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Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

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

RESPONSE:

Attached is PGW’s sources and uses of cash for capital improvement
expenditures for Fiscal Years 2008 through 2015.
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Philadelphia Gas Works® Base Rate Filing

II. RATE OF RETURN

IL.A.6. Provide a schedule of debt and preferred stock of Company, Parent and
System (consolidated) as of test year-end and latest date, detailing for each issue
(if applicable):

IL.A.6.a. Date of issue

I A.6.b. Date of maturity

IL.A.6.c. Amount issued

II.A.6.d. Amount outstanding

II.A.6.e. Amount retired

IT.A.6.f. Amount reacquired

I1.A.6.g. Gain on reacquisition

IL.A.6.h. Coupon rate

IL.A.6.i. Discount or premium at issuance

IL.A.6.j. Issuance expenses

I.A.6.k. Net proceeds

II.A.6.1. Sinking Fund requirements

II.A.6.m. Effective interest rate

I.A.6.n. Dividend rate

II.A.6.0. Effective cost rate

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

RESPONSE:
Please see the attached debt schedule for the response to:
a,b,c,d e h,ijk 1 andm.

Not applicable
Not applicable
Not applicable
Not applicable
Not applicable

T O B
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Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

ILA.7—ILA.10

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



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

II.A.11. Provide AFUDC charged by company at test year-end and latest
date, and explain method by which rate was calculated.
RESPONSE:

12 Months Ended Two Months Ended
August 31, 2009 October 31. 2009
Philadelphia Gas Works $247.437 $44,365

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



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

I1.A.12, Set forth provisions of Company’s and Parent’s charter and
indentures (if applicable) which describe coverage requirements,
limits on proportions of types of capital outstanding, and restrictions
on dividend payouts.

RESPONSE:

The following documents are attached:

= General Gas Works Revenue Bond Ordinance of 1975
= General Gas Works Revenue Bond Ordinance of 1998

= Commercial Paper Notes Ordinance
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(Bill No. 1871)
AN ORDINANCE

Authorizing, generally, the issuance and sale by the City of
Gas Works Revenue Bonds of the City of Philadelphisa,
prescribing the form of bonds, their execution, transfer,
exchange, payment and redemption, prescribing the con-
ditions precedent to the issue of specific series of bonds,
including a supplemental authorizing ordinance, pledg-
ing the revenues of the Gas Works of the City as security,
adopting a rate covenant, 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, mcludmg~a Sinking Fund
Reserve, and providing fot its managément, providing
remedies upon default, and for amendments and modifi-
cations.

/

The Council of the City of Philadelphia hereby ordains:
SECTION 1.

ARTICLE I

AUTHORIZATION, SCOPE AND PURPOSE—
SHORT TITLE

This Ordinance is enacted pursuant to the provisions of
The First Class City Revenue Bond Act approved October
18, 1972 (Act No. 234, 53 P.S. §16901 to 15924) for the
purpose of authorizing the issuance from time to time of
gas works revenue Bonds of the City to be secured by a
pledge of the revenues of the Gas Works 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 be

APP. NO. 397—1




known as the General Gas ¥7orkz Revenue Bond Ordinance
of 1975.

SECTION 2.
ARTICLE II
DEFINITIONS AND OTHER PROVISIONS QOF
GENERAL APPLICATION ’

SECTION 2.01. Definitions. For all purposes of this Ordi-
nance and any ordinance supplemental hereto, except as
otherwise expressly provided or unless the context otherwise
requires:

Act means The First Class City Revenue Rond Act ap-
proved Cctcher 18, 1974 (Act No. 234, 53 P.S. §15901 to
15324) as from time to time amended. The words and
phrases which are defined in the Act shall have such defined
meaning when used in this Ordinance.

Bond or Bonds means any gas works revenue bond of the
City issued and outstanding pursuant to the Act under this
Ordinance and any supplemental ordinance and shall in-
clude installment bonds, temporary bonds and interim cer-
tificates.

Bondholder means the holder of any bearer bend and the
registered owner of any registered 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.

City means the City of Philadelphia, Pennsylvania.

City Charges means the proportionate charges, if any,
for services performed for the Gas Works of the City by
all officers, departments, boards or commissions of the City
which are contained in the computation of operating ex-
penses of the Gas Works, including, without limitation, the
expenses of the Gas Commission, and also means the base
payments to the City contained in the Agreement between
the City and the Manager and all other payments made to
the City from Project Revenues.

APP. NO. 3972
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Director of Finance 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.

F'tscal Year means the fiscal year of the City.

Gas Works means all property, real and personal, owned
by the City and used in the acquisition or manufacture,
storage and distribution of natural, liquified, synthetic or
manufactured gas or in the maintenance, management or
administration thereof, and also means, as the context may
require, the business entity managed by the Manager.

Manager means The Philadelphia Facilities Management

. Corporation currently managing the Gas Works pursuant

to an ordinance of City Council approved December 29,
1972, setting forth the Agreement between the City and
The Philadelphia Facilities Management Corporation, or
its successor or such other person, corporation, board, com-
mission or department of the City, which may be designated
by ordinance to manage the Gas Works.

Net Operating Ezpenses means Operating Expenses ex-
clusive of City Charges.

Operating Expenses means all costs and expenses of the
Gas Works necessary and appropriate to operate and main-
tain the Gas Works in good operable condition during each
fiscal year of the City, and shall include, without limitation,
the Manager's fee, salaries and wages, purchases of service
by contract, costs of materials, supplies and expendable
equipment, maintenance costs, costs of any property or the
replacement thereof or for any work or project, related to
the Gas Works, which does not have a probable useful life
of at least five years, pension and welfare plan and 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.

Project Revenues means the revenues pledged for the

security and payment of the Bonds as set forth in Section
4.02.

Rate Covenant &;éans the rate covenant contaihed in
subsection (b) of Section 4.03.

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

Sinking Fund means the Gas Works Revenue Bond Sink-
ing Fund established by Section 6.01.

Sinking Fund Depositary means the bank named as such
in Section 6.02 or its successor.

Sinking Fund Reserve means the Sinking Fund Reserve
established by Section 6.04.

Supplemental Ordinance means an ordinance supple-
mental hereto enacted pursuant to the Act and this Ordi-

nance by the Council of the City authorizing the issuance of
a series of Bonds.

SECTION 2.02. Interpretation. All references in this
Ordinance to articles, sections and other sub-divisions of
the Ordinance are to the designated articles, sections or
other sub-divisions of this Ordinance as originally enacted.
The words “herein,” “hereof,” “hereby” and “hereunder”
and other words of similar import refer to this Ordinance

as a whole and not to any particular article, section or
other sub-division.

SECTION 2.03. Descriptive Headings. The descriptive
headings of the severa} articles and sections of this Ordi-
nance are inserted for convenience only and shall not con-

APP. NO. 397—4
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trol 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 Bond
or coupon issued pursuant hereto shall for any reason be
held to be invalid, illegal or unenforceable in any respect,
such invalidity, illegality or unenforceability shall not affect
any other provisions of this Ordinance or of said Bonds or
coupons, and this Ordinance or said Bonds or coupons
shall be construed and enforced as if such invalid, illegal
or unenforceable provisions had never been contained
therein.

SECTION 3.

ARTICLE III
CONCERNING THE BONDS

SECTION 3.01. Forms Generally. All Bonds, and the cou-
pons, if any, appertaining thereto, shall be in substantially
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 reverse thereof the
text 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.

SECTION 3.02. Form of Fully Registered Bond. Fully
registered bonds shall be substantially in the following
form:

APP. NO. 397~5



(Form of Fulily Registered Bond)

UNITED STATES OF AMERICA
COMMONWEALTH OF PENNSYLVANIA
CITY OF PHILADELPHIA
GAS WORKS REVENUE BOND

[Numerical Designation] $
[Series Designation]
[Interest Rate: % Semi-annual Interest $ ]

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

or registered assigns, on

, unless this Bond shall be redeemable

and shall have previously been called for redemption and
payment of the 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 , 1975) of the City (the 1975
Ordinance) but solely therefrom and not otherwxse, upon
surrender hereof, the principal sum of
Dollars ($ ), and the pay interest on such prin-
cipal amount in like money, but solely from said rentals,
revenues and moneys aforesaid, to the registered owner by
check or draft mailed to the registered owner at his address
as it appears on the bond register, from the interest pay-
ment date next preceding the date hereof, unless the date
hereof shall be an interest payment date, in which case
from the date hereof, initially on
and thereafter on each subsequent and

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. 3976



Tigeal Agent of the City, in Philadelphia. Penrsylvania, or
at the principal office of any successor Ficcal Agent ap-
pointed under the 1975 Ordinance.

This Bond is one of a duly authorized issue of bonds of
the City designated as its Gas Works Revenue Bonds of the
Series designated hereon (the Bonds), limited in aggregate
principal amount to § issued or to be issued pur-
suant to The First Class City Revenue Bond Act (Act No.
934 of the Pennsylvania General Assembly approved Octo-
ber 18, 1972, 53 P.S. §15901) (the Act) under the 1975
Ordinance and supplemental ordinance dated .
The Bonds, together with all previous bonds of the City, if
any, issued under the 1975 Ordinance and under previous
supplemental ordinances and together with all bonds of the
City hereafter issued under the 1975 Ordinance and all sub-
" sequent supplemental ordinances, are and will be equally
and ratably secured under the 1975 Ordinance by a pledge
of all the rents, rates and charges imposed or charged by
the City for the use of or services rendered by the Gas
Works of the City and of certain other moneys derived from
the Gas Works and from the investment of such revenue.
The 1975 Ordinance requires such revenues to be applied
in order of priority to net operating expenses, sinking fund
payments required by the 1975 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 semi-annual 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 said 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



redemption date, the principal amount herzof with the ap-
plicable premium, if aay.

Reference is hereby made to the 1975 Ordinance for a
statement of the terms and conditions under which previous
bonds, if any, have been issued, under which the Bonds are
issued and under which additional bonds will be issued, and
for a statement of the particular rentals, revenues and
moneys pledged for the security and payment of all bonds
issued under the 1975 Ordinance, the nature, extent and
manner of enforcement of the security, the terms and con-
ditions under which the 1975 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 to and covenants with the regis-
tered owner of this Bond that no Gas Works revenue bonds
of the City have been or will be issued for the payment of
which the holder has or shall have a prior lien on or secu-
rily interest in the revenues pledged for the payment of this
Bond or a prior right to payment therefrom and that 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 with the provisions of the
1975 Ordinance. However, nothing herein contained shall be
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
authorization for the payment of which project revenues
of 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 re-
quirements payable during such fiscal year under the 1975
Ordinance in respect of Gas Works Revenue Bonds issued
and outstanding thereunder.

In the manner. and. upon the terms and conditions pro-
vided in the 1975 Ordinance, .

(here insert specific provisions with respect to redemp-
tion, including, if applicable, mandatory redemption)
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If less than an entire year's maturity is to be redeemed
at any particular time, the Bonds ot portions thereof to be
redeemed shall be chosen by the Fiscal Agent by lot.

Each such redemption shall be made after notice by pub-
lication once a 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,
Pennsylvania, the first publication to be not less than thirty
(30) days or more than sixty (60) days prior to the date
fixed 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 Depositary,
all interest on Bonds called for redemption accruing after
the date fixed for redemption shall cease, and the holders
or registered owners of the Bonds called for redemption

- shall have no security, benefit or lien under the 1975 Ordi-

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 attormey duly
authorized in writing, at the principal Philadelphia office
of the Fiscal Agent, but only in the manner, subject to the
limitations and upon payment of the charges provided in
the 1975 Ordinance, and upon surrender and cancellation
of this Bond. Upon any such transfer or exchange, the
City shall issue in the name of the transferee or of the
registered owner hereof, and shall deliver in exchange for
this Bond, to or upon the order of such registered owner, a
new registered Bond or new registered Bonds in authorized
denominations aggregating the principal amount hereof or
a coupon Bond or coupon Bonds of such denominations and
aggregate principal amount with coupons attached repre-
senting all unpaid interest due or to become due and, in each
case, maturing on the same date and bearing interest at the
same rate as this Bond, and bearing the same desigmation
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
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thereof other than underwriting profits in a distribution
thereof) shall at all times be free from taxation within and
by the Commonwealth of Pennsylvania but this exemption
shall not extend to underwriting profits or to gift, succes-
sion or inheritance taxes or any other taxes not levied di-
rectly on this Bond, the receipt of income therefrom, or the
realization of gains on the sale thereof.

