior to
servlce restoration. A new account number must be created when issulng the Tum On forthe customer.
The CSR will merge the written - offdollars into the specified target account.

Associafed P rocn d u re s :
Non-CRP Credit and Collection Process
Collection Agency Placement

Directq of Credit and Colledons
(Pollcy Owner)

{3bt,o-
Dlrector of Regulatuy Compllane

&tulna. Oaltto
Vle Presldent of Customer Afulrs



Philadelphia Gas Works' Base Rate Filing

III. BALAITCE SHEET AIID OPERATING STATEMENT

m.A.6. Provide a list of prepalments and gle an e:<planation of special
prepalments.

RESPONSE:

ACCOTTNT 165 - PREPAYMENTS AS OF AUGUST 31.2009

Prepaidlnsurance $236'000
Balance represents unamortized portion of insurance premiums
which are expensed over the period of the insurance coverage.

Prepatd Postage 154P00
Balance represents outstanding amount of postage metsr.

Miscellaneous Prepaid Expenses 49.000

TOTAL: $439.1100

ACCOT'NT 165 -PREPAYMENTS AS OF AUGUST 31.2008

Prepaid Insurance
Balance represents rmamortized portion of insurance pre'miums
which are e)ry€nsed overthe period ofthe insurance coverage.

Prepaid Postage
Balance represents outstanding amormt of postage mster.

Miscellaneous Prepaid Expenses

TOTAL:

$2,1621000

143,ooo

12.000

$,EfZt000



Philadelphia Gas Works' Base Rate Filing

III. BALAI.{CE SIIEET AI{D OPERATING STATEMENT

m.A.7. Explain in detail any other significant (in amount) curent assets

listed on balance sheet.

RESPONSE:

CURRENT ASSET DETATL AS OF AUqUST 31.2009

Account 142 - Customer Accounts Receivable
Gas Accormts Receivable
Merchandise Receivable
Total Customer Accounts Receivable

Account 154 - Plant Material and Operating Supplie
General Storeroom
Odorant & Gas Holden
Total Plant Material and Operating Supplies

Account 164 - Gas Storage
Pipeline Storage
LNG Storage
ToaI Gas Storage

Total Material & Gas Storage

Account 173 - Accrued Utility Rwenue

CTIRRENT ASSET DETAIL AS OF AUGUST 31.2OOt

Account 142 - Customer Accounts Receivable
Gas Accounts Receivable
Merchandi se Receivable
Total Customer Accounts Receivable

Account 154 - Plant Material and Operating Supplies
General Storeroom
Odorant & Gas Holders
Total Plant tvlaterial and Operating Supplies

Account 164 - Gas Storage
Pipeline Storage
LNG Storage
Total Gas Storage

Total Material & Gas Storage

Account 173 - Accrued Utility Rwenue

$219,890,000
242.000

220,132,000

7,110,000
24.000

7,134,000

92,743,000
25.146.000

I17,889,000

125,023,400

6251,000

$222,614,000
266-000

222,880,000

7,783,040
5.000

7,788,000

142,680,000
37.071.000

179,751,040

187,539,000

8,145,000



Philadelphia Gas Works' Base Rate Filing

IIL BALANTCE SHEET AT{D OPERATING STATEMENT

IU.A.8. Explain in detail, including the amount and purpose, the defelred
asset accounts that currently operato to effect or will at a later date effoct
the operating account s;upplying:

Itr.48.a. Orign ofthese aocormts.

m.A.8.b. Probable changes to this account in the near future.

Itr.A.8.c. Amortization ofthese accounts currently charged to operations
or to be charged in the near future.

m.A.8.d. Method of determining yearly amortization for the following
accounts:

-Temporary 
Faoilities

-Mi scellaneous D eferred D ebits

-Research 
and Development

-Properfy 
Losses

-Any 
other deferred accounts that effect operating re.sults.

RESPONSE: as of August 31,2009

a-)

ACCOUNT 183.2
OTHER PRELIMINARY SIIRVEY AI\D II\TVESTIGATION

1832.114r' Advancd Engine€ring $798,579

Account L832J144 represents the preparation ofplans, design specifications,
prototlping and costs estimates associated with developing the technology aud
production processes of the Philadelphia Gas rWorts' natural gas plant facilities
and dishibution system.

ACCOT NT 186.0
IIIISCELLAI\IEOUS DEFERRED DEBITS

The deferred asset account is maintained by the following zub-accounts:



Philadelphia Gas Works' Base Rate Filing

Iu. BALAI\TCE SHEET AI{D OPERATING STATEMENT

1860.1100 lob Costs Accumulated Unbilled $1,029,406
1860.1145 EnvironmentalRemediation 14,231,857
1860.1170 State Sales - Uncollectible Gas Accounts 165,851
1860.1171 Returnable Containers 2,130
1860.1183 AccumulatedrMOReimbursable 2,L56,958
1860.1196 Market Incentive Program 805,193
1860.1200 Iong Term PortionDefemed Operating Expe,lrses 538,838
1860.1202 PUCManage,mentAudit 62A72
1860.1229 Rate Case Expenses L94,428

Account 1860.1100
represents costs that PGW accumulates whenworking on aproject (i.e. labor).

Acggnt 1860.1145
represents the long term portion of environmental remediation costs projected to
occurbetween Septe,mber 1,2009 and August 31,2M0.

Account 1860.1170
represents sales tax PGW paid to the state of Pennsylvania for customer's
accounts that were never collected.

Account 1860.1171
represents the depositvalue of retumable containers such as liquid oxygen,
propane, etc.

Account 1860.1183
represents estimates for accnred reimbursemsnts due PGW.

Account 1860.1196
represe,nts promotional incentives paid to customers, which are €xpected to be
returned to PGW in accordance with the terms and conditions of each individual
contract.

Account 1860.1200
represents the long term portion of amortized costs associated with rate sase

fili4gs and mandatd manageme, t audig.

Account 1860.1202
reprasents the unamortized portion of expe,nses associated with the FY 2008 PUC
Managemeirt Audit, which are being amortized over a sev€,ll year period.



Philadelphia Gas Worls' Base R.ds plling

Itr. BALANCE SHEET AI\ID OPERATING STATEMENT

Account L860.1229
represeirts the tmamortized portion of expe,nses associated with the FY 2007 Rate
Case proceeding, FY 2009 ExtaordinaryRate Case proceding and FY 2010
Rate Case proceeding, which are being amortized ov€r a fivg four, and five year
perio4 respectively.

b.) There will be no significant changes to the accounts in the near future.

c.) Amortization is curre, rtly being charged to the afore,msntioned operating
accormts.

d.) Yearlyamortizationmethod:
Temporary Facilities - Not applicable
Miscellaneous Defe,rred Debits - Please see description of accounts above.
Research and Property - Not Applicable
Property Loss - Not Applicable
Any other Deferred Accounts that affect operating accounts-
Please se description of accounts above.



Philadelphia Gas Worls' Base Rate Filing

III. BALANCE SHEET AT{D OPERAIING STAIEMENT

Itr.A.g. E:rylain the nature of accormts payable to associated comp?nies,
and note amounts of significant items.

RESPONSE:

PGW has no associated companies.



Philadelphia Gas Works' Base Rate Filing

III. BALANCE SHEET AI\D OPERATING STATEMENT

m.A.10. Provide details of other defened credits as to theh origin and
disposition policy (e.g.-amortization).

RESPONSE:

ACCOTTNT 253 -
oTmR UEFERRED CREDITS AS OF AUGUST 31.2009

Environrnental Clean-Up $2219901000
The amount represe,nts proceeds from the insurance companies that
will be used to offset fuhre environmental remediation expenses.

Appliance Parb & Labor Plans 1'197'000
The amotrnt represents palmenb received from customers uihich
will b€ amortized over the life of the Plan.

Unidentified CustomerPayments 1441000

This amountrepresents palments received from customers and are
in the proc€ss of being researched to properly be applied to the
correct customer's accounts.

Meter Test Deposits 36'000
This amormt represents customer deposits on meters that are being
tested.

GCR Adjustment 5"873'000
This amount represents over-recovery ofrevenue that must be given
back to the gas customer.

oPEB/GASB 46 7E207,400
This represents other post-employment benefits.

Miscellaneous 7.815.000

TOTAL: $11626iUX10



Philadelphia Gas Workso Base Rate Filing

III, BALANCE SIIEET AT.[D OPERATING STATEMENT

m.A.lO. Continued...

ACCOUNT 253 -
OTEER DEX'ERRED CREDITS AS Otr'AUGUST 31.2008

Environrnental Ctean-Up $21'600'000
The amount represents proceeds from the insurance companies that
will be used to offset futrne environmental remediation expenses.

Appliance Parts & Labor Plans 111211000

The amount represents payments received from customers which
will be amortized over the life of the Plan.

Unidenffied Customer Payments 3r43E 000
This amount represents payrne,nts received from customers and are
in the process of being researched to properly be applied to tbe
correct customer's accormts.

Meter Test Deposits 33'000
This amount represents customer deposits on meters that are being
tested.

GCRAdjustment 15,494,000
This amount represents over-recovery of reve'lrue that must be grve'n

back to the gas customer.

OPEB/GASB 46 52t55,000
This represents other post-employnent benefits.

Miscellaneous 8.127.000

TOTAL: $102-{16&000



Philadelphia Gas Works' Base Rate Filing

m. BALAIICE SEEET AtrID OPERATING STATEMENT

IU.A. I 1. Sttpply basis for Injury and Damages r€serve and mortization
thereof,

RESPONSE:

Accumulated Provlsion for Iniuries and Damaees at August 31. 2009

ACCOUNT 22E.2 $5,2361064

ACCOUNT 22820r
RESERVE FOR TNJITRIES Ar{p pAMAGES $42999s

This amount represents the reserve for third party injuries and damages.
The rcerve is evaluated on a se,mi-annual basis and includes specifically
identified accnrals for known, probable future expenses, as determined by
Risk Management.

ACCOIJNT 22t202
RESERVE FOR WORKERS' COMPENSATION $2,006,069

This amount repres€Nrts the reerve for workers' compensation injuric and
damages. The resenre is evaluated on a semi-annual basis and includes
not only specifically identified accnrals for knonm, probable future
experures, but also exp€rues which were incurred but not reported for both
the curre,rt and priorperiods.



Philadelphia Gas Works'Base Rate Filing

NI. BALAI\ICE SHEET AI\ID OPERATING STATEMENT

Itr.A.I2. Provide details of any significant reseryes, other than
depreciation, bad deb! injury and damages, appearing on balance sheet

RESPONSE:

ACCOUNT 242 Accrues Waees as of Auqust 31.21n9

Compensated Absences $3'242'000
This amount represents unused employee vacationtime
earned during the period.

Accrued Wages $4741600
This amount represents l\lages eamed but unpaid at the end
ofthe fiscal year.

'Workers Compensation $3393P3f
This anount represents the estimated surrent liability for
'Worker's Compensation applicable to on-duty employee accidents.

ACCOUNT 242 Accrues Waees as of Ausust3l.2008

Compensated Absences $3'4281000
This amormt represents unused employee vacation time
earned during the period.

Accrued Wages $0
This amount represents wages earned butunpaid at the end
ofthe fiscal year.

'Workers Co'npensation $31429'306
This amormtrepresents the estimated current liability for
Worker's Compensation applicable to on-duty employee accidents.



Philadelphia Gas Worts' Base Rate Filing

III. BALANICE SHEET AND OPERATING STATEMENT

III.A.13. Provide an analysis of unappropriated retained eamings forthe
test year and three preceding calendar years.

RESPONSE:

Philadelphla Gas Works
Unaooroprlated Retained Eamines

0)ollars ln Thousands)

Fiscal Years ended August 31'
Actual
2007

Actual
2008

Projected
2010

Actual
20n/9

Balancg
Beginnhg of Year

Balance,
Transferred from Income

Balance,

End ofYear

Balance,
Beginning ofYear

Balance,
Transfemed from Income

Balance,
End ofYear

9223,30t $226A08

3,t07 l72lL

8239Aos

(16,104)

$243,6t9

79,731

_q?Tpq _$n6,408_ _$243,6re_ _{123,1s9_

Calendar Yea.rs ended,,Qece*FeJ 31t*,,,,,,,,

Actual Actual Acttld
2006 20a7 2008

$191,420

61,961

$253,381

(6,858)

246,523

8,952

$253,381 $246,523 g25lgl
:!=!#:



Philadelphia Gas Works' Base Rate Filing

Itr. BALAI\ICE SHEET AND OPERATING STATEMENT

III.A.14. Provide schedules and data in support of the following working
capital items:

III.A.l4.a Prepaynents-List and identi$ all items

m.A.14.b. Federal Excise Tax accnred or prepaid

Itr.A.I4.c. Federal Income Tax accnred or prepaid

m.A.14.d. Pa. State Income Tax accrued or prepaid

trI.A.l4.e. Pa Gross Recerpts Tan accnred or prepaid

Itr.A.l4.f. Pa- Capital Stock Ta:r accrued or prepaid

IU.A.l4.g. Pa Public Utility Realty Tan accrued orprepaid

m.A.14.b" State sales tan accnred orprepaid

Itr.A.l4.i. Palnoll ta:(es accrued or prepaid

ru.A.I4j. Any adjushent related to the above items for
ratemaking purposes.

RESPONSE:

l4.u Prepayments
See the response to III.4.6

14.b thru g - Not applicable

14.h. State sales tax accrued or prepaid
August 31,2008 $505,276
August 31, 2009 $369,396

14.i. Payroll taxes accnred or prepaid
August 31,2008 None
August 31,2009 None

14.j. - Not applicable



Philadelphia Gas lVorts' Base Rate Filing

III. BAL.ANCE SHEET AT{D OPERATING STATEMENT

Itr.4.15. Supply an exhibit supporting the claim for working capital
based on the lead-lag method.

Itr.A.IS.a. Pro forma experurcs and revenues are to be used in lieu
of book data for computing lead-lag days.

m.A.ls.b. Respondent must either include sales for resale and
related expenses in revenues and in expenses or exclude from reve,lrues
and expenses. Explain pmcedues followed (exclude tele,phone).

RESPONSE: Notapplicable.



Philadelphia Gas Works' Base Rate Filing

Iu. BALAIICE SHEET AIID OPERATING STATEMENT

m.A.16. Provide detailed calculations showing the derivation of the ta:r
liability offset against gross cash working capital require,ments.

RESPONSE: Notapplicable.



Philadelphia Gas Works' Base Rate Filing

III. BALAI{CE SHEET ATID OPERATING STATEMENT

III.A.I7. Prepare a Statement of Income for the various time frames of
the rate proceeding including:

Col. 1- Book recorded statement for the test year.
2- Adjusments to book record to annualize and normalize

under present rates.
3- Income statement under prese'nt rates after adjusfrnent in

CoL2
4- Adjustrrent to Col. 3 for revenue insrease requested-

5- lncome stat€mqlt wrderrquested rates.

III.A.17.a- Expanses may be sumcrarized by the fotlowing
expeme classifications for purposes sfthis state,ment:

Operating Expe'nses (by category), Depreciation" Amortizatior; Ta,res,
Other than lncome Taxes, Total Operating Expensg Opoating Income
Before Ta:res, Federal Taxes, State Ta,res, Deferred Federal, Deferred
State Income Ta:r Credits, Other Credits, Other Credits and Charges, etc.,
Total Income Taxes, Net Utility Operating Income, Other Income &
Deductions, Other Income Detailed listing of Other lncome used in Tax
Calculation, Other Income Deductioru Detailed Listing, Taxes Applicable
to Other Income and Deductions, Listing Income Before Interest Chargc,
Listing of all tlpes of Interest Charges and all amortization of Pre,rniums

and/or Discounts and Expenses on Debt issues, Total Interest Net Income
After Interest Charges

@ootnote each adjustnent to the above statements with explanation in
suffi cient clariffing detail.)

RESPONSE: Please see the attached schedulg Exhibit A - III.A.17.
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Philadelphia Gas Works' Base Rate Filing

III. BALAI\ICE SHEET AND OPERATING STATEMENT

III.A.18. Provide comparative operating statements for the test year and
the immediately preceding 12 months showing increases and deoreases

between the two periods. These statements should supply detailed
orplanation of the causes of the major varianoes between the test year and
preceding year by detailed account number.

RESPONSE:

See Exhibit A - IIIA.IS for Comparative Operating Statements of the
Philadelphia Gas Worls' twelve months ended August 31,2009 and August 31,

2010.

Account 4t0.0 - Rpsidentinl Sales ($26'498'E05)

The decrease in rcvenuss primarily resulted from a decrease in the average
price per Mcf of $1.63. The average Mcf rate decreased from $17.76 to
$16.12 for the twelve month period ending August 31, 2010. The overall
decrease in residential sales revenue was slightly offset by an increase in sales

volume of 2,171,495 Mcf to residential customers.

Account 481.0 - Commercial & Industrial Sals ($3s'ssE 60)
A decrease in rsvenuEs of $27,080,260 resulted from a decrease of $3.48 in
the average price per Mcf applied to frm industrial and commercial
customers. The average Mof rate decreased from $18.73 to $15.25 for the
twelve month period ending August 31, 2010. The overall decrease in firm
industrial and commercial sales reyenue was slightly offset by an increase in
sales volume of 268,918 Mcf. Similarly, the average price perMcf applied to
intemrptible customerc decreased by $3.a8 or $8,478,000 and sales volume
decrease by 399,972 Mcf.

Account 482.0 - Public Authorltv Sale ($2,991'854)
The decrease in revenues resulted from a decrease of$3.30 in the average
price per Mcf applied to municipal and public customers. The average Mcf
rate decreased from $17.62 to $14.32 for the twelve month period ending
August 31, 2010. The overall deorease in municipal and publio sales revenue

was slightly offset by an inuease in sales volume of I 14,916 Mcf.

Account 4t93 - Gas Transoor{afion $5'1701953
The increase in revenues resulted from an increase in sales volume of 711,660
Mcf to firm transportation customerc, which was slightly offset by a $.04 per
Mcf decrease in transportation service charges for the twelve month period
ending August 31,2010.



Philadelphia Gas Works'Base Rale Filing

III. BALAT{CE SITEET AND OPERATING STATEMENT

Account 495.0 - Other Gas Revenues $13,8{1,869
Gas cost recovery charges are projected to increase from $9,621,360 to
$22,012,000 during the twelve month period ending August 31, 2010 when
compared to the prior twelve month period ending August 31,2009.

Other Gas Supply

Natural Gas Exnenses

($127"370,615)

($125,803,423)
Natural Gas costs deqeased by $7,396,135 as a rcsult of a deorease of 0.9
Bcf in the volume of natural gas utilized for send-out. Pipeline demand
charges were $173,51I higher; however, the increase in total nahral gas

costs were offset by a decrease in the average cost per Mof of $2.18 or
$119,265,574. The average cost per Mcf decreased fiom $E.54 for the

twelve month period ending August 3L,Z0A9 compared to $6.36 for the
twelve month period ending August 31, 2010.

Account 813.0 -
General Gss Supplv Expe4-ses ($1p22,s30)
A marginal decrease in purchase gas expenses from $20,849,791 for the
twelve month period ending August 3l , 2009 ta $19,627 ,26 I for the
twelve month period ending August 31, 2010 further contributed to the
decrease in the overall total of Other Gas Supply expenses.

Distribution

Account E78.0 -
Meter & House Reulator

($3,074,460)

($3,604,91O
Labor and other material shut offexpenses resulting from the residential,
commercial, and industial annual collection campaign are expected to
decrease for the twelve month period ending August 31, 2010 when
compared to the prior twelve month period ending August 31,2009.

CuctomerAeounb

Account 904.0 -
Uncollectible Accounts

$3,876p81

$1,88:',000
The increase is due to an increase in uncollectible utility revenue.

Account 903.0 -
Records.& Collection Exoenseg $1,903,665
The increase is due to an increase in labor and other general expenses
associated with the call center and field collection activities.



Philadelphia Gas Worlcs'Base Rate Filing

III. BALANCE SHEET AII{D OPERATING STATEMENT

Customer Service $2'164P75

Account 908.0 - Customer Asslstance 821164375
The increase is due to a projeoted increase in LIHEAP expenses as well as

Consenation Works Program (CWP) expenses thatwere not experienced
in the nrrelve month p€riod ending August 31,2009.

Administratfue & Geneml $1810291957

Account 925.0 - Iniuris & Damaees $2,4811053
The cost of claims and liability insurance is projected to increase from
M,897,611 for the twelve month period ending August 3 l, 2009 to
$7 ,378,664 for the twelve month period ending August 3 I , 201 0.

Account 926.0 -
Emplovee Pension & Benelits $12J15,047

The payment of pension benefits to beneficiaries increased from
$33,871,429 for the period ending August 3L,2009 to $35,128,000 for the
period ending August 31, 2010.

The withdrawal of pension fund deposits decreased from $18,446,754for
the period ending August 31,2009 to $l1,066,000 forthe period ending
August 31, 2010.

The cost of health care insurance for retir€d and active employees is
projected to increase W $4,077,722 for the twelve month period ending
August 31,2010.

Account 929.0 -
Dunlicate Charses - Credit $31516"533
Natural gas expenses associated with building heat and soft shutoffs are
expected to decrease for the period ending August 31,2010, resulting in
an increase in the corresponding conta credit for duplicate charges.

Account 419.0 - Interest & DMdend Income $3272,814
The increase is due to aprojected $1,039,281 and $2,213,028 increase of
interest earned on the organization's reyenue bond sinking fund and capital
improvement fund, respectively, for the twelve month period ending
August 12,2010,



Philadelphia Cras Works'Base Rate Filing

III. BALANCE SMETAND OPERATING STATEMENT

Account 421.0 - Misc, Non-Operathq Income ($21451'038)
Capacrty release credits, gains realized from the refunding of the sixth series
variable rate bond, and a favorable mark-to-market adjustnent amounted to $12
million, $0.5 million, and $0.7 million, respectively, wers greater for the twelve
month period ending August 31,2009 than the forecasted period ending
August 31,2010.

Account 427.0 - Inferet on Lone TeIm Debt ($1rE:10J70)
The decrease is attributed to a decrease in the amount of long term debt expected
to incur during the twelve month period ending August 3 I , 201 0.

Account 428.1 - Amordzation of Extraordinarv Loss ($3'E69'053)
The early implementation of GASB 53, Accounting and Financial Reporting for
Derivative lnsnuments, resulted in an additional $3.E million deferred outflow of
resources assooiated with the hedge termination of the sixth series variable rate
bond for the twelve month period ending August 31, 2009 when compared to the
forecasted period ending August 31, 2010.

Account 431.0 - Qther Interest Expenses $6p91'756
Letter of cedit (LOC) fees associated with the issuance of the variable rate eight
series bond, remarketing fees associated with ttre fiffh series variable rate bond,
and interest costs associated with PGW's commercial paper program are expected
to be $5.8 million, $0.2 million and $0.4 million, respectively, greater in the
twelve month period ending August 31, 2010 than the prior period ending
August 31,2009.
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Philadelphia Gas Worls' Base Rate Filing

Iu. BALAI\CE SHEET AI\D OPERATING STATEMENT

m.A.19. List extraordinary property losses as a separate item, not
included in operating exp€nse or depreciation and amortization.
Suffi cient supportiug data must be provided.

RESPONSE: Not applicable.



Philadelphia Cras Works' Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

m.A.20. Supply detailed calculations of amortization of rate case

expense, including supporting data for outside services rendered. Provide
the items comprising the rate case expense claim (include the actual
billings or invoices in zupport of each kind ofrate oase expe,nse), the items
comprising the actual e:(penses ofprior rate cases and the rmamortized
balances.

RESPONSE:

Base Rate Case Expenses:

Cost of Service Study $150,000

Legal Counsel Costs 350,000

Expert Witness Costs 100,000

Mscellaneous Costs 10.000

Totah $610,000

The aforementioned projected base rate costs are expected to be incurred
by PGW during the upcoming rate caso proceeding. These costs are

anticipated to be amortized ove,r a five-year period-



Philadelphia Gas Works' Base Rate Filing

III. BALANCE SHEET AIYD OPERATING STATEMENT

III.A.21. Submit detailed computationof adjushents to operating
expenses for salary, wage and fringe benefit inqeases (union and non-
union m€riq progressiorl promotion and general) granted during the test
year and six months subsequent to the test year. Supply data showing for
the test year:

III.A.2I.a Actual payroll expeme (regular and overtime
separately) by categories of operating CI(perules, i.e., mainte,nance,
operating transmissioq distibution, other.

III.A.2I.b. Date, perceirtage increase, and annual amount of each
general payroll insrease during the test year.

III.A.2I.c. Dates and annual amounts of merit insreases or
manage,ment salary adjushents.

IILA.2l.d. Total annual payroll increases in the test year.

III.A.2I.e. Proof that the actual payroll plus the increases equal
the payroll expense claimed in the supporting data (by categorie
ofexpenses).

III.A.2I .f, Detaild list of e,nployee benefits and cost thereof for
union and non-union personnel. Any specific benefits for
executives and officen should also be included, and cost thereof,

III.A.21.g. Support the annualized pension cost figrres.

trLA.2l.g (i) State whetherthese figurc include any
unfirnded peirsion costs. Explain.

UI.A.21.g.(ii) Provide latest actuarial studyr:sed for
determining pension acc,rual rates.

III.A.2\.h. Submit a schedule showing any defemed income and
consultant fee to corporate officers or employeos.

RESPONSE:



Philadelphia Gas Works' Base Rate Filing

Iu. BALAI\CE SHEET AI\ID OPERATING STATEMENT

Actual pagoll expeme by categorles of operating expenses for the twelve months
ended August3lr 2010.

Operations

s|14,746
79t,97t
9L4,51,4

2,050,131

980,962

25,342,166

19,038,255

2,020,000

L2,257,6W

$63,510t45

$2,396,000

8,053,000

$10"tr49,000

Maintenance

SteamProduction

Manufacturd Gas Productiou

OtherGas Supply

Other Storage

Transmission

Distribution

Customer Accounts

Customer Service

Administrative & General

Total Labor Charged to Store E:rpense

Total Iabor Charged to Clearing Expense

Total Labor Charged

Supervisory/Managene,nt

$73.959345 $13,454,655 $t7,4r4,000

-

$13,454,655 rt6965,000

- $2,396,000

- $10,449,000

Estinated
Annual Amout

$0

$129,362
104,147

2,986286

t0234,8;

$2,,f4,108

896,118

914,5L4

5,036,417

980,962

35,577,026

19,038,255

2,020,000

12,257,600

Neither the Uniform Sptem of Accor:nts nor Company records distinguish betwe€'lr

regular and overtime labor charged to firnctional accounts.

zl,b. Datg percentage lncrease, snd annual amount ofeach general payroll lncrease
during the test year (twelve monttrs ended August 31, 2010).

Bargaining Group Local 686,
Utility Worken' Union of America

Percent Estimated
Date Effective Increase FY2OlOlryact

May 15,2@9 3.50o/o $1,957,082

21c. Dates and aunual amounts of merit increases or mamgement salary adfusfuents.

Date Effective
N/A



Philadelphia Gas Works' Base Rate Filing

III. BALAI\ICE SHEET ATID OPERATING STATEMENT

2ld. Total annual payrollincreasesinthetst year.

Bargaining Group Local 686, Utility Workers' Union of America $1,957,082
SupervisoryflVtanagement $0

Zle. Proof that the rctual payroll plus the increase equal the pagoll expense etalmed in
the suppordng dsta (by catryories of expenses).

Total Labor charsed to Operating and MainteNrance Expenses:
Per Twelve Months Endd August 31, 2010
SalaryMage Adjustments
Normalized August 31, 2010

Group Life Insurance
Hospitalization Insurance
457(K) Plan
Dental Plan
Legal Services
Tuition Reimbr.use,me,lrt

Post Retirement Benefi ts
Total Benefits

$85,456,918
1.957.082

$E7J1L{000

zlf, Detailed list of employee benefits and costs thereof for union and non-unlon
personneL

Twelve Months endingAugust 31. 2010:
$1,900,000
39A91220

344,000
1,647,780

265,0m
@,000

26.90s.@0
$70953.000

2lg. Support the annualized penslon costfigures.

(i) State whether these figures include any udunded pension costs. Explsir.
The figuc in the attached actuarial study include unfunded pension cosis.

(D Provide latest actuarlal study used for determinlng penslon accrmal rates.
Aon's Actuarid Report for the Plan Year Ending August 31, 2008 is attached

21h" Submlt a schedule showing any deferred lncome and consultant fee to corporate
officers or employees.

No deferred income orconzultant fees to coqrorate officers ore,mployee arebeing
claimed in this rate proceeding.
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November 17,2W8

Philadelphia Cras Works
1800N.Ninth Strca
Philadelphi4 PA 19122

We have b€en rctained by Philadelphia Gas works to perform the actrarial vatuaion of the Philadclphia
Gas Worls Pcnsion Plan as of September t,2007 . this re,port sets forth the conributio range for thc Plan
Year, running from September 1, 2(X)7 through August 31, 2@8. The valuation is based on data snt to us

by Philadelphia Gas Workg thc Plan as dscribd in ttrc official Plan document, ttre assets of the Plan as

reportedby Philadelphia Gas Works, andthe $ated acnrarial assurytions.

The purposes ofthe actuarial valuation are:

l. To det€rmine thc financial condition of the Plan and the contibution
requiremeirts for the Plan yea;

2. Toprovideinfonnationtobeussdinthepreparaionofanyrcquirod
governnenAl forms;

3. To providc inform*ion for us in satidying therequirements of your
auditors;

4. To provide actuarial certification oftte adequacy and appropriatens ofthe
cost metbodand assumptions used foryourPlan; and

5. To provide comments on thc developing orpcric,nce undet your Plan, thc
need for changes in the Plan or firnding and other areas ofcoucem to you
In this reqpect, the actuarid valu*ion report becomc an essential source of
information for disussions throughouttheyearon ttrc Pension Plan



Phitadelphia Gas Works
November lZ 2008
Page ii

In our orpinioq this report is completeandacorale, and the astuarial assumpions and methods, inthe
aggregde, are reasonably related to the cxperience ofthc Plm and reprcsent our best esimate offirture
Planenperienceasitshouldbeconsidcredforproperfrmdingofyourpensionobligatioru. Itisalsoour
opinion that each of thc actuariat assrmptions and malrods utilized in this valuation are reasmablc (taking
into arcunt the experiencc of the plan and reasonable orpecadons) or, in the aggregate" result iu total
contribution cquival€nts that wotild bc dacrmined if sch assumption and mcthod werc resonable.

Aon Consulting is pleased to submit this rcport of thc Pension Plsr to you, and will also be plcascd !o
discuss any aspects of the report with you after you have had a chance to rcrriew it

Respctftrlly oburittd

Thomas G. Vicente, FSd EA
Senior Vice Prmident
Enrollment #0&05034

nWApgwlplat tVMAvalworldSl -2007 6w whmdor reporulu
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PHILADELPEIA GAS WORIG PENSION PLAI\I

A Comnaradve Summan, of PrlncloslVsluadon Results

PsttfuottDda
Active Participants
Reircd Participants
VstdTerminated
Participants
Total

Total Payroll

Average Pay

AverageAge

AveragePast Serrrice

ContibrfronRqse
NormalCct @rtibitD)
Indicatcd Midyear -

l0 Year Conuibuton (Exhibit E)

20 Yar Conribution @rtibit E)
20 YearContibution as

Percentage of Compensation

Llsbtlilles
Unfunded Accrued Actuarid
Liability (tuhtbttD)
Prescnt Value of
Vested Benefits (FddbV F)
PrmtValueof
Accumulared Benefits

@xWbaF)

lsssts
ActuarialAsset Value
(bhtbttD)

S@brrrbq 1.2007
1,655
I,E60

-uJ
3,816

102858230

61,E37

46.32

1t93

E,0E4,675

It,014,E25
15,024,676

1459/o

66,197,018

423,090,12E

Acfrwlol Yoluottonfor
PIotYeuBeglankg

67,3/'E,795

39392O,011

410,0n,812

383,5t7337

ssenbqr.2oos ffi1,701 (2.1)
1,908 (2.5)

2D 4.3
3,E88 0.9)

9,963A95 3.0

58,767 5.2

45Jl 1.8

le.09 (0.8)

7,616,520

t7,694332
14,652,156

t4.6% (0.7)

$

$

$

$

$

$

$

$

$

$

$

$

$

s

6.1

1.8

2.5

437,400,92L $

4t6,1n974 $

(r.7)

7.4

6.7

E.5



PHILADELPHIA GAS WORKS PENSION PI,AI\T

B. Ilfsmsslon

Since the last actuarial valudion performed as of Seprternber l, 2@5, the de,mographics of the plan participanls has
changedas follows:

o Therearefewerplanparticipants 1.9%

r Total pa)'roll has incrcased30%
o Averagepayhasincreased52%

. Average age ofactive plan participants has increased 1.8%

As of September 1, 2(X)7, the normal cost has incrqsed 6,1% overthe nonnal cost of Sl€pt€mber 1, 2@5. During the
same period, the unfundcd accrucd actuarial liabilfu decreased 1.7%, The normal cost has increased primarily due to
the fact thag alttrough the number ofactive participants has decreasc4 total payroll and average pay have inct€asd
3.0% and 5.2% respectively. The unfunded liabillty rangc harrc desreased princily duc to the fact tttat the assets

havc grown at a higher level than the liabilities. We do not hara zufficiat data to anab,zc thc assc prformance for
the last two ycars. We expcct assds to am t25o/o per y€ar. Druing the pst two y€ars, the assets have inst€ased
8.5o/o. The actual eamings on the assets, the anrount of company contibutiong qrpcnses, ard bc'r€fit pa)rm€rfs

impact the actual fund gowth.

The contibution ranges haw incrssed due to the increasc in normal cost During the past two y@s there have bcen
fqrrer active participants, but average pay and average age irrcrease4 while average credited sewice declined only
0.t%. All of thcsc factors contibute to increased costs ofthe plan
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C. FtnanclalSummarv

Seourts 1.2007 Septenbq 1.2405

Retirement reserrre rcported $416,182974 $3t3,517J3?
by the City ofPhiladelphia

N&: Aon Consulting was not asled to reconcile assd transadiaw,



PHILADENMA GAS WORI(S PENSION PI"AI{

D. Summen of Valusdon Resulb

Vested
Rettred Termlnated Acffve Totrl

I
Numbcr of
Participants Included
in the Valuaion 1,E60 291 1,655 3,816

2 Projected Annual
Benefits $ 31,558,534 $ 3,200,068 $106,374,636 $l4l,l33t3E

3 Preseil Value of
Project€d Benefib as

ofSeptember 1,

2047 9275,455,469 $ 8,24E,755 9273,67tJ2t $557"375,945

4
Present Value of
FutureNormalCosts $ - $ - $ 74995p53 $ 74p95,953

5 Accrued Actuarid
Liability as of
September 1,20072
(3)-(4) $27sA55A69 $ 8,248,755 $198,675,768 $482379,992

6 Actuarial Asset
Value $ 416,1t2974

7 UnfundedAccrued
Actuarial Uability
(5X6) S 66,197,018

E Normal Cost Payable
on Septe,nber 1,

2W7 $ E,084,675



PHILADELPSH GAS WORI(S PENSION PI"AI\

E. Contrlbudon Levels

Tq YeuAmortiztdon

l. ContttutionforNonnalCost $ 8,084675

2. Amortization Schedule

Ar{un.Id
Acqucd

Effedve Amot&fua Inltlal ActuqW Atur.al
Irdc Pqlod Amomt MM fuggl

09t0t2:w7 l0 $ &i,197,01E $ 66,19,0tE $92t6i78 $ 9216,,478

3. Contributions Septamber l,2Wlt $ 17301'153
(t) + Q)

4. ContributionsMid-yeq(3)x 1.04125 $ 1E,014,t25

5. ConsibutionsAugust3l,2fi)8: $ 1E,728,,498

6) x 1.4825

Twenlv YearAaordztdon

l. Contribution forNqmal Cost $ 8,084,675

2. Anortization Schedule
Unfuaded
Acqued

Efedve Amor&don InAd Aauarlal Annual
De Pertod Assel W& EStpSU

09rctna07 20 $ 56,197,01E $ 66,197,018 634/',785 $ 634J85

3. Contn'butions Septeurber l,2Wl: S 14A29,K0

0+e)
4. Contrrtutions Mid-'lw (3) x 1.04125 S 15,V24$16

5. ContributionsAugusr3l,200S: $ 15,619,891
(3) x L0825
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F. Actusrid Prsent Vaftre of Accumulated Bcneflts Dotemlnd
Pursuont to Flnsnclll Acc{untlns Stmdsrds No. 35

Seotqber 1.2fi)7 Scotembcr 1.2005
l. Actuarial Prcscnt Value of

Accumulated Vested Benefits

a" Participants currently
receiving bencfits $ nsls5,I69 S 270,34t,332

b. Vested t€rminated
participants$8,248,755$72&,852

c. ActiveParticipants s 139.385.904 S 116.311.887

d. Total $ A3,090,128 $ 393,920,071

2. Actuarial Prcent Value of
Accumulated Non-Vested
Benefits$14,310,793$16,L57J41

3. Total Actuarial Presa,nt Value of
AccumulatedPlan Beirefits: Qd) + (2) $ 437,,100,921 $ 410,077,812

4. Net A$sets Available for Baefits
(Actuartal Yalue, Erhtbit C) $ 416,182974 $ 383,517,337

5. Excss @6aency) ofNetAssets
Available for Benefits over (under)
Acmarial Prcscnt Value of Accuqrulated
Plan Benefits: (4) - (3) $ (21 211,947) $ (26,56047,

6. Active Participant Count
a 100% V6ted 1,395 1,33E

b. Partially Vesed 0 0

c. Non-Vestcd n0 363



PHILAIIELPUIA GAS WORI(S PENSION PLAI\I

G. Estlmeted l0.Year Bmetrt Psv-Out Prolecdons

PIut Yw Bqhnbg
Satember I

2007

200E

2009

2010

20II

2012

20Ii
2014

2015

2016

BqeadAnwolBqreft
Pnl)wDurlas Plot Yes

$34,355,904

35,280,642

36,371,609

37,353,436

38,562,588

39,988,550

41,386,972

43,085,278

44,944,642

47,035,568

Note: Ihe above projeded psy-otfi reognize qected morfrIity,
termbutlon, ond tncidqce of dtsabillty and assutne ail funefu wiil
commence at Normal Rairqtqt Date, No aswnptbn hu beq nde
regarding possible rdrqnats prlor to Asswted Retirqs$ Date or
aadclpation of new entrants.
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E Dls0dbudon of Ingctlve Partlcleerb bv Ase and Yeers of Bedrement

L Rdrees

2. VstedTqmlndst

Yem of Rairement as of Saembq 1. 2MZ

Are a *2 ILT4 15-19 2tL24 25+ TouI
AnnualBqefu

Toal Avqaec

1544
4549
5&54
55-59
6G64
65-69
7&74
75-79

80-84
8549
90+

3
I3
54

It5
63
30
t5
26
30
I5
5

J
2I
97
71

46
40
29
27
I2
3

I
I

T8
93

123
t20
E4
3I
t4
5

2
3

I1
29

I3E
82
IO
2

;

I

3
5

26
r06
54
2

i

I
t0
T9
43
7I
2E

3
22
77

233
230
214
219
322
319
r76
45

I 50,343
399,897

1,895,69E
5,234,961
4,942,38
4,483,170
4,082,131
4,743,829
3,83E,769
1,607,E54

279,513

I 16,781
18,177

24,619
22,468
21,489
20,949
18,640
14,732
12,034
9,135
6,211

Toul 369 351 490 277 199 174 1,E60 t3r,5t8,533 t16,967

Avaage Age: 72.09 Avaage Rairqnant Ywt: 12,90

& Number
Annual Berrefrt

Total Avsase

1544
4549
5a54
55-59

6&&'

102
EO

6E
34

7

s 1,018,235 I 9,983
975,361 12,192
796,E38 II,7t8
310,002 9,118

99,633 t4.233

Total 291 83,200,069 S 10,997
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I. IXrftlbufion of Actlve Parfidoanb bv Ase snd Serylce

(Showbtg Nun bqof Employeq &Averrye Eoni,ngs)

Comnlad leals of Hcc c oj fuenbq I. 2lN7

&e 0040 14 54 tbll I9I9 AM 2929 30-9t 3''2 TE ftul
WsE
taat Avawe

I'19

2o-24

2r29

3GA

JS-39

4014

45-19

50"54

5r59

6M4

6fig

70+

I9'E7

I2
3$46

7
33r96

2
1t663

I
203E2

J
35r28

3
t7t0J

I
3I t28

:

:

40
37EE7

57
16396

37
46318

34
49774

32
19t31

I8
46467

9
441t3

9
57751

2
gAE3

I
292t3

I
ttfi)rA

2
57733

22
51E2E

34
51%9

2I
d.J'46

26
5t692

9
5tE06

7
6719E

II
86607

4
nt69

2
2I5EI2

9
62074

26
626E6

26
5E5n

20
6t761

I9
60053

il
6A60

1
70t99

I
43r76

I
s6397

36
6t0E0

77
6IE3O

5E
6t$2

35
64669

t3
s6796

6
tza2

I
6t403

I
tzttt

9
62IEt

It4
6t35r

IN
64t53

6E
6t297

31
61617

I2
5ffig

T

5749E

t73
67'13

t55
7$00

54
61314

I7
63ffi

2
EzE'9

7
62588

59
7t066

3E
69270

II
d,J324

6
767E6

29
73996

t0
7t741

T

53612

:

I
697t3

I
t0527

I
$6M

I
I9'E7

t4
37826

E6
1747E

E3

5166E

127
58t2t

2n
59EA

39E

64tn

359
671E5

204
6906

66
6t36

9
%149

3
IIJ9J

E 19,587

zaz,&3

4,0E3,t34

4,2EE,427

37,926

47,178

il.6E

7.432,631 58,525

16701,9J3

25,t43,494

59,E64

61,1E0

24,119,441 67,rE5

t3,3Et,299 6,906

43t4,r52 65,366

E6t,342 96,149

I6,IE4 tt,39t

Tobl
30

32IlS
240

4677
138

62E90
il6

62/Stt
22E

tilsso
347

tt2752
402

6n4$)
I$

6nt6
46

7iu26
3

66rno
t665

6tn77
t02,958,230 61,E37

AmaAultLi2 AmSsvla: I&E)



PETL4DELPHIA GAS WORr(s PENSION PLAN

J. Actuarlal Methods 8nd Assumodons

L CosrMdtott

The co$ nethod rsed is the Projeted Unit Crdit Cost mdhod" Each year the projeted belrcfits of each
participaff are estimated and their preseirt vdue d€t€rnined" The normal cost for each active participant is
detcrmined by dividing this prcent vdue by service from entry into the plan to as$mcd r€tiran€nt age. the
total normal cost is equal to the srm of individrral normal cocs.