The City and the Fiscal Agent may treat the person in
whose name this Bond is registered as the absolute owner
hereof for all purposes whether or not this Bond or any
installment of interest be overdue, and neither the City
nor the Fiscal Agent shall be affected by any notice to the
contrary. All payments of the principal, or premium upon
redemption, of this Bond or of interest hereon to such regis-
tered owner in the manner herein and in the 1975 Ordinance
set forth shall be valid and effectual to satisfy and discharge
the liability upon this Bond to the extent of the sum or
sums 3o paid whether or not notation of the same be made
hereon, and any consent, waiver or other action taken by
such registered owner pursuant to the provisions of the
1975 Ordinance shall be conclusive and binding upon such
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 or transfer
hereof.

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

This Bond is a special obligation of the City payable
solely from the pledged rentals, revenues and moneys and
neither the credit nor the taxing power of the City is
pledged for the payment of the principal of, premium, if
any, or interest on this Bond, nor shall this Bond be
deemed to be a general obligation of the City.
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T4 is hereby certified that all conditicm3, acts and things

required to exist, happen and be psrformed under the Act
and under the 1975 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 been duly authorized by Ordinance of the City duly
adopted.

IN WITNESS WHEREOF, the City of Philadelphia has
caused this Bond to be properly executed by its Fiscal
Agent, by two duly authorized officers thereof, and the
facsimile of the seal of the City of Philadelphia to be
imprinted hereon, and to be duly countersigned and attested
by a facsimile signature of the City Controller, as of

CITY OF
PHILADELPHIA
) 23
Fiscal Agent
Countersigned and Attested By ...........coiieiaann.
by (Facsimile Signature) ’ Authorized Officer
City Controller 252

Authorized Officer

SECTION 3.03. Form of Coupon Bond and Form of Coupon
for Interest. Coupon Bonds and the coupons thereunto ap-
pertaining shall be substantially in the following form:

(Form of Coupon Bond)

UNITED STATES OF AMERICA
COMMONWEALTH OF PENNSYLVANIA
CITY OF PHILADELPHIA
GAS WORKS REVENUE BONDS

(Numerical Designation) $
(Series Designation)
%

The City of Philadelphia, Pennsylvania (the City), for
value received, hereby promises to pay in lawful money of
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the United States of America tc the bearer, or if this Bond
is registered as to principal as hereinafter provided, to the
registered owner hereof, on unless this
Bond shall be redeemable and shall have previously been
called for redemption and payment of the redemption price
made or provided-for, from the rentals, revenues and
moneys of the City pledged for the payment hereof pursu-
ant to the General Gas Works Revenue Bond Ordinance of
1975 (Ordinance No. approved , 1975) of
the City (the 1975 Ordinance) but solely therefrom and not
otherwise, upon surrender hereof, the principal sum of
Dollars ($ ), and to pay interest on such

principal amount in like money, but solely from said rentals,
revenues and moneys aforesaid, from the date hereof in-
itially on and thereafter on each subsequent
and until payment of such

principal amount, or provision therefor, shall have been
made upon redemption or at or after maturity, at the an-
nual rate shown hereon, but, with respect to interest ac-
crued at or prior to maturity, only upon presentation and
surrender of the coupons for interest hereunto appertaining
as they severally mature. The principal of and interest on
this Bond and the premium, if any, payable upon redemp-
tion, are payable at the principal Philadelphia office of
, Fiscal Agent of the City.

in Philadelphia, Pennsylvania, or at the principal office of

any successor Fiscal Agent appointed under the 1975 Ordi-
nance.

This Bond is one of a duly authorized issue of bonds of
the City designated as its Gas Works Revenue Bonds of
the series designated hereon (the Bonds), limited in aggre-
gate principal amount to $ , issued or to be issued
pursuant to The First Class City Revenue Bond Act (Act
No. 234 of the Pennsylvania General Assembly approved
October 18, 1972,.53 P.S. §156901) (the Act) under the 1975
Ordinance and supplemental ordinance dated

_The Bonds, together with all previous bonds
of the City, if any, issued under the 1975 Ordinance and
under previous supplemental ordinances and together with
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all hezds of the City hereafter issued under the 1975 Ordi-
ranca and all subsequent supplementa! ardinances are and
will be equally and ratably secured urder the 1975 Ordi-
nance by a pledge of all the rents, rates and charges im-
posed or charged by the City for the use of or services ren-
dered by the Gas Works of the City and of certain other
moneys derived from the Gas Works and from the invest-
ment of such revenue. The 1975 Ordinance requires such
revenues to be applied in order of priority to net operating
expenses, sinking fund payments required by the 1975 Ordi-
nance, payment of general obligation bonds of the City ad-
judged 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, upon surrender of the appli-
cable coupons, out of its Gas Works Revenue Bond Sinking
Fund in the amount shown on the respective coupons here-
unto appertaining on each interest payment date of this
Bond and to pay, upon surrender hereof, from said Sinking
Fund on the maturity date hereof or, if this Bond ghall be
selected for mandatory or optional redemption, then on the
applicable redemption date, the principal amount hereof
with the applicable premium, if any.

Reference is hereby made to the 1975 Ordinance for a
statement of the terms and conditions under which previous
bonds, if any, have been issued, under which the Bonds are
issued and under which additional bonds will be issued, and
for a statement of the particular rentals, revenues and
moneys pledged for the gecurity and payment of all bonds
issued under the 1975 Ordinance, the nature, extent and
manner of enforcement of the security, the terms and con-
ditions under which the 1975 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 to and covenants with the holder of this Bond
that no Gas Works 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 revenues
pledged for the payment of this Bond or a prior right to
payment therefrom and that all Gas Works revenue bonds
which have been or will be equally and ratably secured by
such pledged révenues have and will be issued in accordance
with the provisions of the 1975 Ordinance. However, noth-
ing herein contained shall be 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 authorization for the payment of
which project revenues of 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 requirements payable during such
fiscal year under the 1975 Ordinance in respect of Gas
Works Revenue Bonds issued and outstanding thereunder.

In the manner and upon the terms and conditions provided
in the 1975 Ordinance,

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

1f less than an entire year’s maturity is to be redeemed at
any particular time, the Bonds or portions thereof to be
redeemed shall be chosen by the Fiscal Agent by lot.

Each such redemption shall be made after mnotice by
publication once a 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 Philadelphisa,
Pennsylvania, the first publication to be not less than thirty
(30) days nor more than sixty (60) days prior to the date
fixed for redemption. Notice having been so given and
provision having been made for redemption from funds on
deposit with the Fiscal Agent or Sinking Fund Depositary,
all interest on Bonds called for redemption accruing after
the date fixed for redemption shall cease, and the holders or
registered owners of the Bonds called for redemption shall
have no security, benefit or lien under the 1975 Ordinance
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or any right except to receive payment of the redemption
price.

This Bond is transferable by delivery unless registered
as to principal in the name of the owner on the bond register
of the City to be kept for that purpose at the principal
Philadelphia Office of the Fiscal Agent, such registration
to be noted hereon by the Fiscal Agent on behalf of the City.
After such registration no transfer shall be valid unless
made by the registered owner in person or by his duly
authorized attorney and similarly noted upon said bond reg-
ister- and hereon. This Bond, however, may be discharged
from registration by being in like manner transferred to
bearer, and thereupoll transferability by delivery shall be
restored after which this Bond may again from time to time
be registered or made transferable by delivery as before.
' Such registration, however, shall not affect the negotiability
of the coupons for interest hereto attached, which shall al-
ways continue to be payable to bearer and to be transfer-
able by delivery. )

This Bond is exchangeable by the holder or, if registered
as to principal, by the registered owner in person or by his
attorney duly authorized in writing, at the principal Phila-
delphia office of the Fiscal Agent, but only in the manner,
subject to the limitations, and upon payment of the charges
provided in the 1975 Ordinance, and upon gurrender of this
Bond. Upon request for such exchange, the City shall issue
in the name of the holder or registered owner of his nominee
or in bearer form at the option of the holder or registered
owner, and ghall deliver in exchange for this Bond, to or
upon the order of the holder or registered owner, & new
registered Bond or new registered Bond in authorized de-
nominations aggregating the principal amount hereof or
a new coupon Bond or coupon Bonds of such demoninations
and aggregate principal amount with coupons attached
representing all unpaid interest due or to become due and,
in each case, maturing on the same date and bearing interest
at the same rate as this Bond, and bearing the same designa:
tion as to series or subseries as this Bond.
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As provided by the Act, this Bond, its transfer and the
income therefrom (including any gains made on the sale
thereof other than underwriting profits in a distribution
thereof) shall at all times be free from taxation within and
by the Commonwealth of Pennsylvania but this exemption
_ shall not extend to the underwriting profits or to gift,
succession or inheritance taxes 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 City 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
registered, as the absolute owner of this Bond or such
coupon, as the case may be, for all purposes whether or not
this Bond or such coupon be overdue, and neither the City
nor the Fiscal Agent shall be affected by any notice to the
contrary. Any consent, waiver or other action taken by the
holder or registered owner hereof pursuant to the provisions
of the 1975 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 thercof be made hereon or on any Bond issued in
exchange hereof.

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

This Bond is a special obligation of the City payable
solely from the pledged rentals, revenues and moneys and
neither the credit nor the taxing power of the City is
pledged for the payment of the principal of, premium, if
any, or interest on this Bond, nor shall this Bond be deemed
to be a general obligation of the City.
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Tt ia hereby cer‘ified +hat =W conditions ~2ts and things
required to exist, happen and be performed under the Act
and under the 1975 Ordinance preccdent to and in the
issuance of this Bond, exist, have happened and have been
performed, and that the issuance and delivery of this Bond
have been duly authorized by Ordinance of the City duly
adopted.

IN WITNESS WHEREOF, The City of Philadelphia has
caused this Bond to be properly executed by its Fiscal
Agent, by two duly authorized officers thereof, and the fac-
simile of the seal of the City of Philadelphia to be imprinted
hereon, and to be duly countersigned and attested by a
facsimile signature of the City Controller, and has also
caused the coupons hereto attached to be authenticated with
~ the facsimile signature of the City Controller, as of

Countersigned and

Attested by CITY OF PHILADELPHIA
(Facsimile Signature) BY ciiieeiiiieiaane

City Controller - Fiscal Agent
BY vvvvennerieanaansanns

Authorized Qfﬁcer

(Form of Coupon)
Coupon No. $

On , the City of Philadelphia
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
made or provided for, at the principal Philadelphia office
of - in Philadelphia, Pennsylvania,
but only out of the rentals, revenues and moneys referred
to in the Bond hereinafter mentioned, the amount shown
hereon, in lawful money of the United States of America,
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being interest then due on its Gas Works Revenue Bond,
, dated as of ,
and numbered.

CITY OF PHILADELPHIA

City Controller

SECTION 3.04. General Form, Content and Payment of
Bonds. Bonds shall be generally designated as Gas Works
Revenue Bonds of the City and shall be issued in such
series and within such series in such subseries as the City
may from time to time determine. The aggregate principal
amount of Bonds which may be issued, authenticated and
delivered under this Ordinance is unlimited, but prior to
issuance of each Series of Bonds, the City shall adopt a
Supplemental Ordinance authorizing such Series.

The Bonds of each Series may be issued in coupon form
with principal payable to bearer or registered as to principal
only, in fully registered form, or may consist in whole or
in part of one or more installment Bonds in fully registered
form payable as to principal or subject to mandatory re-
demption in annual installments, or any combination of the
foregoing, shall be issued in such aggregate principal
amount, shall be dated on or as of such date or dates, shall
be 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 and conditions not inconsistent with this Ordi-
nance or the Act, all as shall be determined by the City and
set forth in the supplemental ordinance under which such
bonds are issued, or as shall be determined by a designated
officer or officers of the City thereunto authorized by the
Supplemental Ordinance, or in the absence of such pro-
visions or designation, as shall be determined by the Di-
rector of Finance as specified in Section 4.05.
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The principal of and interest on (except the final install-
ment of principal and the interest then payable) and the
principal, premium, if any, and accrued interest payable
upon partial redemption with respect to, all fully registered
installment Bonds, and the interest payable in respect of
fully registered Bonds, shall be payable by check or draft
of the Fiscal Agent mailed to the registered owner of such
Bonds at the address of such owner as it appears upon the
bond register, and the records of the Fiscal Agent shall be
conclusive as to such payment and shall bind such owner,
his successors and assigns whether or not such payment be
noted on such Bond. Except as aforesaid, the principal of
all Bonds, the premium, if any, payable upon redemption
thereof, and the interest on all coupon Bonds payable at
or prior to maturity, shall be payable in lawful money of
_ the United States of America at the principal Philadelphia
office of the Fiscal Agent in Philadelphia, Pennsylvania, or
at the principal office of a paying agent designated in such
Bonds, but with respect to such principal, only upon presen-
tation and surrender of such Bonds, or with respect to
interest payable at or prior to maturity of such coupon
Bonds, only upon presentation and surrender of the respec-
tive coupons for interest, except as otherwise herein pro-
vided with respect to mutilated, destroyed, lost or stolen
Bonds or coupons.

Each Bond executed and delivered upon any transfer,
exchange or substitution, shall carty all the rights to inter-
est accrued and unpaid, and to accrue, which were carried
by the Bond or Bonds surrendered upon such transfer or
exchange, or as the case may be, the part thereof repre-
sented by such new Bond or Bonds, and notwithstanding
anything to the contrary contained in this Ordinance, such
new Bond, if 8 fully registered Bond, shall be so dated,
and, if a coupon Bond, shall have attached thereto such
coupons, that neither gain nor loss in interest shall result
from such transfer, exchange, or gubatitution.

The foregoing provisions of this Section, any other pro- ‘

vision in this Ordinance to the contrary notwithstanding,
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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 he
payable only from the rentals, revenues and moneys of the
City pledged for the payment thereof pursuant to this
Ordinance and not otherwise.

SECTION 3.05. Registration of Bonds, Registrar, Bond

Register. The City shall keep or cause to be kept at the

principal Philadelphia office of the Fiscal Agent, books for

the registration and transfer of Bonds entitled -to registra-

tion and transfer; and the City will register or transfer or

cause to be registered or transferred therein, as hereinafter

~—— - provided -and under such reasonable regulations as may be

prescribed by the Director of Finance, any Bonds entitled
to be so registered or transferred, upon presentation for
such purpose. The Fiscal Agent is hLereby appointed the
registrar of the City for the purpose of registering, trans-
ferring and exchanging the Bonds. The books kept pursuant
to this Section are herein and in the Bonds referred to as
the bond register.

SECTION 3.06. Bonds are Negotiable Instruments. The
Bonds shall have the qualities of negotiable instruments
under the law merchant and the laws pertaining to negoti-
able instruments of the Commonwealth of Pennsylvanis,
subject to the provisions for registration and transfer con-
tained in Section 3.07 and 3.08 and in the Bonds.

SECTION 3.07. Transfer of Coupon 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 ownership of the principal thereof registered on
the bond register required to be kept pursuant to Section
3.05, and such registration shall be noted on the Bond.
After such registration no transfer shall -be valid unless
made on such books by the registered owner in person, or
by his duly authorized attornmey, and similarly noted on
the Bond; but such Bond may be discharged from registra-
tion by being in like manner transferred to bearer, and
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thereupon transferability by delivery shall be restored; and
such Bond may again, from time to time, be registered or
discharged from registration in the same manner as before.
Such registration, however, shall not affect the negotiability
by delivery of the coupons, but every such coupon shall con-
tinue to be transferable by delivery and shall remain pay-
able to bearer.

SecTiON 3.08. Registration and Transfer of Fully Regis-
tered Bonds. The names and addresses of the registered
owners of all fully registered Bonds together with a brief
description of the Bonds so registered shall be recorded in
the bond register. Any fully registered Bond may be trans-
ferred at the principal Philadelphia office of the Fiscal
Agent or surrendered for transfer at the principal office of

—one-ofthe paying agents designated in such Bond, upon
surrender of such Bond accompanied by delivery of &
written instrument of transfer in form approved by the
Director of Finance, duly executed by the registered owner
of such Bond or his duly authorized attorney, and there-
upon the City and the Fiscal Agent ghall execute in the
name of the transferee or transferees, and the Fiscal Agent
shall deliver, a new fully registered Bond, or new fully reg-
istered Bonds, of like form, of the same Series, bearing the
same rate of interest, of the same maturity, and for the
same aggregate principal amount.

SECTION 3.09. Ezchange of Bonds. All Bonds of any
Series issued hereunder shall be exchangeable for like Bonds ™~~~
of different authorized denominations or for Bonds in dif-
ferent form of the same Series, as the case may be, and, in
each case, in the same aggregate principal amount, matur-
ing on the same dates and bearing the same rate of interest
as the Bonds to be exchanged, all in the manner herein-
after provided. The holder of any bearer coupon Bond or
Bonds or the registered owner of any registered Bond or
Bonds desiring to exchange such Bond or Bonds shall sur-
render (or, in the case of registered Bonds, shall cause his
attorney thereunto duly authorized to surrender) such
Bond or Bonds in negotiable form or, as the case may be,
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accompanied by an appropriate instrument of iransfer,
together with all unmatured coupons appertaining to cou-
pon Bonds 80 surrendered, at the principal Philadelphia
office of the Fiscal Agent or at the principal office of one of
the paying agents designated in the Bonds, together with
a written request for-exchange, in form approved. by the
Director of Finance, setting forth the form of Bond or
Bonds requested to be issued in exchange, the denomination
or denominations thereof and, if to be issued in partial or
fully registered form, the person or persons in whose name
such Bonds are to be registered. Thereupon and subject to
the provisions of Section 3.10, the City and the Fiscal
Agent shall execute and deliver to the persons thereunto
entitled 2 new Bond or new Bonds in the form requested in
authorized denominations aggregating the principal amount
of the Rond or Bonds surrendered, maturing as to principal
on the same date or dates, bearing the same rate of interest,
and bearing the same designation as to series. All fully
registered Bonds issued in exchange for Bonds of any
series shall be dated on the date of issuance thereof and
shall bear interest from the date from which interest was
initially payable with respect to such Series or from the
next preceding interest payment date of such Series, which-
ever is later, or, if the date of authentication shall be an
interest payment date of such Series, from such date. All
coupon Bonds issued in exchange for Bonds of any Series
shall be dated as of the date of the initial issuance of such
Series and all matured coupons shall be removed from such
Bonds prior to their authentication and delivery in ex-
change. For the purpose of exchange, a fully registered
installment Bond shall be deemed to represent separate
Bonds each in the amount and of the maturity of the
annual installments of principal provided for in such Bond.

SECTION 3.10. Cost of Bond Registration, Transfer or
Ezchange, Miscellaneous Provisions Governing Transfers
and Ezxchanges. Registration, transfer, discharges from
registration, and exchanges of Bonds authorized under this
Article shall be without expense to the Holders of such
Bonds, but any taxes or other governmental charges re-
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quired to be pzid with respect to the same shall be paid by
the Holder requesting any such transaction, as a condition
precedent to the exercise of such privilege.

The City shall not be required to make (a) any exchange
or transfer of any Bonds during the period of fifteen busi-
ness days next preceding any interest payment date for
such Bonds, or (b) any exchange or transfer of any Bonds
during the period of twenty business days next preceding
the first publication or mailing of any notice of redemption
of such Bonds. '

All Bonds surrendered for exchange and the coupons, if
any, attached thereto and all registered Bonds without
coupons surrendered for transfer, shall be cancelled as the
principal thereof and the coupons severally become due and
. payable and after such due date, may be cremated, shredded
or otherwise destroyed by the Fiscal Agent.

All Bonds executed, authenticated and delivered in ex-
change for Bonds surrendered or upon the transfer of
registered Bonds shall be valid obligations of the City,
evidencing the same debt as the Bonds surrendered, and
shall be secured by this Ordinance to the same extent as
such surrendered Bonda. Lo

SECTION 3.11. Ownership of Bonds. The City, the Fis-
cal Agent and any paying agent designated in any Bond
may treat the holder of any coupon Bond if it shall not at
the time be registered as to principal, the registered owner
of any coupon Bond if it shall at the time be so registered,
the holder of any coupon appertaining to a coupon Bond
whether or not such coupon Bond shall be so registered,
and the registered owner of any fully registered Bond, as
the absolute owner of such Bond or such coupon, a3 the
case may be, for all purposes whether or not such Bond
or such coupon 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 holder of any bearer coupon Bond or
by the registered owner of any Bond other than a bearer
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coupon Bond pursuant to the provisions of this Ordinance
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 consent, waiver
or other action shall have been made on such Bond or on
any Bond issued-in exchange therefor.

SECTION 8.12. Definitive and Temporary Bonds. Bonds
in definitive form shall be fully engraved or printed or
lithographed on steel engraved borders. Until Bonds in de-
finitive form of any Series are ready for delivery, the City
and the Fiscal Agent may execute, and, upon the requst
of the City in writing, the Fiscal Agent shall deliver in
lieu of any such Bonds, and subject to the same provisions,
limitations and conditions, one or more printed, litho-
graphed or typewritten Bonds in temporary form, substan-
tially of the tenor of the Bonds hereinbefore described,
without coupons or with one or more coupons, and with
appropriate omissions, variations and insertions. Such
Bond or Bonds in temporary form may be for the amount
of any authorized denomination or any multiple thereof,
as the Director of Finance may determine. Until exchanged
for Bonds in definitive form such Bonds in temporary form
shall be entitled to the benefit of this Ordinance. Unless
otherwise agreed with the Holder of such temporary Bond
or Bonds, the City shall, without unreasonable delay, pre-
pare, execute and deliver to the Fiscal Agent, and there-
upon, upon the presentation and surrender of any Bond
or Bonds in temporary form, the Fiscal Agent shall execute
and deliver, in exchange therefor, 8 Bond or Bonds in de-
finitive form of the same Series and same maturity for the
same aggregate principal amount as the Bond or Bonds in
temporary form surrendered. Such exchange shall be made
by the City at its own expense and without making any
charge therefor. Until such Bonds in definitive form are
ready for delivery, the Holder of one or more Bonds in
temporary form may, with the consent of the City, ex-
change the same, upon surrender thereof to the Fiscal
Agent for cancellation, for Bonds in temporary form of
like aggregate principal amount, of the same Series and
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maturity, in authorized denominations and bearing all un-
matured coupons, if any.

SECTION 3.13. Ezecution of Bonds. The Bonds shall be
executed on behalf of the City by the Fiscal Agent by the
manual signatures of two of its duly authorized officers,
under the seal of the City which shall be either affixed or
reproduced thereon in facsimile and shall be countersigned
and attested by the manual or facsimile signature of the
Controller, all in accordance with the Act of March 24,
1949, P. L. 312, or in such other manner as shall be au-
thorized by law and prescribed by supplemental ordinance.
The coupons attached to coupon Bonds shall be executed on
behalf of the City by the facsimile signature of the City
Controller. Any such Bonds or coupons may be executed,
issued and delivered notwithstanding that one or more of
. the officers signing such Bonds or whose facsimile signa-
ture shall be upon such Bonds or coupons or any thereof,
shall have ceased to be such officer or officers at the time
when such Bonds shall actually be delivered, and although
at the nominal date of the Bond any such person shall not
have been such officer. )

SECTION 3.14. Mutilated, Destroyed, Lost or Stolen
Bonds. Upon receipt by the Fiscal Agent and the City of
evidence satisfactory to both of them that any outstanding
Bond or coupon has been destroyed, lost or stolen, and of
indemnity satisfactory to both of them, then, in the ab-
sence of notice to the City or to the Fiscal Agent that such
Bond or coupon, if alleged to have been lost or stolen, has
been acquired by a bona fide purchaser, or if a Bond or
coupon has been mutilated, the City in its discretion acting
through the Director of Finance, may execute and deliver
a new bond of the same Series and same maturity and of
like tenor (which shall have attached the same correspond-
ing coupons, if any, as the mutilated, destroyed, lost or
stolen 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, 80
destroyed, lost or stolen.
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The City may, for each new bond authenticated and
delivered under the provisions of this Section, require the
payment of the expenses, including counsel fees, which may
be incurred by the City and the Fiscal Agent in the prem-
ises. In case any such mutilated, lost or stolen Bond or
coupon has-become or is about to become due and payable,
the City, in its discretion, may, instead of issuing & new
Bond or coupon, direct the payment thereof at maturity
and the Fiscal Agent shall thereupon pay the same.