The accnred actuarial liability for each actine participant is cqud to the normal coar multiplied by service
sincc enty to valudion dae. The accnred actuatisl liability for inactive participanb is cqual to the present
tralue of fteir bcncfits. The total accrucd actusrid liability is cqual to thc sum of the individud accrued
actuarial liabilitic.

The Unftnded Accnred Actuadal Uability as of any dae is cqual to the accrued actuarial liability less the
astuarial value ofasscts as ofsrch date.

Each yearactuarial gains and losses ccur since actual orperience undq the Plan will vary frrom thc acfirarial
assumpions. All gains and losses will be amortized in firture yem.

Z AsetVafudonTulntoue

The Actuarial Asset Value is equal to the nalue of firnd assets as reporrcd by the Ci$ of Philadelphia with no
a4iustments.

[0
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PHILApELPHIA GAS WORr(s PENSION PLAft

J. Actuarhl Methods and Assumpdons
(continucd)

AatslalAsntttotlons

(Unless othauise spectfid, tfu same asnorynlow h,ave bq udfor the damnlnatton of the Conttbwlon
Ronge od Aewtuhtd Plan Ben$u\

& Mottalltv: Eealthy L,lves: The RP-20@ Co'mbined Healthy lvlale mortality table is used

for males. Combined Hcalttry Fcnale nortality table is nscd br females.

Sample annual per€ntages fie as follows:

Percatqe of Eu&fty Psdqss
F.necdbDbhtheNdYeo

& MaI6 Feanslcs Ase MaIK Fen4I6

.0345% .0191%

.0376 .0207

.u44 .0264

.0773 .U75

.1079 .0706

20 2.45E3% 0.96trk 45
25 2.745V/o 1.1974% 50
30 3.A661% L4A3% J5
35 3.41E4% L7654% 60
40 3.E373% 2.0579%o 65

E25%, mmpounded annually.

.ISNTo .1124%

.2138 .1676

.3624 .2717

.6747 .5055
1.2737 97M

4.3033% 2.39E8/o
4.E0U% 2.7961%
5.3I2Wo 3.2594%
5.8118% 3.7993%
6.3669/o 4.4287%

45
50
J5
60
65

20
25
30
35
40

IXsabld Ltves: Disabled monality rates are used for aticiparcd ftfure
disablemenr and current disabled lives. Sample percenlages ae a follows:

Percentqe of Dldled Podcfuutt
Enected b INc ln the Ne Yeq

ASg MqIa Fqnalg 489 Mal6 Femqlw

b. Inte*:

It
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PEILN)ELPHIA GAS WORI(S PENSION PIIIN

J. Actuarlst Methods and Assumpdons

(continued)

A scale varying by age and service with illusrative anual rates of tumover as

follows:

fue

Yersof SEvlce

23
20
25
30
35
40
45
50

55

d Dlsobllila

Sqlealnoe@

Dehmlndonof
Contlbudon RoEe

AccumubedPlot
Banefu

r41% II.6%
IL.E% 9.4%
92% 7.4%
7.f/o 5.6%
5.6% 4.4%

4.et 3.6%
3.2% 2.&l

00

8.&/o 5.&l
7.ek 4.601
5.6% 3.6%
4.2% 2&l
3.4% 22%
2.8% I.&/o
2.0% r.2%

00

212%
IE.YK
14.6%
1r.2%

8.896
7.2%
5.2%

0

17.4%
t4.rk
lI.P/o
8.4%
6.6%

s.4%
3.8%

0

A scale rarying by aCe with illu*rativc annual ratq of disability as

follons:

Pqcentace of Ptd&m Enec,ud
to Be.cottu Dlsabledhtlv N&Yeq

Ase Psstrse

30 0.460M
35 4.0700
40 0J100
45 022N
50 0.4600
55 t.0200
60 r.6200

Salaries are assumed to increasc by an mount equal to 3% of the salary

d the bcginning ofthe next tltee years, thcn 4,50/o ofthe salary at the
bqinning of the fourth and subsequent ysrs.

Past salaries are discountd at the sane rate as described above. Future

salaris are asqrmed to r€nain at the same level as on thc valution
data

13
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J. ActuarlalMethods md Assumndons

(continued)

Redremqt Ase Rstircrneils are assumed to occur * the following agc:

Pgrpqtaoe
l@/o

t0r%

Ace
55-61
62

Change ht Ae.Glal,l$t rnpdons

None.

l3



PHII,ADELPMA GAS WORIGS PENSION PLI\N

IC Summarv of the Prtnctpal Plan Provlstont

Ary anblguittes or quesfanable provisiow of this sunmwlt should be resolved by r{uarce a tlrc ofuiql PIan
Docamqt. this swnnuy is not intqded b be a sowce doqtnqt4 btl nwely an iwtunant of a nventancefor the
sdrnfulstration of the Plan.

L Effe&ve Date: March 24, 1967, most recently a.mended as ofJanury l, 1999.

2. Eltdbllln: Full'tine employces hired prior to lvlarch U, 1967 who will have corrpleted 15 years of
Credited Service at normal retiremeirt occuning prior to January l, L979 or 5 years Credited Service at
normal retirement occuning on or after January 1, 1979 became participans on fvlarch 24 1967. Employees
hired on or after N{arch 24, 1967 will become pafticipants on their dte of employment A full-time
employee is onewho works reguldyfor2O ormore hours each weelc

t Con*'Ihdon: PhiladclphiaGas Works paysthe entire cost ofthsPlan.

4. Cred.ltstl Serryricc: Years and months of service credited prior to lylarch 24, 1957 and yeas and months of
continuous service thseafter; continuous service is reduced for puiods ofapprovd urpaid leaves (except
for military leave) in excess of one montb. Layoffpetiods are also excluded an4 if in er(cess of one y€ar,

when approvd the employee is considerd terminated"

5. Fbal Avqsoe C.ornperrdlu-^ Aveizge of the fivc highe$ consecutive calendaryard eamings duing the
last l0 years of Crdited Service. Compensation includes overtime, bonus, shift ditreirntial, and any otba
qpecial compcrsation. Per the amendment approved on Novernber 14, 1986, compension includes
amounts deferred under the PGW Enrployees' DeM Compensation Plan.

6. RdrementDdq

o. Normol Rdrement First of the month next following attainment of age 65 and completion of 5
yeals of Credited Service.

h Estv Rdrenent First of any month after a&ining age 55 and completing 15 years of Credited
Service, or after complafury 30 years of credited seivie.

c. Lqte Rethernert First of any month afterNormal Rctirsrent up to age 70.

d Dlsbiltlv R&nrcna If pernaneirtly disabl€d and has attained age 45 and complded d least 15

yean of Credited Service, provided age plus yean of Credited Sewicc equals at l€ast 65. Or after
completion of at lsst 20 years of Credited Serrricc regardless of agg upon recommeirdation of the
Medical Directorof the Company.

7. Bot&Formula

a. Normal Reirenent The monthly equivalent of the grcater of (i) or (ii) below, payable for life.

(r) 1.25o/o of the first $6,600 of Final Average Earnings plus I .75% of the excess of Final
Average Eamings over $6,6(X), timc Credited Ssnice; ma{nurr of 60:/o of the higbest
aonual eamings during any one of the last l0 years of Credited Semice; applicable to all
participants.

l4
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&

(ii) 2o/o of totzl earnings receivd during p€riod of Creditcd Service p\s DSo/o of thc firS
$12@ of such amouq ryplicable only to participants who were employees on or prior to
\iarch24,1967.

b. ENte Redien enc Sarae as (a) above hsed upon Final Average Eamings and Creditcd Service
as ofthe early retiraaent date and reduced by ttre percant4ge described in 8 below depcnding upon
Credited Service as of the early retiremurt dde,

c. Lae RetirqtanE Same as Nonnal Retir€ment Benetrt based on Final Average Compcnsatiur and

Credited Serrrice as of hte Retirernc,lrt Dac.

A Dlsabllln Rdranat: Same as Normal Rstir€ment B€nefil based on Final Average Compensation
and Credited Scrvice as of dcc ofdisability.

Bendrt Uoon Tennhdott of Enrdoytunt - Vedtts: All participants who tennhate after having
completed at least 5 years of Creditcd Ssvicc are entitled to a benefit as described in (a) above, based upon

Final Average Compensation and Credited Sewice as oftlrc darc ofternination

Estv Conmqcement of Pasmen6: A former participant who is entitled o a dden€d benefit may elet to
have his benefit commence on the firs day of any mmth betwcen his 55th and 65th birthdala. Such benefit
will bc reduccd by 3% for each of thc fir$ 5 years a\d 5% for ach of the nqt 5 years by which
commencemed of peymeuts precdes age 65. If the participant has completed 25 years of Crcdited Scrvicc,
his b€ncfit wiU be unreduccd for the first 3 years and rcduced by 3o/o for ach of ttre next 2 yean md by 5%
for the following 5 years by which commencerrent of paynens precedcs age 65.

If a participant has compleled 30 or more yean of creditcd serrricc, palrn€nts are nd reduced.

DedtBatefu

a Before Rethemenc Spouses of deceascd active participmts or of former participanrc are cntitled o
ve*ed beirefitg provided srch participans died after having asained ege 45 and completed at l€ast

15 years ofCredited Servicc and whce age plus years ofCredited Service equals at least 65 yean
or who have completed at least 20 years ofCredited Service regardless ofage.

The bsnefit payable is an amomt for the spouCs reinaining lifaime cqual to the arnourt the
beneficiary ofthe participant would havc received had the participant retired due to disability on
the day preceding his ddh and elected the 10070 Contingent Annuitant Option.

b. Afts Re&qnent: None except as provided by clection of an optional forn.

Narnal Fontt of Benfrt: Life mnuity

(Monal Benefit Fonns: l$ff/o,7lo/o, or 50% Contingent Annuitant optiorn, 75% or 50% Joint and kst
Survivor option.

n
1L
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Philadelphia Gas Worls' Base Rate Filing

IU. BALAI\ICE SHEET AI{D OPERATING STATEMENT

m.4.22. Supply an exhibit showing an analysis, by functional accounts,
of the charges by affiliates (Service Corporations, etc.) for services
rendered included in the operating expemes of the filing company for the
test year and for the l2-month period endd prior to the test year:

W",A.22.a. Supply a copy of contracts, if applicable.

m.A.22,b. Explain the nature of the serrrices provided.

fi.4.22.c. E:cplain basis on which charges are made.

m.A.22.d. If charges allocate{ identiff allocation factors used.

trLA.22.e. Supply the components and amounts comprising the
expense in this account.

m.A.22.f. Provide details of initial source of charge and reason
thereof.

RESPONSE: Not applicable.



Philadelphia Gas Works' Base Rate Filing

III. BAIJ\I\ICE SHEET AI{D OPERATING STATEMENT

m.A.23. Describe costs relative to leasing equipment computer rentals,
and ofEce space, including terms and conditions of the lease. State method
for calculating monthly or annual palments.

RESPONSE:

The Philadelphia Gas Works has leasing arrangements with various
companies forthe leasing office and computer equipment vehicles,
mobile equipment and other types of equipment Listed below are the
long term leases with an orplanation of the method used for calculating
the monthly or annual palmrents.

Air Gas East

Annual Parment

$10r9s.83
Under this agreemen! the Philadelphia Cras Worls rents or leases gas

cylinders for use in its operations. The lease schedule has a term of three
years. The monthly palments are based on a predete,lrnined rental rate
and remarn constant tbroughout the term of the lease agreement.

Amouin Corporation $131320.83
Underthis agreement, the Philadelphia Gas Works procured short term
rental of various tlpes of mobile equipment zuch as cranes, dump trucks,
grad alls, and backhoes/loaders as needed for use in its operations. The
rental of each unit tlpically ranges fiom one week to six months; however,
the contract has a term of forn years. The weekly and monthly paprents
are based on a predetermined rental rate and remain constant tbrougbout
the term of the lease agreement

De Laqe Laden N'inancial s99y2.17
Under this agreement, the Philadelphia Gas Works leased one (l) tbree
wheeled mobile lifting tuck for use in its operations. Since the inception
of the lease agreement the organization has orercised its option to
puchase the equipment. The lease/purchase schedule had a term of three
years.

Eastem Lift Truck Co. $4,823.00
Under this agreement the Philadelphia GCI Works procured short term
rental and transport of forkliffs as needed for use in its operations. The
rental of each unit typically ranged from one to six montbs; however, the
contact has a term of tbree yean. The monthly payments are based on a
predetermined rental rate and re,main constant tbroughout the term of the
lease agreement.



Philadelphia Gas Works'Base Rate Filing

In. BALANCE SHEET AND OPERATING STATEMENT

Enterurise RentA Car $297F58.50
Under this agreement the Philadelphia Gas Worlcs procured short term
rentals ofcars, ligbt duty pickup truclsn and utility vaos as needd for use
in its operations. The rental of each unit typicdly ranged from one week
to six months and the confract had a term of one year. The monthly
payments were based on apredetermined rental rate and r€main constant
throughout the term ofthe lease agreernent.

Exoress Car & Truck Rental $53,891.45
Under this agreement, the Philadelphia Gas Works procured short term
rentals of cars and light duty pickup tucks as needed for use in its
operations. The rental of each unit tJpically ranged from one week to six
months and the contract had a term of one year. The monthly payments
were based on a predetermined rental rate and remain constant tbroughout
the term of the lease agreement.

Godwin Pumns $3,626.00
Under this agreernenf the Philadelphia Gas lVorks procured rental of a
four inch and six inch water discharge p'mF as needed for use in its
operations. The rental of each unit t1'pically ranged from one week to four
weeks; however, the contract has aterrr of three years. The monthly
payments are based on a predetermined rental rate and remain constant
throughoutthe term of the lease agreement

G&H Sen'ice Comnanv $66,161.99
Under this agreement the Philadelphia Gas Works leases wide angle
printing equipment for use in its operations. The contact has a term of
four years and monthly palments are based on a predetermined rental rate
and remain constant tbroughout the terrr of the lease agreement.

GT&S Incoroorated $7rnE,zl
Under this agreement the Philade$hia Gas Works rents or leases gas

cylinders and nitrogen tube trailers for use in is operations. The lease
schedule has a term of three years. The monthly payrnents are based on a
predeterrrined rental rate and remain constant througbout the terrr of the
lease agreeme,lrt.

JJ. Clark Comoanv $22,009.79
Under this agreement the Philadelphia Gas Works procured short term
rental and transport of forklifts as needed for use in its operations. The
rental of each unit t1'pically ranged ftom one to six months; however, the
contract has a terrr of two years. The monthly payrnents are based on a
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predeterrrined rental rate and re,main constanttbrougbout the term of the
lease agreement.

OCE Imaeistics Inc. $291p84.66
Under this agreement the Philadelphia Gas Works leases office technology
equipment multi-functional copier/printer/fax machindscanner, for use in
its operation. The lease schedule has aterm of tbree years. The monthly
payments are based on a predetermined rental rate and remain constant
throughout the term of the lease agreement.

Penske Truck Leasine w5,960.49
Under this agreement the Philadelphia Gas Wor*s procrued short term
rentals of light and heavy duty pickup trucks and utility vans as needed for
use in its operations. The renal of each unit typically ranged from one
week to six months; however, the contrct had a tenn of one year. The
monthlypayme,nts were based on apredetermined rental rate and remain
constant througbout the term of the lease agreement.

Phillv Car Share $15,475.79
Under this agree,ment the Philadelphia Gas Works procured short term
rentals of compact cars as needed for use in its operations. The re,lrtal of
each unit tpically ranged from one hour to one day; however, the contact
has aterm of one year. The monthly payments are based on a
predetennined rental rate and remain constant througbout the term of the
lease agreement.

Pitnev Bowes $11,547.00
Under this agree,ment the Philadelphia Gas Works leases two mailing
systems for use in its operation. The lease schedule has a terrr of fotn
years. The monthly and quarterly palments are based on a predetermined
rental rate and remain constant throughout the terrr of the lease agreement.

United Rentals $39,665.00
Under this agrcement the Philadelphia Cras Works procured short term
rental and tansport of man and scissor lifts as needed for use in its
operations. The re,ntal of each unit typically ranged from one to four
weeks; however, the contact has aterm oftrro years. The monthly
payments are based on a predetetnrined rental rde and remain constant
througbout the term of the lease agreement.
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Verizon lYireless $28584.46
Under this agree,nent the Philadelphia Gas Works leases mobile wireless
air cards for laptop computers iszued to field force personnel. The lease
schedule has a term of four years. The monthly palments are based on a
predetermined rental rate and remain constant througbout the term of the
lease agreement"

\ilistarEouioment $251617.75
Underthis agreement, the Philadelphia Gas Works procured short term
rental and transport of one (l) diesel powered high pressure 750 CCM@
300 PSI air compressor for use in its operations. The contrast has a term
of nvo years. The monthly payments are based on a predetermined rental
rate and remain constant throughout the term of the lease agreement

Xerox Corooration s19,727.84
Underthis agreement the Philadelphia Gas Works leases Xerox office
technology equipment and supplies including meter usage and print
charges for use in its operation The lease schedule has a term of five
years. The monthly rental palments and quarterly meter charges are based
on a predetermined rental rate and remain constantthroughout the term of
the lease agleement

The Philadelphia Gas Works has leasing arrangements with various
companies for the leasing of parking space and pipeline right of way
passage.

Charles lVeiner $3,000.00
Under this agreement the Philadelphia Gas Worls leases parking space for
the distict offices.

Consolidated Rail Corooration $1,224.00
Under this agreement the Philadelphia Gas Works leases pipeline right of
way passage at tle corner of Third Steet and Packer Avenue.

CSX Transportation $1,905.69
Under this agreement the Philadelphia Gas Works leases pipeline right of
way passage at the corner of Third Steet and Packer Avenue.
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Potomac Parkine Losistics $11000.00
Under this agree,ment the Philadelphia Gas Works leases pa*ing space for
the distict offices and other official business conducted within center city
Philadelphia

Renaissance Parkins $720.00
Under this agreement the Philadelphia Gas Works leases parking space for
the distict offrces and other official business conducted within center city
Philadelphia.

senta $u98.oo
Under this agreement the Philadelphia Gas Works leases parking space

and pipeline right of way passage.

The Philadelphia Gas Works has leasing arrangements with various
companies for the leasing of office space.

Department of Public Propertv $43,914.09
Under this agreement the Philadelphia Gas Works leases office space at
One Parhray Building; 1515 Arch Streel 9s floor; Philadelphia PA
19102 for use in its operation"

Bglmont Manaqement Corporation $37,521.4
Under this agreement the Philadelphia Cras Works leases office space at
4410 Frankford Avenue, Philadelphia,Pal9l24 for use in its operation

GGHI)C Legend Manasement Co. $68rX28.62
Under this agreement the Philadelphia Gas Works leases office space at
210 West Chelten Avenue, PhiladelphiaPAl9l44 foruse in its operation

Girard Square A l[Y LP $138,657.02
Under this agreement the Philadelphia Gas Worla leases office space at
1137 Chestnut Steet, Philadelphia PA 19107 for use in its operation.
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III.A.24. Submit detailed calculations (orbest estimafc) of the cost resulting
&om major storm damage.

RESPONSE: None.
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m.A.25. Submit details of e:rpenditures for advertising (National and

Institutional and Local media). Provide a schedule of advetising exPense

by major media categories for the test year and the prior two companble
yean with respectto:

III.A.25.a Public health and safety

III.A.25.b. Conservation of energy

III.A.25.c. Explanation of Billing Practices, Rates, etc.

III.A.25.d. Provision of factual and objective data programs in
educational institutions

III.A.25.e. Other advertising prognms

III.A.25.f. Total advertising expense

RESPONSE:

Please see the attached schedule, Exhibit A - III.A.25.



ExhlbltA -lllA.25

NE!\'SPAPER
a. Publlc Health & Safog
b. ConservaUon
c. Bllllng, Rates, Supply, etc.
d. Educatlonal lnstitution Programs
e. Other Advertising Programs

Total t-{errepaper Advertising Expense

TEIEVISION
a. Publlc Health & SabV
b. Conservaton
c. Billlng, Rates, Supply, etc.
d. Educatlonal lnstr'hrton Programs
e. Other Adver0slng Programs

Total Televlslon Advertising Expense

RADIO
a. Public Health & Sabty
b. Conservation
c. Billlng, Rates, Supply, etc.
d. Educational InstiMon Programs
e. Other Advertsing Programs

Total Radlo Advertsing Expense

MAGAZINES & MISCELI.ANEOUS
a. Publlc Health & Safety
b. Conservaton
c. Bllllng, Rates, Supply, etc.
d. Educatlonal lnstltrton Programs
e. Other Advertising Programs

Total Magaine & Mlsellaneous Expense

BITI INSERT& BROCHURES
a. Publls Health e Sabty
b. Consen aton
c. Billing. Rates, Supply, etc.
d. Educatlonal lnstiMon Programs
e. Other Advertslng Programs

PHII-ADELPHN GAS WORKS
ADVERTISING SUMTUARY

Period Ending
0u31t2010

$ 1q),000
175,(n0
621,000

258,000

1.154,0q)

220,000

Period Endlng
0&31,2009

$-
338,597

115,&;

454,429

Perlod Endlng
0E/31f200E

$ 25,000
2,20,ffi
422,762

172,259

-r*

15728

257,000 276,505 79,E63

477,0@ 43:L7ql 668,1 18

25,000
*'oT

5,000

4rI-:'18
166,097

12,69;

41,201

75,0@

25,(x)0
37.000

473,000 214611

535,000 212611 53,896

Total lnsert & Brochure AdvErtislng Expense E0,000

2,000

2,000 75,0@

TU55o6'- T-T@GRAND TOTAL
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III.4.26. Provide a list of reports, dd4 or statements requested by and submitted to the
Commission during and subsequent to the test year.

RESPONSE:

Supplements to Gas Service Tariff- Ouarterly 1307(fl filings

Supplement 26 - Effective September 1, 2008.

Supplement 27 - Effective October 25,2008.

Supplement 29 - Effeotive January 1,2009.

Supplement 31 - Effective March 1, 2009.

Supplement 33 - Effective June 1, 2009.

Supplement 34 - Effective September 1,2009.

Supplement 35 -Effective December l,2009.

Gas Cost Rate - 2009-2010 1307(.0 Filins

Exhibits supporting the PGC rate for the twelve months ended August 31, 2010, filed February I,
2009.

Testimony, tariffsheets and additional exhibis supporting the PGC rate for the twelve months
ended August 31.,2010, filed March L,2009.

OtherData

Pa. P.U.C. -52Pa. Code Section56.23I;
Montbly submission of residential delinquent statistics.

Pa. P.U.C. -52Pa Code Section 59.81 - 50-84;
Annual Resource Planning report - IRP.

Annual report of PGW to the Pa. P.U.C.

Pa" P.U.C. -52Pa- Code Section 101;
Public Utility Preparedness tbrough Self Certification Report

Pa. P.U.C. -52P* Code Section62.33:



Philadelphia Gas Works' Base Rate Filing

III. BALAI\ICE SHEET AI{D OPERATING STATEMENT

Findings of Annual Qualrty of Service Suwey

Pa. P.U.C. -52Pu Code Section62.5;
Annual Universal Services Report

Pa P.U.C. - 52Pa- Code Section 58.15;
Anrual LILJRP Program Evaluation

Pa" P.U.C. -52Pa Code Section 59.33;
Annual DOT Reports - fomr 2137 -0522
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m.4.27. Prepare a detailed schedule for the test year showing tlpe of
social and service organization memberships paid for by the Company and
the cost therof,

RESPONSE:

There were no social and/or service me,mberehips paid during the test year
by the Philadelphia Gas Works.
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trI.4.28. Submit a schedule showing, by major components, the
expenditrnes associated with Outside Services Employed, Regulatory
Com'nission Expenses and Missellaneous General Expenses, forthe test
year and prior nvo comparable years.

RESPONSE:

Please see the attached schedule. Exhibit A - m.A28



PHILADELPHIA GASWORKS

ACCOUNT ql3.O - OUTSTpE SERVICES EMPLQYEEn

ExhtbitA-m-A,28

August31.2009 Aueust3l.2008
700 Material
1700 PurohasedServices
1900 EquipmentRental

Total

100 Labor $
200 To<es

300 ExpenseofEmployees
7AO Material
1300 Postage

1400 Advertising
1600 Dues and Subscriptions
1700 Purchased Seryices

1800 Insurance
1900 Equipment Renbl
2000 Other Rents

2600 Maintenance of Oftice Equipment
2900 ITAllocations
3100 TelecommunicationAllocations
4020 Amort Deferled Oper& MaintExpense

Ausust 31.2010
$-

2,152,040-
$586$

t286,t75
49

588
1,872,590

$ el52,0oo $ 1286,810 $ 1,873,178

-::

ACCOTJNT 92&O - REGT'LATORY COMMISION EXPENSE

August3l"20l0 August31.2009 At€ust31.2008
390,000 $

30,000
2,000

5,000
1,000

35,ooo
2,605,000

707,0O0

50,000

6,000
5o,oo0

1,000

20,000
4,000

258,000

296200 $

20,585
1Js9
3,74

800
6263

2A15,338
564,962

37,188
l,l0g

43,914
3,620

20,000
4223

209,634

294,691
21,t96
r278
4,634

600
t2224

2,541,672
685,865

40,497

1,079

47,906
to699

17,010

1,629
t07,932

Total

300 ExpenseofEmployees
700 Material
1300 Postage

1600 Dues and Subscriptions
1700 PurchasedServices
3802 Management Fee

5ll1 PGWContibution-457Plan

Total

August3l.2009 AugustSl.2@8
18286

25

68t,749

3S1,43;
360,994

$ 10,674 S

54342

705,916
ll9

249,525

337,129

_q-lgqqq- -$-1'628'e3e- -g-1'77eJ1l-

ACCOITNT 9302 - MISCELII\NEOUS GENERAL EXPENSES

Augrst3l.2010
$ 25,000

358,000

5,000
731,000

360,000
3,+4,000

$ 1.823,000 $ 1,353,705 $ 1,442,492

-::



Philadelphia Gas Works' Base Rate Filing

III. BALANCE SHEET AI\ID OPERATING STATEMENT

trI.A.29. Submit details of information covering research and development
orpenditures, including major projects within the company and forecasted
company progams.

RESPONSE:

No research and development expenditures were incurred during the period
ending August 31, 2009.

There are currently no reserch and development expenditures expected to occur
during the period ending August 31,2010.
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Itr.A.3O. Provide a detailed schedule of all charitable and civic
contributions by recipient and qmoutrt for the test year.

RESPONSE:

Twelve months ended August 31. 2010

Utility Emergency Service Fund $ 280,000.00
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mA.3l. Provide a detailed analysis of Special Services-Accormt 795.

RESPONSE:

The Philadelphia Gas Works' syst€m of accounts does not include
Account 795 w Special Services.
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m.4.32. Provide a detailed analysis of Miscellaneous General E:rpenso-
AccountNo.801.

RESPONSE:

The Philadelphia Gas rfforks' system of accormts does notinslude
Account 801 as Miscellaneous General E:rpense.
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III.A.33. Provide a labor productivity schedule.

RESPONSE:

PI{ILADELPHIAGA WORKS
LABOR PRODUCTMTY SCHEI'T'LE

eg4
5o
fo

F
o

8o
E
Fsw

tg85 1900 1S7 1S8 t09g D00 mt rc2 2m M 2005 2@ 2007 frts 200
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m.A.34. List and explain all non-recuning abnormal or extaordfuury
experues incurred in the test year which will not be present in future yea$.

RESPONSE:

Philadelphia Gas Works does nothave non-recurring abnormal or
ortraordinary experses included in Oe test year or future years other than
those detailed in the testimony of PGW witness Bogdonavage (PGW St
2).
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m.4.35. List and explain all expenses inoluded in the test year which do
not occur yearly but are ofa nature that they do occur over an extended
period of yean. (e.g.-Non-yearly maintenanoe programs, etc.)

RESPONSE:

There are no er{perures that fall into this category within the test year for the
Philadelphia Gas Works.
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m.A.36. Using the adjusted yea's expenses under preseirt rates as a base,
give detail nece.ssary for clarification of all expense adjushents. Give
clari$ing detail for any such adjusments that occur due to changes in
accounting procedure, zuch as charging a particular expense to a differe,lrt
account than was used previously. Explain any extaordinary declinc in
experuie due to zuch change of account use.

RESPONSE:

There were no adjusfuents made to operating and maintenance expenses
due to changes in accorlrting procedures.
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III.A.37. Indicate the expense that are recorded in the test year, which
are due to the place,nent in operating sernise of major plant additiors or
the removal ofmajor plant from operating service, and estimate the
exp€nse that will be inctlred on a ftll-year's operation.

RESPONSE:

For PGW's fiscal year 2010 test year, $3,000,000 of cost of rernoval
expenses are included.
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trI.A.38. Submit a statement ofpast and anticipated changes, since the
previous rate case, in major accounting procedures.

RESPONSE:

Since the previous nte case PGW has implemented the accounting and
financial reporting requirements rclated to recent pronouncements of the
Governmental Accounting Standards Board. The accounting and financial
reporting impact of these prcnouncements is refleeted in PGW's financial
stafements. The reference for any impact is noted in the Management
Discussion and Analysis as well as in the Notes to the Financial
Statements.
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III.A.39. IdentiS the specific witness for all statements and schedules of revenues,
expenses, taxes, property, valuation, etc.

RESPONSE:

PGW Statement 2 - Joseph R. Bogdonavage Sponsoring: Financial Statements, Filing
Requirement Responses, Expenses,
Tares (where applicable) Property
Valuation, etc.

PGW Statement 4 - Samuel M. Kikla Sponsoring: OPEBs

PGW Statement 5 - Kenneth S. Dybalski Sponsoring: Pro Forma Revenues
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m.A.40. Adushents which are estimated shall be fully supported by basic

information reasonably necessary.

RESPONSE: See Mr. Bogdonavage'stestimony (PGW St.2), Exhibits JRB-I
and JRB-2A/2B.
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III.A.41. Submit a statement expl4ining the derivation of the amounts used for
projecting future test year level of operations and submit appropriate sshedules

supporting the projected test year level ofoperations.

RESPONSE: See Mr. Bogdonavage's testimony (PGW St. 2), Exhibits JRB-I

andJRB-2A/2B.
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UI.A.42. If a companyhas se,parate operating divisions, an income
state,ment must be shown for each division, plus an income state,ment for
company as a whole.

RESPONSE: Notapplicable.



Philadelphia Gas Works' Base Rate Filing

III. BALAI\ICE SHEET AI\ID OPERATING STATEMENT

III.A.43, If a company's business extelrds into different states or
jurisdictions, then state,ments mustbe shown listing Pe,nnsylvania
jurisdictional datq other state data and federal data separately andjointly
@alance sheets and operating accounts).

RESPONSE: Notapplicable.
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III.A.44. Ratios, percentages, allocations and averages used in
adjustnents must be fully supported and identified as to source.

RESPONSE: Notapplicable.
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nI.A45. Provide an explanation of any differences betrveen the basis or
procedure used in allocations ofrevenues, expenses, depreciation and
ta:<es in the current rate case and that used in the prior rate case.

RESPONSE: None
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III.A.46. Supply a copy of intemal and independent audit reports of the test year
and prior calendar year, noting any exceptions and recommendations and
disposition thereof.

RESPONSE:

Please see the attached intemal and independent audit reports issued during FY
2009. lnternal and independent audit reports have not been issued yet during FY
2010.



Mr. Joseph Bogdonavage
Senior Vice President of Finance
Philadelphia Gas Works
800 West Montgomery Avenue
Phifadelphia, PA 19122

February 13,2009

Audt. Tar. Advisory

GrantThombn LIP
2m1 i&dGt Stest Sute 3100

PhleFhia PA 191(F70&)
T215.$1.42U
F 215.56t.1066

www.GrantThorntorcom

Dear Mr. Bogdonavage,

Intemal Audit (lA) has completed our assessment of the utilization of the Oracle
Financials software solution with respect to operational efficiency, as well as alignment
with strategic PGW Business Transformation Initiatives and Utility Industry Best
Practices.

The objective of our review was to gain an understanding of the effectiveness and
efficiency of the implementation and configuration of licensed Oracle Financials
modules. Our fieldwork was performed during October 2008 through January 2009. A
summary of our work is containd within the attached report, as well as our detailed
observations and recommendations.

This project was canied out in accordance with Statements on Standards for Consulting
Services of the lnstitute of lntemalAuditors.

We appreciate the cooperation received from all PGW personnelwhom participated in
this project. Thus, this assessment did not include any controls testing within any of
PGWs functional areas, but rather was an assessment of the Oracle Financials
implementation relative to the COSO evaluation framework through a combination of
inquiry/interview, observation and data collection.

Partner, Philadelphia Advisory
Practice Leader
Business Advisory Services
Grant Thomton LLP

Sincerely,



Oracle Financial System Deployment Assessment
PHILADELPHIA GAS WORKS
December 2008
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General Background
Philadelphia Gas Works (PGW) is a municipally owned utility operated by the Philadelphia Facilities
Management Corporation (hereafter refened to as'PFMC"). PGW is the largest municipally owned gas
utility in the county maintaining a distribution system of approximately 6,000 miles of gas mains and
service pipes seMng approximately 500,000 customers.

PGW has approximately 1,700 active employees who work in three shifts and 2,000 retireesi Most
processing is centralized at PGW Headquarters at 800 West Montgomery Avenue, Philadelphia, PA
19122. PGW also maintains 6 disbict offces, 2 plants and several outlying stations.

PGW's IntemalAuditing Departrnent serves PGW management and the Board of Directors of the
Philadelphia Facilities Management Corporation ( "PFMC" ) as an independent appraisal and evaluation
function. lts primary purpose is to help PGW accomplish its stategic objectives by conducting audits
which are designed to add value, improve operations, and evaluate and improve:

. the effectiveness of risk management;

. controls; and
o gOvBtTtOnCeprOceSSeS.

In the late 1990's, PGW made the decision to retire its historical accounting system and replace it with the
Oracle Financial System (Oracle). With 10 years of experience with extensive reengineering of company
operations, PGW wants to be sure that it is obtaining the maximum benefit from Oracle and also wants to
determine whether PGW is deploying Oracle Financials in conformance with Utilig Best Practices. PGWs
Intemal Audit Departnent is seeking an evaluation of PGWs Oracle Financials deployment to improve
financial reporting and analysis, risk management, controls, and govemance processes.

The Oracle Financial System Deployment Assessment will determine:

. Whether PGWs Finance Deparfnent is obtaining the maximum strategic benefit frorn Oracle
Financials for the following purposes:

o Furthering its mission and primary purpose of ensuring the financial viabilitylof PGW;
o Providing timely reporting of financial information to be used by PGWs management to

execute sound fi nancial business practices;
o Performing appropriate routine and/or complex financial analyses for the efficient

operation of PGW and the effective management of PGWs financial resources; and
. How PGWs deployment of this technology and its cunent business processes aligns with, and

compares to, Utilities Indusfy Best Practices.