Any Bond or coupon issued under the provisions of this
Section in lieu of any Bond or coupon alleged to be de-
stroyed, lost or stolen shall constitute an original addi-
tional contractual obligation on the part of the City whether
or not the Bond or coupon so alleged to be destroyed, lost
or stolen be at any time enforceable by anyone, and shall
be equally and proportionately entitled to the benefits of
this Ordinance with all other Bonds and coupons issued
under this Ordinance.

SECTION 8.15. Installment Bonds—Interim Certificates. ’
Nothing in this Ordinance shall be construed to prohibit
the authorization by supplemental ordinance of install-
ment Bonds in the forms above provided with appropriate
modifications or to prohibit the issuance of interim certifl-
cates pending the delivery of definitive Bonds in such form
as shall be approved by the City Solicitor.

SECTION 4.
ARTICLE IV
ISSUANCE OF BONDS—SUPPLEMENTAL
ORDINANCES

SECTION 4.01. Purpose of Bonds. The Bonds issued un-
der this Ordinance shall be issued for the purpose of paying
the cost of projects, as such term is defined in the Act,
related to the Gas Works, of reimbursing any fund of the
City from which such costs shall have been paid or ad-
vanced, of funding any of such costs for which the City
shall have outstanding bond anticipation notes or other
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 issued for the fore-
going purposes.

SECTION 4.02. Pledge of Revenues; Grant of Securily
Interest; Application of Revenues. The City hereby
pledges for the security and payment of all Bonds and
coupons, if any, issued under this Ordinance and hereby
grants a security interest in, all rents, rates and charges
imposed or charged by the City upon the owners or occu-
pants of properties connected to, and upon all users of,
gas distributed by the Gas Works and all other revenues
derived therefrom (the Project Revenues) as such term is
defined in the Act and all accounts, contract rights and
general intangibles representing the Project Revenues, and
in each case, the proceeds of the foregoing. For the purpose
. of compliance with the filing requirements of the Uniform
Commercial Code in order to perfect the gecurity interest
herein granted, the Fiscal Agent shall be deemed to be and
the City hereby recognizes the Fiscal Agent as, the repre-
sentative of bondholders to execute financing statements
as the secured party. Subject to the provisions of Section
7.02 hereof, all Project Revenues as and when collected in
each fiscal year shall be applied first to Net Operating Ex-
penses; 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 be self-liquidating on the basis of such
expected revenues; fourth, to ‘the payment of interest and
sinking fund charges of other general obligation debt in-
curred for the Gas Works, and fifth, to the payment of
City Charges. Any balance remaining may be applied to
any proper purpose of the City. The foregoing provisions
ghall not be construed to require the segregation upon col-
lection of revenues prior to default in the payment of the
principal of and interest on Bonds.

SECTION 4.03. Particular Covenants. The City cove-
nants with the Holders of all Bonds from time to time and
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at the time outstanding under this Drdinance, thst so long
as any such Bonds shall remain cutstanding:

(a) No Bonds will be issued by the City hereunder or
under any ordinance supplemental hereto unleas the
financial report of the chief fiscal officer of the City re-
quired by Section 8 of the Act to be filed with the City
Council shall be accompanied by an engineering report
of an independent consulting engineer or an independent
firm of consulting engineers, in either case having broad
experience in the design and analysis of the operation
of gas works or gas distribution systems of the magni-
tude and scope of the Gas Works and a favorable repu-
tation for competence in such field (the Engineers) set-
ting forth the qualifications of the Engineers and:

(i) containing a statement that the Engineers have
made such investigation of the physical properties in-
cluded in the Gas Works and of the books and records
of the Gas Works maintained by the City or by the
Manager, as they deemed necessary; and

(i1) on the basis of such investigation containing:

(aa) the same matters, gtatements and opinion
as are required by Section 8 of the Act to be con-
tained in the financial report of the chief fiscal
officer supported by appropriate schedules and
summaries;
(bb) a statement that the Gas Works rents, rates
and charges, on the basis of which the statements
required by the foregoing clause (aa) are made,
are currently and will be sufficient to comply with
the Rate Covenant set forth in Section 4.03(b);
and

(cc) a statement that, in the opinion of the engi-
neers, the Gas Works are in good operating con-
dition or that adequate steps are being taken to
make them so.

(b) it will, at a minimum, impose, charge and collect in
each Fiscal Year such gas rates and charges as shall,
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together with all other Project Revenues (as defined
in the Act) to be received in such Fiscal Year, equal not
less than 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 sinking
fund requirements for principal of and interest on
all Bonds issued and outstanding hereunder which
will become due and payable during such Fiscal Year;
and

(iii) the amount, if any, required to be paid into
the Sinking 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 Bonds and
in respect of all outstanding general obligation bonds
issued for improvements to the Gas Works and all
amounts, if any, required during such Fiscal Year
to be paid into the Sinking Fund Reserve.

The Gas Commission 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 Covenant.

(¢) It will pay or cause the Fiscal Agent or paying
agent to pay from the Project Revenues deposited in
the Sinking Fund the principal of, premium, if any, and
interest om all Bonds as the same shall become due and

payable and as more particularly set forth in the Bonds. .

(d) It will continuously maintain in good condition and
continuously operate the Gas Works.
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(e) It will not in any Fiscal Tear pay from the Project
Revenues any City Charges or deposit from the Project
Revenues in the general sinking fund of the City any
sinking fund charges in respect of general obligation
bonds of the City unless prior thereto or concurrently
therewith all sinking fund charges in respect of “Bonds
issyed and outstanding hereunder for such Fiscal Year,
then payable, shall have been deposited in the Sinking
Fund created hereby.

(f) It will not refund from the proceeds of Bonds any
debt of the City represented by general obligation bonds
or notes issued prior to January 1, 1974.

(g) That it has, by Ordinance, authorized the imposi-
tion of rates and charges by the Gas Commission suf-
ficient from time to time to comply with Rate Covenant
get forth in Section 4.03(b) and that it will not repeal
or materially adversely dilute such authorization.

(h) It will, not later than 120 days following the close
of each Fiscal Year, file with the Fiscal Agent a report
of the operation of the Gas Works setting forth, among
other things, in reasonable detail financial data con-
cerning the Gas Works for such Fiscal Year, including
a balance sheet, statements of income, equity, and
changes in financial condition, and an analysis of funds
available to cover debt service (in each case not incon-
sistent with the statements of income, expenses, and
other accounts of the City audited by the City Control-
ler) prepared by the Manager of the Gas Works in ac-
cordance with generally recognized municipal accounting
principles consistently applied, gshowing compliance with
the Rate Covenant, accompanied by a certificate of the
Manager of the Gas Works that the Gas Works are in
good operating condition and by & certificate 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 performed. Such report shall be furnished
to the Fiscal Agent in such reasonable number of copies
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ag shall be required to meet the written requests of Bond-
holders therefor on a first come first served basis. The
Fiscal Agent shall keep on file a copy of each report and
its aecompanying certificates for a period of ten (10)
years and shall exhibit the same to, and permit the copy-
ing thereof by, any Bondholder or his authorized repre-
gentative at all reasonable times.

SECTION 4.04. Bonds to be Parity Bonds. All bonds
issued hereunder shall be parity Bonds equally and ratably
secured by the pledge of and grant of security interest in,
the Project Revenues without preference, priority or dis-
tinction as to lien or otherwise, except as otherwise here-
inafter provided, of any one Bond or coupon over any other
Bond or coupon or as between principal and interest.

The City hereby reserves the right, and nothing herein
shall be construed to impair such right, to finance improve-
ments to its Gas Works by the issuance of its general obli-
gation bonds or by the issuance, under ordinances other
than Supplemental Ordinances, of Gas Works bonds for the
payment of which Project Revenues of the Gas Works may

_be pledged subject and subordinate in each Fiscal Year to

the prior payment from such revenues of all principal,
premium, interesl and sinking fund requirements payable
during such Fiscal Year under this Ordinance, as from
time to time supplemented and amended, in respect of
Bonds.

SECTION 4.05. Sale of Bonds; Tazxes Not to be Assumed;
Terms and Provisions; Authority of Director of Finance.
To the extent, pursuant to Section 4.06, that the Supple-
mental Ordinance authorizing any Series of Bonds here-
under shall not otherwise provide:

(a) All bonds shall be sold at public, private or invited
gale as a majority of the Mayor, the City Controller and
the City Solicitor may determine to be in the best inter-
ést of the City and, if sold at competitive public sale,..
shall be sold to the purchaser or purchasers submitting
the highest and best bid upon such terms and conditions
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of the bidding s shall be specified in an official notice
of sale issued in the name of the City by toe Director of
Finance;

(b) no covenant to pay or assume any taxes shall 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 ex-
changed, and the form, terms and provisions of the
Bonds including, without limitation, the matters re-
ferred to in Section 5 of the Act, and in the second
paragraph of Section 3.04 of this Ordinance shall be
determined by the Director of Finance who is hereby
designated as the officer of the City to make such determi-
nations based, to the extent applicable, on the prices, in-
terest rates or other terms set forth in the highest and
best proposal conforming to the bidding specifications
as ascertained and accepted on behalf of the City by the
Director of Finance.

SECTION 4.06. Conditions of Issuing Bonds, Supplemental
Ordinance; Filing of Transcript; Use of Proceeds; Refund-
ing Bonds. Prior to the issuance of any series of Bonds,
the Council shall adopt an ordinance supplemental hereto
gpecifying the aggregate principal amount or maximum
aggregate principal amount, and authorizing the issuance
of such Bonds; stating that such Bonds are issued in re-
spect of capital costs of a Gas Works project or projects
of the City or to fund or refund bond anticipation or other
obligations of the City issued in respect thereof or for the
purpose of refunding debt issued for such purpose; making
a finding based on the report of the Director of Finance
of the City required by Section 8 of the Act that the Project
Revenues pledged hereunder will be sufficient 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; and containing
the covenant as to the payment of debt gervice required
by Article IX, Section 10 of the Pennsylvania Constitu-
tion. Such Supplemental 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
terms upon which, or the prices for which, the Bonds are
to be sold or exchanged, including,. if applicable, competi-
tive bidding specifications; may contain such amendments
to this Ordinance, including amendments or rescission of
the covenants herein contained, and may contain or au-
thorize such further covenants and agreements, including
such covenants as may be appropriate under existing regu-
lations so that the Bonds may not be deemed to be “arbi-
trage bonds” as such term is defined in the Internal Reve-
nue Code and applicable regulations, all as the Council may
deem appropriate and proper and as shall be authorized
or permitted by the Act but no such amendments, -provi-
sions, terms, covenants or agreements (other than those

_ permitted under Section 8.01 and adopted pursuant thereto)

which shall 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
become effective until all Bonds the holders of which are
entitled to the protection of, or to enforce compliance with
such prior covenant, shall cease to be outstanding.

Prior to the issuance of any Series of Bonds hereunder
the Director of Finance shall, in addition to the filing re-
quirements of Section 12 of the Act, file with the Fiscal
Agent a transcript of the proceedings authorizing the issu-
ance of such Series of Bonds which shall include (i) a cer-
tified copy of this Ordinance (unless previously so filed) ;
(ii) a certified copy of the Supplemental QOrdinance; (iil)
an executed or certified copy of the report of the Director
of Finance required by subsection (a) of Section 8 of the
Act: (iv) an executed copy of the opinion. of the City-
Solicitor required by subsection (b) of Section 8 of the
Act; (v) an executed copy of the Engineer’s report re-
quired by subsection (a) of Section 4.03; and (vi) a cer-
tificate of the Director of Finance that there is no default
in the payment of the prineipal of; interest- ong or. pré--
miums, if any, payable in respect of, any Bonds, that the
amounts currently on deposit in the Sinking Fund Reserve
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meet the requirements of Section 6.04 that the report for
the latest completed Fiscal Yetr required to be filed pur-
suant to subsection (h) of Section 4.03 has been filed and
that during such Fiscal Year the City was in compliance
with the Rate Covenant as therein shown, and that the
City is currently in compliance with the Rate Covenant
and all other covenants contained in this Ordinance and
all Supplemental Ordinances, and thereupon the proper
officers of the City and the Fiscal Agent shall be authorized
to execute and deliver the Bonds so authorized, to receipt
for the purchase price thereof and to execute and deliver
on behalf of the City the usual closing statements, affi-
davits and certificates.

The Director of Finance, the City Solicitor, the City Con-
troller and such other officers of the City as may be appro-
priate are authorized in connection with the issuance of any
Series of Bonds hereunder, to prepare, execute and file on
behalf of the City such statements, documents or other ma-
terial as may accurately and properly reflect the financial
condition of the City or other matters relevant to the issu-
ance or payment of such Bonds and as may be required or
appropriate to comply with applicable state or federal laws
or regulations.

Unless otherwise provided in the Supplemental Ordi-
nance, the proceeds of sale of all Bonds issued hereunder
shall be deposited in the consolidated cash account of the
City to the credit of the capital improvement funds and
shall be disbursed therefrom, in accordance with estab-
lished procedures, for the costs of the project or projects
(as such term is defined in the Act) for which the Bonds
were issued provided, however, that if such Bonds ghall
be issued for the purpose of funding or refunding bonds
or notes previously issued by the City such proceeds shall,
unless otherwise directed by thé Supplemental Ordinance,
be deposited in a special account in the Sinking Fund here-
inafter authorized and deposited, invested (if appropriate)
and disbursed under the direction of the Director of Fi-
nance for the purpose of retiring the bonds or notes being
funded or refunded.
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If the City shall, by Supplemental Ordinance, authorize
the issuance of revenue refunding bonds pursuant to Sec-
tion 10 of the Act, in the absence of specific direction or
inconsistent authorization contained in the Supplemental
Ordinance, the Director of Finance is hereby authorized
in the name and on behalf of the City to take all such
action, including the irrevocable pledge of proceeds and/or
the income and profit from the investment thereof for the
payment and redemption of the funded or refunded bond
or notes and including the publication of all required re-
demption notices or the giving of irrevocable instructions

1 therefor, as may be necessary Or appropriate to accom-
3 plish the funding or refunding and to comply with the
requirements of Section 10 of the Act.

SECTION 3.
ARTICLE V -
REDEMPTION OF BONDS

SECTION 5.01. Bonds May Be Subject to Redemption.
Bonds of any Series may be subject to either optional or
mandatory redemption at the times, in the order, in the
amounts, at the redemption prices, and other such terms,
conditions and restrictions, all as may be set forth in the
Supplemental Ordinance authorizing the issuance of such
series or, in the absence of such provisions, as may be set
forth in the Bonds at the direction of the Director of Fi-
nance and shall be set forth in the official notice of sale.

SECTION 5.02. Notice, Selection by Lot. Whenever the
City shall, by ordinance of Council, determine to redeem
all or part of the Bonds of any series in accordance with
the right reserved so to do, or when the City or the Fiscal
] Agent shall be required to redeem Bonds pursuant to man-
] datory redemption provisions, the City or the Fiscal Agent,
: as the case may be, shall cause a notice of intention to re-
E deern, signed in the name of the City by the Fiscal Agent,

.

to be published once 2 week for two consecutive weeks, the
first publication to be at least thirty days and not more-than-—
sixty days before the redemption date, in not less than two
nor more than four daily newspapers published in the Eng-

APP. NG. 39735




lish language and of general circulatioi in the City. At least
thirty days before the redemption date the Fiscal Agent
shall mail such notice to each registered owner appearing
upon the bond register of the registered Bonds to be re-
deemed, but failure so to mail any such notice shall not
affect the validity of the proceedings for redemption. Such
notice shall specify, unless a pertinent Supplemental Ordi-
nance shall otherwise provide, the Series and the maturi-
ties of the Bonds so to be redeemed and also, if less than all
then outstanding Bonds of a maturity are to be redeemed,
the numbers of the Bonds to be redeemed which may be ex-
pressed in designated blocks, if applicable, and the date
fixed for redemption, the redemption price and the place of
payment, and shall further state that, from and after such
date, interest thereon will cease to accrue.

In connection with the redemption of less than all the
Bonds of a particular maturity or geries, the Fiscal Agent
ghall draw by lot the number of the Bonds to be redeemed
in such manner as it shall deem proper unless the Supple-
mental Ordinance establishing the terms and provisions of
such Bonds or the redemption provisions of the particular
Bonds provides that they shall be redeemable in the order
or inverse order of their numbers or that such Bonds shall
be redeemable in the order or inverse order of their ma-
turities and all Bonds of a particular maturity or ma-
turities are being redeemed. For the purpose of any draw-
ing, the Fiscal Agent shall assign a number for each basic :
denomination.

SECTION 5.03. Effect of Redemption, Payment. Notice
having been given in the manner hereinbefore provided in
this Article or irrevocable instructions to give such notice
having been delivered to the Fiscal Agent to pay said Bonds
or portions thereof, and funds complying with the provi-
sions of subparagraph (1) of Section 10 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, prior to the date fixed
for redemption, the Bonds or portions thereof so called for
redemption, shall become 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 presented for redemption or not,
and the coupons representing the interest on any of said
Bonds thereafter to accrue shall from that date be wvoid
and of no effect. The principal amount of all Bonds or por-
tions thereof 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 in negotiable 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.

SECTION 5.04. Partial Redemption. Upon presentation
of any Bond which is to be redeemed in part only, the City
and the Fiscal Agent shall execute and deliver to the
Holder thereof, at the expense of the City a new Bond or
Bonds of authorized denominations in principal amount
equal to and of the same Series and maturity as the unre-
deemed portion of the Bond or Bonds so presented, which
new Bond or Bonds shall, at the option of the Holder, either
be a coupon Bond or Bonds with all unmatured coupons
thereto appertaining or a registered Bond or Bonds with-
out coupons.

SECTION 6.
ARTICLE VI
SINKING FUND

SECTION 6.01. E'stablishment of Sinking Fund. There
is hereby established a sinking fund to be known as the
City of Philadelphia 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 account or accounts separate and apart from all other

accounts of the City and payments therefrom shall be
made only as hereinafter’ xn this Ordinance provxded

The City covenants and the Director of Finance is d1-
rected to deposit in, and there is hereby appropriated to,
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the Sinking Fund from the pledied revenues in each Fiscal
Year such amounts as will, togsther with interest and prof-
its earned and to be earned on investments held therein,
be sufficient to accumulate, on or before each interest and
principal payment date of the Bonds, the amounts required
to pay the principal of and the interest on the Bonds then
becoming due and payable. Payment into the Sinking Fund
ghall be scheduled at such times and in such amounts in
relation to the receipt of revenues and the operation and
maintenance requirements of the Gas Works as the Direc-
tor of Finance shall determine.

SECTION 6.02. Fiscal Agent. Such state or federally
chartered bank as may from time to time be appointed by
the City in accordance with law, shall act as Fiscal Agent
in respect of all Bonds issued under this Ordinance or in
respect of any particular issue or issues of Bonds. The
Fiscal Agent shall also act as Sinking Fund Depositary of
the Sinking Fund, and as paying agent and registrar of
the Bonds in respect of which it is the Fiscal Agent. Noth-
ing 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, paying agents or registrars of the Bonds
or any series thereof.

Subject to the foregoing, the proper officers of the City
are authorized to enter into contracts or to confirm exist-
ing agreements governing the maintenance of accounts and
records, the disposal of cancelled Bonds and coupons, 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 capaci-
ties, to comply with the provisions of the Act and of this
Ordinance.

SECTION 6.03. Payments From the Sinking Fund. The
Sinking Fund Depositary shall, on direction of the Direc-
tor of Finance, or if for any reason he should fail to give
such direction, on the direction of the Fiscal Agent, liqui-
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date investments, if necessary, and pay over from the Sink-
ing 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 moneys
for the payment 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 pre-
viously held in the Sinking Fund.

SECTION 6.04. Sinking Fund Reserve. 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 Finance, deposit in the
Sinking Fund Reserve from the proceeds of sale of each
Series of Bonds issued hereunder, an amount equal to the
maximum 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 investments (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 interest require-
ments in any subsequent Fiscal Year of all bonds issued
and outstanding hereunder, provided 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 Bonds 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 will*"
meet the Sinking Fund Reserve requirement of this Ordi-
nance in respect of such Bonds.

APP. NO. 397—39



If, at any time and for any rvison, the moneys in the
Sinking Fund, other than in the Sinking Fund Reserve,
shail be insufficient to pay as and when due, the principal
of (and premium if any) or interest on any Bond or Bonds,
the Sinking Fund Depositary is hereby authorized and
directed to withdraw from the Sinking Fund Reserve and
pay over to the Fiscal Agent the amount of such deficiency.
If by reason of such withdrawal or for any other reason
there shall be a deficiency in the Sinking Fund Reserve,
the City hereby covenants to restore such deficiency as
required by Section 7.02.

SECTION 6.05. Management of the Sinking Fund. To
the extent that debt service in respect of any Series of
Bonds shall not be financed as a part of the cost of the
project or projects for which the Bonds are issued, in
which case the amount of the debt service financed shall be
deposited in the Sinking Fund from the proceeds of Bonds,
sinking fund payments from the pledged revenues in re-
spect of each Series of Bonds shall commence during the
six-month period immediately preceding the first interest
payment date of each Series for which debt service has
not been completely funded and in any event not later than
one year subsequent to the estimated completion or acquisi-
tion of projects to be constructed or acquired as estimated
by the Manager of the Gas Works and, in all other cases,
not later than one year subsequent to the date of the Bonds.
The moneys, including interest bearing deposits, in the
Sinking Fund to the extent not otherwise invested and 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, shall be continuously invested and
reinvested in securities or interest bearing deposits au-
thorized by the Act, all at the direction and under the
management of the Director of Finance. Interest and prof-
its from such investments shall be added to the Sinking
Fund and credited in reduction of or to complete required
deposits into the Sinking Fund.

SECTION 6.06. Consolidated Fund. The Sinking Fund
shall be a consolidated fund for the equal and proportionate
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benefit of the holders of all Bonds from time to time out-
standing hereunder and may be invested and reinvested on
a’'consolidated basis. The principal of and interest on and
profits (and losses if any) realized on investments in the
Sinking Fund shall be allocated prorata for the Series or
the specific Bonds in respect of which such investments
were made without distinction or priority but moneys (and
the investments thereof) specifically deposited for the pay-
ment of any particular installment of principal, interest
or premium shall be held and applied exclusively to the
payment of such particular principal, interest or premium.

SECTION 7.
ARTICLE VII
DEFAULTS AND REMEDIES

. SECTION 7.01. Defaults and Statutory Remedies. If the

City shall fail or neglect to pay or to cause to be paid the
principal of, redemption premium, if any, or the interest
on any Bond or any Series of Bonds issued hereunder,
whether at stated maturity or apon call for prior redemp-
tion, or 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 stated
in the Act, the Holder or Holders of any Bond or Bonds
shall be entitled to all of the rights and remedies, includ-
ing the appointment of a trustee, provided in the Act.