Audit Scope
At the request of Management of PGW, lntemal Audit performed an assessment of PGWs utilization of
their Oracle Financials solution with respect to operational efficiency, as well as alignment with strategic
PGW Business Transformation Initiatives and Utility Industry Best Practices. This assessment did not
include any controls testing within any of PGWs functional areas.

Objectives
The initial phase of work for this project involved the determination of the scope of the Oracle Financial
solution to ensure that the assessment considered all the functional software available to users at PGW.
The elements of the functional software were tagged to the general and industry-specific modules
available from the software vendor. Additionally the team identifted modules that have not been
implemented by PGW which might be used by an organization to support a comprehensive financial
process framework.



PGW functional process areas included in the assessment are:
o General Ledger & Financial Reporting
. Purchasing & Procurement
r Accounts Payable
. Project Accounting
. Fixed Assets
o Gas Purchasing
o Revenue
o Accounts Receivable & Collections
r TreasuU

Oracle Financials Modules determined to be in scope:

We developed a standard ERP/Oracle Financials evaluation template consisting of 7 evaluation
objectives areas under which PGW was assessed:

l. Degree of use of Oracle Financials functionality
ll. Extent of manual vs. automated accounting
lll. Extent of manual vs. automated reporting
lV. Use of workflow and approvals
V. Use of manual ledger posting
Vl. Alignment of Technology Development with the Strategic Direction of the Business
Vll. Use of Oracle Financials-embedded industry best practice

Each evaluation objective is aligned to the COSO 1992 framework to provide a basis for determining the
nature of the objective. COSO is the Committee of Sponsoring Organizations of the Treadway
Commission, which is a U.S. private'sector initiative, formed in 1985. lts major objective is to identiff the
factors that cause fraudulent financial reporting and to make recommendations to reduce its incidence.
COSO is sponsored and funded by 5 main professional accounting associations and institutes; American
Institute of Certified Public Accountants (AICPA), American Accounting Association (AAA), Financial
Executives Intemational (FEt), The lnstitute of Intemal Auditors (llA) and The Institute of Management
Accountants (lMA). COSO has established a common definition of intemal confols, strandards, and
criteria against which companies and organizations can assess their control systems.

l. Deqree of use of Oracle Financials
ll. Extent of manual vs. automated

lV. Use of workflow and

Vl. Alignment of Technology Development with the
Direction of the Business

Vll. Use of Oracle Financials Embedded Industry Best
Practice



Assessment Procedures
We assessed the Oracle Financials implementation relative to the COSO evaluation framework through a
combination of inquiryfinterview, observation and data collection.

The initial assessment procedures adopted are as follows:

We consolidated the results of the assessment of the evaluation objectives and documented a summary
within work books developed by lntemal Audit. Seven (7) unique work books were created - one for
each of the Evaluation Objectives. Each work book includes eight (8) individualtabs, with each tab
representative of the functional process areas. Furthermore, in the Executive Summary section to this
report we have included a distinct set of radar charts for each of the Evaluation Objectives which provide
a graphical summary representation of the use of standard Oracle Financials functionality.

l. Degree of use of
Oracle Financials
functionality

User Security . assess span ofaccess ofthe users
within/across modules (i.e. who can change
settinos) :

User enabled
configurable settings

. assess suitability of configurable settings in
licensed products to Oracle Financials best
oractices. PGW business Drocesses

ll. Extent of manual vs.
automated accounting

Transactional user(s) and
supervisor in respect of
day to day procedures
followed

. assess use of standard functionality
supporting existing business processes,
degree of use of Oracle Financials
automation

Departmental Procedures
Documentation

. assess degree of manual sub-ledger/ledger
posting (e.9. daily and month-end
accounting procedures relative to posting
entries)

lll. Extent of manual vs.
automated reporting

Selection of management
reports

. assess use of standard and customized
Oracle Financials reports, Noetix reporting
and dashboards

. assess data integration from satellite
svstems

lV. Use of workflow and
approvals

Oracle Financials
Workflow Confiouration

. assess use of automated/manual workflow
functionalitu I -

V. Use of manual ledger
postinq

Sub-ledger accounting
entries

. assess the daily and month-end accounting
orocedures relative to oostinq bntries

Vl. Alignment of
Technology
Developmentwith the
Strategic Direciion of the
Business

lS Strategic Plan & lS
Project Approval Process

. assess degree of technology platform
standardization, BT projects, lS
objectives/tech nology roadm ap

Vll. Use of Oracle
Financials Embedded
Industy Best Practice

Oracle Financials
lnstallation

o determine if industry-aligned modules (i.e.
best-in-breed solutions or conflgurations
have been considered

o gain an understianding of the rationale in the
selection of the module/system used to
support the relevant.business process and
understand how the technology has been
imolemented



Executive Summary

This assessment was initiated by management, who desires to gain an understanding of the
effectiveness and efficiency of the implementation and configuration of licensed Oracle Financials
modules. The assessment included documenting our understanding of how the various PGW processes
operate within the parameters set in the configurable settings within Oracle Financials, and benchmarking
the seftings against Oracle Financials best practices. We documented the cunent state of each of the
configurations and met with process owners to ensure that there was consensus on the cunent state
before moving fonrard.

We reviewed PGWs Strategic Plan and Business Transformation initiative to gain an understanding of
the project portfolio, and determined if cunent Oracle Financials configurations are adequate or could be
strengthened to support or improve upon desired goals and objectives.

PGW has been using Oracle Financials software since approximately 1998 (v 10.7) and ultimately v11.5
since 2004. During the implementation cycles, PGW deployed a light version of Oracle, maintaining
functionality that does not take advantage of all functionality available in the suite of Oracle Financials
modules. However, overall manual and automated configurable settings within each of the Oracle
Financials licensed products appear to be adequately set and maintained in order to process financial
transactions, enter and post joumal entries, and produce financial statements. ln addition, PGW Finance
provides training aids to Oracle Financial users, as well as developed and maintains various key
performance indicators (KPl's) in the form of a dashboard reporting.

Within each of the licensed modules we have identified some configurable settings that may be utilized
more effectively. ln areas of Oracle Financials best practices, we also identified some items that
management may want to consider investigate further, such as segregation of duties, manualjob
processing, file extractions/load (e.9. data integration fiom satellite systems into Oracle Financials), and
automated workfl ow processing.

We further identified other opportunities for enhancing the design and effectiveness of management
information gathering and reporting that could be fulfilled through the design and implementation of a
Data Warehouse reporting solution.

Finally, we noted some additional opportunities for invesfigation which could potentially enhance the
effectiveness of the Oracle Financials environment. Consideration should be given to evaluating other
Oracle Financials modules such as Oracle Cash Management and with additional Oracle Utilities and
Energy modules such as Oracle Utilities Quotation Management.



Below is a summary of the Oracle Financials assessment for each of the evaluation objectives:

o The Oracle Financial modules implemented appear to be configured appropriately and provide the
functionality PGW requires to properly manage financial transactions

o The accounting concepts embedded into Oracle Financials are achieved through either manual or
automated prccesses.

l. Degree of Use of Oracle Functionality
General Ledger

Accounts Payable

Flxed Assets

I 1= Not olnendy supponed in Oracle Finandals 2 = Mostly Efftdent Use of oracte Functionality 3 = Effident Ure of Oracle Funcdonality

ll. Extent of manual vs. automated accounting

Accounts Payable

Fixed Assets

I 1 = Not qrnently supported in Onde Finandals 2 = Mostly Effident Use of oracle Funcdonallty 3 = Effldent Use of oracle Funcflonallty

General Ledger



General Ledger

tll. Extent of manual vs. automated reporting

Accounts Payable

Fixed Assets

I 1= Not cunently supported in Oracle Finandals 2 = Mostly Eflldent use of Orade Funcdonality 3 = Efflclent Use of Oracle Functionality

o The Oracle Financial system provides many standard, as well as custom reports to the user
community.

o Oracle Purchasing provides a standard approval workflow for purchase requisitions which PGW
does utilize, however other processes requiring management approval, such as joumal entry posting

and cash disbursements rely on manual approvals.

lV. Use of workflow and approvals
General Ledger

Ac@unts Payable

Rxed Assets

I 1 = Not currently supported ln Oracle Financlals 2 = Mostly Effident Use of Orade Functionality 3 = Effldent Use of Oracle Functionallty



V. Use of manual ledger posting
General Ledger

Accounts Payable

I 1= Not cunendy supported ln Oracle Finandals 2 = Mostly Efffdent Use of Oracle Funcdonallty 3 = ffndent use of Oracle Functlonallty

Flxed Assets

. PGW utilizes standard Oracle Financials analytical tools to ensure trat the GL is in balance and that
appropriate manual reviews and reconciliations are performed to ensUre that all entries posted to the
GL are reported in financial statements.

o While technology development sfategies appear to align with strategic goals of the orggnization,
maintaining the cunent technology environment may have an impact on desired objectives of
transforming the business (i.e. leveraging technology and business process automatiori).

General Ledger

Vl. Alignment of Techn Dev with the Strategic Direction of the Business

Accounts Payable

Flred Assets

I 1 = Not orrrently supported ln Orade Flnandals 2 = Mostly Effident Use of Orade Functionallty 3 = Effident Use of Oracle Funcdonality
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Vll. Use of Oracle Embedded Industry Best Practice

Accounts Receivable Accounts Payable

Project Accounting

I 1 = Not arnendy supported in Oracle Flnancials 2 = Mostly Efffdent Use of Orade Functonality 3 = Effident Use of Orade Funcdon€lity

General Ledger

Flxed Assets

. Certain financial information is available via dashboard reporting, however managemenfs desire for
holistic systemic data reporting is a critical issue. PGW has been exploring technology solutions both
within the Oracle Financials suite, as well as within other commercial off-the-shelf products, in order
to achieve the optimal solution that provides proper decision support information to the organizafion.

Overall, PGWs implementation and use of the six (6) licensed Oracle Financialmodules appears to
support the financial management processes related to the operating budget, capital budget, financial
reporting, and financial systems/functions of PGW.

Details of our observations and recommendations are documented on the following pages.
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Detailed Observations

l. Degree of use of Oracle Financial System functionality

During this phase of the project, we reviewed a mixture of financial and operational process
documentation (naratives, business flow) provided by PGW in order to gain an understanding of how
processes are supported by Oracle Financials and other related systems. Additionally, we conducted
inteMews with appropriate personnel to gain an understianding of the organization structure; roles and
responsibilities. We also interviewed key members of the accountingffinance team in order to gain an
understanding of how Oracle Financials is managed and configured, and evaluated the configurations
based on vendor recommended settings. We further assessed the user span of control of the
configurable settings by reviewing and evaluating the Oracle Financials user population andrtheir
associated roles/responsibilities.

The evaluation of the degree of use of Oracle Financials functionality resulted in the following:

PGWs deployment of the standard functionality embedded in the Oracle Financials software provides the
automation to fully integrate Oracle GL with other Oracle Financials applications (e.9. Purchasing,
Accounts Payable, Inventory, etc.). Oracle Financials appeaftr to have been appropriately configured to
allortu accounting transactions to flow with adequate audit trail capabilities (ref: WorkBook I -iDegree of
Use of Oraclb Financials Functionality).

We reviewed the standard Oracle Financials User Profile Options for each of the licensed modules within
Oracle Financials. Oracle Financials uses a set of user profile options that are common to all the
application products. Profile options are a set of user changeabl.e options that affect the way' the ;

application performs. While not all Oracle Financial System recommended profile settings are appropriate
for each and every user installation, the standard, or Oracle Financial System recommended profile
options in each of the licensed modules appear to be set appropriately.

The profile settings assessment for each of the licensed modules is summarized below:

General Ledger- we examined the PGWdefined 42 GL profile seftings against Oracle Financial System
recommended settings and identified two profile setting considerations:

1) Cunency: Allow Direct EMU and Non-EMU User Rates. The setting is cunently set to Y. This
profile option allows a General Ledger to derive an exchange rate between an EMU and Non-
EMU cunency, based on a rate entered between the euro and a Non-EMU cunency. Because
PGW only transacts with USD, a setting of N is recommended.

2) Budgetary Control Group: set to 0 (not utilized). PGW reviewed the functionality of encumbrance
accounting during the Oracle Financials implementation and a decision was made not to utilize
the function. The purpose of encumbrance accounting is to prevent further expendifure of funds in
light of commitments already made.

Purchasing and Procurement - we examined the PGWdefined 47 Purchasing profile settings against
Oracle Financials recommended settings and identified one profile setting consideration:

1) PO: Allow Buyer Ovenide in AutoCreate Find. This setting indicates that the suggedted buyer
defaulted into the Find Requisition Lines windows can be cleared or ovenidden. PGW reviewed
the functionality of buyer ovenide during the Oracle Financials implementation, and a decision
was made to allow buyer ovenide. Because PGW HR data (e.9. roles/responsibilities) is not
integrated with Oracle Purchasing, purchase requisitioners select PO buyers which may increase
the risk for enor. lntegrating the non-Oracle HRIS application with Oracle financials would
increase the likelihood that appropriate buyers are selected.

12



Accounts Payable - we examined the PGWdefined 14 AP profile settings against Oracle Financials
recommended settings and identified one profile setting consideration:

1) Budgetary Control Group: set to 0 (not utilized). PGW reviewed the functionality of encumbrance
accounting during the Oracle Financials implementation and a decision was made to not to utilize
the function.

Project Accounting - we examined the PGW-defined 38 PA profile seftings against Oracle Financials
recommended settings and identified one profile sefting consideration:

1) PA: Licensed to Use Project Billing: set to Y. Indicates if Oracle Project Billing is licensed, Yes =
ln addition to Project Costing functions, Oracle Projects allows you to set up contract projects and
perform all Project Billing functions. Project work is organized into a work breakdown structure of
projects and underlying tasks. Budgets are created based on an estimate of the resources
required to complete the work. Costs and revenue are managed against the work breakdown
structure. Oracle Project Billing provides revenue accrual and invoice generation features,
enabling ability to fack unbilled receivables and bill other entities (where applicable) for each
individual project. As a project accrues revenue, comparisons against budget and costs to track
the progress and profitability of a project are available. PGW reviewed the functionality of Project
Billing during the Oracle Financials implementation and a decision was made to not utilize Project
Billing. A setting of N is recommended.

Fixed Assets - we examined the PGWdefined 23 FA profile settings against Oracle Financials
recommended settings. PGW has defined the profile settings to support its asset accounting function
processes in a manner that provides an efficient use of Oracle Financials functionality.

Inventory- we examined the PGWdefined 53 INV profile settings against Oracle Financials
recommended settings. PGW has defined the profile settings to support its inventory/supply chain
accounting function processes in a manner that provides an efficient use of Oracle Financials
functionality.

Opportunities for im provements

1) PGWs use of its licensed Oracle Financials modules is configured in a manner whereby timely,
accurate and complete financial information is provided via integrated, standard, non+ustomized
functionality. However, some manual process (e.9. gas procurement, cash management) and
satellite systems such as Billing Collection and Customer SeMce (BCCS) System, Automated
Intelligent Mobile System (AIMS), Time Labor Management (TLM), M4 (fleet management)) were
and continue to be designed with an independent functional focus (with or without interfaces
among systems) where the information is summarized and details of fansactions often are
complex to integrate. This results in silos of information, and may lead to duplication of data entry
and lack of integration.

2) During the review of profile settings, we also examined a listing of active users in order to
determine that only authorized users have the ability to change profile settings. We observed that
Oracle Financials application end-users may have inappropriate application access rights.

Recommendations

1) To the extent functionality isn't cunently available at PGW, we will recommend (see Section Vll -
Use of Oracle Financials-embedded industry best practice) that PGW consider other technology
solutions that could reduce/eliminate the need for manual process that are typically prone to
delays and human enor. Additionally, the cunent business processes should be diagramed and
data flows documented so that required software (e.9. Oracle Financials) functionality is identified
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to support the business process. Gaps between process and functionality can facilitate potential
Business Transformation initiatives

2) PGW Accounting and Finance Management perform an undocumented segregation of duties
(SOD) review during the last quarter of each fiscal year. We recommend that PGW Accounting
and Finance Management create, implement, and document a formal policy procedirre for the
annual SOD review process so that any future SOD issues are properly addressed and
documented

Gonclusion

Overall, Oracle Financials appear to be configured appropriately and provides the functionaiity PGW
requires to properly manage financial transactions. While PGW effectively utilizes the Oracle Financials
functionality licensed, we have noted in this report some additional Oracle Financials integrdted modules
that could improve operational effectiveness by migrating from manual processes to automated
processes.

ManagementResponse 
,

General Ledger- Cunency: Allow Direct EMU and Non-EMU User Rafes. Cunent setting Y.

During he next application upgrade, when end to end testing is conducted, the setting will be changed to:
N and tested.

Projects Accounting - PA: Ucensed fo Use Project Billing. Cunent sefting Y.

During the next application upgrade, when end to end testing is conducted, the setting will be changed to
N and tested for any impact on Project Costing.

The annual segregation of duties (SOD) review will be documented.
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ll. Extent of manual vs. automated accounting

During this phase of the project, we expanded our review of process documentation to examine
procedures and steps executed manually in Oracle Financials, other tools, or other systems to gain an
understanding of the integration between applications. We inteMewed key personnel to gain an
understanding of the data flows and interfaces (manual and automated) to and fiom Oracle Financials.
We looked at how GL defines the processing environment used by the other modules (i.e. all transactions
should flow to the GL with tull audit capabilities).

The evaluation of extent of manual and automated accounting resulted in the following:

Typical analytical tools used by PGW include the Financial Statement Generator (FSG), on-line queries,
standard as well as some customized Oracle Financials reports, and Financial Analyzer (FA).

The assessment of standard accounting functionality for each of the process areas are summarized
below (ref: WorkBook ll - Extent of Manual versus Automated Accounting):
A. General Ledger and Financial Reporting - FSG reports are an integral part of the financial

stiatement preparation cycle. Balancing the GL requires a significant amount of manualjoumal
entries which may impact on the period close schedule. PGWs use of Oracle General Ledger
appear to provide appropriate joumal entry capabilities to record financial transactions from sub-
ledgers and other systems.

B. Purchasing - There are some manual steps that PGW performs when perfonning the purchasing
and procurement processes, such as approvals. Additionally, gas procurement and insurances
procurement are not included in the Oracle Procurement Cycle.

C. Accounts Payable - PGW enters batch invoices into the Oracle A/P application module, as well
as performs three-way matches against purchase orders (purchase order, receipt, and invoice) in
addition to sending invoice batches to the PGW Treasury Department for payment and the
performance of inquiries within the Oracle Accounts Payable application module.

D. Project Accounting - PGW procedural documentation, as well as information received during
interviews with PGW managementJevel personnel, has determined that some of the project
cosVbilling accounting is performed outside of the Oracle Financials application (e.9. Mainframe
Legacy Financial lnformation System - JEMS).

E. Fixed Assets - Oracle FA functionality is effectively managing asset values, depreciation
algorithms, etc., some of the transactional processing within the Fixed Asset application is
manual in nature.

F. Gas Purchasing - While Gas Procurement is managed outside of the Oracle Financials
environment, the receipt is subject to the same three-way match and payment functionality
utilized in AP.

G. Accounts Receivable and Gollections - While Accounts Receivable and Collections is
managed outside of Oracle Financials, summary level data is ported into Oracle GL via manual
BCCS file interface transactions as well as some manual billings, which are manually approved
prior to posting to the Oracle GL.

H. Treasury - While Cash Management is managed outside of Oracle Financials, summary level
data is entered into Oracle GL manually.

Opportunities for improvements

While the extent of standard Oracle Financials functionality appeant to be utilized effectively, financial
reporting processes that support transactions in other systems require manual processes. PGW should
consider determining the impact (environment, operations, and information) associated with the volume of
manualjoumal entries required during the period close process in order to automate the financial
reporting process where applicable.
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Recommendations

As noted in Section Vll - Use of Oracle Financials-embedded industry best practice, PGW should
consider other commercially available software modules which could be integrated in order to help
reduce/eliminate the need for manual processing.

Gonclusion

The accounting concepts embedded into Oracle Financials (Assets = Liabilities + Owne/s Equity; and all
financial tansactions are recorded and balance) are achieved through either manual or automated
processes which create financial transactions that ultimately create joumal entries.

Management Response
Automated allocation processes are in development to replace cunent mainframe and manual allocation
processes. The automated allocation processes are scheduled to be available May 2009.
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lll. Extent of manual vs. automated reporting

During this phase of ttre project, we interviewed key personnel to gain an understanding of how standard
and custom reports are accessed, and the frequency of use. Additionally, we looked at how reports and
management dashboards are developed, maintained, and supported. We also inteMewed management
to gain an understanding of their use of dashboard reports, and how it supports the decision making
processes.

The evaluation of extent of manual and automated reporting resulted in the following:

PGW users rely on approximately 150 different concunent request programs (i.e. Standard Oracle
Financials reports) which are typically run on demand by Oracle Financials end-users. ln addition, PGW
cunently has two operational information dashboards (with four-to-five subdashboards in each), which
are summaries of key indicators defined by PGW Management. The dashboards are developed using a
Noetix utility (i.e. report writer) and are custom in nature. PGW uses the Noetix application when standard
or cunent customized Oracle Financials reports do not provide the speciftc infonnation required.

The Key Financial Statistics Dashboard is a high level income statement, and the information within that
Dashboard comes from a Financial Statement Generator (FSG) Report. For example, the Cash Receipts
Dashboard is used to determine how much money was collected compared to how much money PGW
was projected to collect, and how much money was brought in ftom public assistance versus money
actually collected.

The assessment of standard reporting for each of the process areas are summarized below (re*
WorkBook lll - Extent of Manual versus Automated Reporting):
A. General Ledger and Financial Reporting - Standard and customized Oracle Financials reports

are developed per user requirements and appear to be managed via a change management
process.

B. Purchasing - Numerous standard reports/concunent requests are utilized by the user
communig.

C. Accounts Payable - Because some commodity purchases, such as Natural Gas and healthcare
insurance premiums are not originated/transacted via Oracle Purchasing, some manual
processes exist for reporting. These commodig purchases can be reported out of the Accounts
Payable and General Ledger Oracle Financials modules at a summary level.

D. Projec't Accounting - Numerous standard reports/concunent requests are utilized by the user
community.

E. Fixed Assets - Numerous standard reports/concunent requests are utilized by the user
community.

F. Gas Purchasing - While Gas Procurement is managed outside of the Oracle Financials
environment, summary level data is entered into Oracle Financials and extracted via standard
and/or customized reports or dashboard reporting.

G. Accounts Receivable and Collections - While Accounts Receivable and Collections is
managed outside of the Oracle Financials environment, summary leveldata is entered into
Oracle Financials and extracted via standard and/or customized reports or dashboard reporting.

H. Treasury - While Cash Management is managed outside of the Oracle Financials environment,
summary leveldata is entered into Oracle Financials and extracted via standard and/or
customized reports or dashboard reporting.

Opportunities for improvements

The creation of new customized reports, modifications to existing custom reports, the development of
Noetix reports, as well as the creation of - or modification to existing - Noetix Dashboards can be
strengthened through a more formal documentation and communication process. Cunently the authority
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and expertise to create new Noetix reports or to modify existing reports is limited to only one PGW
employee.

The PGW end-user community would benefit from communicating/training their management-level staff
on how to develop more detailed Oracle Financials and Noetix reports in order to ensure that the
production of custom Oracle Financials/Noetix reports is timely and provides added value. Additionally,
the dashboards that are cunently maintained appear to provide accurate and complete financial data,
however we have observed that the data may not be fully utilized by its intended audience.

Recommendations

As significant development has occuned to create reporting dashboards, Management should ensure that
the data elements exfacted provide the required information for its intended audience. Management
should consider identifying individuals within PGW to leam how to develop, manage, and modifr Oracle
Financials reports as well as dashboards developed and maintained in Noetix.

Goncluslon

There appears to be a greater reliance on Oracle Financials standard reports as the number of custom
reports is less in comparison to standard. While custom report development and support is managed by
the Finance Group, the role and responsibility is limited to two individuals. Additionally, the development
and support of custom dashboard reporting also is managed by the Finance Group, however only one
individual has the role and responsibility. This increases the risk that back up covemge may:result in the
hiring of consultants to create new and/or maintain existing reports.

Management Response
No comment
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lV. Use of workflow and approvals

During this phase of the project, we reviewed process documentation and inteMewed key personnel to
gain an understanding of how approvals (purchase requisitions, invoice payment joumal enties, etc.) are
managed in Oracle Financials.

The evaluation of use of workflows and approvals resulted in the following:

Generally, PGW relies upon manual approvals for most financial transactions and does not utilize Oracle
Workflow functionality within the Financials Suite. However, within the Purchasing module, PGW
integrates embedded standard Oracle Purchasing workflow technology for PO approvals.

The assessment of automated workflow and approval functionality for each of the process areas are
summarized below (ref: WorkBook lV- Use of Workflows and Approvals):
A. General Ledger and Financial Reporting - Oracle Financials WorkflodBuilder is not a licensed

module. Workflows could be used for joumal approvals and validations and GL consolidations
B. Purchasing - This module allows approval for requisitions, such as standard and planed

purchase orders, blanket and contract purchase agreements through approx 10 embedded
Oracle Purchasing Workflows.

C. Accounts Payable - Oracle Financials Workflow/Builder is not a licensed module. Workflows
could be used for invoice approvals and payment processing.

D. Project Accounting - Oracle Financials Workflow/Builder is not a licensed module. Workflows
could be used for project approvals and status change.

E. Fixed Assets - Oracle Financials Workflow/Builder is not a licensed module. Workflows could be
used for asset account autogeneration.

F. Gas Purchasing -Gas Procurement is managed outside of the Oracle Financials environment.
G. Accounts Receivable and Gollections -Accounts Receivable and Collections is managed

outside of the Oracle Financials environment.
H. Treasury -Cash Management is managed outside of the Oracle Financials environment.

Opportunities for improvements

Automate manual approvals, where applicable.

Recommendations
As part of determining the impact associated with manual processes as described in ll. Extent of manual
vs. automated accounting, Management should consider the benefit of automating certain manual
approvals via an automated workflow andlor alerts solution.

Conclusion
Manual approvals processes occur with in Oracle Purchasing which can lead to an increase in process
cycle time. Automating the approval process can shorten these cycle times. To expand the existing
Oracle Financials implementation, a complete workflow management system and alerts notification
should be considered, such as Oracle Workflow and Oracle Alerts. Oracle Workflow supports business
process based integration through modeling, automation, and continuous improvement of business
processes, and routing information of any type according to userdefined business rules. Oracle Alerts
provides auto-generated email capability to selected individuals based on predefined criteria.

Management Response
No comment
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V. Use of manual ledger posting

During this phase of the project, we reviewed process documentation and inteMewed key personnel to
gain an understanding of daily and month-end accounting procedures relative to posting GL ]enties, and
the impact to period close cycle time. We further reviewed documentation to gain an understanding of
how systems outside of Oracle Financials create joumal entries in Oracle Financials such ad ADP
(Payroll), BCCS (Customer information system), TLM (time and attendance), Mainframe JEMS (Labor,
tansportation), and M4 (Fleet management).

The evaluation of use of manual ledger posting resulted in the following:

PGW utilizes satellite systems to process some transactions outside of the Oracle Financials
environment. Approximately 62 manual and22 recuning joumal entries are executed at period close.
Joumal entries dpically are processed for posting in thre6 different fonnats: manual, imported, and
generated. Manualjoumal entries or batches are keyed to the ledgerthrough the Gl- module.

The assessment of manual ledger posting for each of the process areas are summarized below (ref:
WorkBook V - Use of Manual Ledger Posting):
A General Ledger and Financial Reporting - There is a considerable rnanual naturd of the

monthly close process for PGW. Oracle Financials user roles and responsibilities/duties appear to
be appropriately segregated between Oracle Financials application end-users who qan enter a
joumal enty and those who can post a joumal entry to the Oracle General Ledger. I

B. Purchasing - PGW utilizes the Oracle Procurement moduleprimarily to prccess purchase
requisitions and purchase orders for non+ontract goods and services, as well as performing
inquiries into existing purchase orders and purchase requisitions within the Oracle Financials
application. fhree'way match capabilities appear to be in place between Purchasing and
Accounts Payable whereby purchase order, receipt, and invoice information are required prior to
releasing for paymenl As some commodity purchases, such as Liquefied Natural Gas (LNG) and
healthcare insurance premiums are not originated/fansacted via Omcle Purchasingl, manual
entries are required

C. Accounts Payable - Some manual processes exist whereby AP sends invoice batches to the
Treasury for payment, and Payables Validation concunent requesl 

ID. Project Accounting - CapitalWork Orders and budgets are cunenfly being tracked through
Oracle Project Accounting module via manual transaction processing.

E. Fixed Assets - Manual transactions are created to generate an asset, assign a value to that
asset, and ultimately to assign that valued asset to a specified project within the Oracle Project
Accounting application module

F. Gas Purchasing -Gas Procurement is managed outside of the Oracle Financials ehvironment.
G. Accounts Receivable and Gollections -Accounts Receivable and Collections is managed

outside of the Oracle Financials environment
H. Treasury -Cash Management is managed outside of the Oracle Financials environment.

Opportunities for lmprovements

Satellite systems and manual processes are utilized to properly account for non-Oracle Financials
tansactions at the GL level requiring manualjoumal entries. These processes tend to slow the velocity of
the period close. PGW should consider determining the impact (environment, operations, and
information) associated with the volume of manual joumal entries required during,the periodiclose
process in order to automate the financial reporting process where applicable. Accelerating the financial
close can help PGW streamline consolidation and reporting processes for a more timely and efficient
closing.
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Recommendations

Create more timely closing and consolidation processes by assessing as-is processes & critical mapping,
benchmark diagnostic results, gap analysis, findings and recommendations for close reduction
opportunities, and determine future state performance indicators and targets.

Conclusion

The configuration of Oracle Financials allows joumal entries from other Oracle Financials modules to be
summarized in the GL. Joumal entries ftom outside the GL are processed through an import function.
Reversing, recuning and allocation joumals are also generated in the GL module.

Management Response
Automated allocation processes are in development to replace cunent mainframe and manual allocation
processes. The automated allocation processes are scheduled to be available May 2009.
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Vl. Alignment of Technology Development with the Strategic Direction of the Business

During this phase of the project, we reviewed process documentation and interviewed appropriate
personnel to gain an understanding of lS organization structure, roles, and personnel responsible for
developing, implementing and tracking lS strategy, as well as understianding the role business owners
and the responsible lS parties have for the govemance of the lS systems.

Additionally, we conducted interviews with appropriate personnelwithin Business Transformation to gain
an understanding of the PGW strategy, goals and objectives in order to assess the alignment of lS
technology development projects.

The evaluation of strategic alignment resulted in the following:

With a clearly defined Business Transformation (BT) roadmap to extemal challenges such as increased
customer demands, response to regulatory requirements, and rising natural gas cost; and intemal
requirements such as worKorce atbition due to retirements and cost-control, the role of lS and technology
development is critical to the success of distinct BT initiatives.

FY 2009 lS objectives and goals appear to be aligned with the PGW Business Transformation initiatives
within the Field Operations, Supply Chain, Customer Affairs and Enterprise-wide business areas. While lS
initiatives will impact the cunent technology footprint (i.e. BCCS, AIMS, TLM, etc.), the stategic goal of
optimizing traditional opera$ng model to leverage best practices, create world class utility and accomplish
third pafi development of PGW assets can be further addressed by analyzing the cunent technology
footprint.

The assessment of technology development with sfategic direction of the business for each of the
process areas are summarized below (ref: WorkBook Vl - Alignment of Technology Development with the
Sfategic Direction of the Business):
A. - E. General Ledger and Financial Reporting, Purchasing, Accounts Payable, Project
Accounting, Fixed Assets - PGW has and continues to preserve maintenance and support licenses,
application and system patch levels, provide problem and incident management, and appear to maintain
adequate intemal controls over change management, security, and operations.
F. Gas Purchaslng - While Gas Procurement is managed outside of the Oracle Financials

environment, data integration into the GL and management reporting dashboards is a key
technology success factor (e.9. further automation or migration to standardized platform)

G. Accounts Receivable and Gollections - While Accounts Receivable and Collections is
managed outside of the Oracle Financials environment, data integration into the GL and
management reporting dashboards is a key technology su@ess factor (e.9. further automation or
migration to standardized platfonn)

H. Treasury - While Cash Management is managed outside of the Oracle Financials environment,
data integration into the GL and management reporting dashboards is a key technology success
factor (e.9. further automation or migration to standardized platform)

Opportunities for improvements

Determining how the cunent enterprise resource planning system (ERP) can further enable the strategic
direction of the business is a critical assessment. Oracle Financials and related sub-systems support the
business and the data needed for a variety of functions such as financial information/reporting, field
service management, project management, human resources and customer information management
within PGWs decision support systems.

Examining the flow of data from different systems in order to determine valid integration points so as to
create a seamless data store may increase the likelihood that system(s) information is available and
relevant.
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PGW Management relies upon the data residing inside of several tmnsactional systems to aid in the
decision making process of executing business plans. For example, financial data and operational data is
extracted and reported via standard ind customized Oracle Financials reports as well as through
developed Noetix dashboards. We have leamed that the data elements required by management may at
times be centic to the technology platform from which it was extracted and not fully integrated. In order to
support managerial decision making, a data warehouse solution may meet this need. Data warehouses
have the potential to transform operational data into business intelligence; enabling effective problem and
opportunity identifi cation and critical decision makin g. i

Recommendations

PGW should consider assessing the overall effectiveness and efficiency of their cunent management
information solutions. Two key steps in this assessment include 1) identification of non-value added
activities and 2) cunent softwarecapabilities not being effectively utilized. In addition, an assessment of
systems capabilities including data integration, while not easy, can yield benefits and a better
understanding of the costs of expanded and/or new systems.

Data integration solutions considerations include off-line data warehouses and real-time data
warehouses. Off{ine data wprehouses are updated from data in operational systems on a regular basis
and the data warehouse data is stored in a data structure designed to facilitate reportipg. Real time data
warehouses are solutions that are updated every time an operational system performs a transaction.

Conclusion

The PGW ERP system comprises a set of discrete applications, each maintaining discrete data stores.
While we have assessed that the configuration of the Oracle Financials modules which provides PGW
with accurate and complete financial information, the multiplicity of manual processing that occurs -
whether within tlre Oracle Financials or other software applications - appears to have an impact on the
timeliness of financial and operational information. Integiation of these systems and finding efftciencies
within the business processes is essential so information can pass between systems, othenlise islands of
automation may re-sult and prevent the effective use of data throughout all intended data flows.

Management Response

lS agrees with these observations and will put a plan in place to evaluate and Implempnt the
recommendations listed here. We are currently implementlng Oracle (SPL)'s Business
Intelligence for CISPLUS, which utilizEs Oracle Intemet Developers Suite to populate a data
warehousg. The Bl toolcovens 40 key pedormance Indicators ldentlfied by PGW. The data extracts
have been developed and the resulting dashboards are currently being validated.
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Vll. Use of Oracle Financials Embedded Industry Best Prac'tice

During this phase of the project, we attended the Oracle Financials OpenWorld conference in September
2008 and participated in Utilities and Energy Sector user forums, and technology updates. Additionally we
researched and inquired of Oracle to confirm our understanding of solutions and functionality available in
the Utilities and Energy Sector.

We conducted inteMews with appropriate personnel within Business Transformation, Finance and lS to
gain an understanding of the PGW accounting and financial reporting strategy during the Oracle
Financials life cycle.

Also, we reviewed documentation to gain an understanding of process and technology supporting
functional areas not cunenfly managed through Oracle Financials functionalig.

The evaluation of industry best practice resulted in the following:

PGW cunently licenses six (6) key modules of the Oracle Financials Suite for its accounting
requirements. Within the Oracle Financials Modules AP, FA, GL, lNV, PA, and PO there are over 750
reports and processes. The following systems interface to the General Ledger module:

r ADI (Application Desktop lntegrator)
. ADP (Payroll)
. BCCS (Customer information system)
o TLM (recent implementation of time and attendance BT initiative)
o Mainframe JEMS (Labor, transportation)
r M4 (Fleet management)

The configuration of the application software provides the functionality PGW requires in order to
accurately account for financial transactions. Data from satellite systems typically is ported into the
financials suite at a summary level. Standard and custorn Oracle Financials reports, as well as user
developed reporting (Noetix), provides summary-level data for Management decision support. While
some Oracle Financials application administration is provided by the Finance Team, technology
infrastructure support and application supporUdevelopment is provided by the PGW lnformation Services
Organization. Additionally, the Finance Team provides end-user training development and support as well
as custom report development.

The assessment of use of Oracle Financials best practice for each of the process areas are summarized
below (ref: WorkBook Vll - Use of Oracle Financials Embedded Industry Best Practice):
A. General Ledger and Financial Reporting - The GL module is a central repository of accounting

data, receiving transactions from Oracle Financials and non-Oracle Financials (e.g. BCCS, ADP,
etc) subJedgers. The GL maintains financial balances, including actual, budget, summary,
statistical, and average balances, in one balanced ledger, synchronizes joumals, detail balances,
and summary balances using a posting process. The embedded standard functionality is
adequately configured to support budgetary controls, currency, allocations (automate joumal
batch creation and posting to recuning joumals, allocations, and budgets), joumal entries
(allocation, recuning, reversing, statistical, foreign curency, skeleton and manualjoumal entries),
account hierarchy, fi nancial analyzer i nteg ration

B. Purchasing - Supports the procurement of commodity items via standard, blanket, or contract
purchase orders.

C. Accounts Payable - Supports the procure-to-pay process while providing financial controls and
strategic financial information. Supports automated scheduling of the invoicing-through-payment
processing cycle. Creates recuning payments. Embedded workflow processes enforce approvals
and business rules. Performs three-way purchase order (PO) matching.
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D.

E.

F.

G.

H.

Project Accounting - Supports cost management for projects and activities planned and tracked
within the enterprise. Shares transactions in Oracle Financials Payables, Purchasing, and
|nventory.Project.re|atedrequisitionsaresharedwithoraclePurchasing.
Fixed Assets - Manages ftnancial accounting and maintenance of fixed assets. FA tracks assets,
capitalizes Construction-ln-Progress (ClP) assets ftom project accounting. Supportq drilldown to
projects for tracking of cost components. Tracks nondepreciating assets, including gxpensed
asset items, real estate and assets acquired under operating leases. 

,

Gds Purchasing - The Gas Procurement process is managed outside of the Oracle Financials
enMronment. Gas purchases do not follow the same purchase approval process as the
purchasing of goods and services. Gas payables follow the same three-way match 7nd payment
controls as other inventory, supplies, goods and seMces. I

Accounts Receivable and Collections - The Accounts Receivable and Collectionb process is
managed outside of the Oracle Financials environment in BCCS. BCCS creates joumal entries
that interface with Oracle GL.
Treasury ;The Cash Management process is managed outside of the Oracle Finaqcials
environment. Cash receipts are a manual process resulting in manualjoumal entries into Oracle
GL.