SECTION 7.02. Additional Remedies. If the City shall
fail or neglect to make deposits into the Sinking Fund, in-
cluding the Sinking Fund Reserve, in the amounts and at
the times required by this Ordinance and as provided in
the Bonds or if, for any reason, there shall be insufficient
moneys 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 shall from time to time
become due and payable, then the City covenants that it -
will without notice thereof from any Bondholder, fiscal
agent, paying agent or sinking fund depositary, and so
long as such default shall continue, immediately upon such
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default deposit in the Sinking Fund, on a dail
of all pledged revenues of the Gas Works, or
percentage thereof as the Director of Financ
mine. The covenant of this Section 7.02 shs
cally enforceable by any trustee appointed
Section 20 of the Act or if there be no suc
pointed, then by the Holder of any Bond out:

SECTION 7.03. Remedies Not Ezclusive; E|
In Exercise of Remedies. No remedy herein
conferred upon or reserved to the trustee, if 1
Holder of any bond is intended to be exclusi’
gpecifically provided in the Act) of any otht
remedies, and each and every such remedy sl
lative, and shall be in addition to every other
hereunder or now or hereafter existing at lav
or by statute.

No delay or omission of the trustee, if one
or of any Holder of the Bonds to exercise
power accruing upon any default shall imp
right or power or shall be construed to be a 1
such default, or an acquiescence therein; and
and remedy given by this Article, by the Act
may be exercised from time to time, and as
be deemed expedient.

SECTION T7.04. Remedies to be Enforced
Pledged Revenues. Any decree or judgment
ment of money against the City by reason of
under shall be enforceable only against the
nues and the investments thereof and no de
ment against the City upon an action brousg
ghall order or be construed to permit the o
tachment, seizure, or sale upon execution -
property of the City.

SECTION 8.
ARTICLE VIII
AMENDMENTS AND MODIFICA1
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SecTioN 8.01. In addition to the adoption of 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
and any Supplemental Ordinance may be further supple-
mented, modified or amended: (a) to cure any ambiguity,
formal defect or omission herein or therein; (b) to grant
to or confer upon Bondholders, or a trustee, if any, for the
benefit of Bondholders any additional rights, remedies, pow-
ers, authority, or security that may be lawfully granted
or conferred; (c) 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 im-
pair the security or right to payment of the Bonds but no
amendment or modification shall be made with respect to
_any outstanding Bonds to alter the amount, rate or time
of payment, respectively, of the principal thereof or the
interest thereon or to alter the redemption provisions
thereof without the written consent of the Holders of all
affected outstanding Bonds; and (d) except as aforesaid,
in such other respect as may be authorized in writing by
the Holders of 67% in principal amount of the Bonds out-
standing and affected. Bonds which have become due and
payable on a fixed redemption date in accordance with
Section 5.03 shall be deemed to be not outstanding.

SECTION 9.
ARTICLE IX
MISCELLANEOQOUS

SECTION 9.01. Ordinances are Contracts With Bond-
holders. This Ordinance and Supplemental Ordinances
adopted pursuant hereto are contracts with the Holders of
all Bonds from time to time outstanding hereunder and
thereunder and shall be enforceable in accordance with
the provisions of Article VII and the laws of Pennsyl-
vania.

SECTION 9.02. Repeals. All ordinances and parts of or- .

dinances heretofore adopted to the extent that the same
are inconsistent herewith are hereby repealed.
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City of Philadelphia

{ Bill No. 980232 )

AN ORD\INANCE

Authorizing, generally, the issnance of Gas Works Revenue
Bonds of the City of Philadelphia which shall be subordinate to
bonds issued under the General Gas Works Revenue Bond
Ordinance of 1975, which ordinance is hereby amended to limit
issuances of bonds thereunder, prescribing the form of bonds
issued hereunder and providing for their execution, transfer,
exchange, payment and redemption, prescribing the conditions
precedent to the issue of specific series of bonds, including
supplemental authorizing ordinances, pledging certain revenues
of the Gas Works as 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. '

THE COUNCIL OF THE CITY OF PHILADELPHIA HEREBY
ORDAINS:

SECTION 1.

ARTICLEI
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AUTHORIZATION, SCOPE AND PURPOSE
SHORT TITLE

This Ordinance is enacted pursuant to the provisions of The
First Class City Revenue Bond Act approved October 18, 1972
(Act No. 234, 53 P.S. 15901 et seq.), as amended, for the
purpose of authorizing the issmance from time to time of
revenue bonds of the Cily to be secured by a pledge of certain
revenues of the Gas Works as security, in such principal
amounts as shall from time to time be authorized by further
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 II

DEFINITIONS AND OTHER PROVISIONS OF
GENERAL APPLICATION

SECTION 2.01. Definitions. For all- purposcs of this
Ordinance and any ordinancc supplemental hereto, except as
otherwise expressly provided or unless the context otherwise

requires:

Accreted Value means, with respect to any Capital
Appreciation Bond, as of any specified date, the Original Value
of such Bond, plus interest accreted on such Bond to such date,
all as may be provided in an applicable Supplemental
Ordinance.

Act means The First Class City Revenue Bond Act
approved October 18, 1972 (Act No. 234, 53 P.S. 15901 to
15224), as from time to time amended. The words and phrases
which are defined in the Act shall have such defined meanings
when used in this Ordinance.
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Bond or Bonds means any Gas Works revenue bond or noie
of the Cily issued and outstanding pursuant to the Act under
this Ordinance and any Supplemental Ordinance.

Bond Counsel means any firm of nationally recognized
bond counsel acceptable to the City.

Bondholder or Holder means the registercd owner of any
Bond.

Bond Regpister means the list of the names and addresses of
Bondholders and the principal amounts and numbers of the
Bonds held by them maintained by the Fiscal Agent on behalf
of the City.

Bond Year for any Serics of Bonds means each one-year
period (or shorter period from the date of issue) that ends at the
close of business on the date in the caléndar year that is selected
by the City as permitied under the Code. If no day is selected
by the City before the earlier of the final maturity date of the
Serics of Bonds or the date that is five (5) years after the issue
date, the Bond Year with respect to such Series of Bonds shall
end on each anniversary of the issue date and on the final
maturity date. . -

Business Day means a day other than a Saturday, Sunday or
holiday on which the Fiscal Agent is authorized or required to
be closed under applicable state or federal law.

Capital Appreciation Bonds means any Bonds issued
hereunder which do not pay interest until maturity or until a
specificd date prior to maturity, but whose Original ‘Value
acereles periodically to the amount due on the maturity date.

City means The City of Philadelphia, Pennsylvania.
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City Charges means the proportionate charges, if any, (or
services performed for the Gas Works by all officers,
departments, boards or commissions of the City which are
contained in the computation of operating expenses of the Gas
Works, including, without limitation, the expenses of the Gas
Commission, and also means the base payments to the City
contained in the Management Agreement and all other payments

. made to the City from Gas Works Revenues.

City Controller means the head of the City’s auditing
department as provided by the Philadelphia Home Rule
Charter.

City Solicitor means the head of the City’s law department
as provided by the Philadelphia Home Rule Charter.

Code means the Internal Revenue Code of 1986, as
amended, or any successor legislation, and the regulations and
published rulings promulgated thereunder or applicable thereto.

Credit Facility means any letter of credit, standby bond
purchase agreement, line of credit, surety bond, insurance
policy or other insurance commitment or similar agreement
(other than a Qualified Swap or an Exchange Agreement) that is
provided by a commercial bank, insurance company or other
institution, with a current long term rating (or whose
obligations thereunder are guaranteed by a financial institution
with a long term rating) from Moody’s and S&P not lower than
" A.Ii

Credit Facility Issucr or issucr of a Credit Facility means
each issuer of a Credit Facility then in effect, and its
successors. References herein to the Credit Facility Issuer shall
be read to mean the issuer of the Credit Facility applicable to a
particular Series of Bonds or each issuer of a Credit Facility, as
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the context requires.

Debt Service Requirements means, for a specified period,
the sum of (i) the principal of (whether at maturity or pursuant
to mandatory redemption) and interest (other than capitalized
interest) on Outstanding Bonds payable during the period and
(ii) all net amounts due and payable by the City under Qualified
Swaps and Exchange Agreements during the period. For
purposes of estimating Debt Service Requirements for any
future period, (i) any Option Bond outstanding during such
period shall be assumed to mature on the stated maturity date
thereof, except that the principal amount of any Option Bond
tendered for payment and cancellation before its stated maturity
date shall be deemed to accrue on the date required for payment
pursuant to such tender; (ii) Debt Service Requirements on
Bonds for which the City has entered into a Qualified Swap or
an Exchange Agreement shall be calculated assuming that the
interest rate on such Bonds shall equal the stated fixed or
variable rate payable by the City on the Qualified Swap or
Exchange Agreement or, if applicable and if greater than such
stated rate, the applicable rate for any Bonds issued in
connection with the Qualified Swap or Exchange Agreement
adjusted, in the case of variable rate obligations, as provjded in
Section 4.03(b); and (iii) Debt Service Requirements with

respect to Variable Rate Bonds shall be subject to adjustments

as permitted by Section 4.03(b),

Director of Finance means the chief financial, accounting
and budget officer of the City as established by the Philadelphia
Home Rule Charter, including a person acting as Director of
Finance under applicable law.

Exchange Agreement means, with respect to a Series of

Bonds, or any portion thereof to the extent from time to time
permitted by applicable law, any interest exchange agreement,
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interest rale swap agreement, currency swap agreement or other
contract or agreement, other than a Qualified Swap, authorized,
recognized and approved by a Supplemental Ordinance as an
Exchange Agreement and providing for payments to and from
an entity whose senior long term debt obligations, other seniot
unsecured long term obligations, or claims paying ability o1
whose obligations under an Exchange Agrecment arc
guaranteed by an entity whose senior long term debi
obligations, other,senior unsecured long term obligations o1
claims paying ability, are ratcd not less than A3 by Moody’s,
A- by S&P or A- by Fitch, or the equivalent thereof by any
successor thereto as of the date the Exchange Agreement is
entered into, which payments are calculated by reference tc
fixed or wvariable rates and constituting a financial
accommodation between the City and the counterparty. '

Fiscal Agent means any bank, bank and trust company o1
trust company named as such in Section 6.02 or its successor.

.JFiscal Year means the fiscal year of the Gas Works.

Fitch means Fitch IBCA, Inc., a corporation organized and
existing under the laws of the State of New York, its successors
and assigns and if such corporation shall for any reason nc
longer perform the functions of a securitics rating agency,
“Fitch" shall be deemed to refer to any other nationally
recognized securities rating agency designated by the City.
Whenever rating categories of Fitch arc specificd in this
Ordinance, such categorics shall be irrespective of gradations

* within a category.

" Gas Commission means the Gas Commission provided fo1
by the Philadelphia Home Rulc Charter as presently constitutec
or hereafter reconstituted in accordance with law.

!
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.- Gas Works means all property, real and personal, owned by
the City and used in the acquisition or manufacture, storage and
distribution of natural, liqucfied, synthetic or manufactured gas
or in the maintenance, management or administration thereof
and all activities ancillary and related thereto, and also means,
as the context may require, the business entity managed by the
Manager.

Gas Works Revenues means all operating and nonoperating
revenues of the Gas Works derived from its activities and assets
involved in the supply, manufacture, storage and distribution of
gas, including all rents, rates and charges imposed or charged
by the City upon the owners or occupants of properties
connected to, and upon all users of, gas distributed by the Gas
Works and all other revenues derived therefrom and all other
income derived by the City from the Gas Works. Revenues
derived from activities unrelated to the supply, manufacture,
storage and distribution of gas or assets related thereto shall not
be included in Gas Works Revenues, provided that the Gas
Works receives fair payment for the use of gas related assets
and personnel of the Gas Works used in such activities, which
payments shall be included in Gas Works Revenues. In
particular, Gas Works Revenue shall not include revenue 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). Gas Works
Revenues may be divided into separate components in one or
more Supplemental Ordinances and any Series of Bonds issued
thereafter may be limited as to source of payment to one or
more of such components as provided in the Supplemental
Ordinance authorizing the particular Series of Bonds.