Opportunities for improvements

ln Nov 2006, PGW and TMG Consulting, tnc. conducted an assessment of the scalability and usability of
the BCCS application by means of a comprehensive, analytical approach. PGW and TMG also assessed
the cunent software solutions utilized by PGW and compared them against ttrose being useii by other
public utility companies in regards to available features within each respective sofh,vare application. The
result of this assessment concluded that PGW should replace the BCCS application with a newproduct
solution managed and supported by a commercial software vendor. PGW assessed commercial off-the-
shelf sofbrare solutions in order to identiff features within each product and compare Srem against PGW
business requirements. The results of this assessment concluded that the Oracle Financialg Customer
Care and Billing (i.e. the next generation BCCS, initially SPL Customer Information System)lmodule
would be an appropriate replaiement for the existing fiCCS application, and has been targeted forfuture
implementation.

While PGW has assessed some segments of its technology platform, a comprehensive application
rationalization effort for othdr ardas of the software environment, such as the approach previously taken
with the BCCS assessment, can help management determine PGWs technology portfolio and
capabillties, and the.business value of lT investments. 

i

To that end, a holistic approach to data integration across the enterprise seeks to create a consistent and
logical set of information. Data consistency and process integration focus on joining a systerrn of disparate
applications. A comprehensive application rationalization approach can create an application platform that
has an architechrre that contains components whose functionality may be part of independent
applications.

Rationalization strategies are developed based on input from finance, lines of business useF,
applicationfnfrastucfure heads, business and lT management, as well as Executive Management and
may include:

o Decommissioning and redesign of business processes that, given changes in technology, are
now inefficient

. Redesign and integration of data reporting mechanisms
o Redesign and modemization of the enterprise integration layer, ensuring organizatirbn-wide

connectivity and data integrity

There are various application strategies that can be considered to rationalize existing applications. The
strategy should begin with identifoing and understanding relevant business processes and functions,



desired best practices, workflows and mapping available applications to them. The attempt is to deliver
collateral business benefits without attempting business process reengineering or large scale changes.
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Typically larger, more complex
initiatives - require strong planning
Typically some sacrifice iqr functionality
or timing/availability vs. best-in-breed r

. Integration is designed-in -
robust data sharing

o Minimal implementation
conflict and redundancy
among applications

. Simplified maintenance and

Best-in-Breed
Commercial Solutions
(integrated selection)

r Achieving sfong cross-application
functionality can be limited or complex

r Maintenance, support, upgrades are
more complex, costly

. Minimizing implementation conflicts
can be difficult

. Multiple vendor relationships - lower
vendor leverage, complex and time

. Strongest functionality within
limits of specific applications

. Reasonable cross-
application integration levels
can be attained if well
planned and executed

Best-in-Breed
Commercial Solutions
(ad hoc selection)

. lntegration is typically an afterthought.
Results in complex architecture, data
model, interfaces - low robustness,
costly maintenance

o Maintenance, support, upgrades are
more complex, costly

o Multiple vendor relationships - lower
vendor leverage, complex and time

Stron gest fu nctionality within
limits of specific applications

Custom Point
Solutions

o Integration is an afterthought. Results
in complex architecture, data model,
interfaces - low robustness, costly
maintenance

o High intemal development,
maintenance and support costs

. Overallimplementation speed can be
false perception when full extent of
point solutions and integration is
considered

Targeted solutions can be
executed quickly

As described below, an application rationalization strategy may result in achieving benefits in speed and
cost of implementing & maintaining new solutions:

o Reduced maintenance costs
r Fewer platforms to support
. Less dependence on legacy experts
. Simplified application upgrades
o Increase lT flexibilitv, reduce

Ability to see the roll-up of all systems . Financial performance
o Operational performance

on common business practices . Quicker close of books
o Simplified employee training
o Streamlined intemal communication



In order to determine the most optimal strategy for PGW, management needs to consider identifoing
certain criteria relevant to the desired end-state to ensure adequate integration. For example:

o Business Drivers = what
. Functionality = 6o*
o Customizations = how
o lnterfaces = how
r Resources = who
o Cost Benefits = why
o Timeliness = when

lT can foster improvements and competitive advantage for the organization, however it can only be
achieved if business leaders become more involved in technological decision making.

Recommendations

Although management has assessed their strategic needs via Business Transformation initiatives, which
has had an impact on the cunent technology platform (e.9. AIMS, Time Labor Management),
management should consider assessing additional areas of the technology platform so as to build upon
data integration strategies. Prior to this being accomplished, however, an application rationalization
assessment should be considered to evaluate the feasibility and cost effectiveness of integrating
purchased commercial software (best-in-breed) products or intemally developed point solutions into the
cunent technology platform. Business and lT leaders need to collaborate through a steering committee
(Govemance) comprised of senior managers trom all fundamental (Business) organizations. The key is to
ensure that these leaders not only take ownership in sefting the corporate lT agenda, but also manage
the performance of lT. The steering committee must incorporate an established portfolio management
process to evaluate, approve, fund, prioritize, and monitor lT investrnents.

We further recommend that PGW consider building a collaborative relationship with each respective
software vendor that is ultimately selected as the technology solution which PGW will deploy. Many
software companies, such as Oracle, have programs where select customers work closely with software
vendo/s business and lT strategy experts to identifu the critical objectives and challenges for their unique
business needs and understand how technology can help address. Additionally, PGW should share its
solution needs through application-specific customer advisory boards and user forums, where applicable.
Software vendors have historically used the customer advisory board model with a number of software
development projects as a way to create products better tailored to its target market. These types of
anangements are a win-win for stakeholders where customers end up with a software solution that they
have had an opportunity to influence design, and the software vendor develops a relationship whereby
their solution and PGW becomes a showcase for the industry.

Other opportunities to gain operational efficiencies may exist in the following process areas:

1. Collaborate with your software vendors, including Oracle, to determine how to best accommodate the
unique delegation of authority requirements (Vice President of Gas Management) with respect to gas
procurement. While gas purchasing is a complex process, gaining a reduction in manual processes may
increase efficiencies.

2.The cash receipts process is primarily manual, reducing manual process through Oracle Cash
Management may increase efficiencies. Cash Management gives direct access to expected cash flows
from operational systems. PGW could analyze cash management cash requirements, ensuring liquidity
and optimal use of cash resource. While other commercial software solutions outside of Oracle Financials
may be available, management should consider evaluating Oracle Financials Cash Management module.
However, an application rationalization efiort should be conducted in order to determine feasibility and
cost effectiveness.



3. PGW manages storeroom inventory based on seasonality factors (i.e. maintain inventory to very low
levels when demand is out of season, such as appliance parts). Through interview, we leamed that
storeroom inventory replenishment requisitions are executed manually, and as such, PGW does not
enforce automated reordering functionalig in Oracle Inventory.

Inventory planning/reordering, consbained by seasonal fluctuations, is part of standard functionality in
Oracle Inventory (R11i). We recommend that PGW consider managing inventory levels using the
planning and replenishment features, such as the statistical forecast method in the cunent Oracle
Inventory module, and collaborating with Oracle to determine how to best deploy this functionality. The
functionality includes min-max planning, reorder point planning, and a replenishment system for
generating orders. Additionally forecast rules, which include forecast source options, entering statistical
forecast parameters (i.e. uses exponential smoothing, trend, and seasonality algorithms to forecast
demand for the item) can be crated when loading forecasts.

Gonclusion

In some organizations, applications are deployed and then execute without an end of life strategy, leading
to a likely increase of lS services that can be costly to sustain over time. Older applications often require
increasing levels of maintenance and support. As the PGW business application platform is bomprised of
mixture of best-in-breed commercial solution (Oracle Financials, BCCS, TLM, M4, ADP, Datastream, etc.)
and custom point sblutions (AIMS), consideraiion should be given to investigate end of life strategies and
adoption of newer industry specific functionality in order to improve cunent decision support processes,
financial reporting processes, and operational processes through application rationalization, as in the
case of the BCCS replacement through an evaluation of Oracle Customer Care and Billing.

Management Response
The Finance Organization maintains a corporate membership with the Oracle Application User Group
(OAUG). OAUG provides valuable information on the latest developments within ttre Oracle community
and the OAUG Enhancement Request System allows members to provide recommendations for
application enhancement5. Finance members have aftended local and national conferences sponsored
by OAUG and Oracle's Open World Conference.
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Mr. Douglas A. Moser
Vice President of Gas Management
Philadelphia Gas Works
800 West Montgomery Avenue
Philadelphia, PA 19122

March 5,2009

tudlt. Tar. Advieoty

GrantThorilon LLP
2001 Markst Sfeel" Sulb 3100

Philadshtda, PA 191 0$7@
T 215.561.42m
F 215.561.1066

wwwGrantThorotorlcom

Dear Mr. Moser,

Intemal Audit (lA) has completed our assessment of PGW's compliance with the
requirements of the PaPUC 1307 (f) filing process. This review included an assessment
of the least cost purchasing formulas that PGW is obligated to follow as stipulated in the
final GCR settlement agreements to ensure adherence. An evaluation was also
performed on the Gas Planning and Supply business processes to determine if they are
aligned with least-cost purchasing practices that are required to ensure both the safety
and reliability of gas supply in addition to protecting the consumer from short term gas
cost rate volatility. All of these assessments were performed while considering how
cunent or planned purchasing policies affect cash flow for PGW. Finally, we evaluated
the cunent regulatory requirements around the gas purchasing and rate setting
functions to determine if they are effective and efficient in achieving industry standard
least cost practices.

Our fieldwork was performed during October 2008 through February 2009. A summary
of our work is contained within the attached report, as well as our detailed observations
and recommendations. This project was caried out in accordance with Statements on
Standards for Consulting Services of the Institute of Intemal Auditors.

We appreciate the cooperation received from all PGW personnelwhom participated in
this project. Please note that this assessment did not include any controls testing within
any of PGWs functional areas, but rather was an assessment of PGW's compliance
with the requirements of the PaPUC 1307 (0 filing process through a combination of
inquiry/interview, observation and data collection.

Partner, Philadelphia Advisory
Practice Leader
Business Advisory Services
Grant Thomton LLP

Sincerely,



Gas Purchasing Compliance Assessment and Evaluation
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December'2008
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Executive Summary
At the request of management, an assessment was conducted to determine PGWs compliance with the
requirements of the PaPUC 1307 (f) ftling process. This involved several different reviews, which included
an assessment of the least cost purchasing formulas that PGW is obligated to follow as stipulated in the
final GCR settlement agreements to ensure adherence. An evaluation was also performed on the Gas ;

Planning and Supply business processes to determine if they are aligned wifr least+ost purchasing
practices that are required to ensure both the safety and reliability of gas supply in addition to protecting
the consumer from short term gas cost rate volatilig. All of these assessments were performed while
considering how cunent or planned purchasing policies affect cash flow for PGW. Finally, rye eValuated ,

the cunent regulatory requirements around the gas purchasing and rate setting functions to determine if
they are effective and efficient in achieving industry standard least cost practices.

As a part of the assessment we documented our understranding of cunent PGW business processes and
performed substanrial testing of PaPUC 1307(0 filings during Jspecified period of time to determine
whether PGW p_rovided documentation that was maierially complete and accurate. Through additional
testing'we also attempted to vertfr that the 1307(f) filing process least-cbst gas purchasing formulas,
which are required within the annual GCR settlement agreement, were being used.

Our evaluation also included a review of the efficiency and effectiveness of the regulation process, itself.
We compared PGWs gas purchasing process to others in this and other regions to see where there are
opportunitieb for possible improvement. We also documented our understanding of the curnent PGW
least+ost gas purchasing processes, including any inherent associated risks. This was determined
hrough our review of the tools used to support the aforementioned gas-purchasing processes, including
computer modeling systems, reports, and outside expert seMces.

Summary Fihdings
Comoliance wtth 1307(fl Filino Reauirements:

1. PGW is in compliance with PaPUC 1307(0 ftling requirements and the directions of the joint GCR
settlement agreements, including adherence to least+ost gas purchasing formulas.

2. PGW follows acceptable least costgas purchasing practices to meet the PaPUC regulatory
requirements.

Rewew of PGtrV Gas Purchaslno buslness processes:
1. purchased in an acceptable least-cost portfolio method, which also protects against short term

gas rate volatility.
2. Comparing PGWs approach to others in the industry we find PGWs approach to gas purchasing

to be conservative in design protecting the reliability of supply. This conservative approach is
largely due to the capacity constraints of the pipeline system, having the abili$ to meet only 70%
of the requirements of a design day situation.

Summary Recommendations:
1. We recommend that PGW develop a system of policies, procedures and risk-based intemal 

l

controls around the 1307(f) filing and gas purchasing processes to improve effectiveness and to
help mitigate part of the risk of having limited numbers of knowledgeable personnel capable of
maintaining those processes.

2. We recommend that a stronger and more transparent reporting system be developed for the
least-cost gas purchasing decision-making process to allow management to better evaluate all
available options and communicate them to the Gas Supply Committee and the PaPUC.

3. PGW should consider obtaining an integrated information system that reports natural gas supply
and supply logistics requirements in terms that comport to the contract products now ofiered in
the marketplace. The ability to express PGW physical customer demand in such terms will
enhance its ability to access the wider market on an auction basis and achieve its goals for least-
cost reliable supply.
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General Background
Philadelphia Gas Works
Philadelphia Gas Works (PGW) is the largest municipally owned gas utility in the country maintaining a
distribution system of approximately 6,000 miles of gas mains and service pipes serving approximately
500,000 customers. PGW has approximately 1,700 active employees who work in three shifts and 2,000
retirees. Most administrative functions are centralized at PGW Headquarters at 800 West Montgomery
Avenue, Philadelphia,PA19122. PGW also maintains 6 disfict offices, 2 plants and several ouflying
stations.

Philadelphia Gas Works (PGW) is owned by the City of Philadelphia and operated by the Philadelphia
Facilities Management Corporation (hereafter refened to as "PFMC') a not for profit corporation
specifically established to operate PGW. The PFMC Board of Directors consists of seven outside
directors who are appointed by the Mayor of Philadelphia to four year terms. The Philadelphia Gas
Commission (PGC) is a management oversight organization recognized under city charter to approve the
operating budget, review the capital budget, make recommendations to city council with respect to all
GAS purchases contracts, and to regulate other specific parts of PGW operations. lt consists of five
members: the city controller, two members appointed by city council, and two members appointed by the
Mayor. In July of 2000, in accordance with the Natural Gas Competition Law, the responsibility for
recovery of costs/tariffs, gas supply, gas transportation, reliability, safety, customer relations, and financial
fitness was fansfened to the Pennsylvania Public Utility Commission (PaPUC).

PGWs lntemal Auditing Department reports to the Audit Committee of Facilities Management
Corporation ("PFMC"). lts primary purpose is to help PGW accomplish its strategic objectives by
conducting assessments which are designed to add value, improve operations, and evaluate and
improve:

. the effectiveness of risk management;
r controls;and
r goV€ffi?nce processes.

Natural GAS MarkeUDistribution
The natural gas market is broken down into three major segments: exploration and production,
fansmission, and local distibution. The exploration and production segment is conducted mostly by large
vertically integrated petroleum companies. The transmission segment consists of a network of pipelines
that move natural gas from production areas to consumption areas. Storage facilities are situated along
the pipelines to help balance receipts and deliveries of gas to local market areas. The local distribution
segment of the natural gas market consists of utilities like PGW, along with large industrial users and
electicity generators. The exploration and production segment cunendy operates in a market
environment with no direct regulation with respect to price; however the fansmission segment is
regulated by the Federal Energy Regulatory Commission (FERC) and the local distribution segment is
regulated by state utility commissions.

There are three different types of production company supplier contracts for the purchase of natural gas:

firm contracts (must deliver/take), swing contracts (flexible), or base load contracts (best efforts). The
pricing on supplier contracts can be fixed or it can be based on an indexed or spot market. The gas is
then transported through the transportation pipeline system to the local distribution companies (LDC)
using finn (reserved capacity) or intemrptible (available capacity) transportation contracts. Transportalion
rates are broken down into commodity charges (charge to transport molecules) and reservation charges
(purchased firm capacity). ln addition, through capacity release trading, firm shippers can assign all or
part of their firm transportation capacity to a third party for all or some portion of the reservation charge.
The LDC then sells to its customer with firm supply or transportation agreements with rates set by
regulators or under interuptible supply and fansportation agreements.

The PGW Gas Management departnent is responsible for the procurement and transportation of natural
gas to PGWs city gate and the liquefied natural gas facility (LNG), which is inside of the city gate. The 

_
Gas management function includes gas planning, procurement, transportation, extemal storage, the LNG



facility and system operations. In addition to the physical responsibilities around gas management, the
Gas Management department, along with Regulatory & Extemal affairs, is responsible for preparing the
annual and four quarterly Gas Cost Rate filings to the PaPUC.

Required 1307 (0 filing requirements with the PaPUC i

Since July of 2000 PGW tariffs and gas cost rates have been regulated by the PaPUC. Title 66 of PA
legal code contiains the goveming laws for public utilities in Pennsylvania and chapter 13 section 07
(1307) govems gas cost rates. Title 52 of the PA legal code chapter 53 govems tariffs for public utilities
The Regulatory and Extemal affairs department has the actual responsibility for filing the 1307 (f) ftlings.
The Gas Planning and Rates department has the responsibility for preparing the required detailed
financial and operational data trat is contained in the filing documents. The 1307 process consists of an
annual filing which is a review of the previous year and a projection of the upcoming yea/s gas rates. The
annual process also includes testimony from PGW Managernent and the key slakeholder rgpresentatives
along with a joint settlement between the parties on how PGW will calculate their rates and perform their
least cost portfolio purchasing practices. ln addition to the annual filing process there are four quarterly
rate filings required, which determine the actual Gas Cost Rate component in the customer tariffs.

Least-Cost Gas Purchasing Requirements
Under Title 66 of tfre PA legal code $ 1 318, (Determination of just and reasonable gas cost rates) PGW is
required to follow least cost purchasing practices. Under 1318 PGW must demonstrate the following:

1. The utility has fully and vigorously represented the interests of its ratepayers in proceedings
before the Federal Energy Regulatory Commission.

2. The utility has taken all prudent steps necessary to negotiate favorable gas supply contacts and
to relieve the utili$ from terms in eisting contracts with its gas suppliers which are or may be
adverse to the interests of the utility's ratepayers.

3. The utility has taken all prudent steps necessary to obtain lower cost gas supplies pn both short-
term and long-tenn bases both within and outside the Commonwealth, including the use of gas
transportation arangements with pipelines and other distribution companies.

4. The utility has not withheld ftom the market or caused to be withheld from the market any gas
supplies which should have been utilized as part of a least cost fuel procurement policy.

ln addition, in its GGR setUement agreements with the PaPUC PGW is required to pursue 7 least cost
procurement polic! using a portfolio approach in both contract structure and pricing. The leist+ost fuel
procurement policy needs lo be consistent with PGWs obligations to provide a safe adequate and
reliable service to ils customers. Also PGW's least cost procurement approach must be designed to
protect the rate payeni from the risk of natural gas price volatility in the market.

The Gas Supply Transportation and Control departrnent along with the Gas Planning and Rates
departrnent have the major responsibilities for the implementation of the least-cost procurement policy
with some dependeincy on the Gas Operations departnent which is responsible for the LNG operations.
This is a constaint bound optimization process with two major variables to project, weather and natural
gas prices, with natural gas prices often having a dependent relationship with the weather. The followlng
factors all have to be considered when determining a least-cost nafural gas procurement policy at PGW.

. Customer demand

. Weather degree days

. Available assets, tansportation, extemalstorage, and LNG.
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Gas supply, transportation, and storage contracts

Natural gas market price volatility

Weather volatility

Reliability of supply to fixed demand customers

Safety of supply

Commitments to regulators both PaPUC and PGC

The cash requirements and limitations of PGW

Assessment Scope
At the request of the Management of PGW, lntemalAudit (lA) performed an evaluation of PGW
compliance with the annual PaPUC 1307(0 filing process. The scope of this project also included a
review of PGW gas purchasing practices to determine adherence to the annual PGW resource plan,
agreed-upon formulas for least cost gas purchasing with the PaPUC, and alignment with industry best
practices. ln addition, lA performed an evaluation of the efficiencies and effectiveness of PGWs least-
cost gas purchasing process and the cunent regulatory structure for gas purchasing and rate setting.

Assessment Objectives
The assessment objective is to determine whether PGWs natural gas purchasing/planning practices and
business processes achieve the following:

. Compliance with existing regulatory fonnulas and requirements for the annual and quarterly
PaPUC 1307(0 filings and are in compliance with existing PUC policies, procedures, and
appropriate documentation.

. Compliance with the annual PaPUC Gas Cost Recovery (GCR) Settlement Agreement
requirements.

. Compliance with the agreed-upon formulas for least-cost purchasing contained in the PUC
1307(0 filing GCR settlement agreements;

o Demonstrate adherence to the implementation of effective least-cost purchasing practices as
defined in Pa 1 3'18 of the 1307 (f) filing process.

. Determine if PGW appropriately matches its purchasing strategies with resource planning to
accomplish a reliable and efiective least cost supply that guards the consumer against rate
volatility as best as possible under the gas market and supply conditions.

. Compare purchasing practices and resource planning with effective industry practices for
possible practice improvements.

. Compare cunent regulatory structure to other regulatory structures in the industry and if befter,
altemative regulatory sfuctures and mechanisms are appropriate to recommend such changes
to the PaPUC 1307(0 structure.

. Compare the agreed-upon formulas for least+ost purchasing contained in the PUC 1307(0
filings with Utility lndustry Best Practices;
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Assessment and Evaluation Procedures
Intemal Audit assessed and evaluated PGWs natural gas purchasing/planning practices through a
combination of inquiry-interview, observation, data collection, and sample testing using the three year test
period FY 2006-2007 through FY 2008-2009.

The assessmenUevaluation procedures are as follows:

l. Assess PGW
Gompliance with
existing regulatory
requirements 1307(f)

A. Determine
what the
cunent 1307
(f) filins
process
requires

1 . Perfonned interviews
and walkthr.oughs of
the different aspects
of the 1307(f) filing
process with the Gas
Planning & Rates
departnent and the
Regulatory & Extemal
affairs department.
We then reviewed all
of the documentation
filed for the last two
annualperiods.

B. Determine
proper
documentation
was filed with
1307 (f) filings

1. Obtained copies of all
the appropriate
legislative
requirements ftom
PaPUC and tested
two annual filings to
determine if all the
required
documentation was
filled or accounted
for.

Meets Requirements

C. Determine
the
documentation
filed in 1307(0
was accurate

quarterly rate ftlings
and tied actualdata
back to source
documentiation.
Forecasted data was
compared to actual
and variations were
analyzed for causes.

2. Reviewed audits
conducted by PaPUC

Meets Requirements
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Meets Requirements

l. Assess PGW
Gompliance with
existing regulatory
requirements 1307(0
(continued)

Evaluate
forecasting
methods and
assumptions
used in the
1307 (f) filings
are reasonable
in determining
the gas cost
rate (GCR)

1. Reviewed the
methodology and
assumptions
discussed in the
filings.

2. Reviewed the
comments on the
forecasting methods
and assumptions
contained in the ICF
study.

3. Held discussions with
the members of the
Gas Planning and

Meets Requirements

E. Proper GCR
settlement
agreement
process
documentation
and pre-
settlement
follow up
information
was filed

1. Tested two years
GCR settlement
agreement process,
obtaining testimony,
resource plans,
petitions for
settlement and final
settlements. Ensured
that any pre-
setdement follow-up
documentiation
requirements were
submitted or
available.

Meets Requirements

ll. Assess Compliance
with the annual PaPUC
GCR seftlement
agreement requirements

Proper GCR
settlement
agreement
documentation
requirements were
completed

1. Reviewed two years
final joint petitions for
GCR settlement
agreement and
ensured all
requirements were
completed or the data
was available upon
request.

2.Traced any changes
required in the future
filings if the future
filing was cunently
available. (Some
requirements are for
future dates than are
beyond the cunent
period)
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lll. Assess Compliance
with the agreed-upon
formulas for least-cost
purchasing contalned in
the PUC r307(0 filings

A. Actualfixed price
gas purchases,
FOM option
contract availability
and physical
hedge availability
matched the least
cost portfolio
requirements in
the GCR
setdement
agreements.

1. Veffed fixed price
purchases to intemal
reporting which was
verified by sample
testing locked in
future delivery
confirmations.

2. Verffied FOM option
conbact availability to
actualcontracts in
force for the period.

3. Verified volume of
purchases made at
market rates

4. Verified physical
hedgers to amounts in
storage, injected, and
withdrawn from
invoices in the test

Meets Requirements
Since November of

2005

lV. Demonstrate
adherence to
lmplementation of
effective least-cost
purchasing practices

A. Answerthe
question - ls there
an effective least
cost practice while
considering the
following
constraints:

1. Reliability of
supply

2. Volatility of rates
3. Cash flow of PGW

1. Perfonned interviews
and walkthroughs

2. Reviewed projections
and reporting used

3. Reviewed extemal
asset studies

4. Attended gas supply
committee meetings

5. Compared rates with
other PA utilities filling
in same calendar
quarter

V. Gompare purchasing
practices and resource
planning wfth effective
industry practices for
possible practice
improvements

A. Compare with
good industy
strandards for a not
for profit using a
conservative
approach with
leastcost
objectives
constrained by

1. Reliability of
supply

2. Volatility of rates
3. Liquidity

1. Performed inteMews
and walkthroughs

2. Reviewed reporting
used

3. Reviewed extemal
experts used to aid in
the planning process.

4. Reviewed extemal
asset sfudies

5. Attend gas supply
committee meetings

6. Discussed with
industry experts
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Vl. Compare purchasing
practices and resource
planning with effective
industry prac{ices for
possible practice
improvements

small universe of
similar utilities,
understand risk
differences and
compare to
broader field of for
profits and smaller
not for profits

1. Performed inteMews
and walkthroughs of
the different aspects
of the 1307(f) filing
process with the Gas
Planning & Rates
departrnent and the
Regulatory & Extemal
affairs deparfrnent.

2. Discussed with
management the
cunent restrictions to
operating in the best
interest of the rate

Vll. Compare the agreed-
upon formulas for least-
cost purchasing
contained in the PUC
1307(0 filings with Utility
Industry Best Practices;

1. Assessed the risks
mitigated and created
by and the
opportunities lost and
evaluate

2. Reviewed and
discussed with
industry experts

1. Compare with
more liberal
physical asset and
fix price future
purchase contract
models.
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Detailed Observations

l. Compliance with Eristing Regulatory Requirements for 1307(0 Filings

Overview of Testing Procedures for this Assessment Evaluation Objective:
During this phase of the project we reviewed the last two years annual filings and portions of the last
three years quarterly filings provided by PGW in order to gain an understanding of the requirements of
those filings. We obtained links to the Pennsylvania Code website for the applicable laws goveming the
filing process from the PaPUC. Additionally, we conducted interviews with appropriate personnelftom the
Gas Supply and Rates department, the Regulatory & ExtemalAffairs departrnent, and outside council -
Wolf Block.

In order to ensure that we adequately met all of the objectives and sub-objectives of our assessment, we
broke this segment of testing down into three different sections:

1. Verification of Legal Filing Requirements;
2. Documentation provided in the filings is accurate, which is further broken down into:

A.'Findings for forecasted data; and
B. Findings for actual data

3. An assessment of compliance with the GCR settlement agreement.

Each of these sections include the procedures undertaken followed by findings and recomrnendations.

Detailed Observation Results
1. Verification of Legal Filing Requirements: We obtained the proper legal filing requirements (Title

52 Pa Code 553.45 553.61-s3.68S59.84S69.32 Title 66 Pa Gode
51102(3)51307(f)$1307(e)S131852101) from the Pennsylvania Code Website. We then verified that
each section of the code that pertained to PGW was accounted for in the two annual filings selected
to test.

Findings
1. For the two sample test periods all required documentation was filed or accounted for in

the filing documents submitted.
2. There are no written policies and procedures for the filing requirements process with the

PaPUC. Within the two responsible departments the bulk of knowledge is cunently
known by one or two individuals. The cunent filings are put together based on the prior
periods filing and the knowledge of the individuals involved.

3. The manner in which the information is supplied in the filings meets the requirements
necessary to comply with the regulations.

Recommendations
1. To ensure that the filings are produced properly in the future, written policies and

procedures should be developed that include what needs to be filed including a check list
with how the filing should be prepared and origin of the source data. A copy of all source
data should be retiained as backup to the filing and to maintain the ability to produce the
filings in the absence of key personnel.

2. An opportunity exists to provide data in the filings that is more easily understood and
clearly shows that PGW is following the guidelines of the regulator. Examples would
include the rate calculation schedules having clear notes to explain what is being
calculated and how the calculated numbers roll into the final mtes or othef rate
supporting schedules. In supplying the FERC information a summary page could be
provided that shows what is being pursued on the behalf of the consumer and adding
items that will be pursued if opportunities arise to eliminate the challenges ftom the
OSBA in the GCR settlement agreement process.
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ilIIANAGEMENT RESPONSE
Gas Management has ensured the process has been completed satisfactorily to date.
However we will begin the process of developing written procedures and policies
goveming the 1307(f) filing. i

2. Documentation provided in the filings is accurate: We selected two quarterly filings ftom the test
period and verified the actual historical data back to source documentation provided for accuracy. For
the forecasted data we compared the forecasted data to the actual data in the filings where actual
data was now available due to the passage of time. Finally we reviewed the last four years PUC 1307
filing audit reports.

A. Findings - Actual Data
1. When veriffing the actual numberF used to calculate the under/over recovery in the

quarterly filings we found that for the net cost of fuels and the firm sales for the most
recent months in the filings the values did not tie out to the cunent financial reports. The
difference was that some of the numbers were estimates due to acfual numbers not
being available at the time of the filing and that other values changed due to adjustrnents
made to the actual numbers in later periods. We then verified the numbers in fte
following quarterly filings and found that they were conected to match the cunent
financial reports supplied. Since the over/under calculation is self adjusting (meaning that
an eror in the rate in one period is conected in the next) and the size of the differences
found are less than 0.01o/o of the rate calculation we determined that these differences
were a minimal risk to the rate payers.

2. The 4n quarter of 2007 the firm siles in MCF were overstated by 60,100 MCF due to the
inclusion of the air conditioning sales which should have been excluded from the
calculation. This enor is extremely small in its effect on GCR and was conected in later
quarter reconciliations making the parties whole.

3. In reviewing the last three years audits performed by the PaPUC two enors were
discovered. ln 2006 $297,750 of off-system sales was not included as a credit to the net
cost of fuel when calculating recoverable GCR costs. In 2005 total
Restrucfuring/Consumer Education Costs were overstated by $55,772. These enors had
a less than 0.05 % effect on the GCR and were conected in later period reconciliations
making the rate payer and PGW whole. Although we concluded that the enors found
were immaterial to the rate filings they are evidence of an evolved system of informal
controls rather than a risk based designed system of intemal controls being in place.

B. Findings - Forecasted Data
1. The veriffing of forecast data is not an exact science since so much variation is caused

by weather (Demand) and natural gas market price volatility. ln simple comparisons
made between actual and the forecasted numbers the variations in both cost and volume
stay in the 10 % or under range. One consistent difference is that volumes are generally
to the high side and usually above 5% of actual. Comparing the cunent degree days
provided to the 30 year historical degree days used in the filings the difference is
approximately 5%. Also the 2008 unexpected April-July price run up was not forecasted
by PGW which was to be expected since most of the experts in the market missed it.

2. We reviewed the methodology described in the filing, which the PaPUC has found to be
acceptable, and reviewed the ICF study from 2006 running PGW forecast against ICF
independent forecasting system using similar assumptions that finds PGW approach is
reasonable. We tested natural gas pricing used in the forecast for the filings back to the
NYMEX and Global tnsight prices at the time and agree this is a reasonable approach to
forecast natural gas prices,

Recommendations
1. Cunently there are no formal policies, procedures or risk based controls over the

accuracy and completeness of the data in the filings. The individuals who cunenfly

13



prepare the filings understand what is needed and have their own individual methods
for ensuring accuracy and completeness that have evolved "over time. Managers
perfonn reviews of the filings that can detect large and unusual enors.lPGW should
consider creating formalwritten policies and procedures to generate tfie filings along
with establishing formal controls to ensure the filings are free of major srors . These
policies, procedures and confols would also help ensure that tfrere is repeatability of
the process in the event that key individuals involved in the process are no {onger
available.

2. There is no formal policy to maintain the historical support documentation used for
the filings submitted, providing no straight forward audit trail if the numbers are
challenged later. Maintaining the support documentation would also aid in enhancing
the ability to reproduce the process in the absence of key personnel. ,

IMANAGEMENT RESPONSE
Gas Management has ensured the process has been completed satisfactorily to date. l

Howeverwe will begin the process of developing written procedures'and policies
gov6rning the 1307(f) filing I

Proper GGR settlement agreement process documentation and pre-sefrlement follow-up: We
reviewed the GCR seftlement agreement documentration including the,testimony, annual resource
plan, joint settlement proposal, and the approval of the joint settlement for the last two annual periods.

Findings
'1. The properdocumentation was filed with the PaPUC ttrroughoutthe GCR settlement

agreement process, although there was not always direct evidence in the testimony
phase of issues with the office of the consumer advocate (OCA) and the office of the
small business adminishtion (OSBA) being resolved. We used the joint GCR
settlement agreement and its approval as evidence of the resolution of the issues
with the OSBA and OCA taking place.

2. The documentation to support the GCR settlement agreement prooess is not filed in, a central repository and is not readily available for review. 
l

Recommendations i

:1. To support future years' settlement efforts it would be useful to have the prior years
settlement documentation on file in cenfal repository for review to aid in the
responses in the next yea/s filling.

2. To improve the intemal control of the GCR settlement agreement process, PGW
should consider reviewing fre prior yea/s settlement process and make a list of the
issues brought up by the interested parties in the process. This list can then be used
in the prepar:ation of the next year's filing and written testimony to be proactive in" addressing the issues of the regulators, which will make the next yeads process
"smoother.

finnacenneNT REsPoNsE

PGW is curently reviewing a central repository for intenogatories and regulatory filings. Dependent
upon the outcome of this review and an allocation of intemal resources, PGW willdetennine a
method for moving these rccommendations fonlrrard. :
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ll. Compliance with the Annual PaPUC GCR Seff/ement Agreement Requirements

Detailed Observation Results

Overview of Testing Procedures for this Assessment Evaluation Objective:
We reviewed the last two annualjoint settlements approved by offce of the tial staff (OTS) and ensured
that the future filing requirements of the settlement were met in the proper future periods. We then
requested evidence for those items that would not be found in the future filings to verifo their existence.

Findings
1. ln the 2007 GCR settlement agreement there was a requirement for the company to prepare

a quartedy report on its hedging activities to be providedlo any of the parties to the
settlement upon request. Although records have been maintained that would enable this
report to be produced it cunently is not. In the 2008 settlement PGW is allowed to retain2Soh
of its off system sales margin and capacity release credits. Although this calculation is
included in the projected numbers used to establish the fourth quarter raters for 2008, it is not
transparent in the.ftling documentation. ln the quarterly filings these amounts are not shown
separately they are components of the natural gas billed line in the projected applicable fuel
expense worksheet. We were able to verify that the25% retained was no longer subtacted
ftom natural gas billed lines in the projection by examining the underlying data provided by
gas planning.

2. There is no documented formal follow up procedure to the agreed GCR settlement to ensure
each person in the process gets the information needed to ensure cornpliance. However it
should be noted that cunently the information seems to get disseminated to the proper
people since the filings are materially conect.

Recommendations
1. When changes are made to the methods for calculating he GCR rates the changes should

be clearly presented in the schedules filed to ensure to the regulators that PGW is complying
with the seftlement agreement. A clear example of this is not having a separate line item for
the 25o/o retention of the capacity releases and off system sales in the forth quarter 2008
GCR rate filing.

2. The compliance process can be improved and the chance of enors reduced by having a
formalized procedure where an assigned individual has the responsibility of summarizing all
of the requirements of the GCR settlement agreement and following up with the proper
individuals to ensure that the necessary actions are taken and the proper changes are made
to the future filings. This individual should report the results to the Gas Supply Committee in a
brief report.

iMANAGEMENT-RESPONSE

PGW does present data used for the calculation of the GCR to interested parties as required. ln
addition, PGW has been audited by various extemal auditors including the PUC and to date has not been
found in violation pertaining to this finding and recommendation. Gas Management will evaluate
modiffing the process to assure continued compliance. 

I
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lll. Compliance with the agreed-upon formulas for ieast-cost purchasing
contained in the PUC 1307(0 filings

Detailed Observation Results

Overview of Testing Procedures for this Assessment Evaluatlon Objective:
ln order to conipare acfual fixed price gas purchases, first of month (FOM) contract availability, and
physical hedge availability to the least cost portfolio requirements in the GCR settlement agreements with
the PaPUC, we selected the 2006-2007 and2007-2008 GCR settlement agreements and terified the
following:

1. For the fixed price hedges we verified the actual fixed price hedge purchases to the prescribed
method in the settlement by verifuing the arnounts in the schedules maintrained in the purchasing
departnent and by sample testing selected fixed price purchases in the schedirles back to the
acfu al purchase conft rmations.

2. For the physical hedges for extemal storage we scheduled and verified tire inventory balances, '

injections, and withdrawals to the pipeline invoices for the periods. For the physical hedges in' LNG storage we vedfied inventories, injections, and withdrawals to the monthlyroperations reports
supplied by the Gas Proce6sing department.

3. For the first of month call option contracts we scheduled and verified the amounts available on
the actual contiacts in place during the test periods.

Findings
1. For the 2006-2007 Fiscal Year (FY) the September 2005 and October 2005 fix price

contracts for delivery in September 2006 and October of 2006 of 23,810 Decatherms (Dth) /
mo were not made. Upon investigation we found that management was awarerof the situation
and had taken actions to prevent this from happening in tre future. We tested additional
future periods and found that all the required GCR setdement agreement fixed price contracts
were in place verifuing managemenfs assertion that the problem had been rernedied. The
2006-2007 settlement called for 90,000 Dth to be purchased in May of 2006 for Delivery in
November of 2006 and only 30,000 Dth were purchased. Upon investigation it pvas found that
he prior settlement for 2005 called for 30,000 Dth to be purchased in May:of2OOU tot
delivery in November of 2006 and since the 2006 settlement wasn't approved irntil June 22,
2006 to be effective September 1, 2006 the enor was in the settlement documentation not in
the purchasing function's compliance with the settlement. I

2. Totralmaximum storage forApril2006- March 2007 storage season was21,&3,814 Dth and
totalinjecfions and withdraws from storage were 13,726,886 Dth and 12,586,072Dtl
respectively. For the April 2007 - March 2008 storage season the maximum storage was
20,572,0il Dth and total injections and withdraws fom storage were 15,170,620 Dth and
11,626,768 Dth respectively. The table below shows the physical hedging activ-ities for the
period demonstrating the minimum hedging requirement 12,000,000 Dth per year was easily
met if all the values are considered.

Max Storaqe 17.389.807 4,O74,007 21,463,814 16.931.739 3.640,315 20,572,OU
Withdraw 11.526.350 1,059,722 12,586,072 11,165,340 441.428 11,626,768,
Iniections 1't.980.937 1.80'1.949 13,726.886 12,931,739 2.238.881 't5.170,620
Beginning
Balance

6,420,242 2,926,234 9,346,476 6,028,437 2,687,307 8,715.7M

Ending
Balance

6,028,437 2,687,307 8,715,74 6,516,713 3,588,064 '10,104,777
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3. The required GCR settlement agreement FOM call option contracts for the test periods of FY
2007 and FY 2008 was 16,245,000 Dth for both years which amounted to 23.5 o/o of
settlement purchase volumes. The actual amounts available under the multiple FOM
contracts available were 20,100,000 Dth for FY 2007 and 22,050,000 Dth for FY 2008 which
were 37o/o and 39.4% of forecasted purchase volumes respectively. In looking at the
forecasted winter demand the contracts in place for those months covered 31.7% for FY
2OO7 and26.4% for FY 2008 which was well above the required 23.5%.

Conclusions from Findings:
1. For the two periods tested PGW was in compliance with the agreed upon formulas for least

cost purchasing contained in the 1307 (0 GCR settlement agreement except for the
September 2005 and October 2005 fixed contract purchases for delivery in September 2006
and October of 2006 of 23,810 Dth each. However we did find that the total actual amounts of
fixed price purchases for each fiscal year and each month ofthe fiscal years were greater
than the minimum amounts required by the formulas in the settlements. For the FOM call
option contracts and physical hedging requirements we found PGW to be in compliance for
both periods. We performed additional testing for fixed confact purchases testing the entire
period from November of 2005 - November of 2008 and found no additional exceptions.

Recommendations
1. Although there is a good intemal reporting system around the fixed rate purchase contracts

with a monthly reportfumished to the Gas Supply Committee (GSC). The cunent status of
the gas in extemal storage and LNG is also provided in reports to the GSC. lmprovements in
the reporting and fansparency of the GCR settlement agreement formulas can be made by
developing one comprehensive monthly report for the GSC that reflects the cunent status
and projected compliance plans for the remainder of the settlement period for all of the
settlement's purchasing and supply formulas. Having this report would demonstrate that the
GSC is monitoring this process regularly. This report could also be used to fill any request
made by the PaPUC, such as the availability of a quarterly report for issue upon request.

IMANAGEMENT RESPONSE
Gas Management will lnvestigate the development of a comprehenslve report as detailed above

to more clearly demonstrate compliance.l
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lV. Demonstrate adherence to implementation of effective least-cosf purchasing
practices

Detailed Observation Results i

overviewofTestingProceduresforthisAssessmentEvatuationobjective:
To determine if PGW adheres to effective least-cost purchasing practices we conducted interviews, as
well as reviewed and analyzed procedures - considering this is not a process that could be tested using
simple sample selections. We first inquired if there are documented policies and procedures in place to
ensure that least-cost purchasing was achieved. We leamed that outside of the Gas Supply Committee
Charter there were no written policies and procedures available at the time of the assessmenl Wth no
formal vwitten policies and procedures in piace we conducted interviews and created walkthroughs of the
processes aroundleast cost purchasing to leam what procedures and controls are in place and operating.
From these walKhroughs we leamed that there are undocumented procedures in place which are
summarized below focusing on each component of the procurement strategy: 

i

Procedure Findings
1. Proiectinq oas requirements: The Gas Planning and Rates department develops the

projected requirements for the customers on the system using historical cqnsumption
data along with projected increases and changes to the demographics of $e customer
base on the system. The demand projections are processed in a computer model system
called Plan Metrics. Multiple demand scenarios are projected for average winters, design
winters, design days, low demand days and plan days based on projected average 30
year weather for the upcoming winter season.

2. .The oroiection of the cost The Gas Planning and Rates departnent using dated supplied
by the Gas Supply Transportation & Control deparfrnent and the Gas Operations
department calculates the cost of supplying the projected gas requirements using the
New Energy Computer system which is then given to the Gas Supply Transportation and
Confol department to develop a least cost purchasing plan. ,

3. The Gas Supply and Control department takes the projected data from the Gas Planning
and Rates departrnent and performs an analysis on the design and expected

, rgqujrements to build an asset portfolio with annual winter heating and summer refill
plans. The Gas Supply and Control department then contacb to fill the planned
requirements optimizing the use of the assets available under the constraints of reliable &
safe supply, rate volatility to customers, requirements of the regulators, and cash
limitations of the company.

4. The Gas Supply and Control department builds a reliable least+ost portfolio plan using
the following assets:

a. Transportation contracts on two pipelines Texas Eastem and Transco that have
aiccess points in multiple key production regions and are tied directly to the city
gate. PGW has a mix of transportation contracts, some being year round and
some being winter only with take or release options to avoid over supply
sifuations.

b. PGW is able to manage its transportation costs through capacity release
agreements having summer releases that are auctioned on bulletin boards,
continuous releases with recall rights, and various opportunity relqases when the
winter supply is assured. In addition when winter supplies are assured PGW can
use off system sales to help reduce system costs and improve cash flow by
selling off storage and LNG gas at a profit.

c. Multiple gas supply contracts with a mix of fixed price, market index, and FOM
index contracts that allow for daily volume changes.

d. Nine extemal storage facilities with the ability to store around 20,000,000 Dth of
natural gas. These storage facilities are used to meet winter demand, balance
daily loads from the pipelines, and to physically hedge natural gas prices.
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e. One of the largest LNG facilities in the nation which is cunently used to protect
the winter supply needs of a design winter and as a physical hedge for natural
gas prices. Due to an annual injection capacity limitation, off system sales are
cunently limited.

5. A quarterly forecast update and portfolio adjustment process takes place considering
weather, natural gas supply, and market pricing changes. The Gas Planning and Rates
department generates the forecast updates and the Gas Supply and Control department
modifies its supply plans and contract commitments where possible to adjust to the
projection changes.

Walkthrough Findings
We found from our walkthroughs the following undocumented system of intemal controls around
the least+ost gas purchasing process:

1. The overall responsibilig for the govemance of the least+ost purchasing practices of
PGW lies with the Gas Supply Committee (GSC) which meets monthly. The Gas
supply committee has a charter on file that gives it the following directives:

a. Advise and approve gas supply management strategies and procedures.
b. Ensure that gas supply management strategies and procedures comply with

both the Pennsylvania Public Utility Code (e.9. least cost purchase
standards) and the annual Gas Gost Recovery Settlement Agreements.

The GSC consists of four voting senior leaders, the CEO, the COO, the Sr. VP of
Finance, and the VP of Gas Management. In addition the Sr. VP of Administration &
General Council, the Controller, the VP of Regulatory and ExtemalAffairs, the Manager
of Federal Regulatory Affairs, the Director of Gas Supply and the Director of Gas
Planning are in attendance but are non-voting. All official matters require the affirmative
vote of three of the four voting members. Minutes of each meeting are to be maintained
and approved at the next meeting.

Monthly Gas Supply committee meetings consist of the following:

a. lnformation is distributed to the participants including:
1. Consumption and price trends in the natural gas markets
2. Forecasted weather trends both short and mid term
3. Seasonal and short term gas supply plans.
4. Status on purchases for compliance with PaPUC GCR Settlement Agreement
5. Storage and supply contract status.

b. Decisions are made for up coming short term and seasonal purchases.
c. Long term strategies are investigated, discussed and decided upon.

2. There are weekly meetings of the Gas Management organization held by the VP of
Gas Management to discuss the cunent gas market, demand requirements, asset
utilization, and purchasing strategies and options.

3. In the winter season daily meetings are held between the Gas Planning and Gas
Supply deparfinents to review cunent demand requirements, supplies and market
conditions.

4. lf there are significant market changes or material failure in supplies that require a
change in the basic strategy by Gas Management the GSC is immediately notified
and if necessary the GSC will hold a special meeting to address the issue.

Evidence Findings
To verifo that the process was in fact taking place and working effectively we reviewed and
obtained the following evidence:

1. Verified that reasonable demand and cost projections were in place by reviewing the
methodologies described in the annual filings, reviewing the 2006 ICF Intemational
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study and comparing the projections to actual results with adjustments for weather
and gas price volatility.

2. Verified that the portfolio assets in place and the capacity releases were reasonable
and consistent with the constraints and objectives of the company by neviewing the
ICF intemational and Stoner studies.

3. Verified that reasonable annual, monthly, and weekly,plans based on the demand
and cost projections were created and tracked against actual results taking into
accountthe use of the assets available under the constraints of reliable & safe
supply, rate volatilig to customers, requirements of the regulators, and cash
limitations of the company. Reviewed the spreadsheets maintained by the Gas
Supply, Transportation and Control department for effectiveness, accuracy and
consistency in tacking and reporting.

4. Aftended multiple Gas Supply Committee meetings and reviewed the minutes of Gas
Supply Committee meetings for the test period to determine that the gas purchasing
process is continuously being monitored to adjust for changes in the cbnditions of the
gas markets and to ensue that the proper approvals of strategies and actions are
taking place.

5. Performed a comparative analysis of PGWs purchased gas cost rates with that of
the other utilities of similar size that filed with the PaPUC in the same calendar
quarters as PGW with the following results(Note: ln the analysis the quarters were
weighted equally in the calculations) :

a. PGWs averErge rate was 6'for the overall period from August 2006 to
January 2009.

b. PGWsquarterly rate rank ranged from 2nd in the most recent period of
January 2009 to 10' back in January 2007.

c. PGWs average rate was 2% higher than the average rate forthe overall
period as compared to the lowest rate being 11% lower and the highest rate
being 12% higher than the averErge rate for the overall period.

d. For the last three quarters PGWs quarterly rate has been lower than the
average quarterly rate by 5o/o,3o/o and2o/o respectively. i

e. In comparing PGW's average rate for the over:all period to that of its closest
suburban competitor PECO Energy the PGW rate is 1% lowen than PECO's
rate.

f. PGW had the lowest standard deviation from its mean of all of the ten utilities
in the analysis, which translates to the lowest rate volatility in the
comparison.

Recornmendations
1. Although they infonnally exist, except forttre Gas Supply Committee Charter, PGW does not

have documented policies, procedures and controls around the gas planning and supply
functions. PGW should considerformalizing and documenting its policies and procedures around
the gas planning and supply function.

2. lmprove the cunent reporting quality by introducing sensitivity analysis for the underlying
constraintsand risks that are part of the decision making process providing a clear and open
understanding of the purchasing stategies and practices to the Gas Supply Comrhittee.
Examples of the constraints and risks to consider adding to the reporting are:

a. Safety and reliability of supply
1. Net cost of additional capacity for design day and winter protection with a

sensitivity analysis around the defining of the design days and winters.
b. Management of price volatility

1. Risk mitigated with fixed price contracts and physical hedges.
2. Opportunities lost with fixed price contracts and physical hedges.

c. Cash Requirements of the Company (Liquidity risk of the different portfolio positions)
d. Any future risk structuring required by creditors and credit rating agencies
e. Porffolio restrictions imposed by the regulators.(Risk mitigated vs. opportunities lost)
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3. Formalize the reporting process by developing seasonal and monthly reporting packages for the
Gas Supply Committee. Although PGW should determine the exact format of the reporting based
on the needs of the GSC a suggested structure would be to produce a monthly ffash reporting
package to be distributed before the GSC monthly meeting containing the following information:

a. Cunent weather trends
b. Cunent Natural Gas Market trends

1. Supply, demand, and storage
2. Spot prices
3. Futures price short, long, and medium term

Cunent position on agreed upon formulas in the PaPUC GCR settlement agreement
Cunent positions for locked in and open volumes.
Cash requirements for the purchase of gas for the cunent and previous month
Summery plans for the up coming month, remainder of the cunent season, and next
season incorporating:

'1. Projected demands
2. Design demands (winter season)
3, Asset utilization
4. Cash requirements
5. Storage positions
6. Risk and constraint analysis and commentary around the cunent portfolio

positions and asset utilizations
g. Compare the prior month's plan to the actual results and explain variations with risk and

constraint considerations included.
h. At the end of both the winter heating season and the summer refill season produce a plan

to actual results analysis explaining variances with risk and constraint considerations
included.

4. Create a weekly dashboard report for the GSC covering some key metrics determined by the
GSC and Gas Management. Some possible metrics to include are:

a. Significant weather changes
b. Significant natural gas market changes
c. Gas costs month to date and projected to the month end
a. Any significant changes to the monthly plan with notes giving the reasons for the changes

and the risks and consfaints that had to be considered.
5. For all of the directives and special analysis requested in the GSC meetings, evidence of the

execution of the directives and copies of the analysis should be files with the approved minutes of
the meeting. lf any directive or analysis was not completed as stated in the minutes of the
meeting, a note wittr the reason for not completing the action should be included with the minutes.

lmanaceruENT RESPoNSE
The above information and analyses are part of the daily and weekly discussions which occur in the Gas
Management area. Hlghlights of these discussions and actions taken are reported during the GSC
meeting. ln the near term Gas Management will begin investigating a softivare package with reporting
capability that incorporates the various functions within the Gas Management area. I

c.
d.
e.
f.
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V. Conpare purchasing practices and resource planning with effective industry
practices and ldentify Opportunities for Improvement

Detailed Observation Results

Overview for this Assessment Evaluation Objective:
lntemal Audit compared PGWs purchasing and resource planning to indushy standards in order to
evaluate alignment with best practices.

Findings
NOT APPLICABLE

Recommendations
1. Formalize and quantiff the risk considerations in the forecasting process. Cunently PGW runs ,

forecasted supply, demand, and costing models quarterly with pricing being updated quarterly
and frre customer demands adjusted annually. Cunently only three scenarios are utilized normal
conditions, design winter conditions, and design day conditions. The model is then run monthly,
for reliability of supply, capacig release, and off system sales planning in the winter season.
Since the diversified portfolio approach followed by PGW is designed to mitigate supply, price, '

negative cash, and price volatility risk, PGW should consider running multiple scenarios based on
changing the major risk factors of nafural gas price and demand based on changes in weather.
This will help PGW to better understand and quantifo the effects these risks on the rate payers
when there are variations from a normal winter season and the cunent forecasted pricing which is
what the winter plan is based on. Once these risks are understood, the gas planning and supply
team should present the results to the GSC to gain an understanding of what risk the company
and the rate payers are exposed to and how they can adjust the portfolio to mitigate any
unacceptable risks.

2. To allow more flexibility in developing plans and analysis PGW should consider obtaining an
integrated computer system for the gas planning, supply, and tansportation functions. Cunently
gas planning is managed on two independent supply and demand software packages and gas
supply and transportation is managed on undocumented spreadsheets that are developed and
maintained by the end users. All data in these systems is manually input and there is no
integration to or from these systems to other systems such as accounting and sales.

3. The cunent $pe of forecasting and planning tools PGW uses produce linear modeled forecasts
ttrat yield deterministic projections. This results from PGW using a basic buildup metrod to the
planning of its least-cost portfolio of assets, contracts, and hedges. PGW should consider
developing sophisticated risk based supply assessment resources including departmental
procedures and dedicated information technology which will allow PGW to achieve the following:

a. Develop and follow a clearly defined least-cost portfolio purchasing strategy with 
i

objectives set by the GSC.
b. Consider in a single optimum view all of the factors driving demand and pricing in both ,

the physical and financial gas markets.
c. Go to the physical and financial natural gas markets with the proper understanding of its

needs to obtain a least-cost portfolio that properly mitigates both the price,and supply
risks to achieve the gas purchasing objectives approved by the GSC.

d. Purchase the right physical and financial products at favorable terms to manage its
portfolio effectively.

e. Present the proper data and analysis to regulators and effectively present a case to
restucfure its portfolio approach.

4. Cunently PGW has regulatory restictions that do not allow the pursuit of a more diversified least-
cost porffolio approach. PGW should investigate the benefits of introducing the following into its
por$olio based on their abilities to mitigate the risks identified by the GSC:

a. Contracts for greater than 12 months out for delivery
b. Specifu risk mitigating products to be embedded into terms of physical supply and

services conbacts
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c. Financial hedges for protecting price, price volatility, and liquidity risk.
d. Options to protect against unacceptable upward price moves but allowing for participation

in favorable downward price moves.
e. Mrtualstoragecontracts
f. Weather derivatives, futures and options

Note: Cunently the ftnancial products markefs outgde of the straight forward ftitures are in a state of flux
and some of the products may be limited in supply or unfavorably prtce until the markets can sort out the
nsks fo be absorbed when issuing these products. Therefore these should be investigated peiodically to
see if they are advantageous at that point in time.

iMANAGEMENT RESPONSE

We agree that the cunent flux in the financial market has added a layer of complexity in evaluating the
use of additional products for the PGW portfolio. Gas Management will continue to monitor and evaluate
the products and seek regulation changes as necessary to benefit the rate payer. In addition, as
discussed in the response to lV, Gas Management will investigate a softlrrare solution that will consolidate
the data as well as develop the ability to run various reports. j
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Vl. Compare purchasing pracfices and resource planning with effective industry
practi ces for possible practice im provem ents

Detailed Observation Results

Overview for this Assessment Evaluation Objective:
PGW is a unique utility being the largest publicly owned utility in the country with very few utilities to
directly compare it. We compared the PGW Gas Cost Recovery (GCR) settlement agreement process
with other utilities govemed by the PaPUC.

Flndings
ln comparing PGW GCR settlement agreement process with other utilities govemed by the Pa PUC it's
whatwould be expected, in that it is very similar. In comparing PGWs GCR setdement agreement
process to other utilities in other regions we found the PGW process to be more definitive than others.

Recommendations

1. Cunently the regulation of the natural gas industry's local distribution segment is in flux with the
decupling of rates being proposed and a large focus on conservation. As this process evolves
PGW should keep a close eye on its regulatory settlement process to ensure it is inline with these
trends.

IIIAUACCMENT RESPONSE
No responsei
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VIl. Agreed-upon formulas for least-cost purchasing contained in the PUC 1307(0
filings

Detailed Observation Results

Overview for this Assessment Evaluation Objective:
We compare PGW's settlement agreement formulas for ensuring least-cost gas purchasing with that of
others in the industry.

Findings
Most gas utilities use diversified portfolios to purchase gas supplies and protect price volatility for their
customers using the following:

1. Physical storage
2. Long term contracts (1+ years)
3. Mid term contracts (1-12 months)
4. Short term contracts(1-3O days)
5. FinancialTools

The agreed upon least-cost purchasing formulas are in line with industry strategy. We do find the fixed
price contracted formula of purchasing a defined amount for each month for the next 12 months to be one
of the feast flexible formulas seen but note that it only accounts for 'l4o/o of the purchases. We also
performed a simple risk analysis of the mandatory fix purchase practice and came up with an estimate of
a 3% short term risk to consumer rates if mandatory purchases were made in an abnormal market run up
in rates for four months where future prices were pushed to twice post run up value.

Recommendations
1. PGW should consider running a sensitivity analysis around the cunently defined approach to

least gas purchasing to determine the risk and opportunity cost associated with the cunent
practice and their potential effects on the rate payers. PGW should then decide if the effects on
the rate payers are large enough and probable enough to request a change in the GCR
settlement agreement with the PaPUC.

2. Under the cunent regulations PGW does not have approval to use financial tools. Also PGW
generally does not contract for greater than one year in delivery in its portfolio approach. PGW
should consider running a sensitivity analysis around the cunent portfolio approach to understand
what risks in the process can be mitigated better using financial tools and longer term contracts
without introducing any unacceptable levels of financial or supply risk into the process. lf there is
a clear and probable benefit to introducing longer term contracts and/or financial tools PGW
should actively pursue a change to regulations with the PGC,

3. PGW is cunently required to seek approval for all new gas supply contracts it enters into with the
PGC. This has the potential to limit PGWs ability to take advantage of short term market
opportunities in the gas markets due to the time it takes to get approvalfom the PGC. PGW
needs to document the types of opportunities that could be lost due to timing lags and approach
the PGC on developing a new delegation of authority around Gas Purchasing that allows for a
faster response to acceptable market opportunities while still mitigating the risks intended by the
cunent process.

4. PGW should consider hiring a gas pricing strategy and analysis finn that knows how to design
and employ the sophisticated techniques of gas supply portfolio analysis and reporting now used
in the industry. Such a specialty firm should possess knowledge of the fundamental technical and
trading variables that affect gas prices and have the necessary computer aided tools designed
especially to analyze the complex risks and opportunities of a gas supply portfolio. PGW should
petition the PaPUG to allow for the cost of this service as well as the recommended program of
modemilng its supply planning and procurement to be recovered in the Gas Cost Rates.
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iMANAGEMENT RESPQNSE
Gas Management will investigate a comprehensive software solution that incorporates reporting
tools. In addition, Gas Management will evaluate various solutions for pricing sfategy analysis to
further assist in the decision process. 

I
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Mr. Randy Gyory
Senior VP of Operations and Customer Affairs
Philadelphia Gas Works
800 West Montgomery Avenue
Phifadelphia, PA 19122

February 13,2009

Audlt. Tar. Advlsory

Grant Thomion LLP
2@1 MaRet Sreet Suna 31fl)

Phihdslphia, PA 191017080

T215.ffi1.4N
F 215.561.1066

www.GrantThomton.com

Dear Mr. Gyory,

Intemal Audit (lA) has completed our intemal audit of the processes and controls related
to PGWs compliance with PA One Call and the associated cost recovery procedures.

The objectives of our review were to evaluate PGWs compliance with Pennsylvania
One Call requirements; to measure how PGW encourages compliance by third parties;
to ensure that PGW is effectively recovering from third parties that have damaged
PGW's infrastructure; and to determine how to best publicize Pennsylvania One Call to
the citizens of Philadelphia. Our fieldwork was pedormed during October 2008 through
January 2009.

A summary of our work is contained within the attached report, as well as our detailed
observations, recommendations and related management responses. This project was
canied out in accordance with Statements on Standards for Consulting Services of the
Institute of Intemal Auditors.

We appreciate the cooperation received from all PGW personnelwhom participated in
this project.

Sincerely,

Partner, Philadelphia Advisory
Practice Leader
Business Advisory Services
Grant Thomton LLP
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Audit Scope and Objectives
At the request of the Audit Committee and management of Philadelphia Gas Works, lntemal
Audit performed an assessment of the processes and controls related to PGWq compliancq
with PA One Call and the associated cost recovery procedures. Ourexaminationjcovered the
overall design effectiveness of certain key controls related to these processes as of Octoberl
2008. The objectives of our review were to evaluate PGW's compliance with Penngylvania Onq
Call requirements; to measure how PGW encourages compliance by third parties;td ensure that
PGW is effectively recovering from third parties that have damaged PGWs infrastrubture; arid to'
determine how to best publicize Pennsylvania One Call to the citizens of Philadelphia. Our audit
procedures were designed to understand the areas of risk wtth the greatest significance to
PGW, evaluate the existence and design of procedures and controls and subsequently make
recommendations to help reduce business risks associated with the procedures, as well as
identiff operational improvement opportunities that may result in the reduction of expenses or
an increase in revenue. Specifically, our review included audit procedures relating to the
following areas: ' I

r Evaluate PGW compliance with One Call requirements

o Test PGW compliance with One Call Policies and Procedure s - lCom)tiance festing
wtll focus on the handling of requesfs wlthin the One Call system. The opentions pofion of the One
Call response has r*ently been audited and received a favonhle evaluation by,Schumaker ll
Company and wlll notbethe prtmaryfocus.)

. Evaluate PGW compliance with the PA One Gall Procedures regarding violations
and the procedures to track and report violators to the Gity of Philadelphia.

. Test PGW compliance with the PA One Catl Procedures regarding violqtions and
the procedures to track and report violators to the City of Philadelphia.

o Evaluate and test the PGW Third Party Reimbursement procedures for facilities
damage

. Evaluate PGW's communication of One Gall to contractors and Citizens of
Philadelphia
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Assessment Procedures
The audit methods and procedures utilized to evaluate the existence and design of procedures
and controls identified in the audit scope were as follows:

r Evaluate PGW compliance with One Call requirements
Reviewed One Call requirements and PGW policies and procedures, including a
walkthrough of the procedures followed.

. Test PGW compliance with One Gall Policies and Procedures - (Compliance fesfing
focused on the handling of reguests within the One Call sysfem. The operations portion of the One
Call rxponse has rxently been audihd and ms notthe prtnary focus)
100 One Call requests were randomly sampled and tested for appropriate response.

. Evaluate PGW compliance with the PA One Call Procedures regarding violations
and the procedures to track and report violators to the City of Philadelphia.
Reviewed One Call requirements and PGW policies and procedures regarding
violations, including a walkthrough of the procedures followed.

. Test PGW compliance with the PA One Gall Procedures regarding violations and
the procedures to track and report violators to the City of Philadelphia.
Obtained and tested the log used to track and report violators of One Call procedures.

. Evaluate and test the PGW Third Party Reimbursement procedures for facilities
damage
Reviewed and walked through PGW Third Party Reimbursement procedures and tested
open OARs for compliance with procedures.

. Evaluate PGW's communication of One Call to contractors and Gitizens of
Philadelphia
Reviewed and assessed the One Call Communication program and communication Best
Practices.
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General Background
The Pennsylvania One Call,system was established in 1972 as a non-profrt Pennsylvania
corporation created to protect the underground facilities of members through communication
wtth any person(s) planning to disturb the earth. The mission of One Call is prevent damage to
underground facilities and provide an efftcient and effective communications network among
project owners;:designers, excavators, and facility owners. The company provides a tollf'ree
telephone number for anyone to call when digging in orderto request the location of
underground lines. The service is available 24 hours per day, every day of the yearl
Information is obtained from the caller and disseminated to underground facility opeiators via
data transmission to their computers or f;ax machines and voice relayed to their pergonnel when
necessary. PA One Call also maintains a statewide communication program to infoim and
educate designers, contractors and citizens of the One Call requirements. The communication
program encompasses both advertising of the One Call progmm and educational forums to
disseminate information on the uhow-to'so of One Call. 

I

PGW is on the Board of Directors and several committees of PA One Call and is an active
participant in the program. Administration of the PA One Call program within PGW ls performed
by the Distribution Department under the supervision of the Manager Distribution Operations
with the One Call program itself being administered by the Supervisor- Leak Survey and
Dispatching. 

l

In 2008 the Damage Prevention Program at PGW received an award from the AGA for the
success of the program and the Distribution Department presented its prggram at alt AGA
Roundtable Discussion. The Field Operations associated with the One Call progranialso
received a favorable evaluation in the Schumaker Audit Report issued in 2008. Since 2001 the
Damage Prevention Program has succeeded in reducing the number of line hits frorp a high of
139 hits in 2001 to 59 hits in 2008: a57o/o reduction in line hits. PA One Calland the
Pennsylvania Department of Licenses and Inspections (L & l) only requires the repqrting of
violations if the violation involves damage of injury to a third party. PGW has receqtly
undertaken a pfogram to exceed these minimum requirements and report allviolatigns to L & l.

The table below shows the request, response and line hit statistics.

Galendar YEar One Gall
Requests*

One Call
Responses*

Response
o/o

Line Hitss Line Hit
o/o

2008 M,251 35,859 81.0 % 59 .159%

2007 45,956 38,245 83.2o/o 53 .115%

*One CallWebsite
**PGW records

Management believes that the 19% non-response rate reflected in the One Call Website
statistics is primarily due to PGW requests which were, in fact, marked but not comr'nunicated to
PA One Cait. mere is cunently no metric to accurately measure the non-response rate.

The responsibility to collect reimbursement for the damages caused by line hits is shared by the
Risk Management and Legal departments. lnitial collection activities are pursued by the Risk



Management department and then turned over to the Legal department when the violator is
unresponsive to requests for reimbursement. PGW has received reimbursement for 24 of the
53 line hits incuned in FYE 12131107 with judgments obtained by the legal department against
the remaining violators.

The PGW One Call communication program utilizes newsletters, mailers and informational
meetings to raise the awareness of contractors and Philadelphia citizens of the One Call
requirements.
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Overall observations and conclusions
Overall, the controls and procedures related to all the areas within the audit scope dre adequate
to effectively protect PGW facilities and assets and to mitigate the risks inherent witllin each
area.

. PGW complies with the One Call requirements in reference to responding to requests in
a timely manner. The response to One Call requests and the communications program i

implemented by the company has resulted in a very low number of line hits in
comparison to the requests received. (59 line hits out of M,251requests as of 12131108).

. PGW is recognized by its peers in the industry as having a model Damage Prevention
Program.

. PGW is proactive in reporting violators to PA L & | and exceeds the mandated
requirements.

. The program to recover the costs incuned because of line hits appears to be efiective in
pursuing reimbursement for damages and taking legal action where appropriate.

. The communication program followed by PGW meets the minimum requirenients
established by One Callto publicize One Callto the contractors and citizens,of
Philadelphia

Certain activities performed by PGW could be strengthened which would result in a better
understanding of the reported responses to One Call requests and more effective management
of the One Call reimbursement programs. The opportunity exists to increase the One Call
response rate; more effectively manage the Other Accounts Receivable and strengthen the
existing One Callcommunication progrcm. 

;

We identified a number of opportunities to enhance the design and effectiveness of intemal
controls over the One Call and reimbursement for damages. These opportunities are
categorized into three primary areas, in order of significance, as follows:

r Standardize, enhance and ensure compliance with policies and procedures
Level l- Moderate Risk i

The opportunity exists to standardize and enhance policies and procedures
sunounding the One Call administrative processes, which would clarifu the response
rate metric.

. Enhance certain accounting and related reporting activities
Level ll- Low Risk

The opportunity exists to enhance the accounting for open OARs and improve the
file management activities sunounding the administration of OARs.

. Enhance the One Callcommunication program.
Level ll- Low Risk

The opportunity exists to enhance the One Call communication program and reach a
broader spectrum of Philadelphia citizens.

lmprovement Opportunities
All of the identified control issues were presented to John Jolly, Stephen Groeber, Stephen
Lipski, Jane Lamb, Wade Collough, Joseph Golden, Bemard Cummings, Derek Thomas and
Lenore Clark - all of whom have reviewed and agreed to the findings. Management has agreed
to evaluate the recommendations made and to address each finding in a way that most
appropriately mitigates the risk associated with the finding. Details of our findings and
recommendations are documented on the following pages.



Standardize, enhance and ensure compliance with policies and procedures
(Level l- Moderate Risk)
Observation
The opportunity exists to standardize and enhance certain policies and procedures sunounding
the administration of One Call requests, as wellas perform periodic monitoring to ensure
ongoing compliance. Specifically, the following improvement opportunities have been identified:

. The process sunounding the response to One.Call requests is not adequately
documented through policies and procedures. The implementation and adherence to
documented procedures would contribute to an improvement in the overall response
rate.

. ln our testing of 100 One Call requests, four (4) requests had no response and six (6)
requests were not responded to on a timely basis, although they were responded to prior
to excavation. Of the four (4) requests which had no response per PA One Call, further
investigation disclosed that 3 of the requests were in fact marked by PGW and one (1) of
the requests appeared to have been marked but lntemal Audit could not document that
fact. Additionally, per management, responses to PGW requests are not always
documented through a One Call response. Our review of One Call responses on the
One Callwebsite (www.PAlCall.org) indicated that FYE 1Z31rc7 45,956 One Call
Requests were received and 7,711were not responded to resulting in a response rate of
83.2o/o. During the period from 1101108 through 12131108,44,251One Call Requests
were received and 8,392 were not responded to, resulting in a response rate of 81.0%.

Recommendation
We recommend that policies, procedures and related controls over One Call compliance be
reviewed and enhanced as appropriate. Specifically we recommend the following:

. Document the policies and procedures sulTounding the response to One Call requests
received in order to provide personnel with a clear understanding of the procedures to
follow when a request is received and the appropriate response. The policies and
procedures should include responses to PGW requests, no marking requests and all
variations of requests that can be received.

. lmplement a compliance program to monitor the responses to One Call requests on a
regular basis and develop a metric to identify true "No Responses'.

Management Response:
We agree with the recommendation to review our procedures looking to provide a clear
understanding of how POC requests are handled.

Additionally we will look to implement a compliance program to monitor responses and develop
a metric to identify true "No Responses".

One clarification needed on this study is the term 'No Responseo was used in reference to a
One Callticket. This is not clearly defined in the study. What this term is referencing is a positive
response (phone call) back to the One Call Center which in tum allows the excavator making
the mark out request to look in the One Call system to see if the lines were marked without
going to the job site. The actual mark out or identification of PGW structures was completed in



the field. ln the sampling there were situations that were labeled No Response but FGW had in
fact been on location and performed the mark out / identification of the structures.

I



Enhance certain accounting and related reporting activities
(Level ll- Low Risk)
Observation
The opportunity exists to enhance certain accounting, cash management and reporting
activities, speciftcally as it relates to balance write-offs and file management. Specifically, the
following improvement opportunities have been identifi ed:

. The OAR open balance listing at 9/30/08 is comprised of 183 accounts totaling
$1,159,625.00 and contains five (5) balances totaling $6,700 in excess of 20 years old
which is the statutory life of a judgment; three (3) totaling $7,900 which are referenced
as judgment proof; and one (1) in the amount of $940 identified as bankrupt. Although
these balances are fully reserved, they should be removed from the listing once active
colfection efforts have ceased. Additionally, collections for the years 2007 and 2008
indicate that there have been no cunent collections for events older than six years.

o There are no guidelines which establish parameters as to when an open OAR balance
should be removed from the open OAR listing.

. The files used to support damages to facilities are copied multiple times and sent to
different departments resulting in the existence of incomplete files. This may result in
the expenditure of additional time in tracking down files to support the costs incuned
when PGW facilities are damaged.

Recommendation
We recommend that the accounting and file management procedures be enhanced and
strengthened. Specifically, we recommend the following:

r Review the OAR open balance listing and evaluate the balances to determine if future
efforts will result in collection. Eliminate all balances, which do not have a likelihood of
collection.

. Establish guidelines to determine the conditions underwhich an open OAR should be
removed ftom the Open OAR listing.

o Retain electronic copies of all files related to the damage of facilities in one folder on the
secured server accessible to all departments.

Management Response:
ln 2007, PGW reactivated its Reimbursement Committee to address the variety of issues
involved in OAR collection and record keeping, including those for line hits. Representatives
from Finance, Legal, Risk Management, and Distribution meet monthly. Part of this process has
been a complete reconciliation of all open OAR's, and a review of alljudgments as well as the
judgment process. Much of this reconciliation to date has involved ensuring that group
settlements (muttiple hits from the same contractor) were applied to the proper OAR accounts.
In some €ses, OARs were open because the paperwork had not been received. To that end,
in early 2008, Risk Management and Treasury revamped the communication process, with
documents now being scanned and circulated electronically. Also, certain other checks and
balances were added.
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Regarding the collection process, Risk Management partners with Legalto ensure tftrat PGW
recovers the maximum amounts available at the lowest costs to the customer. Casds are
reviewed individually to determine the best approach, whether litigation is wanantedl, and what
to do if a judgment is taken. In some instances, for example, suit would not be cost teffective.
The criteria used in.this analysis is not formally documented because it is very factually specific.

Regarding the proposalto put alldata on the share drive, PGW recognizes that record access is
key, particularly as there are multiple departments involved in these cases. The new AIMS
system will provide electronic access to work orders. Distribution willexplore various options for
access to Damage Reports.

Finally, under the auspices of the Reimbursement Committee, there will be a review of
Procedure No. 646.02, Reimbursable Work. This review will consider the recommendations
made above.
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Enhance One Gall communication program
(Level ll- Low Risk)
Observation
The opportunity exists to further enhance the One Call communication program to a larger
percentage of the Philadelphia citizens including those who may not be PGW customers. The
cunent communication program meets the minimum One Call requirements howeven it can be
strengthened and made more effective through additional communications.

Recommendation
We recommend that the cost and associated risk offset be evaluated in reference to the
following enhancements to the cunent One Call communication program. Specifically, we
recommend the following:

Utilize advertising on public transportation and bus stops to each a broader base of the citizens
of Philadelphia.

Management Response:
PGW individually, in its role on the Board of PA One Call, and through its membership in various
trade groups such as the AGA and the APGA, is involved in a variety of initiatives to publicize
the One Call Program. The Corporate Communications Department annually dedicates its April
customer newsletter - Good Gas News - to Public Safety and Pipeline Awareness which is
distributed to all 500,000 customers. In addition, Corporate Communications also annually
executes a $25,000 print advertising campaign that places print ads in fifteen (15) local
newspapers (English, Spanish, and Asian) in PGW's service tenitory.

Additionally, PGW participates in One Call Contractor events. Distribution contributes to the PA
One Call Pipeline Safety Brochure. PGWs new Welcome Packet brochure for customers will
include the literature on the One Call program and encourage gas safety rules. Finally, other
non-gas utilities have their own advertising programs which further serve to educate the public.
As a result of these initiatives, One Call tickets have arisen dramatically in recent years, so
clearly the message is getting out.

PGW does not accept the specific recommendation regarding advertising on buses and in bus
shelters. Our advertising agency of record annually evaluates the most cost efficient and
effective way to reach our target audience. Additional advertising using bus backs would not
seem the most efficient or cost effective way to advertise the program. Of course, PGW will
continue to constantly reevaluate its various Public Safety educationalcampaigns, including
One Call, to reach more citizens in more effective ways.
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Appendix A - Internal Audit Reporting Griteria
ln general, our findings are typically categorized into two reporting levels - Level One and Level
Two; and three categories of business risk significance - High, Moderate and Low. The
categorization of thsbusiness risk significancl is based on the overallcontrolenvironment and
compliance with established PGW policies. The Level One High and Moderate Risk findings
are brought to the attention of the Audit and Compliance Committee due to their significance, as
well as appropriate PGW management. Otherfindings may be raised to the level of the Audit
and Compliance Committee as deemed to be appropriate and necessary based on our
discussions with management. The following is a description of criteria we use in classiffing our
findings:

Findinqs Kev

Reporting Level

Level one i

ldentified finding occufti as a result of an intemal control weakness due to either non-adherence
to existing PGW policy and procedures, or a deficiency in the design or operating effectiveness
of the cunent intemalcontrot structure. The finding represents a weakness in intemal control
that could adversely affect PGW's ability to initiate, record, process or report data consistent
with the assertions of management, or which could result in a loss of assets, disruption of
business or violation of law. The intemal control weakness may also have a higher perceived
likelihood of enorc or inegularities which may not be promptly detected. The finding should be
considered and addressed by management and the Board of Trustees 

'

LevelTwo
ldentified finding either occurs as a result of non adherence to existing PGW policy and
procedures or is a recommended improvement of existing intemal confols and/or policies and I

procedures. The finding represents a weakness in intemal contnolthat has a lower perceived
orobabilitv of adversely affecting the organization's ability to initiate, record, process or report
data consistent wtth the assertions of management, or which could result in a loss of assets,
disruption of business or violation of law. The intemal control weakness has a lowen oerceived
likelihood of enors or inegularities which may not be promptly detected. The finding should be
considered by management to enhance the overall intemal control environment as it deems
appropriate

Business Risk
We utilize three categories of business risk significance (High, Moderate and Low) in conveying
our assessment of the potential consequences to PGW in terms of financial significance,
operational impact, or compliance with laws and regulations. The High risk and certain
Moderate risk findings are brought to the attention of the Audit and Compliance Committee due
to their significance, as well as appropriate PGW management. Management is required to
provide a written response and conective action date which are incorporated into the final
report. The remaining Moderate risk and all Low risk findings are brought to the attention of
appropriate PGW management for their consideration in improving the overall control
environment.
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Mr. Thomas Kuczynski
Senior VP of Business Transformation
Philadelphia Gas Works
800 West Montgomery Avenue
Philadelphia, PA 19122

February 13,2009

Audn. Tax, Mvisory
Grantlhonilon LLP

2@1 Mari(ot Sreet Suib 31m
Philadslphia, PA 1910}7080

T 215.561.42m
F 215.S1.1066

www.GrantThoroto[com

Dear Mr. Kuczynski,

Intemal Audit (lA) has completed our assessment of the implementation of the
Information Technology Infrastructure Library (lTlL) framework of best practice
standards for the PGW Information Services (lS) Department.