Government Obligations means any of the following which
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are noncallable and which at the time of investment are legal
investments under the Act for the moneys proposed to be
invested therein:

(a) direct peneral obligations of, or obligations the
payment of principal of and interest on which are
unconditionally guaranteed as to full and timely payment by,
the United States of America;

{(b) direct obligations and fully guaranteed certificates of
beneficial interest of the Export-Import Bank of the United
States; consolidated debt obligations and letter of eredit-backed
issues of the Federal Home Loan Banks; participation
certificates and senior debt obligations of the Federal Home
Loan Mortgage Corporation; debentures of the Federal Housing
Administration; mortgage-backed securities (except stripped
morigage securities which are valued greater than par on the
portion of unpaid principal) and senior debt obligations of the
Federal National Mortgage Association; participation
certificates of the General Services Administration; guaranteed
mortgage-backed securities and guarantced participation
certificates of the Government National Mortgage Association;
guaranteed participation certificates and guaranteed pool
certificates of the Small Business Administration; debt

. pﬁligations and letter of credit-backed issues of the Student

Loan Marketing Association; local authority bonds of the U.S.
Department of Housing & Urban Development; guarantecd
Title XI financings. of the U.S. Maritime Administration; or

g (c) obligations issued by the Resolution Funding
Corporation pursuant to the Financial Institutions Reform,
Recovery and Enforcement Act of 1989 (the "FIRRE Act"), (i)
the principal of which obligations is payable when due from
payments of the maturing principal of non-interest bearing
direct obligations of the United States of America which are
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issued by the Secretary of the Treasury and deposited in.the
FFunding Corporation Principal Fund established pursuant to the
FIRRE Act, and (ii) the interest on which obligations, to the
extent not paid from other specified sources, is payable when
due by the Secretary of the Treasury pursuant to the FIRRE
Act,

Independent means a person who is not a salaried employce
or elected or appointed oflicial of the City; provided, however,
that the fact that such person is retained regularly by or
transacts busincss with the City shall not make such pcrson an
employee within the meaning of this definitipn.

Interim Debt means any bond anticipation notes or other
temporary borrowing which the City anticipates permanently
financing with Bonds or other long term indebtedness under this
Ordinance or othcrwise.

Management Agreement means the Agreement dated
December 29, 1972 between the City and the Manager for;the
management and operation of the Gas Works, as presently or
hereafter amended, or any successor agreement which may be
cntered into by the City pertaining to the management of the
Gas Works. .

Manager means Philadelphia Facilities Management
Corporation, currently managing the Gas Works pursuant fo the
Management Agreement, or its successor or such other person,
corporation, board, commission or department of the City
wliich may be designated by the City to manage the Gas Works.

Mayor means the Mayor of the City.

Moody’s means Moody’s Investors Service, Inc., a
corporalion organized and existing under the laws of the State
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of Delaware, its successors and assigns, and if such corporation
shall for any reason no longer perform the functions of a
sccurities rating agency, "Moody’s” shall be deemed to refer to
any other nationally recognized sccuritics rating agency
designated by the City. Whenever rating categories of Moody's
are specified in this Ordinance, such categories shall be
irrespective of gradations.

Net Operating Expenses means Operating Expenses
exciusive of City Charges.

1975 Ordinance means the General Gas Works Revenue
Bond Ordinance of 1975, as amended.

Office of the Fiscal Agent means the corporate trust office
of the Fiscal Agent designated by the Fiscal Agent.

Operating Expenses means all costs and expenses of the
Gas Works necessary and appropriate to operate and maintain
the Gas Works in good operable condition during each Fiscal
Year, and shall include, without limitation, the Manager’s fee,
salaries and wages, purchases of service by contract, costs of
materials, supplies and expendable equipment, maintenance
costs, costs of any property or the replacement thereof or for
any work or project, related to the Gas Works, which does not
have a probable useful life of at least five years, pension and
welfare plan and workmen’s compensation requirements,
provision for claims, refunds and uncollectible receivables and
for,City Charges, all in accordance with generally accepted
municipal accounting principles consistently applied, but shall
exclude depreciation and interest and sinking fund charges.
Operating Expenses shall not include Unrelated Expenses.

Option Bond means any Bond which by its terms may be
tendered by and at the option of the Holder thereof for payment
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by the City prior to its stated maturity date or the maturity date
of which may be extended by and at the option of the Holder
thereof,

Ordinance means this Ordinance, as from time to time
amended.

Original Value, with respect to a Series of Bonds issued
as Capital Appreciation Bonds, means the principal amount
paid by the inijtial purchasers thereof on the date of original
issuance,

Outstanding, when used with reference to the Bonds,
means, as of any particular date, all Bonds which have been
authenticated and delivered under this Ordinance, except:

(a) Bonds canceled after purchase in the open market or
because of payment or redemption prior to maturity;

(o) Bonds for the payment or redemption of which
sufficient moneys shall have been theretofore deposited with the
Fiscal Agent (whether upon or prior to the maturity or
redemption date of any such Bonds), provided that, if such
Bonds are (o be redeemed prior to the maturity thereof, notice
of such redemption 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

(¢) Bonds in lieu of which or in substitution for which
others have been authenticated and delivered under Section
3.04.

Bonds paid with the proceeds of any Credit Facility shall be
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Outstanding until the issuer of such Credit FFacility has been
reimbursed for the amount of the payment or has presented the
Bonds for cancellation.

Philadclphia Home Rule Charter means the Philadelphia
Home: Rule Charter, as amended or superscded by any new
home rule charter, adopted pursuant to authorization of the
First Class City Home Rule Act approved April 21, 1949, P.L.
665, sec. 1 et seq. (53 P.S. 13101 ct seq.).

Prior Obligations means the obligations of the Gas Works
to The Philadelphia Municipal Authority existing on the date of
adoption of this Ordinance.

Qualified Escrow Securities means funds which are
represented by (i) demand deposits, intcrest-bearing time
accounts, savings deposits or certificates of deposit, but only to
the ‘extent such deposits or accounts are fully insured by the
Federal Deposit Insurance Corporation or any successor United
States governmental agency, or to the extent not insurced, fully
secured and collateralized by Government Obligations having 2
market value (exclusive of accrued interest) at all times at least
equal to the principal amount of such deposits or accounts, (ii)
if at the time permitted under the Act, obligations of any state
or political subdivision thereof or any agency or instrumentality
of such state or political subdivision for which cash,
Government Obligations or a combination thereof have been
irrevocably pledged to or deposited in a scgregated escrow
account for the payment when due of principal or redemption
price of and intercst on such obligations, and any such cash or
Government Obligations pledged and deposited are payable as
to principal or intcrest in such amounts and on such dates as
maybe necessary without reinvestment to provide for the
payment when due of the principal or redemption price of and
interest on such obligations, and such obligations arc rated by
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any Rating Agency in the highest rating category assigned by
such Rating Agency to obligations of the same type, or (iii)
noncallable Government Obligations. In each case such funds
(i) are subject to withdrawal, mature or are payable at the
option of the holder at or prior to the dates needed for
disbursement, provided such deposits or accounts, whether
deposited by the City or by such depository, are insured or
secured as public deposits with securities having at all times a
market value exclusive of accrued interest equal to the principal
amount thereof, (ii) are irrevocably pledged for the payment of
such obligations and (iii) are sufficient, together with the
interest to the disbursement date payable with respect thereto, if
also pledged, to meet such obligations in full,

Qualified Swap or Swap Agreement means, with respect to
a Series of Bonds or any portion thereof, any financial
arrangement that (i) is entered into by the City with an entity
that is a Qualified Swap Provider at the time the arrangement is
entered into; (ii) provides that (a) the City shall pay to such
entity an amount based on the interest accruing at a fixed rate
on an amount equal to the principal amount of the Qutstanding
Bonds of such Series or portion thereof, and that such entity
shall pay to the City an amount based. on the interest accruing
on a principal amount initially equal to the same principal
amount of such Bonds, at either a variable rate. of interest or a
fixed rate. of interest computed according to a formula set forth
in such arrangement (which need not be the same as the actual
rate of interest borne by the Bonds) or that one shall pay to the
other any net amount due under such arrangement or (b) the
City shall pay to such entity an amount based on the interest
accruing on the principal amount of the Outstanding Bonds of
such Series or portion thereof at a variable rate of interest as set
forth in the arrangement and that such entity shall pay to the
City an amount based on interest accruing on a principal
amount equal to the same principal amount of such Bonds at a
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variabie rate of interest or a lixed rate of interest computed
according to a formula sct forth in such arrangement (which
need not be the samc as the actual rate of interest borne by the
Bonds) or that one shall pay to the other any net amount due
under such arrangemem and (iii) which has been designated in
wmmg to the Fiscal Agent by the City as a Qualified Swap with
respect to such Bonds. '

Qualified Swap Provider means, with respect to a Series of
Bonds, an entity whose senior long term debt obligations, other
senior unsecured long term obligations or claims paying ability,
or whose payment obligations under a Qualified Swap are
guaranteed by an entity whose senior long term debt
obligations, other senior unsccured long term obligations or
claims paying ability, are rated (at the time the subject Qualified
Swap is entered into) at least as high as Aa by Moody’s and AA
by S&P, or the equivalent thercof by any successor thereto.

Bate Covenant means the rate covenant contained in
subsection (b).of Section 4.03.

{l_!Rating Agency means Moody’s, S&P or Fitch, to the extent
that any of such rating services have issued a credit rating on
any of the Outstanding Bonds or, upon discontinuance of any of
such rating services, such other natiomally recognized rating
service or services if any such rating service has issued a credit
rating on any of the Outstanding Bonds.

. Rebate Amomnt means the amount with respect to a Scrics
of Bonds which is required to be paid to the United States of
America, as of any computation date, in compliance with the
restrictions imposed by Section 148(f) of the Code.

S & P mcans Standard & Poor’s Ratings Scrvices, a
corporation organized and existing under the laws of the State
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of New York, its successors and assigns, and if such
corporation shall for any reason no longer perform the
functions of a securities rating agency, "S&P" shall be deemed
to refer to any other nationally recognized securities rating
agency designated by the City. Whenever rating categories of
S&P are specified in this Ordinance, such categories shall be
irrespective of gradations within a category.

Senior Bonds means Bonds which shall be first in right of

payment and as to which the Coverage requirement under the
Rate Covenant shall be 150%.

Series, when applied to Bonds, means collectively all of
the Bonds of a given issue authorized by Supplemental
F)rdinance as provided in Article IV hereof and may also mean,
if appropriate, a subseries of any such issue if, for any reason
the City should determine to divide any such issue into one o;
more subseries of Bonds.

Sinlging Fund means the 1998 Ordinance Gas Works
Revenue Bond Sinking Find established by Section 6.01.

Sinking Fund Depositary means the Fiscal Agent or-any
other bank, bank and trust company or trust company appointed
as such by the City.

Sinking Fund Reserve means the Sinking Fund Reserve
established by Section 6.04,

Sinking Fund Reserve Requirement means, with respect to
all Bonds secured by the Sinking Fund Reserve, an amount
equal to the greatest amount of Debt Service Requirements
payable in any Fiscal Year (except that such Debt Service
Requirements will be computed as if any Qualified Swap did
not exist and the Debt Service Requirements attributable to any

LEGISTAR Form ce.r -15. Printed May 11, 1998

City of Philadelphia

Bill h;o. 980232 Certificd Copy
Variable Rate Bonds may be based upon the fixed rate of
interest as sct: forth in the Supplemental Ordinance for such
Bonds), determined as of any particular date.

Subordinate Bonds means those Bonds which shall be
subordinate in right of payment to Senior Bonds and as to
which the coverage requirement under the Rate Covenant shall
be 100%.

Supplemental Ordinance means an ordinance supplemental
hereto enacted pursuant to the Act and this Ordinance by the
Council of the City authorizing the issuvance of a Scries of
Bonds. '

‘ . .

Uncertificated Bond means any Bond which is. fully
registered as a to principal and interest and which is not
represented by an instrument.

Unrclated Expenses means expenses unrelated to the
supply, manufacture, storage and distribution of gas or asscts
related thereto. |

Variable Rate Bond means any Bond, the rate of interest on
which is subject to change prior to maturity and cannot be
determined in advance of such change.

SECTION 2.02. Interpretation. All references in this
Ordinance to articles, sections and other sub-divisions are to the
designated articles, sections or other sub-divisions of this
Ordinance as from time to time amended. . The words “herein,”
"hereof,” "hereby" and "hereunder” and other words of similar
import refer to this Ordinance as a wholc and not to any
particular article, section or other subdivision.