The objective of our review was to assess whether the PGW Information Services
Department have incorporated the principles of the lTlL framework within the business
processes for Information Services. Our fieldwork was performed during October 2008
through January 2009. A summary of our work is contained within the aftached report,
as well as our detailed observations and recommendations.

This project was canied out in accordance with Statements on Standards for Consulting
Services of the Institute of Intemal Auditors. Thus, this project did not include any
controls testing within any of lS's functional areas, but rather was an assessment of the
lTlL implementation relative to the Capability Maturity Model (CMM) benchmark and the
desired state of lTlL implementation for the Information Services Department through a
combination of inquiry/interview, observation and data collection.

We appreciate the cooperation received from all PGW personnelwhom participated in
this project.

Sincerely,

Partner, Philadelphia Advisory
Practice Leader
Business Advisory Services
Grant Thomton LLP
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Executive Summary
An assessment of the level of implementation of 16 pre-selected Information Technology Infrastructure
Library (lTlL) standards was initiated by the Intemal Audit Department for Philadelphia Gas,Works, who
were interested in determining whether the PGW Information Services Departnent has built a full range
of lTlL-compliant processes that are aligned to help PGW meet its strategic business objectives.

Overall, it was determined that the Philadelphia Gas Works implementation of the lTlL framework is
progressing adequately through initial stages of the Capability Maturity Model (CMM). This report will now
provide an overview of the lTlL framework and CMM.

Deplction of a sucqessful
best practice implqmentation of
the lTlL framework

What is lTlL?
As demonstrated in the illustration above, lTlL is essentially a public framework that descriQes best
practice in lnformation Technology (lT) seMce management and is designed for constant measurement
and improvement to drive service optimization within an organization. lt is one of the most widely
accepted approaches to Information SeMces (lS) Management in the world today and prorhdes the ability
for an organization to act as an agent of change in order to identify opportunities for improvement. More
efficient and effective lS services and service delivery strategies are a result of those imprqVements.

What is a Best Practice lTlL lmplementation? 
I

lTlL best practice within the context of an lTlL implementation equates to the adoption of alf elements of r

the lTlL framework. Based on our experiences, most organizations do not attempt to implernent the
entirety of the lTlL best practice standards as they may not be cost-effective or reasonable from a
resource perspective. Adoption of the core principles of lTlL provides an organization with the framework
necessary to facilitrate business tansfonnation. The core principles of lTlL are:

. SeamlessCommunication

. lS Service Sfategy and Design
o Service Transition
e SeMce Operation
. Robust Documentation and Training
. Constant Measurement
r Continuous Process lmprovement

An example of this type of business transformation may be for Information Services to provide a wireless,
portable, flexible scheduling technology for field technicians that, in tum, allows more appointments to be
both scheduled and met; thereby improving production and efficiency, customer service and perfonnance
against KPI (key performance indicators).



The figure below illustrates a visual representation of a best practice model:

A best practice implementation requires all parts integrated to receive the best Retum on lnvestnent
(ROl) possible. lTlL is a framework designed to help an organization reach a best practice model, once
the core principles discussed previously are adopted and truly accepted across the entire business - from
the top down.
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Benefits of lmplementation of the lTlL Framework
The primary focus of lTlL is the continual measurement and improvement of the quality of lS Services
delivered, from both a business and a customer perspective. Businesses that have successfully adopted
and deployed the techniques and processes within the lTlL framework have historically beriefited from
things such as:

.|mprovedServiceAvailabi|ity,whichmaydirecfly|eadtolncreasedRevenue
o Financial SaMngs from Reduce Re-Work, Lost Time, and lmproved Resource Manbgement and

Usage
. lmproved Decision-Making and Optimization of Risk i

. Increased User and Customer Satisfaction with lS SeMces

What is the Capability Maturity Model?
The Capability Maturity Model (CMM) was used as the baseline to which the lTlL Best Prailice
Assessment (# 3 in the Assessments Perfonned section below) was measured against. CIVIM is a
framework that describes the key elements of an effective process. lt provides a foundation for process
improvement. The CMM describes an evolutionary improvement path from an ad hoc, immpture process
to a mature, disciplined process. When followed, these key practices improve the abitity of prganizations
to meet goals for cost, schedule, functionality, and product quality. The goal is to improve efficiency,
retum on investment, and effectiveness. Originally, CMM was designed for use by software developers;
however its use has expanded to include businesses of all kinds. Managers from all walks pf life benefit
from the maturity framework provided by CMM because it establishes a-context in which: 

I

o Practices can be repeated; if you don't repeat an activity there is no reason to imprpve it.
. There are policies, procedures, and practices that commit the organization to implementing and

performing consistenfly ' I

o Best practices can be rapidly transfened across groups. Practices are defined suffciently which
allows for fansfer across project boundaries, thus providing some standardization for the
organization

o Variations in performing best practices are reduced. Quantitative objectives are established for
tasks; and measures are established, taken, and maintained to form a baseline from which an
assessment is possible

o Practices are continuously improved to enhance capability (optimizing) 
i

Assessments Performed
i

To adequately assess the PGW implementation of the lTlL framewo*, lntemalAudit condqcted three
unique assessments:

1. (1) Communication Assessment - To measure the level of communication between the
lnformation SeMces Deparbnent and the Business.

(Ihe resulfs of the communication assessment are not a reflection of what is actually
heing accomplished within the PGW lnformation Services Department, but rather a
refleclion of how the business perceives the lS Department is cunently operating.)

2. (2) PGW lnternal lTlL Assessment Review - To review the lTlL assessment that Information
SeMces conducted and comment on the appropriateness of the 16 lTlL standards selected; and
to assess the desired state and timelines thereof, which were established by the lS Department
and ascertain if the goals have been met (for timelines in the past) or if the timelines are
reasonable (for timelines in the future); 

I3. (3) lTlL Best Practice Assessment - To assess the PGW implementation of the lTlL framework
against best practices, using the Capability Maturity Model as the baseline and; to compare our
assessment results against the PGW lntemal lTlL Assessment results to determine the validity of
the PGW results.

Note: Each of these assessments has their own unique detiverables that provide the details that support
the anclusions made within this report.



Assessment Procedures and Results

(1 ) Communication Assessment Procedure:
1. lnformation SeMces selected 10 appropriate managementJevelbusiness process owners to

disseminate a questionnaire to which inquired if the participant understood what services were
being delivered by the lnformation Services Department and how those services were being
delivered

2. Each participant answered each question with a number that conesponded to how strongly they
agree with the statemenUquestion being posed. The available responses by participants were as
follows:

o 7 = Unsure
c 2=StronglyDisagree
. 3 = Disagree
c 4= Agree
. 5= StronglyAgree

3. The completed questionnaires were collected and the results calculated to help determine the
level of communication between lS and the business as it stands in February 2009

Results:

The Radar Chart below depicts the Business Process Owners understandino of what is
beino accomplished in the Information Seruices Department:

Avolage Procece Score - all paillclpanta, all quaetlone
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The chart above illustrates that there is cunently a lack of communication occuning between the
lnfonnation Services Department and the Business it supports. This is a result of the high percentage of
"Unsure" responses received from Business Process Owners when asked about the services and service
delivery methods offered by the PGW lS Department.

One of the core principles of the lTlL best practice ftamework is open communication both within lS and
from the business to lS (and vice versa). Intemal Audit has seen evidence of improved communication
occuning within PGW; however we recommend that initiatives are set to continue the evolvement in
culture that is necessary if PGW is to receive maximum benefit ftom the implementation of the lTlL
framework.
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(2) PGW lnternal lTlL Assessment Review Procedure: l

1 . lntemal Audit obtained a copy of the PGW lS lTlL Best Practice Assessment (from rMay 2008)
and reviewed the 16 lTlL standards selected by lS for appropriateness. 

i

2. lntemal Audit reviewed the desired state of lTlL implementiation and the associated timelines set
by lnformation Services for completion (if timelines were in the past) or reasonableness (if
timelines were set in tre future) 

I

Results
'l . lntemal Audit has concluded that the 16 standards selected by PGW are appropriate in order to

facilitate an effective implementation of the lTlL framework of best practice standards.
2. lntemal Audit has concluded that 58 goals were stated within the PGW lS lTlL Best Practice

Assessment and:
Timelines set in the past (prior to 2/09):
. 32 goals were determined to have been fully met

9 goals were determined to have been partially met; additional evidence mpy support the
improvement of this assessment to a fully met conclusion

o 2 goals are unclear as to whether they have been completed.
Timelines set in the future (post ?09):
. 3 goals were determined to have been met
. 2 goals were determined to have been partially met; additional evidence may support the

improvement of this assessment to a fully met conclusion
o 7 timelines w€re assessed as being reasonable in order to achieve the stated goal
o 3 goals remaining were assessed as having reasonable timelines as long as the work to

achieve that goal has already been started. lf work has not begun, these goals will be
difficult to accomplish within the stated timeframe.

Intemal Audit has concluded that the PGW lnformation Services Departrnent has selected appropriate
lTlL standards to implement in order to achieve their desired state. The majori$ of the goals we reviewed
have either already been met or are in the process of being met. i

lntemal Audits recommendation is for Information Services to set goals that are easier to measure by
being S.M.A.R.T. (Simple, Measureable, Achievable, Realistic and Time Bound) in nature. ilhis will help
Information SeMces set reasonable goals that are easily measurable and therefore simpleito report
progress on.

We recommend that PGW consider documenting the plan to achievethe stated goals, as vyell as the
results of that plan. This will help upper management or any other interested parties under$tand:

1. The goals set
2. The plan to achieve those goals
3. The status and/or results of that plan



(3) lTlL Best Practice Assessment Procedure:
An assessment was conducted to review the cunent level of implementation of '16 specifically selected
lTlL standards against both the desired state set by the PGW lS Department and the lTlL Best Practice
standards. The following process was followed in order to complete said assessment. The exact same
process was followed to accomplish the assessment of each of the 16 lTlL standards selected by PGW:

o ldentiU Appropriate Key Process Owners
r Conduct Interviews with Key Process Owners
o Collect Evidence for Clarification Purposes
r Develop Work Books for Documentation
o Document Work Books with Leamed Information
o Produce Weighted Score Card
o Perform Quality Assurance Review
r Develop Final Report and Recommendations
r Develop Roadmap to lTlL Best Practice that consist of recommendations to achieve an

lTlL best practice framework
. Compare the results of this assessment against the results of the intemal PGW lTlL

Assessment results
Results
This assessment concluded that PGW is adequately implementing the lTlL famework at the cunent time.
lntemal Audit concludes that the adoption of the lTlL standards should benefit Information Services in
helping them to reach their stated goals. We also have assessed cunent PGW lS services and service
delivery methods to be sound in nature and contributing to an overall effective Information Services
Department that is well on the way to implementing lTlL best practice standards. In our experiences, the
implementation of the lTlL framework is best accomplished through a phased approach - and the PGW
lS Department is on the right path towards compliance with initial stages of said approach. Intemal Audit
recommends that PGW continue down this path.

During this assessment, lntemalAudit identified four (4) common themes as opportunities for
improvement in order to assist Information Services in the continued and ongoing adoption of the lTlL
standards. These recommendations are generally more process and people-driven and therefore should
not require a great deal of capital to improve:

. Documentation
o Every business and lS process should be formally documented and approved within a

policy and procedure
o Study Guides and Training Materials should be developed to assist in training initiatives

. Communication
o Intemal Audit noted that PGW has made great strides in recent years improving lines of

communication from the business to lS (and vice versa), however we feel that the PGW

'*ToT'#H:iX#iJ:l'i#llffi ::,1ili'i,9.'ilffiTi::ffi leowr,enmostorthe
business unit managers who we spoke with did not understand what services lS
had to offer, nor how those services are being delivered

. Key Performance lndicator Usage
o Intemal Audit noted that five (5) lS process areas did not have Key Performance Indicator

(KPl) metrics established (Capacity, Change, Configuration, and Incident Management in
addition to Seruice Strategy and Design). We recommend that KPI are established for all
lS process areas in order to ensure that constant measurement of the performance of
each lS process area occurs. This will also help to align the lS Department with the
direction of the business, which we have determined to be a metric-centric environment

o Training
o Although Intemal Audit has largely found the lS Staff to be trained, we recommend that

focused training on the procedures and policies of the lS Department would benefit
Information Services in helping to ensure that all lS Staff understand and follow the
approved methodologies in place at Philadelphia Gas Works.



Gomparison of PGW Intemal Review results against this lTlL Best Prac{ice Assessmbnt
Intemal Audit detennined that the results of the PGW lTlL lmplementation Assessment performed in May
2008 were reasonably accurate. The Intemal Audit lTlL lmplementation Assessment perforined in
February 2009 mosfly showed a more mature implementation of lTlL tran the assessment in May 2008
illusfated, which led us to the aforementioned conclusion. 

i
I

The table below demonsfates the results of the February 2009 Intemal Audit lTlL Best Practice
Assessment (the purple bar) as compared against the results of the May 2008 PGW intemal lTlL
Assessment (the blue bar): 

i

Results i

The results of the February 2009 IntemalAudit lTlL lmplementgtion Assessment determined that:
o 13 out of the 16 lTlL standards had a more mature implementation of the lTlL standards as

compared to the May 2008 PGW intemal lTlL lmplementation Assessment results ,o 2 out of the remaining 3 lTlL standards (Configuration Management and Change Management)
were assessed in February 2009 to be slightly less mature than when originally assessed in May
2008

. SeMce Strategy and Design lTlL category was assessed in February 2009 to be less mature
than when originally assessed by the intemal PGW lTlL Assessment in May 2008

This illustrates the reasonable accuracy of the PGW intemal lTlL lmplementation Assessment in May
2008. lt also demonsbates how lS has continued down the path of the implementration of lTlL, reflected in
the increased maturity in 81% of the respective lTlL standards selected by PGW since the May 2008
assessment.



General Background
Philadelphia Gas Works (PGW) is a municipally owned utility operated by the Philadelphia Facilities
Management Corporation (hereafter refened to as "PFMC'). PGW is the largest municipally owned gas
utility in the country maintaining a distribution system of approximately 6,000 miles of gas mains and
service pipes serving approximately 500,000 customers.

PGW has approximately 1,700 active employees who work in three shifts and 2,000 retirees. Most
processing is centralized at PGW Headquarters at 800 West Montgomery Avenue, Philadelphia, PA
19122. PGW also maintains 6 district offices, 2 plants and several outlying stations.

PGW ' s Intemal Auditing Department serves PGW management and the Board of Directors of the
Philadelphia Facilities Management Corporation ( "PFMC' ) as an independent appraisal and evaluation
function. lts primary purpose is to help PGW accomplish its sfategic objectives by conducting audits
which are designed to add value, improve operations, and evaluate and improve:

. the effectiveness of risk management;
r controls; and
. Govemance processes.

In 2006, Philadelphia Gas Works decided to adopt the lTlL (lnformation Technology lnfrastructure
Library) best practice lS Service framework of standards in order to help improve the alignment between
business and Information Services strategies and goals, as well as the quantity and quality of services
being offered by the lS Department.

lntemalAudit sought an evaluation of PGW's choice and implementation of lTlL processes to determine if
the company is providing an appropriate framework for identifoing, managing and enhancing all aspects
of lS operations, particularly in terms of service, inftastructure, and security, while improving risk
management, controls, and govemance processes.

PGW I nformation Services Department Structu re
There are cunently 65 individuals that make up the PGW Information Services Department. The
Department is lead by Eloise Young, the Chief Information Officer and Mce President of Information
Services.

There are four main lnformation Services department heads that report directly to the ClO. They are:

o Administrative Services - Driscilla Wanser-Bynum - Director
o Directs the administration of labor distribution software and responsible for producing

reports for all individual employees and department as a whole to facilitate labor force
management and charge back reports.

o There are several technical writers and consultants reporting to the Director, cunently

r Technical Strategy and Support - Joseph Szlanic - Director
o Primarily responsible for overseeing Application Development
o Have 12 fulltime developers on staff, cunently

"' " 
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o Handle relationship management
. Gather requirements

o Technical Services - Frank Weigert - Director
o Oversees Release Management, lnfrastructure and Service Desk Management



. Responsible for servers, switches, desktops, telephones (configuration; desktop
support)

' Has 3 managers working for him:
. Maniger of Enterprise Network Engineering :

. Manager of Operations 
lo Manager of Telecom 
i

. Information Controls and Compliance - Michael Heron - Director io Oversees Disaster Recovery, Quality Assurance and lnformation Security Controls and
Compliance

I. Information Serviceis also utilize five Business Transformation Consultants who dct as liaisons
between the business and lnformation SeMces in order to help identify business nped and
translate them into lS services which can be delivered in a cost-effective and efficidnt manner.

Assessment Scope
At the request of Management of Philadelphia Gas Works (PGW), an assessment was req{ested in order
to determine how PGW's Information Systems Department is utilizing the lnformation Techpology
|nfrastructureLibrary(|TlL)bestpracticeframeworktoaidinthemanagementofa||aspectsoflS
operations; specifically in terms of service, infrastructure, and security.

For each of the 16 lTlL Standards (see below) implemented by PGW, Intemal Audit was chartered to
perform the following tasks: 

i

1 . Assess applicable lS Department policies and procedures for alignment with lTlL Standards
2. Compare PGWs adopted lTlL standards to standard Best Practices I

3. Assess the appropriateness of the PGW goals and target completion dates derived ftom the
previously performed intemal PGW lTlL Assessment as they apply to achieving a Qest practice
implementation of the lTlL framework 

i4. Provide recommendations to assist PGW develop a road map for reaching a best flractice
implementration of the lTlL framework i

The following tasks were performed in order to aid in the assessment of PGW's implementation of lTlL
standards:

o Assess lS strategic objectives, assets deployed, availability and quality of resources and SMART
metrics, as well as comparison to lTlL standards and best practices, whenever possible within the
confines of allotted time and budget for the assessment.



Assessment Objectives
Objectives of this project included:

1. Demonstrating whether lS has built a full range of lTlL-compliant processes and tools
which are fully aligned to help PGW meet its strategic objectives;

Assessmenf Resu/f: Internal Audit has determined that /.S. is wel/ on the way towards
implementing a full range of lTlL compliant-processes and tools. As with any implementation, it is
a progressive process - and the PGW implementation of ITIL is no different. The processes and
tools that are in place have been determined to be adequate for the continued implementation of
lTlL. Details can be found throughout the remainder of this report to support this conclusion.

2. Determining whether lS can demonstrate a link between its investment and the
achievement of PGW goals;

Assessrnenf Resu/f: lnternal Audit has determinod that /.S. is able to demonstrate a link befueen
its investment and the achievement of PGW goals via cosfs associated with the project-based
initiatives that have been implemented (e.g. AIMS). Buslness need drove the requirements for the
projects that have been approved and therefore are the link spoken to above.

3. Demonstrating how PGWs information technologies investment is or can be flexible and
responsive in the face of ever-increasing complexity, technology improvements, and
changing business needs;

Assessmenf Resu/f: lnternal Audit has determined that the ITIL framework is flexible and
responsive by nature through the core principles revolving around communication, continuous
measurement and process improvement and therefore an intelligent choice by lnformation
Serwbes to help PGW meet business need in this rapidly changing marketplace.

4. Determining whether lS employs Best Practices in documenting lS processes - as
required for Risk Management, Internal Controls and Governance;

Assessmenf Resu/f; Internal Audit has determined that, although documentation of policies and
procedures has improved recently, there is not a best practice methodology in place for
documentation of /S polbies and procedures within the PGW lS Department. We recommend that
PGW consider establishing and documenting a standard for how to create or modify a policy and
procedure. This way a best practice approach will be established and followed to ensure that all
PGW processes are appropriately documented.

5. Demonstrating how lS identifies and undertakes "best practice" efforts that it chooses to
implement;

Assessmenf Resulf; lnternal Audit has determined that the lnformation Services Department
conducts weekly management meetings where all lS Department heads discuss strategy and
brainstorm ideas for meeting business needs, We have determined that these meetings are a
good start towards reaching best practice efforts, however best practice insinuates that the
solution se/ecfed is tried and true. We recommend that PGW consider the recommendations put
forth in this report - and pertorm cost-benefit analyses wherever applicable to determine
feasibility of the recommendation for PGW - as a road map to help reach a best practice
I nfor m ati on Serwces mod e l.

6. Determining how best to apply lTlL standards in making system change implementation
more effective in terms of financial resources and time and effort required;

Assessmenf Resu/f: lnternal Audit has determined that improved communication across the entire
organization is required to help Information Services achieve best practice lTlL standards.



;

Assessment Result Quantification Process 
I

The weighted score cards were the vehicle tntemal Audit used to quantify and illustrate the assessment
results for the review of the level of implementation of each respective lTlL standard selected by PGW.
Each lTlL standlrd-had up to 16 probing questions designed by the British Offce of Govemment
Commerce (OCG), the developers of the lTlL framework. Each of these questions was subjectively
assigned a l,veighf by Intemal Audit based on their importance to a successful implementTtion of the
respective lTlL standard. Intemal Audit conducted interviews with the owners of the procesbes supporting
each respective lTlL'stahdard and collected or observed evidence, whenever necessary, tg gain a
thorough understanding to allow for a qualitative analysis of said lTlL standard 

l

i

Upon completion of each interview segment, an analysis was performed based on the infoimation
received during the aforementioned interviews and were assessed a "scoren for each lTlL dtandard
element that conelated to the'cunent level of implementation for that particular question. Tftis
assessment relied upon the world renowned Capability Maturity Model (CMM) as the benclimark to
measure the lTlL standard elements against. Possible CMM scores for each lTlL standard element were
as follows:

0 = Absencc
o 'There is absolutely no evidence of any activities supporting the process"

1 = Initiation
o *fhere are ad-hoc activities present, but we are not aware of how they relate to each

other within a single process"
. Some policy statements have been made

' Words but no documented objectives or plans
. No dedicated resources or reil commitment

2 = Awareness
o We are aware of fhe process but some activities are still inamplete or incong.sfenf;

there is no overall measuring or control". Process driven tool rather than defined geparate fiom tool. Positions are created, but roles and responsibiiities are poorly defiped
3 = Gontrol

o 'The process is well defrned, understood, and implemented" 
]r Tasks; responsibilities, and authorizations are well defined and colnmunicated

. Targets for quality are set and results are measured

' Comprehensive management reports are produced and discusse{
. Formal planning is done l

4 = Integation :

o "lnputs from this process come from other well controlled processes,' outp$s from this
process go to other well controlled processesn '

. Significant improvements in quality have been achieved I. Regular, formal communication between department heads working with different
processes

. Quality and performance metrics transfenqd between processes 
i

5 = Optimization
o This process dryes quality improvements and new business opporfunffies beyond the

process"
. Direct links to lS and corporate policy
. Evidence of innovation. Quality management and continuous improvement activities embedded
. Performance measurements are indicative of l,,lorld class" best practice



Once all questions for a particular lTlL standard were scored, lntemal Audit calculated the outcomes
within a mathematical equation (with use of the associated weights mentioned previously) to produce an
overall assessment result pertaining to the level of implementiation of the lTlL standard in question. The
possible overall scores are illustrated in the following table:

Internal Audit has concluded that the 16 standards selected by lnformation Services are
appropriate in order to facilitate an effective implementation of the lTlL framework. The overall
results of the February 2009 lTlL lmplementation Assessment show that PGW falls with the
"Adequate" range at the current time for the level of implementation of the 16 pre-selected lTlL
standards.

Note: Adequate is not meant to mean average within the context of this assessment, but rather a
reflection of processes and service delivery methods in place that allow PGW to meet the needs of the
business. There are several lS process areas that were assessed to be very close to reaching best
practice levels, which illustrates the success of the lTlL implementation to date for the PGW lnformation
Services Department. Having said that, the core principles of lTlL are continuous measurement and
process improvement for lS services and service delivery methods; therefore the implementation of lTlL is
an ongoing process. lntemal Audit recommends that Information Services continue down the path of
implementing the lTlL best practice framework of standards.

O\rERALL ASSESSMENT RESI'LT DESCRIPTIONS

An overall assessrnent of NEEDS IMPROVEIUIENT equates to an lS Process Area tttat ls poorly
defined in the -nse oft

1. There is a lack of documentation for policies, procedures, guidelines, and study guides.
2. Process area operates within a silo and does not communicate with other process and/or business areas.
3. Key Perfirrmance Indicator metrics are not established: Process is not measured to determine if it can be
improwd

An overall assessnrent of ADECIUATE equates to an lS Process Area that is operating effectively and
have adopted the core princlples of lTlL in the sense oft

1. Most, if not all, of the business and lnfiormation Services processes are documented, as are policies,
guidelines, and study guides.
2. Process area communicates with other process areas and the business on a consistent basis. The
business needs driw the lS Services ofiered and delirered.
3. Key Perbrmance Indicators haw been established and are in use in order to measure the perbrmance of
this process area against an established set of criteria designed to drire process impror,ement efrrts.

|ffi$;iii;i.;f;'!#::,#..+';t'il',;-,1'B.E$,;[uFRAefigE.,"rrt"v{:.'.,ik''',
An overall assessnent of BEST PRACTICE equates to an lS Process Area that is up to world class
slandards on every level, Including:

1. Erery business and lS process policy and procedure is documented, approwd, signed, and reMewed
consistently to identiff opportunities br improwment.
2. Study Guides, Training Materials and the like are all documented and used in order to ensure that staff is
educated
2. Communication between the business and lS process areas is seamless and continuous,.
3. KPI's are used to continuously measure performance to drire process improwment.
4. A completely transparent process area operates in an effcient and effective manner to provide best practice
service oftrings and best practice ddiwry of those services.



The illustration below provides an example of a weighted score card (for the Project Manaiement lTlL
category) in order to provide an example of how the scores were recorded during this assessment and
used to quantiff assessment results for the overall implementation of the lTlL standards in [uestion.

I

,Ttt ASSES SMENT WEIGI'ITED SCORE CARD (As of Dqcember 2005)
IS PROJECT

i

IVote.' The following pages in the report document fhe assessment resulb and
strengfhs identified for each of the 16 mL standards that PGW serected to
implemenL



Note: Our recommendations are designed to bridge the gap between what PGW is cunently doing and
what is required to achieve best practice, world c/ass sfandards. We are not recommending that PGW
institute all of these recommendafionq as it may not be valuable, cost-effective, or feasible. We do
recommend that PGW pertorm cost-benefrt analyses where applicable in order to decide whether
adoption of each individual recommendation is feasible for this organization. We have included a section
for managemenf response after each of our recommendations to provide PGW with an opportunity to
explain what they are doing in lieu of the sfafed suggestion or whether/why they agree/disagree with the
recomme nd ati on i n q uestion.

1. Application Management

Assessment Result = ADEQUATE

Strengths
. lntemal Audit noted the quality of the User Provisioning/De-Provisioning processes,

although undocumented
. Intemal Audit noted the quality of the Quality Assurance processes, although

undocumented
. Intemal Audit noted the quality of the Project Development Methodology, however it has

not been updated since November 2001

Opportunities for lmprovement
o AllApplication Management-related policies and procedures should be documented
. lS should consider communicating the details of the policies and/or procedures and the

location of the approved documents to all PGW staff required to comply with the
aforementioned policies and procedures

r lS should consider focused training of the policies and procedures within the Application
Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTlL standard

. lS should consider documenting meeting minutes for important daily, weekly, and
monthly status meetings - and for any meetings that take place between process owners

Management Response: lS has engaged a Technical Writer to assist with documenting
policies and procedures, as well as updating the Project Development Methodology.

2. Availability Management

Assessment Result = ADEQUATE

Strengths
o IntemalAudit noted SMART (Simple, Measureable, Achievable, Realistic, Time

Bound) KPI have been established and documented
e Intemal Audit noted that the lS Department focuses on high service availability as

one of most important success factors
. lntemal Audit noted the strength of the lS Staff in this area in regards to their level of

technical expertise

Opportunities for lmprovement
r All Availability Management-related policies and procedures should be documented
o lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures



lS should consider focused training of the policies and procedures within the Availability
Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTlL standard ,

PGW Director of Technical Services for lS stated during our interview that he would like
to see a single dashboard that would detail the availabilig metrics and results for all
disparate critical systems and lntemalAudit concurs
When systems are designed or selected in the future, lS should consider pgrforming an
analysis to determine availability requirements, as well as the cost of maintaining those
requirements in order to ensure that the most cost-effective choice is made
A Downtime Schedule should be posted to the PGW lntranet to ensure that all PGW
personnel are aware of any lS system downtime prior to it occuning I

lS should consider performing an ongoing trend analysis conceming availability
requirements and issues in order to have the most accurate data available to help
facilitate more informed decision-making
lS should consider documenting meeting minutes for important daily, weekly, and
monthly status meetings - and for any meetings that take place between prgcess owners

Management Response: The department is putting a plan in place to implement Availability
Management reporting capabilities and publish availability statistics on the Intrenet;

Gapacity Management

Assessment Result = ADEQUATE

Strengths
. IntemalAudit noted that Capacity Management requirements are known well in

advance - due to regular meetings and discussions about new services and changing
requirements; albeit informal meetings and discussions

. lntemalAudit noted that an automated process in place for monitoring capacity load
for the lS computing network and associated equipment

o Threshold limits have been designated which, when breached; automatically
send a communication to appropriate members of the IS Staff in order to
ensure a timely solution to the problem at hand.

r Intemal Audit noted the strength of the lS Staff in this area in regards tp their level of
technical expertise

Opportunities for lmprovement i. All Capacity Management-related policies and procedures should be docurnented
o lS should communicate the details of the policies and/or procedures and fie location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures

. lS should consider focused training of the policies and procedures within the Capacity
Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTlL standard

. lS should design metrics (Key Performance lndicators) to measure the success of the
capacity management process within the Information SeMces Department

. lS should consider the use of additional electronic tools in order to aid in the monitoring of
all Capacity Management data to include things such as idle time, which PGW is unable
to monitor at the cunent time with the cunent tool set

o lS should document a Capacity Plan, which should include the following elements at a
minimum:

o The documented capacity limits required by each critical system during peak and
non-peak periods



o The documented capacity threshold limits for automated communication to lS
Staff

o The documented schedule of service loads for each lS system in use
. lTlL best practice standards recommend the development of a Capacity Database in

order to aid in the analysis and investigations inherent within the Capacig Management
process

Management Response: lS will document all the inputs, sub-process and outputs; and
manage capacity based on established baselines and standards

4. Change Management

Assessment Result = ADEQUATE

Strengths
r IntemalAudit noted that lS has established a Change Advisory Board (CAB)
e Intemal Audit noted that lS categorizes change requests according to their impact

and urgency and are assessed on the value they will deliver to the business prior to
their approval via the aforementioned CAB

Opportunities for lmprovement
. All Change Management-related policies and procedures should be documented
. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures

. lS should consider focused training of the policies and procedures within the Change
Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTl L standard

. lS should consider performing an analysis of the use of the Remedy software application
(the application that is cunently in use at PGW) in support of the Change Management
process

r lS should consider documenting a Schedule of lmpending Changes and publishing it to
the Intranet, as well as communicate it to the lS Staff and end-user public via email

r Weekly Management Meetings, Change Advisory Board Meetings, and any other
meeting relating to the support of the Change Management process - should have
minutes of the meetings documented and saved

. Key Performance Indicator metrics should be established in order to measure the
success of the Change Management process.

Management Response: lS agrees with these observations and will implement the
recommendations listed here.

5. Gonfiguration Management

Assessment Result = ADEQUATE

Strengths
. Relevant lS hardware, software, and electronic components are labeled appropriately
. Internal Audit noted the strength of the lS Staff in this area in regards to their level of

technical expertise.

Opportunities for lmprovement
r AllConfiguration Management-related policies and procedures should be documented



. lS should communicate the details of the policies and/or procedures anO tfJ" location of
the approved documents to all PGW staff required to comply with the aforqmentioned
policies and procedures

o lS should consider focused faining of the policies and procedures within t[e
Gonfiguration Management lTlL domain to the PGW lS Staff that is charged with
supporting the aforementioned lTlL standard i

. lS should consider performing a cost-benefit analysis in order to determine the feasibility
of developing a Configuration Management Database (CMDB) 

i. In lieu of developing a Configuration Management Database, Intemal Audif recommends
that lS consider implementing automated, preventative controls in order to ensure that
configuration parameters cannot be changed from the approved, documented
configuration settings l

. lS should establish key performance indicators for ttre Configuration Management
process and document within the aforementioned policy and procedures; as well as
possibly on the company Intranet 

i

Management Response: lS will design and implement a CMDB and put processes
ln place to sustain the Configuration Management function with minimal labor resources.

Financial Management for lnformation Seryices 
i

Assessment REsult = ADEQUATE

Strengths
r lntemal Audit noted lS compares actual costs with budgeted costs on a regular basis

Opportunities for lmprovement
o Documentation of all Financial Management-related policies and procedurgs
. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforQmentioned
policies and procedures 

I. lS should consider focused training of the policies and procedures within $e Financial
Management lTlL domain to the PGW lS Staff that is charged with suppo(ing the
aforementioned lTlL standard
lntemal Audit recommends that lS consider tracking the costs of each lS seMce offered
separately in order to provide transparency into the costs of running the lS,environment
Intemal Audit recommends that lS consider establishing a requirement to perform an
annual review of the lS Department budget process in order to ensure that the most
efficient and effective process is being utilized by the organizatiort
Intemal Audit recommends that lS formally document Key Performance Indicator metrics
within the previously recommended documentation of lS Financial Management policy
and procedures, as well as posted to the PGW Intranet in order to ensure {hat everyone
understands the KPI that the lS Finance Process is measuring ifs performpnce against

. lntemal Audit recommends that lS consider establishing an annual requirement to
perform a review to check on the viability of outsourcing each aspect of the lS
environment against cunent known costs

Management Response: lS willdevelop a chargeback methodology based on actualservice
and product allocations. We will implement a formal annual review of the budget pnocess.

7. Incident Management

Assessment Result = ADEQUATE



8.

Strengths
. IntemalAudit noted quality information is gathered about incidents during the

reporting process, including classification codes
. lntemal Audit noted that lS has a user satisfaction survey in place which is used to

record feedback from the individuals reporting the incidents, which is a valuable tool.

Opportunities for lmprovement
. Documentation of all Incident Management-related policies and procedures
. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures.

. lS should consider focused training of the policies and procedures within the Incident
Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTlL standard.

. lS should consider offering training sessions to the business in order to educate them on
how to prevent incidents, as well as report on them properly.

. lS should establish key performance indicators within the Incident Management process
and documenUapprove those KPI to the PGW Intranet.

. lS should design separate policy and procedures for each Incident Management and
Problem Management process and communicate/train to appropriate lS Staff to ensure
that they are aware of the differences.

. lS should identiff, document and communicate the high-risk end-users to the lncident
Management response teams in order to ensure that the most at-risk individuals within
the company have their incidents expedited.

Management Response: lS will formalize and document our Incident Management process,
including communications, to assure awareness of and response(s) to incidents are consistent
with severity.

lnfrastructure Management

Assessment Result = ADEQUATE

Strengths
r lntemal Audit noted that when outsourcing is used, management of the infrastructure

is measured and evaluated by the availability of each respective system.
o IntemalAudit noted that availability and patch levels are used to measure the

success of the lnfrastrucfure Management process
o Intemal Audit noted the strength of the lS Staff in this area in regards to their level of

technical expertise

Opportunities for lmprovement
r All lnfrastructure Management-related policies and procedures should be documented
. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures

. lS should consider focused training of the policies and procedures within the
lnfrastructure Management lTlL domain to the PGW lS Staff that is charged with
supporting the aforementioned lTlL standard

. lntemal Audit recommends that lS develops formal policies and procedures for the
outsourcing process



Intemal Audit recommends that lS creates formal documentiation of availability and patch
level metrics (KPl - Key Performance Indicators) within the lS lnfrastructure Management
process that are used to measure the success of said process
lntemal Audit recommends that lS integrates their several ldandn solutionp that they use
to store the configurations of key infrastructure components into a single, qentralized
database

o lntemal Audit recommends that lS considers attending seminars, webinars, and other
taining sessions in addition to attending user group conferences for variods
technological solutions which they employ

Management Response: lS will develop a plan for implementing these recomrnendations,
sustain the effort and monitor compliance with the processes.

9. Problem Management

AssEssment Result = Adequate

Strengths
r Intemal Audit noted that lS has a method for classification of problemslduring the

reporting phase within the Remedy software application that allows for;quicker
routing of problems to specifically assigned individuals (i.e. 'Specialists')

. lntemal Audit noted that, although undocumented, the target monitoring approach
being taken in conjunction with the Disaster Recovery assignment of criticality grades
for lS Infrastructure components ensures that information will be shared between
process areas in order to help improve service offerings and delivery to the customer

. Intemal Audit noted the use of an online Wiki (a piece of server software that allows
users to freely create and edit Web page content using any Web browser)
knowledgebase that has workaround processes for known incidents and problems
documented

Opportunities for lmprovement 
i. AllProblem Management-related policies and procedures should be documented

r lS should communicate the details of the policies and/or procedures and the location of
the approved documents to all PGW staff required to comply with the aforQmentioned
policies and procedures.

. lS should consider focused training of the policies and procedures within the Problem
Management lTlL domain to tre PGW lS Staff that is charged with supporting the
aforementioned lTlL standard. l

. lS should ionsider the cost-benefit of implementing a system that will allow for full trend
analysis.

Management Response: lS willformalize and document Problem Management related
policies and procedures.

10. Project Management

Assessment Result = ADEQUATE

Strengths
o lntemal Audit noted that the Project Development Lifecycle was documented

adequately in the following sensel
o lt includes a brea[down of all phases of the PGW Project Development

prccess, including: Phase I - Initiate, Phase ll - Analyze, Phase lll - Design,



Phase lV - Build, Phase V - Quality Assurance/Test, Phase Vl - lmplement,
Phase Vll- Complete.

o Requirement gathering and documentation prior to a project being approved
and implemented is mandated

o A six-month post-implementation review, as well as a sign-off from the
business in addition to perfonnance of user satisfaction surveys after projects
have been deployed is required

Opportunities for lmprovement
. All Project Management-related policies and procedures should be documented
. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures

. lS should consider focused training of the policies and procedures within the Project
Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTlL standard

Management Response: The department is working with the ffice of Business
Transformation to develop a standard toolkit and to formalize, document and socialize Project
Management related policies and procedures

11. Release Management

Assessment Result = ADEQUATE

Strengths
. Intemal Audit noted that lS requires the development and documentation of test and

back-out plans for each approved release, which is a step in ttre right direction for
offering quality release management services to the organization

r Intemal Audit determined that lS adequately separates the technical environments
where change requests are developed from the live production environment in order
to ensure that the integri$ of data is maintained

Opportunities for lmprovement
. All Release Management-related policies and procedures should be documented
e lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures

. lS should consider focused training of the policies and procedures within the Release
Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTlL standard

r lS should consider the cost-benefit of the development of a dynamic Change
Management database toolwhich has features such as the ability to track the workflow
and approvals inherent within the mandated policies and procedures of the Release
Management process

Management Response: lS plans to build on existing Change Management process to
include monthly, quarterly or semi-annual packaged releases.

12. Security Management

Assessment Result = ADEQUATE



Strengths
. lntemal Audit noted that lS has implemented quality controls to protectiagainst

securi$ threats, such as solid physical baniers to prevent unauthorized access to
criiical lS equipment

. lntemalAudit noted that the procedure for handling security breaches fs documented
adequately

. lntemal Audit noted the strength of the lS Staff in this area in regards to their level of
technicalexpertise 

,

Opportunities for lmprovement
o ' Documentation of all Security Management-r.elated policies and procedureg
. lS should communicate the details of the policiei and/or procedures and tle location of

the approved documents to all PGW staff required to comply with he afor-ementioned
policies and procedures

. lS should consider focused training of the policies and procedures within the Security
Management lTlL domain to the PGW lS Staff that ischarged'with supporting the
aforementioned lTlL standard

. lS should consider formally documenting a process for reviewing contracb/agreements
with extemal security providers, which should detail the job titles of respon5ible
individuals in addition to the steps they take to perform said process i

. lS should consider performing an analysis to identiff the financial value of the information
being protected by the organization

. lS should consider documenting the requirement for balancing the cost of providing
security against the value of the information being protected 

Ir lS should consider formally documenting a process for, bnd requirements of, perfonning
a periodic review of security measures for PGW vendors, which should include the
frequency of performing said process and the job titles of individuals responsible for
following said policy and procedure. We recommend that the aforementioned policy and
procedure include a segment that illustrates hodwhenA,vhy a SAS70 Repqrt should be
obtained fr-om a vendor

Management Response: The department is documenting and publishing Secqrity
Management related policies and procedures using Policy Center, including periodic vendor
reviews. 

r

13. Service Gontinuity Management for Information Services 
I

Assessment Result = ADEQUATE

Strengths
r lS has adopted a robust and quality set of Disaster Recovery, Business Continuity

Planning, and Business lmpact Analysis procedures, most of which are documented
r ' lS maintains solid off-site storage procedures for critical data, which is an integral

part of compliance with this lTlL standard
r Intemal Audit noted the strength of the lS Staff in this area 

,

Opportunities for lmprovement
. All Service Continuity Management-related policies and procedures should be

documented
. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the afordmentioned
policies and procedures



. lS should consider focused training of the policies and procedures within the SeMce
Continuity Management lTlL domain to the PGW lS Staff that is charged with supporting
the aforementioned lTlL standard

. lS should document the process that was undertaken to assign the different risk levels
(e.9. Tiers) to the lS infrastructure components

Management Response: The department will formalize, document and socialize all Service
Continuity Management-related policies, processes and procedures

14. Service Desk Management

Assessment Result = ADEQUATE

Strengths
r lntemal Audit noted that the majority PGW employees interviewed feel as though the

Service Desk is a good investment
o IntemalAudit noted that the majority of PGW personnel interviewed recognize the

Service Desk as the known contact point for any lS-related problems.
o Intemal Audit noted that the lS Service Desk staff is required to receive certification

to prove that they have been trained adequately to perform on the Help Desk
o lntemal Audit noted that lS considers the Service Desk to be a highly demanding

role; proof of which is the certification process.
o Information SeMces documents calls from the Service Desk through the Remedy

software application and utilizes a user satisfaction survey after the closure of a
SeMce Desk Ticket, which is automatically sent to the lnitiator after a Service Desk
ticket is closed.

. lS has easily accessible reports that reflect the work of the Service Desk, and the
Service Desk provides customer satisfaction and trending reports to PGW
management on both a daily and monthly basis.

Opportunities for lmprovement
r All Service Desk Management-related policies and procedures should be documented
. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned
policies and procedures

. lS should consider focused training of the policies and procedures within the Service
Desk Management lTlL domain to the PGW lS Staff that is charged with supporting the
aforementioned lTlL standard

. IntemalAudit recommends that lS considers implementing proactive triggers based on
open call time which automatically sends an email to the person who reports an issue to
the Service Desk reminding them that their call has been open for X amount of time

. lS should conduct a review of the Service Desk Management lTlL standard processes
on an annual basis, at the minimum, in order to see if any modifications/improvements
need to be made to the underlying processes

Management Response: The department will formalize, document and socialize all Service
Desk Management-related policies, processes and procedures; including an annual review of
standard processes.

15. Service Level Management

Assessment Result = ADEQUATE



Strengths
. lntemal Audit noted that all agreements with lS extemat providers are documented

and reflected within Service LevelAgreements (SLA's) and that all SLA's have been
accepted, approved, and signed by customers/business representatives.

r Intemal Audit noted that lS has a SeMce Catalog that lists the serviceg offered by lS
and that PGW utilizes Business Transformation Consultiant (BTC's) who facilitate
communication between the business and the lnformation SeMces Departrnent.

. Intemal Audit noted that the BTC's document business requirements and provide
them to lS in order to ensure that needs are being met 

l

Opportunities for lmprovement 
;. All SeMce Level Management-related policies and pr:ocedures should be Qocumented. lS should communicate the details of the policies and/or procedures and the location of

the approved documents to all PGW staff required to comply with the aforementioned

. fs|.:?::,:11ffi:r'tre;ed trainins orthe pblicies and procedures within the service
Level Management lTlL domain to the PGW lS Staff that is charged with sqpporting the
aforernentioned lTl L standard

. lS slpuld consider developing an annual process to review the activities associated with
the SeMce Level Management process in order to ensure that the most efficient and
cost-effective approach is taken to support said processes i

. lS should consider maintaining a central storage location for both intemal dnd extemal
Sl3's, which should be documented within the associated policies and procedures for
this lTlL domain

t

Management Response: lS will implement these recommendations. 
,

16. Service Strategy and Design

Assessment Result = ADEQUATE

l

Strengths
r tntemalAudit noted that lS has designed a seMce catalog and has plans to release

it in the nearfuture i

Opportu nities for lmprovement
. All SeMce Strategy and Design-related policies and procedures should beldocumented
. lS should communicate the details of the policies and/or procedures and the location of

. the approved documents to all PGW staff required to comply with fre aforejmentioned
policies and procedures 

,o lS should consider focused training of the policies and procedures within the Service
Strategy and Design lTlL domain to the PGW lS Staff that is charged with bupporting the
aforementioned lTlL standard ,

. lS should consider including information pertaining to both "chartered' and 'operational'
services within their service catalog in order to provide a complete picture of the service
life cycle within said documentation

. lS should mandate the performance and documentation of an annual review of the lS
processes for Service Strategy and Design in order to see if any modifications and/or
improvements may be made

. Management Response: lS will assess the feasibility of including chartered services
in our service catalog. Service Strategy and Design-related policies and procedures will
be formalized, documented and socialized.
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KPMG U"P
1601 Ms*et Streer
Philadelphis, PA 1 9l0324Stt

Independent Auditors' Report

The Controller of the City of Philadelphia and
Chairman and Members of ttre
Philadelphia Facilities Management Corporation

Philadelphia, Pennsylvania:

We have audited the accompanytng 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 expelses, cash flows, and changes in fund equity, as of and for the years then ended. These
financial staternents are the responsibility of the Company's managenxent. Our responsibility is to express

an opinion on these financial staternents 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 staternents are free of material misstatement. An audit includes consideration of
intemal 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
managemento 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 and2007, and the changes in its
financial position and its cash flows for the years then ended, in conformity with U.S. generally acce,pted

accounting principles.

The required supplonentary information of managernent's discussion and analysis on pages 3 to 12 and ttre

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 staternents but is supplementary information required by U.S. generally accepted accounting
principles. This supplerrentary inforrration is the responsibility of the Company's managernent. We have

applied certain limited procedures, which consisted principally of inquiries of management regarding the

methods of measurement and presentation of the required supplementary infonnation. However, we did not
audit such inforrration 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 supplernentary information included on pages 55 to 58 is presanted for purposes of additional
analysis and is not a required part ofthe basic financial statements. Such inforrration has been subjected to
the auditing procedures applied in the audits of the basic financial staternents and, in our opiniono is fairly
stated in all material respects in relation to the basic financial state,ments taken as a whole.

XAUG [q e U.S.l;ni!6tt fidNit't FoareBh$. E 0le U.S.
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As discussed in note 1(n), the Company adopted the provisions of Governmental Accounting Standards
Board Statement (GASB) No. 45, Accounting and Financial Reporting by Employers for Posternploynent
Benefits Other Than Pensions, and GASB Staternsnt No. 50, Pension Disclosures, bs of September 1,

2006.
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PHILADELPHIA GAS WORKS
(A Componort Unit of the City of Philade$hia)

Required Supplementary Inforrnation (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2007

The narrative ovenriew and analysis of the financial staternents of Philadelphia Gas Works (the Company or
PGW) for the years ended August 31, 2008 and 2007 have been prepared by PGW's management. The
infonnation presented here is unaudited and should be read in conjunction with additional inforrration contained
in PGW's financial statements.

Financial Highlights

o The fiscal year (FY) 2008 reflected a 16.9% warmer than normal winter. The FY 2008 period was 0.7o/o

wanner than the prior year and firm gas sales desreased by 2.4 Billion cubic feet (Bcf). In addition, the
Weather Normalization Adjustment (W'NA), which was in effect from October 2007 througb 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% warmer than nonnal winter. The FY 2007
period was l.2Yo warmer than the prior year; however, finn 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 ternperatures experienced during the period.

. PGW achieved a collection rate of 95.5%o in the current period, 95.8% in FY 2007 and96.6% in FY 2006.
The collection rate of 95.5% 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.

. The Company adopted the provisions of Governmental Accounting Standards Board (GASB) Staternent
No. 45 (GASB 45), Accounting and Financial Reporting by Employers for Posternployment Benefits Other
Than Pensionso as of Septanber l, 2006 and had a zero net Other Posterrployment Benefig (OPEB)
obligation at fansition. 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 statfiients will be consolidated into ttre 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.

. 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 implernent 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 pulposes and the

Company's FY 2008 financial staternents will be consolidated into the City's financial statem€nts for the

fiscal year ended June 30, 2009. This statement establishes a framework for the recognition and

measurement of pollution rernediation liabilities. A pollution rerrediation obligation addresses the current
or potential detrimental effects of existing pollution by participation in pollution remediation activities.

(Continued)



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

Required Supplementary Information (Unaudited)

Managernent's Discussion and Analysis

August 31,2008 and2007

Prior to the implementation of GASB 49, tbe Company recognized liabilities relatpd to its voluntary
participation in remediation activities under Pennsylvania Act2, Land Recycling hnd Environmental
Remediation Standards Act of 1995, whrch 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 leala 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. 

r

The Company revised is methodology for estimating its pollution re'mediation obligati<ins 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 defened credits at August 3l, 2008. GASB 49 requires pollution reinediation 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 implementatiod in the current year,
because the increase in the liability related to the implementation of GASB 49 is not matrerial.

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

i

introduction and overview of PGW's basic financial

PGW'b overall financial
I

Overvlew of the Financial Statements

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

Financial statements provide both long-term and short-term information about
condition, results of operations, and cash flows.

improving or deteriorating.

The statement of cash /ows provides relevant inforrration about the cash
enterprise during a period and the imFact on PGW's financial position.

The notes to fi.nancial staternents provide additional information that is essential to a full 'rirdsrstanding of the
data presented in PGW's financial statsments. The notes can be fsund immsdiately following the basic financial
statements.

The financial statemsnts report information about PGW as a whole using accounting methods similar to those
usedby private sectorbusiness. The four staternents presented are: 

,

The statement of revenues and expenses preseNrts revsnue 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 gwing rise to the
change ocsurs, regardless ofwhen cash is received or paid.

The balance sheet includes all of PGW's assets and liabilities, with the difference betqreen the two reported as

equity. Over time, increases or decreases in fund qquity are indicators of whether PGW's frnancial position is

receipts and cash payments of an

(Continued)



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

Required Supplenoortary Inforrration (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2007

The statement of changes in fund equity proides 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 ofdollars)

Years ended August 3l

Total gas revenues
Other revenues

Total operating revenues

Total operating expenses

Operating income

lnterest and other income
Total interest expense

$ 831,428
18,199

849,627

794,246

55,381

15,732
(68,006)

840,105
19,246

859,351

819,748

39,603

13,073
(68,780)

929,961
24,007

953,968

880,040

73,928

8,518
(65,687)

Excess (deficiency) of
revenues over (under)
exp€nses 3,107 (16,104) 16,759

Operating Revenaes

Operating revenues in FY 2008 were $849.6 million, a decrease of $9.8 million or l.lYo 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 (CCR). 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 3.9Yo

from FY2007 sales volumes of 63.8 Bcf. In FY2007 total sales volumes increased by 4.4 Bcf to 63.8 Bcf or
7.4%o from FY2006 sales volumes of 59.4 Bcf. Firm gas sales of 45.5 Bcf were 2.4Bcf or 5.0% lower than

FY2007 firm gas sales of 47.9Bcf were 1.7 Bcf or 3.1%hrgher 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
salesinFY2003increasedby5.gBcfto l9.0Bcf fromthe 13.l Bcf levelexperiencedinFY200T.InFY200T,
the volume increased by 2.4 Bcf to l3.l Bcf from the 10.7 Bcf level experie,nced 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 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. lndustrial 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)



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

Required Supplementary lnformation (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2007

Residential customers decreased to 479,000 customers, a decrease of 1,000 from the prior ypar. 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 glintenance expenses, including fuel costs, in FY 2008 were $794.2milton, a decrease of
$25.Smillion or 3.lYo from FY2007. Total expgnses 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 pnces from FY 2006.

Cost of Fuel - The cost of natural gas utilized decreased by $27.gmillion or S.lYoto $512.0 million in FY 2008
cornpard with $539.3 million in FY 2007. The average commodiry price per Thousand cubic feet (Mcf)
increased by $0.2S or $13.5mi1lion, while the volume of gas utilized decreased by;4.6 Bcf" 7.90/o 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 ufilized decreased by $85.8 million or 13.7%io to $539.3 million in FY 2007 compared
with $625.1 million in FY 2006. 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,5.4%o or $30.6 million, in FY 2007 despite
a t.ZYo decrease in degree days from FY 2006. In addition, pipeline sup,plier refunds in FYr2007 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 PGWrs rate
schedules. Over-recoveries or under-recoveries of purchased gas costs are subEacted froh or added to gas

revenues and are included in current assets or curent liabilities, thereby eliminating the effect that recovgry of
gas costs would othe,l:wise have on net income.

The average natural gas commodity prices for utilized gas for FY2008, FY2OA7, and FY2006 were 58.48,
$8.23, and $10.25 per Mcf, respectively. I

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. I million as a result of an increase in the value of gas used from
the'time customers reguest shutoffto the occupancy of the premise by a subsequent customer. This cost was
partiatly reduced by lower operating expenses due to warmer weather conditions. In addition, the co'st for
customer services, collection and account management, marketing, and the administrative area increasgd by
$4.9million or 5.7%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 $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 pn the most recent
actuarial valuation ofthe pension plan.

(Continueo



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

Required Supplernentary Information (Unaudited)

Managerrent's Discussion and Analysis

August3l,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 7.5Yo lower than FY 2007, which totaled $40.0 million, a decrease of
$0.Imillion or 0.3%o compared to FY2006 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 atternpt to reduce outstanding delinquent account balances
and to provide assistance to those customers who qualifr for low-income grants and payment programs to help
those customers maintain their gas service.

Depreciation Expense - Depreciation expense increased by $3.1million in FY2008 compared with FY2007.
Depreciation expense increased by $t.Zmillion in FY2007 compared with FY2006. The effective composite
depreciation rates for FY 2008, FY 2007 and FY 2006 were 2.4%,2.3yo and2.3Yo, respectively. Cost of rernoval
is charged to expense as incurred.

Interest and Other Income - Interest and other income was $2.7million greater than FY 2007 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 of increased earnings rates on higher resticted fund balances.

Interest Expense - Total interest expense decreased by $0.8 million or l.lo/o in FY 2008 compared with FY 2007

and increased by $3.1 million or 4.7%o in FY2007 compared with FY2006. lnterest on long-term debt was

$3.9 million higher than the FY 2007 level as a result of the ftll year effect of the FY 2007 issuance of revenue

bonds in May 2007. Other interest costs decreased by $4.8 million or 28.0oh in FY 2008 principally due to the

reduction in the bonowing cost of the commercial paper progxam. Other interest costs increased by $2.2 million
or 14.6%o in FY 2007 and increased by $4.0 million or 36.4%o in FY 2006 reflecting additional costs associated

with PGW's commercial paper program and the amortization of the loss on reacquired debt.

(Continued)



PIilI.ADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Required Sup'ple,mentary lnformation (Unaudited)

Manage,nent's Discussion and Analysis

August 31,2008 afi2007

Excess (DeJiciency) of Revenues Over (Under) Expenses - In FY 2008, the Company's exc€ss of revenues over
expenses was $28.9 million prior to recording the gxpense of $25.8 million related to OPEB. As a resulg the
Company ended with an excess of revgnues over expenses of $3.1 million. The Companf had an excess of
revenues over expenses of $10.3 million in FY 2007 prior to recording the expense of $26.1t million related to
OPEB and $16.8 millioninFY2006.

Condensed Balance Sheets

(Thousands ofdollars)

Aueust 31

utility plant, net 
Assets

Restricted investment fimds

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 deferred 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 credis

Total fund equity and
liabilities

99,304 88,618

242,503 205,083

34r,807

r05,975

r,729,665

293,701

r03,727

L,062,095
219,788

226408
1,127,163

90,000
76,030

t26,235

292,265

83,829

$ _rJ29,665_

8

I,M0,373
277,139

1,7t4,940

223,301
L,20r,792

51,600
86,995

103,276

24L,87r

47,976

_rJr49n_

I,007,&8
135,625

74,360

181,394

255,754

106,983

1,506,010

239,405
l,o76,l3L

55,000
39,591

73,854

168,M5

22,029

1,506,010

(Continued)



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

Required Supplanentary Information (Unaudited)

Managanent's Discussion and Analysis

August3l,2008 and2007

Assets

Utility Plant - Utility plant, net of depreciation, totaled $1,062.1 million in FY 2008, an increase of $21.7 million
or2.lYo compared with the FY 2007 balance of $l,040.4million. The FY 2007 balance of $l,040.4million,
increased by $32.8 million or 3.3Yo 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 $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
Improvernent 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 Inveshnent Funds - Restricted investnent funds decreased by $57.4 million in FY 2008 primarily due
to the drawdown from its Capital Improvernent 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 $0.1million was
utilized to offset the debt senrice 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 19.2%o in
FY 2007 compared to FY 2006. The accumulated provision for uncollectible accounts, totaling $l4O.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 Defened Debi*, Cash and Cash Equivalents, Gas Inventories, Materials, and
Supplies - In FY 2008 cash and cash equivalorts 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 29.9%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.IrFY 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 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 $l06.0mi1lion, 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 defened environmental costs.

(Continued)



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

Required Supplementary lnformation (Unaudited)

Management's Discussion and Analysis

August 3 1, 2008 and200'7

Liabilities

Long-Term Debt - Long-term debt, including the current portion and una:nortized discount and pre,nium, totaled
$1203.2 million in FY 2008, $85.6 million less than the previous year as a result of the Company payrng offthe
City Loan and normal debt principal payments. This represents 84.2% of total capitaliTation in FY 2008.
Long-term debt, including the current portion and una^mortized discount, pre,mium, and note payable - Cit]i Loan
totaled $1288.8million in FY 2007, $173.1million greater than the previous year as a,result of priqcipal
pa).ments 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 \\e total long-term debt for FY 2006 totaled
$1'1l5.7million,whichrepresented82.3%oftotalcapitalization.

Debt Service Coverage Ratio and Ratings -PGW has a mandatory debt senrice coverage ratio of 1.50 times debt
service on the 1975 Ordinance Bonds and the 1998 Ordinance Bondso respectively. In FY 2008, the debt service
coverage was at 4.28 times debt senrice on the outstanding 1975 Ordinance Bonds and 1.88 times debt sel:rice 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 "Baa2n? from
Moody's Investors Service (Moody's), *BBB-" from Standard and Poorns Ratings Service (S&P), and "BBB"'
from Fitch Ratings.

Short-Tqrn Debt - Due to the highly seasonal nature of PGW's business, short-term debtlis utilized to meet
working capital requirements. PGW, pursuant to the provisions of the Ciry of Philadelphia Npte Ordinance, may
sell short-term notes in a principal amount, which together with interest, may not exqeed $200.0 million
outstanding at any one time as compared to $150.0 million in FY 2006. The letter of creditl sup'porting PGW's
commercial pap€r program fixed the maximum level of outstanding notes plus interest at $150.0 million in
FY 2008 and FY 2007, respectively. These notes rare intended to provide additional working capial a4d are

supported by an irrevocable letter of credit and a security interest in PGW's revsnues. The notes outstanding at

August3l,2008 had a weighted average interest rate of 1.63% and a remaining weigbted average time to
mattrity of 61days. The principal amounts outstanding at August3l,2008 and 2007 werg $90.0milliqn and

$51.6 million, respectively. In addition, the City provided PGW with a $45.0 million, 0.0% inter€st loan in FY
2001.'In FY 2007, PGW paid $2.Omillion of the loan leaving an outstanding balance o-f M3.0million. In
FY2008; PGW paid $20.5nil1ion and $22.5million in Decernb,er}}}7 and August2008, respectivgly to
completely repay the remaining balance of the loan.

Liquidity/Cash FIow - At Dece,mber 18, 2008, $2.0 million was available from the Commercial Paper Program.

Additionally, PGW had $111.7 million available in its Capital lmprove'ment Fund to be utiliZed for constntction
expenditrues. 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 Decepberl8,2008 was

$65.5 million

Accounts Payable - In FY 2008 accounts payable increased $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 .8o/o

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.

t0 (Continued)



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

Required Supplonentary Information (Unaudited)

Managemant's Discussion and Analysis

August 31, 2008 and,2007

Other Liabilities and Deferred Credi* - In FY 2008 other liabilities and defened 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 injuies and damages
resetve and an increase in the environmental remediation liabiliw. 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 ttre liabilities and ARC to demonstrate the effect of
funding the Plan. This rate is based on the invesbnent retum 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 ye,!r 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 Decembet22,2006, 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
$60.0million or 5.2Yo and simultaneously requested an $85.0million or7.4%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 5.2Yo 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 1,2009.

ll (Continued)



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

Required Supplementary lnformation (Unaudited)

Management's Discussion and Analysis

August 31,2008 and2007

The Company had $90.0 million of commercial paper that was outstanding at August 31, 2008. Subseguent to
year-en4 all outstanding comnercial paper mature4 and additional commercial paper was issued- As of
December 18, 2008, $148.0 million of commercial papo was outstanding which matnres on February 12,

February 13 and March t2,2009.

As of December 18, 2008, $271.4 million 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 Agrge'ment continuen on
a weekly basis, to remarket the bonds in accordance with the bond authorization. The Stan{by Bond Purchase

Agreement expires on January 26,2N9. If the Standby Bond Purchase Agreement is nqt 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 yean': 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 amorti2ation
schedule and an additional $29.3 million for a totral of $31.2 million.

The fair value of the interest rate swap as of December 18, 2008 was negative $72.6 million. This mearu that the
Company would have to pay this amount to terminate the swap. Per the swap agreement, the refunding or
defeasdnce 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 conditionsiare 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 .*ap palmiotJare insured by Financial Security Assuqance Inc. @SA) as

long as FSA is rated at or above A2 or A (Moody's/S&P) the termination we'nt based on,the City's rating is
stayed. Neither the Company's credit rating nor FSA's credit rating has declined below the lwels required in the
agreement as of December 18, 2008. 

i

Contacting the Company's Financial Management

This financial report is designed to provide the citize,ns of Philadelphiao 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, Philadetphia, PA,19122 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

August 31,2008 and2007

(Thousands ofdollars)

Assets 2008 2007

Utility plant, at original cost:
In service
Under construction

Total

Less accumulated depreciation

Utility plant, net

Restricted investment funds:
Sinking fundo revenue bonds
Capital improvement fu nd
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 for2008 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 statsments.

1,695,593
46,969

1,732,562

670,467

1,062,095

106,198
ltl,207

2,393

,ttJtr

49,338

99344
187,539

5,626

34t,807

38,738
47,902
19,335

$ 1,729,665

1,633,300
48,013

I ,69 1,3 l3

640,940

1,M0,373

102,438
172,134

@3
1,924

51,698

88,618
147,770

5,615

293,701

42,086
53,359
8,282

1,714,940

r39
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PHILADELPHIA GAS WORKS
(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 defened credits
Accrued accounts:

Interest, ta:res, and wages
Distribution to the City

Total current liabilities

Other liabilities and deferred credis

Total fund equity and liabilities

See accompanying notes to financial statements.

2008 2007

$ (4,466)
108,581
122,293

226,408

(5,690)
105,005
123,986

223,301

127,163 r,201,792

t27.t63

t,729,665

1,201,792

51,600
43,995
43,000
60,615
9,M9

15,524

15,088
3,000

241,871

47,976

l,7l4,g4o

90,000
76,030

67,508
7,325

32,581
l

15,821 
;

3,000 :

292,265 
|

83,829

t4



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

Staternents of Revenues and Expenses

Years ended August 31, 2008 and 2007

(Thousands of dollan)

2008 2007

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
Adminisfative and general
Pensions
Other postemployment benefi ts
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

lnterest expense:
Long-term debt
Other
Allowance for firnds used during construction

Total interest expense

Excess (deficiency) ofrevenues over (under) expenses

See accompanying notes to financial statements.

$ 78,687
19,215

733,526

831,428

8,607
9,592

849,627

840,105

9,398
9,848

859,351

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

56,819
15,217
26,421
6,730

783,368

90,798
12,949

736,358

39,708
3,328

36,380

819,748

39,603

13,073

52,676

52,146
17,042

(408)

68,780

511,976
14,436
37,126
17,319
15,47
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

71,113

56,075
12,269

(338)

68,006

l5

$ 3,107 (16,1M)



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

Statements of Cash Flows

Yean ended August 3 l, 2008 and 2007

(Thousands of dollan)

200E

Cash flows from operating activities:
Recerpts from customen
Payments to zuppliers
Payments to ernployees
Claims paid
Otherreceipts

Net cash provided by operating activities

Cash flows from noncapital financing activities:
lnterest
Interest payments on notes payable
Net rspayments of trotes payable
Loan from City of Philadelphia
Resricte4 City Loan deposit
Distribution to the City of Philadelphia
Grant back of disnibution from the City of Philadelphia

Net cash used in noncapital financing activities

Cash flows from capital and related financing activities:
Proceeds fiom long-term debt issued
Redonption of long+errn debt
Long-term debt issuance cosb
Long-term debt premium, discounl and iszuance losses
Pr.nchases of capital assets
Principal paid on long+erm debt
Interest paid on long-term debt
Capital improvanent fund deposis
Drawdowns on capital improvement fund
Intsrest incomeon capiAl improvernent fund
Interest income on sinking fund
Sinking fund (deposits)
Other invesfinent 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
Adjustnents to reconcile opsating income to net cash provided by

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

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

Net cash provided by operating activities

See accompanying notes to financial statements.

$ 834,000
(659,969)
(105,596) 

l

(2,691)'t
24,500 l

90,2M )

i

3,548 
i

(4,099) 
i

38'zm0 l

(43,000),
643,,

(18,000)
1E,000 

i

(4,508)

i

-i I

_l
(6t244)'
(41,830):
(54,076)i

863,658
(63tA7s)
(106,qr8)

(2,958)
28,900

152,007

4,766
(8,09E)
(3,400)
(2,000)

(643)
(1E,000)

18,000

(9,37s)

24s350
(4s350)

(5,652)
(4,133)

(69,105)
(38,045)
(216,913)

(193,!70)
60,672
4497
1,996

(8,086)
408

--
60,926
8,089
3,460 

)

(3,759)l
338 l

-T

(88,09O,

(2,360)

51,698 |

$ __19,33E i-

I

$ 55,381

39,812,

(l1,215)
(39,769),

6,892,
50,879

(l 1,736):

$ 90,24

(97,631)

45,001

6,697

51.698

39,603

36,732

3,387
1,668
3,133

31,366
36,1 lE

152,007

l6



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

Statements of Changes in Fund Equity

Years ended August 31,2008 and2007

(Thousands of dollars)

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 staternents.

2008 2007

$ 223,301 239405
3la7 (16,104)

(18,000) (18,000)
18,000 18,000

$ 226,408 223,301

l7



PEILADELPHIA 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 Philadelphia Gas Works (the Company) ar",io .ooformity with
U.S. generally accepted accounting principles (U.S. GAAP) and are in accordance with City of
Philadelphia (the City) r€,porting requirements. 

i

As described in note 2, the Company, is a component unit of the City, and coirsequently follows
accounting principles pronulgated by the Governmental Accounting Standards Board (GASB) as they
apply to proprietary fund-type activities. In accordance with GASB Statement No.20, Accounting and
Financial Reportingfor Proprtetury Funds and Other Govemmental Entities That UsQ Proprietary Fund
Accounting, the Company does not apply accounting standards promulgated by the Fiirancial Accounting
Standaxds Board (FASB) issued after Nove,nxber 30, 1989. FASB Statement No.71, Accounting fur the
Efects of Certain Types of Regulation, is applicable to the Company. Under FASB Statement No.7l,
certain assets or liabilities may be created by actions of regulatory bodic.

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

(a) Regulation 
r

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 Opoating Budget and reviewed the Company's Capial 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 Natr:rpl Gas Choice and
Competition Act (the Act), the Company came under the regulatory jurisdiction gf the Pennsylvania
Fublic Utility Commission (PUC). Under the PUC's jurisdiction, the Company f,led a restruchring
plan on July 1, 2002, which among other things, provided for an unbundled tariff permitting
customer choice of the commsdity supplier by Septe'mber l, 2003. Under the Act, the PUC is
required to follow the 'osame ratemaking methodology and requirements" that were previously
applicable to the PGC whe,lr determining the Company's revenue requirernents 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 Taritr
Rules and Regulations are designed to comport with ttre Pennsylvania Public Utility Code.

(h) Operating Budget

On May 29, 2008, the Company filed its fiscal year (FYl 2009 Operating Budget. The PGC
conducted informal discovery concerning this budget in July and August 2008 and public hearings in
Septerrber2008. The PGC authorized interim spending authority of $88,140,000 for the period
September 1, 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 23,2008
meeting. Briefs were filed on October 15, 2008, 6 ftss6mmended Decision was received on
October 27 ,2008 and a final budget approval was granted by the Commission on December 2,2008.

l8 (Continued)



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

Notes to Financial Statements

August 31,2008 and2007

On July 13,2007, the Company filed is 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 Budga

On April 21,2008, the Philadelphia Facilities Manage,ment 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 sigrred 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 sigrred by the Mayor on July 2,2008.

On Septernber 27,2007 the Company filed with the PGC a proposal to amend the approved FY 2008

Capitat Budget for two new lines items totaling $1,433,000. These line iterns were Supplernental

Funding - Consolidate Fire Protection System - Richmond Plant for $1,171,000 and Disaster

Recovery for Richmond and Passyunk Plants for $262,000. On October 23,2A07 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 ttre Mayor signing the budget ordinance on March 12,

2008.

On Januaryz,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) Replacernent and Implementation of Billing Collection Customer Seryice (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 ttre 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 State'ments

August 31,2008 and2007

Base Raes

In November 2008, the Company filed for an extaordinary or emergency b.ase rate increase of
approximately $60,000,000 or 5.2%o and simultaneously requested an $85,000,0il0 or 7.4%o decrease
in the GCR for a net 2.2o/o overall rate decrease of approximately $25,000,000. The basi rate
increase will serve several purposes. First, the increase will cover the additional F"ancing costs that
the Company anticipates it will incur in the next few moiiths. Second, the increase will improve the
Company's financial position sb as to enhance is ability to access the financial mhrkets andmaintain
is bond rating. Thirq the increase will provide additional liquidity 616 financiil 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 M7,000,000, or 4.2Yo. These rates are effective as of January 1,2009. i

On December 22,2006, the Company filed for a $100,000,000 base rate increase wittr 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 require'ments 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 Nove'mber2007. 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 Apil L2,2002.

We at h er N o rm aI izatio n A dj usnnent C I au s e

The Weather Normalization Adjushent Clause (W'NA) was approved by IPUC Order dated
August 8,2002. The purpose of the WNA is to neutralize the impact of weathq 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 s, $illing 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 IVNA will continue
in place nnless the PUC issues an order directing that it be discontinued. Thp Company cannot
ptedict when the PUC will complete its review of the WNA, and the review was hot completed as of
August 3 I , 2008. The adjustuents for the years ended August 3 I , 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 oper'ating 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 narural gas costs and the cost of other raw [raterials. 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 tle costs
incurred for fuel and theirpass through to customers.

(e)

6)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statsments

August 31,2008 and2007

At the end of the fiscal yearn 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 defened approximately $15,494,000 for GCRunder-recovery.

GCR effective dates and rates

Effective date
GCR rate
per Mcf* Change

September 1,2008
June 1,2008
March l,2008
Decernber 1,2007
September 1,2007
June 1,2007
March 1,2007
December 1,2006
Septunber 1,2006
Prior
* Mcf - Thousand cubic feet

@ Utility Plant

$ 12.6s27
13.0236
10.7226
r0.s779
l0.l 108
r0.7251
10.4338
10.9119
I1.2558
t2.5632

(0.370e)
2.30r0
0.1447
0.4671

(0.6143)
0.2913

(0.478r)
(0.343e)
(t.3Y

Utilify plant is stated at original cost. The cost of additions, replacernents, and betterments of units of
property are capitalized and included in the utility plant accounts. The cost ofproperty 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 $2,847,000 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 straight-line method. The composite rate for FY
2008 and FY 2007 wus 2.4Yo and 2.3Yo, respectively. The composite rates are supported by a
depreciation study of utility plant as of August 31,2004. 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 1.62% - 9.97%

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

2l (Continued)



PIilI'4pglPIIIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial State,me,nts

August31,2008 and200V

Allowance for fimds used during constnrction (AFUDC) is an estimate of the cost of funds used for
constuction purposes. The AFUDC, as calculated on bonowed funds, reduces interest expense. The
AFIJDC rate applied to constuction work in progress was 4.96%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):

August 31, 2008

balance ahd tninsfen .qnd transfcn balance 
:

Land $ 5,267 328 -I 5,595
Disribution and collection

systems 1,221,067 52,803 (2,474) 1,27L,396
Buildings and equipment 406,966 9,792 (8,159 408,602

Total utilityplant,
at historical cost 1,633,300 62,923 (10,630) 1,685,593

Under constnrction 48,013 61,879 (62,923) 46,969
Less accumulated

depreciation for:
Dstribution and

collection systems (556,620) (28,609)* 2,76!8 (582,461)
Buildings and equipment (84,320) (11,412)* 7,72,6 (88,006) ,

Utility plang net $ 1,040,3?3 U,781 (63,9:9) _1,062,W5_

* 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.

22 (Continued)



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

Notes to Financial Statsments

August3l,2008 and2007

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

1,161,705
388,697

1,555,669

balance and transferr and transfers balance

5,267 5,267

(2,175) 1,221,067
(7,231) 406,966

(9,406) 1,633,300

(87,164) 48,013

87,037

65,122 70,055

(532,763) (26,261)* 2,404 (556,620)

(80,380) (10,905)* 6,965 (84,320)

6t,537
25,500

(h)

Utility plant, net $_1,007,61!_ _119,926- _(8'20D_ _rW373_

* 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.

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 tansportation service. Appliance and other

revenues primarily consist of revenue from the Companyos parts and labor repair program. Revenue

from this progmm is recoguized 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 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 that has been used by customers but 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 (anaudited)

The Company's service territory encompasses the City. Of the Company's approximately 505,000

customers at August3l, 2008, nearly 95.A% were residential. Of the Company's approximately
506,000 customers at August 31,2007, nearly 94.3% were residential.

(i)
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The Comp4qy offers a discounted payment plan for current receivables with a possible forgive'ness
of arrearages in three years. The total number of customers with discounted payment plans as of
August 3 1, 2008 and 2007 was approxim ately 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 August 31, 2008 and 2007 iwas approximately
40,000 and 44,000, respectively.

Provision for ancollectible 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 is analysis of historical aging data- The actual results of the
Company's collection efforts could differ significantly from the Company's estiqate.

Due to the seasonal nature of the business, the Company carries credit balances in accounts
receivable pr.imarily 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, Mderials, and Supplies

Gas inventories, materials, and supplies, consisting primarily of fuel stock, gases stored to meet peak
de'qand pquirements, and spare parts, are stated at average cost at August31,12008 and 200?, as

follows (thousands of dollars):

2008 2007

(k)

Gas inventory
Material and supplies

Total

r79,751 I 138,388

1 9,382

| 147,770

7"788

r87,539

(t) Bond Issuance Cosh, Debt Discount, and Premiun

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

.tosses on Reacqaired 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.

(n)
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Pensions and Postemployment Benefits

The Company sponsors a public employee retirement system (PERS), a single-unployer
defined-benefit plan, to provide pension benefits for all of its employees. The pension plan
(the Pension Plan) is noncontributory, covering all onployees and providing for retirernent payments
for vested employees at age 65 or earlier under various options, which includes a disability pension
provision, a preretirement spouse or domestic parbrer'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
Financen 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
posternploynent 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 ernployees and their dependents for FY 2008 and FY 2007,

respectively, by charging the annual insurance prerniums to expense.

GASB Statement No.45 (GASB 45), Accounting and Financial Reporting by Employers for
Postemployment BenertE 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 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 l l, the difference
between the FY 2008 annual OPEB expense of $44,1 14,000 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 expensed in FY 2008.

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

of September 1,2006.

Cash Equivalena

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

Resentefor Injurtes 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 regulationso for settlernents to be
paid by the Company in the next fiscal year.

(o)

(p)
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Notes to Financial Statemens

August 3 l, 2008 and 20,07

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 b5 recovered througb
future rates. Charges against the reser:re are made as claims are settled.

Segpnmt Information

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

Estimates

In preparing the financial statements in conformity with U.S. GAAP, management uses es 'mates.

The Company has disclosed in the financial staternents all estimatqs 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 Statemsnt No.49 (GASB 49), Accounting and Financial Reporting for Pollution
Rernediation Obligations, is effective for the Company's fiscal year beginning Septe,mber l, 2008,
however, the Company has chosen to implernent the provisions of GASB 49 a year earlier than
required by GASB because the ComFany 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
statsments for the fiscal year e'nded June 30, 2009. This statement establishes a framework for the
recognition and measurement of pollution re'rrediation liabilities. A pollution reniediation obligation
addresses the current or potential detrimental effects of existing pollution by participation in
pollution remediation activities.

Prior to ftg 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 'oland recycling program, and
related to its mandatory participation in activities under Pe'nnsylvania Act32, Storage Tank and Spill
Prarcntion Act of 1989 (Act 32), which established a comprehensive progmm to prevent leaks and

spills from underground and above grou4d tanks in accordance with existing U.S. GAAP related to
the accrual of liabilities.

Under Act1, the Notice of lntent to Rsmediate (NIR) process was conducted by the Company in
October of 20M 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 Mar, ch of
2005 (after the public meetings wsre conducted), the Company submitted a series of five Remedial
lnvestigation Reports (RIRS) to the Act 2 for review. In July 2005, the Act 2 program approved all
five RIRs submitted in March 2005.

ln accordance with GASB 49, the Company revised is methodology for estimating its pollution
remediation obligations to the effective cash flow metho4 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 detennined 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.

ln accordance with U.S. GAAP for regulated entities, the Company has also recognized the
long-tenn 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 througb rates.

(t) ReclassiJications

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

(2) Onnership 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 All Urban Consumers (CPI-U) A11 Iterns Index, Philadelphian Pennsylvania, United States Departrnent

of Labor, Bureau of Labor Statistics, as most recently published and available to the Directof 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
agreement 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 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 EqaivalenE

Cash and cash equivalents consist primarily of bank deposits, money market accounts, and
reprrrchase agree,ments. Bank balances of such deposits and accounts at Augusti3l, 2008 and2007
were $52,504,000 and $54,892,000, respectively. Book balances of such deposits and accounts at
August31, 2008 and 2007 were $49,338,000 and $51,698,000, respectively. lFederal depository
insurance on these balances at August 31, 2008 and 2007 was $158,000 and $222,000, respectively.
The remaining balances are not insured.

For the Company's cash equivalents, the Company's cash balances fluctuate sig4ificantly during the
year. Excess cash balances are usually invested in money market accoudts and rqrurchase
agreements. :

The higbest balance of money market accounts during the fiscal years ended August 31, 2008 and
2007 were $135200,000 and $157,200,000, respectively. Money market accounts with a carrying
amount (at fair value) of $5 I ,200,000 and $53,702,000 at August 3 I , 2008 and;2007 , respectively,
are included in the balances presented above.

The highest balance of repurchase agreements during the fiscal year ended Ageust3l,2008 was

$62,600,000. There were no repurchase agreements outstanding at August 31, 2008 aad20A7.

@ Restricted Investment Funds

The investuents in the Company's ginking Fund, Capital Improvem.enf Fund, Workers'
Compensation Escrow Fund, and City Loan Escrow Account consist primarily of a Guaranteed
lnvestment Contract (GIC), U.S. Treasury and government ag€ncy obligations, cqrporate obligations,
and money market accounts. These invesments are maintained by the City or in the Company's
name by its agent. The balance of the Capital Lnprovement 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 Improvement Fund to provide liquidity for the additions to utility plant.

Inveshents are recorded at fair value except for certain money market funds recorded at amortized
cost. The adjusbnent to market value for the Capital Improvement Fund resulted i" a loss of $71,500
at August 31, 2008. The adjusment to market value for the Capital Improvement Fund resulted in a
gain of $8,000 at August3l,2007. The adjustment to market value for the Sinkiirg Fund resulted in
gains of $242,000 and $214,000 at August 31, 2008 atd2007, respectively.

Pursuant to the Pennsylvania Departrrent of Labor and Industry Bureau of Workcrs' Compensation
Self-lnsurance poliry, the Company has to establish and maintain a restricted tiust account. As of
August 3 1, 2008 and 2007, the trust account balances were $2,383,000 and $1,924,000, respectively.
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The following is a schedule that details the Companyos investments in the Capital knprovement
Fund (thousands of dollars):

Invesfinent type

average
Fair maturity Credit Rating
value (years) rating agency

49t 1.6694 N/A

7,129 0.2794 Aaa/AAA Moody'VS&P

1,248 1.8506 Aar./AAA MoodY'dS&P

968 0.7083 Aa-/AA3 MoodY'siS&P
997 0.2917 AalAA3 MoodY'siS&P

985 0.2403 P1/A-1+ MoodY'VS&P

985 0.2403 Pl/A-l+ MoodY'VS&P

98 0.0280 FDIC Insured

99 0.1043 FDICInsured

U.S. govemment agencies
and instnrmenalities:

Federal Home Loan
Mortgage Corporation
mediumtermnotes $ 32.244 0.4608 AaalAAA Moody'VS&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 Aaa/A\rL{ Moody's/S&P

Total U.S. govemment
agencies and
instnrmentalities 50,517

Corporate obli gations:

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

Ameri can Express commercial
paper

Banco Santander PR San Juan
certificate ofdeposit

Bank ofFlorida certificate of
deposit
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Ausust3l,2008 i

Invesfuent type

Weighted
average

Fair maturity Credit Rating
value (yean) rating agency

Bridgewater Savings Bank
certificate ofdeposit $ 98 0.0208 FDIC Insured

Count5nvide Bank certificate
of deposit 99 0.0180 FDIC hsured

EurobankHato Rey
certificate of deposit 99 0.0205 FDIC Insured

First Suburban National Bank
certificate ofdeposit 98 0.1876 FDIC Insured

konstone Bank certificate of
deposit 98 0.1298 . FDIC tnsured

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

ofdeposit 97 0.1835 FDIC Insured

Total corporate
obligations 9,770

Total fair value of
investmenb 60,287

Cash and cash equivalents:
Citigroup Funding Inc.

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

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

Total cash and cash
equivalents 7,954

Money rnarket:
Morgan Sanley Prime Portfolio

Institutional Class Funds 2L,772 N/A N/A
Fint American Govemment

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

ClassZ 6,847 N/A NiA

Total moneymarket _458.-
Accrued interest

Total fair value of
inves[nents,
including
cash deposits $_l_!l_,207-

Portfolio weighted modified duration 0.5898

30 (Continued)



PHII ADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Staternents

August 31,2008 and2007

average
Fair maturity Credit Rating

Investment type value (years) rating agency

U.S. govemment agencies and
instnrmentalities:

Federal Home Loan Banks
discount note $ 2,369 0.19L7 Aaa/NU\ Moody's/S&P

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

Total U.S.
govemment
agencies and

instrumentalities 5.662

Corporate obli gations:

American Express commercial
paper 492 0.2861 Pl/Al Moody's/S&P

General Electric commercial
paper 1,004 0.2889 Pl/Al Moody'VS&P

HSBC Finance commercial
paper 1,003 0.2972 Pl/Al Moody's/S&P

JP Morgan Chase & Co

Global SrHolding Co note 992 0.4194 Aa2lAA- Moody's/S&P

Goldman Sachs Group global
note 994 0.3750 Aa3lAA- Moody's/S&P

Total corporate
obligations 4,485

Total fair value of
investrnents 10,147

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
investrnents,
including
cash deposits $

Portfolio weighted modifi ed
duration

22

172,134

0.3304
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The folloyl4g i! a schedule that details the Company's investrnents in the Sinking Fund (thousands

of dollars):

August 31, 2fi)E l

Invetment type

Weighted 
I

average 
l

Fair maturity Credtt I Rating
value (vears) rating agency

$ 48,129 12.5000 * I *

16,806 2.5158 AaIAAA Moody'JS&P

16.806

I

'10,176 2.0177 AaalAA4 MoodY'dS&P

i

5,152 2.146 AaalAAA Moody'VS&P

16,514 1.951I AaalAAA ModY'JS&P

31,842

2,688 0.5E61 Aa1/AA+ MoodY'JS&P

2,610 0.1694 Aal/tu! MoodY's/S&P

1293 0.2917 Aa3/AA' MoodY'VS&P

Totalcorporateobligations 6,591

Total hir rralue of investments 103,368

Cash and cash equivalents:

U.S. Treasurybills

Total cash and cash equivalents I,E60

Guaranteed invesfinent contracts

U. S. government obligations:

U.S. Trqsury notes

Toal U.S. government

obligations

U.S. government agencies and

instnrmenalities:

Federal Home Loan Mortgage

Corporation medium term notes

Federal National Mortgage

Association medium tsrm notes

Federal Home Loan Banks

Total U.S. govemment agencies

and instrumentalities

Corporate obligations:

Wells Fargo note

Associates Corp National Association

Procter & Gamble Company

Money market:

Fidelity Institutional
Government Portrolio Class II

Total money market

Total ftir value of invesfinents,
including cash deposits $ _106,19!_

Portrolio weighted modified duration

* The credit rating of dris inveshent is unrated.

1,860 0.01I I 62ataau1 Moody'VS&P

NIA N/A

970
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Investment type

August 31, 2007

average
Fair maturity Credit Rating
value (years) rating --jgengy_

Guaranteed investrnent contracts $ 49,504 13.5000 :N' ,.

U.S. government obligations:
U.S. Treasury 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

8,810 1.8329 AaalAAA Moody'VS&P

5,861 2.3328 AaalAAA Moody'VS&P

Corporate obligations:
Procter & Gamble note

102.246

6,973 2.U17 AaalAl{A Moody'VS&P
Federal Farm Credit Bank bonds 4,680 1.3717 AaalAAA Moody'JS&P
Federal Home Loan

Mortgage Corporation bonds 10,396 1.9650 AaalAM Moody'VS&P
Federal Home Loan

Mortgage Corporation
debentures

Federal National Mortgage
Association notes

Federal Home Loan
Mortgage Corporation notes 6,358 1.3568 Aaa/AAA Moody'dS&P

Total U.S. government
agencies and
instrumentalities 43.078

1,265 1.2917 Aa3iAA- Moody'VS&P
U.S. Bank National Association 1,105 0.8750 AazlAA Moody'VS&P

Total corporate
obligations 2,370

Total fair value
of invesfinents

Money market:
Fidel ity Institutional

Government Portfolio Class II 192 N/A N/A

Total money market 192

Total fair value of
investments, including
cash deposits $ 102,438

Portfolio weighted modifi ed duration
* The credit rating ofthis investrnent is unrated.

JJ

1.7806
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The following is a schedule that details the Companyos investnents in the Workers' Compensation
Fund (thousands of dollars):

-

average
Fair maturity Credit Ratiry

Investuent type value (yean) rating . agency

Money market:

Fint American Treasury
Obligations Fund $ 2,383 N/A N/A

Total money market 2,383

Total fair value of
inveshnents,
including cash
deposis $ 2,383

Ausust 31.2007 :

average
Fair maturity Credit ' Rating

Investuent type value (years) rating agency

Moneymarket:
Fint American Treasury

ObligationsFund $ 1,924 N/A N/A N/A

Total money market 1,924

Total fair value of
investnents,
including cash
deposits $ 1,924

(c) Intercst Ra.te Risk

It is the policy of the City to diveniff its investment prfolios. Portfolio diversification is employed
as a way to control interest rate risk. lnveshrsnts shall be diversified as to maturities, and as to kind
of inveshent to eliminate the risk of loss, which might result from over concentation of assets in a

specific maturity, in a specific kind of a security, or from a specific issusr.

N/A
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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 invesfrents are: (l) bonds or notes of the
U.S. government; (2) U.S. Treasury obligations, ineluding STRIPs; receipts indicating an undivided
interest in such U.S. Treasury obligations; and stipped coupons held under book-entry with the New
York Federal Reserve Bank; (3) U.S. agency obligations nlsd {aalAJq,r{ by Moody's Investor
Services or Standard & Poor's; (4) collateralized certificates of deposit; (5) banken 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) general
obligation bonds of corporations rated AA or befter by Moody's Investor Sendces or Standard &
Pooros, 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 Companyos own inveshent criteria, with a

maturity of rwo 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
investrnent 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 trro years or less (except the
Sinking Fund).

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

Custodial Credit Risk

The Company has selected custodian banks that are mernb€rs of the Federal Rese,r:ve System to hold
its investments. Delivery of the applicable investment documents (e.g., contracts, securitieso and

safekeeping receipts) to the Company's custodian is required for all investments. For secured
transactions, such as repurchase agreernents, 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,lJ.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,9.91yo, ll.79o/o, 19.30% and 21.90%, respectively, of the Company's
total investments.

(e)

a
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Deferred Costs I :

ln compliance with orders issued by the PGC, the cost of projects that produce benefils over an extended
period is defened. Such costs are being amortized to expense over a period matchin! 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 $157,000 incurred for rate case expenses and $437,000 incurred for the
PUC's management audit that will be amortized ovsr a four-year period and a ,seven-year perio4
respectively. The unamortized costs included in other assets and deferred debis were $607,000 and
$324,000 as of August 31, 2008 and,2007, respectively. The unarriortized costs included in other current
assets and ddM debits were $210,000 and $397,000 as of August 31,2008 and}}}7;respectively.

In accordange with U.S. GAAP for regulated entities, the Company has recognized thg long-term portion
of its environmental remediation liability as a regulatory asset because based on available evide'nce it is
probable that the previously incurred costs will be recovered tbrough rates. As a result of settle,ments
during FY 2008 by the QemFany's insurance carriers associated with environmental re'pediation costs, the
Company received $1,100,000. Environmental re,mediation costs of approximately $652,000 in FY 2008
were offset by these insurance settlements, and the rernainder was deferred- The Company estimates
additional expenditrnes to be approximately $21,600,000 as discussed in note 12. 

i

Deferred Compensation Plan 
i

The Company offers its employees a deferred compensation plan (the Plan) created in accordance with
Internal Revenue Code Section4l7. 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
t0:0% m6tcting contibution up to $500 that immediately yests to the employee. The Company
conEibuted$361,000and$365,000fortheyearsendedAugust3l,2008 and200T,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 wittr intsrest, may not exceed $200,000,000
outstanding at any one time. These notes are intended to provide additional workin! capital. They are
zupported by an irrevocable letter of credit and a subordinated secrnity interest in the Cgmpaoyos revenues.

A new Series E of the tax-exempt commercial paper program was instituted on January 18, 2006,
concurrently with the expiration of Ssries D. Undsr the new credit agfeement, the commihent 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, 20L0.

The notes outstanding at August3l,2008 had a weighted average interest rate of 1.63% and rcmaining
weighted average time to mannity of 6l days. The principal amount outstanding at August 31, 2008 and
2007 was $90,000,000 and $51,600,000, respectively.

(t

(o
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Commercial paper activity for the years ended August3l,2008 and'2007 wffr as follows (thousands of
dollars):

(7)

Y""t .nd"d Aogott 3lr 2

-

Beginning Ending
balance Additions Deletions balance

Commercial paper $ 51,600 87,900 49,500 90,000

Y"". 
"nd"d 

Aogott 3l'2

-

Beginning Lnding
balance Additions Deletions balance

Commercial paper $ 55,000 94,900 98,300 5Uq0

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

GCR Tariff Reconciliation

During the fiscal years ended August3l,2008,2007, and2006,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.

Nataral 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 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/?ipeline 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 agresments

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 I , 2008 and 2007 (thousands of dollars):

_4gg$$,.2008 Ausust3l' 2007

Current
portion Long-term Total porfion Long-term Total

73,94r r,r03,828 1,177,769 41,830 1,176,368 l2l8'198
(482) (4,469) (4,951) (5ll) (4,951) (5,462)

2,571 27.8M 30,375 2,676 30J75 33'05t

(8)

Revenuebonds $
Unamortized discount
Unamortized premium

Total revenue bonds

Note Payable - City Loan

76,030 1,127,t63 1203,193 43,995 1201,792

43.000

86,995 r20r,792 t28E,78:7__-

124s,787

43.000

$ 76,030 1,t27.t63 1203,193
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The following is a summary of activity related to revenue bonds and other liabilities dnd deferred credits
and the respective balances for the fiscal years ended August 3 I , 2008 and 2007 (thousands of dollars):

Y."" 
"odud 

Aogott3lr 2

-

Beginning Ending
balance Additions Reductions balance

Revenue bonds

Other liabilities and deferred
credits:

Fonvard rate agreement
Claims andjudgments
Environmental clean-up
Other posternployment

benefis

2,966
7,677

(624)

I

7,807
6,077

17,690

s22ss

Total other
liabilities and
deferred credits

Revenue bonds

Other liabilities and defe'ned
sredits:

Forward rate agreement
Claims andjudgments
Environmental clean-up
Other postemploynent

benefits

9,056
3,899
9,074 939

26,421

8,431
3;l1l

10,013

26,421

$ 47,976 36,477 (624) 83,829

V."t 
"oa"a 

fugttg1,"-Beginning Ending
balance Additions Reductions, balance

$ 1,055,038 246,655 (83,495) 1,218;198

_22,029_ _np6o_ _(1,111_ _47,n6_

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

(62s\
(79

Total other
liabilities and
deferredcredits S

$ 1,218,198 _ (40A29\ L,l?7i!69

8,431
3,111

10,013

26,421 25,834
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scheduled interest payments for revenue bonds are as follows (thousands of

Revenue bonds

Principal

44,625
46,365
46,977
41,787
45,055

229,865
242,520
244,915
t40,565

Interest
Net swap
amount Total

Fiscal year ending August 3l:
2009*
2010
20tL
2012**
201,3

20t4 - 2018
2019 -2023
2024-2028
2029 -2033
2034-2038

53,233
50,965
48,677
46,915
45,269

192,562
137,093
81,657
35,093

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

(25,374)

Q9,442)
(9,787)

(e76)

92,r41
91,&8
90,006
83,091
84,751

397,053
360,571
316,785
174,682

95,095 8,175 _ 1,03,270

Total $ t,r77,769 699,639 (83,410) lfDe28

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.

'tr* Tax Exernpt 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.

(a) Bond Issaances

2007 Ordinances

On March 21,2007, the Mayor signed nvo bills into law authorizing the City to issue revenue bonds.

The first bill signed by the Mayor constituted the Nineteenth Supplunental 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 ordigance
authorizes the City to issue revenue bonds for the following purposes: (a) providing funding for the
capial projects included in the capital program of the Company as from time to time included in the
capital budgets of the Compily, ari approved by City Council; (b) advance refunding of the 1998
Refunded Bonds, which were issued under the 1998 General Ordinance; (c) pafng the costs of
issuing the Seventh Series Bonds and the required deposits to the 1998 Ordinpnce $inking Fund
Reserve; and (d) panng any other Project Costs (as defined in the Ac|.

1998 Ordinance Sarynth Sertes Bonds

On May 15,2007, the Company issued $230,900,000 of Seventh Series Bonds for the purpose of
providing funds for the financing of the capital projects included in the capifal 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 5.0%o. The interest rate on the $93,180,000 of
Term Bonds was 5.0%. The bonds, consisting of Serial Bonds and Term Bondsn have maturity dates
through 2037.

1975 Ordinance Nineteenth Series Bonds

On May L5,2007, the Company issued $14,450,000 of Nineteenth Series Bond$ 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) payrng the costs of issuing the bonds and making any required deposits
to the Sinking Fund Reserve; and (c) payrng 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 redeeining and refunding, on a current basis, all of the First
Series B and a portion of the sutsfanding 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 Fint 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 3l,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 satisff 1975 and 1998 revenue bond debt coverage ratio requirernents. The Company
has satisfied the debt coverage requiremorts 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 senrice 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 seryice if 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 stnrcture was used as a means to increase the City's
savings, when compared with fxed-rate bonds at the time of issuance. The intention of the swap was

to create a synthetic fxed rate stnrcture.

(c)

4l (Continued)



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

Notes to Financial Statemens

August 31,2008 and2007

Terms- The swap, executed with the counterparly, commenced on January 26,2006 and will mature
on August 1,2031. Under tle 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
September l, 201I on which date the variable interest rate received will switch ts70o6 of one month
LIBOR until matuity. 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: i

Terms i Rates

Interest Rate Swap
Fixed payrr.ent to counterparty under Swap
Variable pa)ment from counterpartyunder Swap
Net interest mte swap paynents
Variable rate bond coupon payments
Synthetic interest rate on bonds

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

Fair value - As of August 31, 2008, the swap had a negative fair value of $14285,000. 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. 

I

Rirfr - 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
counterpaxty falls below A3 or A- (Moody's/S&P), r'nless the counterparly has: (i) assigned or
tansferred 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 sredit support document acoeptable 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'slS&P). However, because the City's swap payrnents are insured by FS4" as long as FSA is
rated at or above A2 or A (Moody's/S&P), the termination evsnt based on the CtU'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 benreen SIFMA and the bonds
change; if SIFMA resets at a rate below the variable rate bond coupon payments, the spthetic
interest rate on the bonds will increase. ln addition, after September 1,2011, the City would be
exposed to (i) basis risk, as reflected by the relationship between the rate payable on the bonds and
70% of one month LIBOR received on the swapo and (ii) tax risk, a forrr of basis risk, where the City

Fixed
SIFMA

Weeklyresets

3.674s%
(1.8400)
1.8345
2.M00
3.8745
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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 70% of one
month LIBOR received on the swap.

Forword Rate Agreement and Guaranteed Investment Contracts

On August 23,2002,the City entered into GICs in connection wittr a portion of its 1975 and 1998

Ordinance Sinking Fund Reserves for the Company. At settlement, approximately 65.0% of the

Sinking Fund Resenres, 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 Agreernent is l8%
years, with 12% years rernaining at August 3l, 2008.

The GICs are recorded at fair value in the Sinking Fund and had fair values of $48,129,000 and

$49,5M,000 at August 3 l, 2008 and 2007, respectively.

The Company also paid S1,650,000 to terminate an existing Forward Rate Agree,ment 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 purposes, the $20,150,000 was considered "project revenues" in FY 2002. For

financial staternent pu{poses, 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 $l 1,554,000 received under

the 1998 ordinance was deferred and is being amortized on a sftaight-line basis over the life of ttre
agreernent. 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 Novernber 15, 2000, the Mayor sigrred 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 re,mitted to the City in paymorts of
$20,500,000 and $22,500,000 in Decernber 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:

: Bonds
I outstanding

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

Latest date
mafuring to

3/t5/13
s/rs/20
7tL/29
8/t/3r
8/v32

lnterest rate

6.00%
7.00
5.00
5.50
5.25

10,675,000
47,910,000
94,640,000
99,445,000
20,005,000

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 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 cif this existing debt resulted in an accounting loss of $2218,000. This loss iS being deferred and
amortized as interest expensie over the life of the new bouds. 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 investuents pledged for the
redemption of the defeased debt have maturities and interest pa)4lents scheduled to coincide with the
bustee 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) Penslon Costs

(a) Plan Description

The Company sponsors a public errployee retire'ment 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 31, 2008 and2007, respectively.
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At Septonber 1,2007, the beginning of the plan year of the last actuarial valuation, the Pension Plan
mernbership consisted of:

Retirees and beneficiaries currently
receiving banefits and terminated
employees entitled to benefits, but
not yet receiving them S 2,151

Current employees:
Vested
Nonvested

1,395
270

Total current ernployees 1,665

Total mernbership $ 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 retirernent benefit, payable monthly, in an amount equal to the greater of:

o l.25Yo 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

. 2Yo of total eamings received during the period of credited service plus 22.5% of the first
$1,200 annual amount, applicable only to participants who were onployees 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 retirernent 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 staternents and required
supplanentary 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 Cosl Contribations RequireL and. Contributions Made

Normal
cost

Amortization
of the

underfunded
balance Contributions

Fiscal year:
2008
2007
2006

g,og5,oo0

7,693,000
7,617,000

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

14,258,000
L5,2r7,ooo
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 palmrent obligations.

The Company's annual pension cost is equal to its annual required contribution (ARCJ.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
invesbnent 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 42r% of the salary at
the beginning of the fourth and subseque'nt year; and retirements that are assumed to occur prior to
age 62, at a rate of 10.0% at ages 55 to 6l and 100% at a9e 62. T\e 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 liabilify is being amortized over 10 yea:s.

The Pension Plan funding policy provides for periodic e'mployer contributions at actuarially
determined rates that, expressed as percentages of annual covered payroll, are sufficisnt to
accumulate assels to pay benefis when due. Level perce,ntages of payroll employer contribution
rates are determined using the Projected Unit Credit actuarial funding method- Thc Pension Plan had
an actuarial value of assets of $416,183,000 and an actuarial accrued liability of M82,380,000
resulting in a funded ratio of 86.28% based on a biennial actuarial valuation of the pension fund as of
September I, 2007 . The resulting unfunded actuarial accrued liability of $66,197;000 was 62.690/o of
covered payroll of $ 105,596,000.

(e) Historical Trend Infonnation (Unaudited)

Historical trend information reflecting funding progxess and con&ibutions made by the Company is
presented in the supplemental schedule of pension funding progress (unauditeQ.
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(11) Other Postemployment Benefits

(s) PIan Descrtption

The Company sponsors a single ernployer defined benefit healthcare plan and provides
postanployment 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 ernployees 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 praniums 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 $34226,000 and $36,111,000 in FY 2008 and
FY 2007, respectively, of which approximately 48.1% and 52.0Yo, respectively, represents payments

on behalf of retired ernployees 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 prerniums 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, 76.3% in FY 2008 and FY 2007, respectively. The conffibution
requirernents of nonunion plan members are established by management and may be amended. The
contribution requiranents for union plan manbers are subject to collective bargaining.

The Plan does not issue a stand-alone report and thErefore the Company has included the schedule of
ernployer contributions as a supplanental 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 revisiono 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 methodo 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 ofprojected banefits, which has been accrued during the ernployee's
working lifetime from hire to valuation date. The normal cost represents the amount charged for
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August 31,2008 and2007

services earned during the current reporting period. The normal cost is calculated by dividing the
present value ofprojected benefits for an ernployee by the total senrice.

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

.Economicassrrmptions_thediscountrateandhealthcarecosttrendrates

The report utilized a S.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 invesinent return
expected on the Company's general invesbnents, because the Company has not funded the
Plan for FY 2008.

Year:
I
2
J
4
5
6
7
8 andbeyond

rc.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

4.s%
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

e Demographic asstrmptions - including the probabilities of retiring, dying, terminating (without
a be,nefit), becoming disabled, recovery from disability, election (participation rates), and

coverage levels

(c) Annual Postemployment Beneftt Cosl Contributions Reqaired, 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 rethee benefits in FY 2008 was $18,280;000, consisting of
$16,788,000 of healthcare expenses and $1,492,000 of life insr:rance expenses. The difference
betwee'n the ARC and the expenses paid resulted in an increase in the OPEB liability of $25,834,000.
This am6un1 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 c'overed 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).

Healthcare Cost Trend Rates
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(d) Other Coverage Infonnation

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 $ I 6l ,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 rerrediation obligations at August3l,2008 are $21,600,000, which reflect the
implernentation of GASB 49 as described in note l(t). The Company's prior year liability was $13,349,000
as measured prior to the implernentation 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 oi 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 movsrnent at select locations. The
Company's Property lnsurance includes coverage for damage incurred from a terorist attack. In addition,
the Company maintains boiler and machinery, blanket crime, and other forms of properly 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; howevero
effective Septernber 1,2007, the self insured reteation was increased to $1,000,000.

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

The Company maintains a $10,000,000 Public Officials Liability (Directors and Ofticers 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):

Current year
Beginning of claims and

_yearreservg- adiustuents

Current
End of year liability

reserve amount
Clalms
settled

Fiscal year ended August 3 I :

2008 $ 8,468
2007 8,059
2006 8.510

7,757 (2,691)
3,367 (2,958)
2,808 (3,259)
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13,534 7456
8,468 5,357
8,059 4,159
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(14) Commitments and Contingencies 
l

Commitments for major construction and maintenance confacts were approximately $8,727,000 as of
I

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
20rl
20t2

Rent expense for the fiscal years ended Augrrst3l, 2008 and2007 emounted to $910,000 and $932,000,
respectively.

The Company, in the norrral counie of conducting business, has entered into long+erm contracts for the
supply of natural gas, firm transportation, and long-term firm gas storage sernice. The Company's
cumulative obligations for denand charges for all of these sernices 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 Nove,mber 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, funding is provided to continue fts implementation of an l8-dile Cast lron Main
Replace'ment Program. Main replacement cost for this progftlm in FY 2009 is expected to be $15,606,000.
The total six-year cost of the Cast Iron Main Replacement Progra:n is forecasted to be approximately
$99256,000.

The FY 2009 Capital Budget also includes $2,486,000 for the purchase of replacement Automatic Meter
Reading (AIlvR) units. The total six-year cost of this program to replace AMR units is approximately
s7,889,000.

(15) SubsequentEvents

(a) Commerciol Paper

As discussed in note6, $90,000,000 of commercial paper was outstanding at August3l, 2008.

Subsequent to year-end all outstanding commercial papermature4 and additional com-ereial paper

was issued. As of Decemba 18, 2008, $148,000,000 of commercial paper was outstanding which
manres on February 12, February 13 and March 12,2009-

440
79
42

6
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PHILADELPHIA GAS WORKS
(A Component Unit of ttre City of Philadelphia)

Notes to Financial Statements

August 31,2008 and2007

Emergenqt Rate Relief

As discussed in note l(d), in Novernber 2008 the Company filed for an extraordinary or emergency
base rate increase of approximately $60,000,000 or 5.2% and simultaneously requested an

$85,000,000 or 7.4%o decrease in the GCR for a net 2.2o/o overall rate decrease of $25,000,0000. On
Decernber 18, 2008, the PUC issued its decision approving a base rate increase of $60,000,000 or
5.2Yo and a derease in the GCR of $107,000,000 for a net decrease in rates of $47,000,000 or 4.2%.
These rates are effective as ofJanuarv l. 2009.

Sixth Series Bonds

As discussed in note 8(b), as of Decernber 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 Agreernant 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 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 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 S29,300,000 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 mte swap as of December 18, 2008 was negative $72,600,000. This means that

the Company would have to pay this amount to temlinate 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 agreernent if
the Company's bond rating falls below Baa2 or BBB (Moody's/S&P). Because the Cify'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 agreanent as of
December 18.2008.

(d)
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PHILADELPHIA GAS WORKS
(A Component Unit ofthe City of Philadelphia)

Required Supplementary lnformation (Unaudited)

Schedule of Pension Funding Progress

(Thousands ofdollars)

(b) (bHa)
(a) Actuarlal Unfunded

Actuarial accrued (overfunded) (alb)
UA^AL (OAAL)

8!r a percent

Septenber l,2003r
September 1,200t4"*
September 1,2005+
September l,2006+
September l,2007+++

Actuarial valuation value of llsbllitv AAL Funded Covered ofcovered
date assets (AAL) (UAAL tOAu{Ll) ratio payroll payroll

$356,000 $427,N6 $71,006 83.37% $1011200 70.16%
366J83 436255 69A72 84.08 102,500 67.78
383,517 4s0,866 67349 85.06 102,544 65.68
411,886 474250 6236/. 86.E5 106,018 58.82
416,183 482,380 66,197 8628 105,596 62.69

I The required zupplementary information is based on a biennial acnrarial valuation ofthe pension firnd for the plan year Sepiember t,
2003 thougbAugust3l,2004. ,

r* The requircd zupplementary information is based on a biennial acnrarial valuation of&e pension firnd as updated for the plan year
Ssptenb€r l,2004 through August 31,2005.

+ The required supplementary information is based on a biennial actuarial valuation ofthepension ftmd for the plan year September l,
2005 through August 31,2006.

s The required supplementary information is based on a biennial actuarial valuation ofthe peasion frnd as rrydated for the plan year
Sqtemb€r l,2@6 thmugh August 31,2007.

s The r€quired supplementary information is bsed on a biennial actuarial valuation ofthe pension fmd for the plan year September I,
2007 thou€h August 31,2008.

i

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

Required Supplementary lnformation (Unaudited)

Schedule of Other Postemploymeot Benefits Funding Progress

(Thousands ofdollan)

(b) (bHa)
(a) Actuarial Unfunded UAAL (OAAI)

Actuarial accrued (overfunded) (a/b) as a percent
Actuarial valuation value of tiabiliry AAL Funded Covered ofcovered

date assets (AAL) (UAAL IOAALI) ratio payroll payroll

August3l,2007 5573,734 9573,734 $106,018 54l.l7o/o
August 3 t, 2008 591,599 59r,599 105,596 5ffi25

See accompanying independent auditors' report.



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

Required Supplementary lnformation (Unaudited)

Schedule of Other Postemployment Benefits Employer Contributions

(Thousands of dollan)

Year-end

Annual
required Percentage

contribution r contributed

August 31,2007
August 31,2008

See accompanying independent auditorso report.

$ 45,237 41.60%
44,114 4l.M

54



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

Supplemental Statements of Net Assets (City Format)

August 31, 2008 and 2007

(Thousands of dollan)

2008 2007

Assets:
Cash on deposit and on hold
Equity in pooled cash and investrnents
Equity in treasurer's accounl
Invesfrnents
Internal balances
Amounts held by fiscal agenl
Notes receivable
Taxes receivable
Accounts receivable - net
Interest and dividends receivable
Due from other govemments
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 othergovemments
Deferred revenue
Current 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 projec*
Behavioral health programs
Intergovemmental fi nancing
Emergency phone system
Rate stabilization

Unrestricted

Total net assets

See accompanying independent auditors' report.

$ 49,332

:

99,304

ztg,lag
187,539

52,852
63,699

1,732,562
(670,467)

$ 1,734,615

$ 90,000
67,508

3,430
107,4u

3l,ul
73,942

1,103,927
30,375

tr,uu

-
48

88,570

277,13g
147,770
58,818
55,982

1,681,313
(@]0,940)

1,720,398

94,600
60,615
2,797

ur,o:

20,471
41,830

1,176,368
33,051

(5,690)

105,005

$ 1"508,207 rA97,097

(4,466)

108,581

t22.293

)J

$ 226,408 223,301:-



PHI APBIPHIA GAS WORKS
(A Compnant Unit of the City of Philadelphia)

Supplemental Statements of Activities (Ciqy Format)

Yean ended August 31, 2008 and 2007

(Thousands of dollan)

31.200E

Erpenses

(740,8 I 9)
(56,075)
(39,524)

Expenses

$ (773,581)
(52,t46)
(36,3E0)

(26,421)

Charges for
servlces

grants
contributions

grants and
contrlbutions Total

*n'l 25,324*

(25,834) _
Total $_(!622sa_ ___q409!_ _2sJW_ 

- 

--1,t0?-* Includes $ 15,732 of interest and other income and $9,592 of other operating revenues.

August 3ln 2007
uperating Lapltal

Charges for grants and grants and

Gas services
lnterest on debt
Unallocated depreciation
Other posternployment

benefits

Gas services
Interest on debt
Unallocated depreciation
Other postertployment

benefits

98,843
(52,146)
(36,380)

124,540
(56,075)
(39,524)

(25,E34)

Total

-
(26A2r)

services contributlons contributions

*n,rg 22,Y*

roral $ 

-(!!!f?!)- 
-_---!12{91- 

-n,e2r.- 

- 

-96'104)-
* lncludes $13,073 ofinterest and other income and $9,848 ofother operating revenues.

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

Supplemental Statements of Revenues, Expenses, and Changes in FundNet Assets (City Fomat)

Years ended August 31, 2008 and2007

(Thousands ofdollars)

2008

Operating revenues:
Charges for goods and services
Sales of land and improvanents
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 gmnts
Passen ger facility charges
Other income
Interest income
Debt service - interest
Other expanses

Total nonoperating expenses

lncome (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

I 8,1 99

840,105

19,246

rrr3"

74,054
76,299
4,290

41,863

39,708
539,300

849.627

73,351
75,U0
6,216

41,488

42,868
5t1,976

751,539 775,514

98.088 83.837

(54,637) (60,868)

(94,981) (99,941)

1,834
13,897

(56,075)

3,107

18,000
(18,000)

1,262
I 1,81 I

(52,146)

(16,104)

18,000
(18,000)

3,107

223,301

(16,104)

239.405

$ 226,408 223,301
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PIIILADELPHH GAS WORKS
(A Component Unit of the City of Philadelphia)

Supplemental Schedule of InterfundTransfers '

'"ffi:::iil*:l"
Due to the City, September 1,2007 $ 3,000
Accrued disributions 18,000
Paymens to the Ciry (18,000)

Due to the City, August 31,2008 $ 3r0QQ

See accompanyrng independent auditors' report.
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Philadelphia Gas Works' Base Rate Filing

III. BALAI\CE SHEET AI\[D OPERATING STATEMENT

m.A.47-m.A.49

RESPONSE: Not applicable.



Philadelphia Gas Works' Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

m.A.50. Provide a schedule of federal and Pennsylvaniato(es, otherthan
income ta(es, calculated on the basis of test year per books, pro forma at
present rateg and pro forma at proposed rates, to include the following
categories:

a- social secrnity
b. unemplolment
c. capital stock
d. public utility realty
e. P.U.C. assessment
f, otherpropeny
g. any otha appropriate categories

RESPONSE:

a- social securitv

PGW's Employer Share of Social Security and Medicare Taxes is as follows:
Fiscal Year Ended August 31, 2008 $8,016,531
Fiscal Year Ended August 31,2009 $8,16227
Fiscal YearEndedAugrrst 31,2010 $8,477,000

b. unemplolm.ent

PGW's Employer Pennsylvania Unemployment Ta:r Reimbunable is as

follows:
Fiscal Year Ended August 31,2008 $132,358
Fiscal Year Ended August 31,2009 $150,954
Fiscal Year Ended August 31, 2010 $140,000

c. capital stock -Not applicable

d. public wility realty -Not applicable

e. PUC Assessment - Not applicable

f. otherproperty-Not applicable

g. any other appropriate categodes -Not applicable