SECTION 2.03. Descriptive Headings. The descriptive
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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 amy Bond
issued pursuant hereto shall for any reason be held to be
invalid, illegal or unenforceable in any respect, such invalidity,
illegality or unenforceability shall not affect any other
provisions of this Ordinance or of said Bonds, and this
Ordinance or said Bonds shall be construed and enforced as if
such invalid, illegal or unenforceable provisions had never been
contained therein.

ARTICLE III
CONCERNING THE BONDS

SECTION 3.01. Forms Generally. All Bonds shall be in
substantially the form set forth in this Article III, with such
appropriate insertions, omissions, substitutions and ather
variations, including, without limitation, provisions for optional
and mandatory redemption, variable interest rates, capital
appreciation, book entry and coupon form, as are required or
permitted by this Ordinance or any Supplemental Ordinance,
and may be designated as of such Series by date, number, letter
or otherwise and may also have such individual letters,
identifying numbers or other marks, legends or endorsements
placed thereon, as may, consistently with this Ordinance and
the Act, be determined by a Supplemental Ordinance or by the
Director of Finance. The Supplemental Ordinance or the
Director of Finance shall also determine whether or not a Series
of Bonds is to be issued in a manner whereby interest thereon
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will be excluded from gross income for Tederal income tax
purposes and whether or not a Serigs of Bonds is to be sccured
by the Sinking Fund Reserve. The Bonds may also have
printed thereon or on the reverse thercof the text of an
approving legal opinion with respect thereto and an appropriate
certificate as to its correspondence with an executed counterpiut
may be included on the face or on the reverse of the Bonds. A
statement of bond insurance applicable to any Bonds may also.
be printed on such 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.

SECTION 3.02. Form of Fully Registered Bond. Bonds
shall be substantially in the following form, subject to
modification as provided in Section 3.01:

(Form of Fully Registered Bond)
No.R- . $

UNITED STATES OF AMERICA

‘COMMONWEALTH OF PENNSYLVANIA

CITY OF PHILADELPHIA GAS WORKS REVENUE

BOND .
(1998 General Ordinance) Series of

Interest Maturity Dated

Rate pate Date CuUsIP
REGISTERED OWNER:
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PRINCIPAL AMOUNT: DOLLARS

The City of Philadelphia, Pennsylvania (the "City"), for
value received, hereby promises to pay, but only out of Pledged
Amounts (as hereinafter defined), to the Registered Owner
"identified above or registered assigns (the “"Holder"), on the
Maturity Date identified 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 Amount at the annual rate specified above, from the
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, from .
on and
in each year (each an "Interest Payment Date”), commencing

, until payment of the principal sum shall have been

made or provided for.

The principal of this Bond, upon maturity or redemption, is
payable at the Principal Office of , Or its successor,
as Fiscal Agent (the "Fiscal Agent"). Interest on this Bond will
be paid by the Fiscal Agent on each Interest Payment Date by
check or draft mailed to the person in whose name this Bond is
registered on the registration books of the City (the “Bond
Register”) maintained by the Fiscal Agent and at the address
appearing thereon on the [last] {fifteenth] day of the month
preceding such Interest Payment Date (the "Record Date™) or in
lieu thereof, if so requested in a written notice provided to the
Fiscal Agent not less than ten (10) days prior to the relevant
Interest Payment Date by a Bondholder of $1,000,000 or more
in aggregate principal amount of Bonds, by wire transfer to an
account in a bank located in the United States designated by
such Bondholder. Any such interest not so timely paid or duly
provided for shall cease to be payable to the person who is the
registered owner hereof as of the Record Date and shall be
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payable to the person who is the registered owner hereol at the
close of business on the fifteenth (15th) day prior to the date set
for the payment of such defaulted interest (the "Special Payment
Date®). Such Special Payment Date shall be lixed by (he Fiscal
Agent in accordance with Scction 2.03 of the Ordinance (as
hereinafter defined). The principal of and interest on this Bond
are payable in lawful money of the United States of America.

Interest on this Bond shall be paid on cach Interest Payment
Date and shall be computed on the basis of a year of 360 days
consisting of twelve 30-day months and the actual number of
days elapsed.

This Bond is fully registercd in the name of thc owner on
the Bond Register kept for that purpose at the Officc of the
Fiscal Agent. No transfer shall be valid as against the City or
the Fiscal Agent unless made by the registered owner in person
or by his duly authorized attorney or legal representative and
similarly. noted upon the Bond Register and hereon. Upon any
such transfer or exchange, the City and the Fiscal Agent shall
execute and deliver to or upon the order of the registered
owner,. a new registered Bond or Bonds, in authorized
denominations aggregating (he principal amount hercof,
maturing on the same date, bearing interest at the same ratc,
bearing the same series designation as this Bond and registered
in such names as shall be requested.

The City and the Fiscal Agent may treat the person in whose
name this Bond is registered as the absolute owner of this Bond
for all purposes whether or not this Bond shall be overdue, and
the City and the Fiscal Agent shal! not be affected by any notice
to the contrary. All payments of the principal, intcrest or
redemption price made to the registered owner hercof in the
manner set forth hercin and in the Ordinance (as hercinafter
defined) shall be valid and cffectual to satisfy and discharge the
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liability upon this Bond to (he cxtent of the sum or sums so
paid, whether or not notation of the same be made hereon, and
any consent, waiver or aclion taken by such registeréd owner
pursuant to the provisions of the Ordinance shall be conclusive
and binding upon such registered owner, such owner’s hclrs
successors and assigns, and upon all transferees hereof, whether
or not notation thereof be made hereon or on any Bond issued
in exchange therefor,

This Bond is one of a duly authorized issue of bonds of the
City designated as its Gas Works Revenue Bonds (1998 General
Ordinance) of the Serics designated hereon (the. "Bonds")
limited in aggregate principal amount to $ issued or to be
issucd pursuant to The First Class City Revenue Bond Act (Act
No. 234 of the Pennsylvania General: Assembly approved
October 18, 1972, as amended, 53 P.S. 15901 et seq) (the
"Act") under the General Gas Works Revenue Bond Ordinance
of 1998 (the "Ordinance") and the supplemental ordinance dated

(the "Supplemental Ordinance"). (Terms used Hhérein,
unless defined herein, shall lave the meanings given in the
Ordinance or the Supplemental Ordinance.) The Bonds,
together with all previous bonds of the City, if any, issued
under the Ordinance and under previous su,pplemental
ordinances and together with all bonds of the City hereafter
issued under the Ordinance and all subsequent ‘supplemental
ordinances, arc and will be secured under the Ordinance by a
pledge of all the rents, rates and charges imposed or charged by
the City for the use of or services rendered by the Gas Works of
the City and of certain other moneys derived from the Gas
Works -and from the invesiment of such revenue (thcT "Gas
Works Revenues”) and amounts held in the Sinking Fund
Reserve established under the Ordinance (collectively, the
"Pledged Amounts”). This Bond is a [Senior] [Subordinate]
Bond and is [prior] [subordinate] in right of payment to other
bonds issued under the Ordinance except other [Senior|
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[Subordinate] Bonds, as to which it is equally and ratably
secured, The Ordinance requires Gas Works Revenucs to be
applied in order of priority to (1) Net Operating Expenses then
payable, (2) debt service on bonds issued under the General Gas
Works Revenue Bond Ordinance of 1975, as amended, and
amounts required to be paid into the sinking fund reserve
thereunder, (3) debt service on Senior Bonds, payments (other
than termination payments) due to the issuers of Qualified
Swaps and Exchange Agreements related to Senior Bonds and
payments due in respect of obligations of the Gas Works to The
Philadelphia Municipal Authority existing on the date of
adoption of the Ordinance, (4) payments due to issuers of
Credit Facilities related to Senior Bomnds, (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 under the City’s General Inventory and
Receivables Gas Works Revenue Note Ordinance of 1993, or
any similar ordinance, and amounts payable to the provider of a
Credit Facility in respect of such notes) and payments (other
than termination payments) due to the issuers of Qualified
Swaps and Exchange Agreements related to Subordinate Bonds,
(6) payments due to issuers of Credit Facilities related to
Subordinate Bonds, . (7) required payments of the Rebate
Amount to the United States, (8) replenishment of any
deficiency in the Sinking Fund Reserve, (9) payment of general
obliéation 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 (11) 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 City covenants, so long as this Bond shall remain
outstanding, to make payments of interest on the indcbtedncss
represented by this Bond, out of the Sinking Fund, in the semi-
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zmpual amount shown hereon on each interest payment date of
this Bond, or, as the case may be, the proportionate pa}t thereof
from the date hereof to the next interest payment date, and to
pay, upon surrender hereof, from the Sinking Fund on the
maturity date hereof or, if this Bond shall be selected for
mandatory or optional redemption, then on the applicable
redemption date, the principal amount hereof with the
gpplicable premium, if any, plus, in the case of redemption, all
interest acerued to the redemption date. '

Reference is hereby made to the Ordinance for a statement
of the terms and conditions under which previous bonds, if any
have been issued, under which the Bonds are issued and undet"
which additional bonds will be issued, and for a statement of
the particular rentals, revenues and moneys pledged 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 the holders or registered
owners of the Bonds with respect to such security. The City
he'reby represents to and covenants with the registered owner of
this Bond that, except for bonds issued under the General Gas
Works Revenue Bond Ordinance of 1975 (which has been
closed to future bond issuances other than refunding bonds and
!)Ol'lds issued upon exchanges, transfers or replacements), and
in the case of Subordinate Bonds, outstanding and future Senior
Bonds, (i) no Gas Works revenue bonds of the City have been
or will be issued for the payment of which 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
payment therefrom 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 with
the provisions of the Ordinance. However, nothing herein
contained shall be construed to prevent the City from financing
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Gas Works projects by the issuance of its general obligation
bonds or by the issuance of Gas Works revenue bonds under
other authorization for the payment of which project revenuces
of 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 requirements
payable during such fiscal year under the Ordinance in respect
of Gas Works revenue bonds issued and outstanding

thereunder.
[Insert redemption provisions.]
Nogice of Redemption

When the City shall determine to redeem Bonds, upon prior
written notice to the Fiscal Agent of the redemption date and
the principal amount of Bonds to be redeemed, or whenever the
Fiscal Agent shall be required to redeem Bonds from moneys in
the Sinking Fund, without action on the part of the City, thc
Fiscal Agent, at the City’s expense, shall cause a notice of
redemption to be mailed to the Bondholders. Such notice shall,
among other things, state the redemption price and the date
fixed for redemption, that on such date the Bonds called for
redemption will be due and become payable at the Office of the
Fiscal Agent, and that from and after such date interest thercon
shall cease to accrue; provided, however, that the Holders of
any Bonds to be redeemed may file written waivers of notice
with the Fiscal Agent, and if so waived, such Bonds may be
rédeemed and all rights and liabilities of said Holders shail
mature and accrue on the date set for such redemption without
the requirement of written notice. If a notice is given with
respect to an optional redemption prior to moneys for such
redemption being deposited with the Fiscal Agent, such notice
shall be conditioned upon the deposit of moneys with the Fiscal
A%ent on or before the date fixed for rcdemption and such

:
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notice shall be of no effect unless such moneys are so deposited.

The notice to Bondholders shall be deposited by the Fiscal
Agent in the United States mail, first-class postage prepaid, at
least thirty (30) days, but not more than sixty (60) days prior to
the redemption date, addressed to the Holders of Bonds called
for redemption at the addresses appearing upon the Bond
Register. Any notice of redemption mailed in accordance with
the requirements set forth herein shall be conclusively
presumed to have been duly 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 contained 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 Ordinance or the Supplemental
Ordinance or be subject to any personal liability or
accountability by reason of the issuance or sale of this Bond, all
such liability of such members, officers, agents and employees
being released as a condition of and as consideration for the
" adoption of the Ordinance and the Supplemental Ordinance and
the issuance of this Bond.

THIS BOND IS A SPECIAL OBLIGATION OF THE CITY
PAYABLE SOLELY FROM THE PLEDGED AMOUNTS
AND NEITHER THE CREDIT NOR THE TAXING POWER
OF THE CITY IS PLEDGED FOR THE PAYMENT OF THE
PRINCIPAL OF, OR PREMIUM, IF ANY, OR INTEREST
ON, THIS BOND, NOR SHALL THIS BOND BE DEEMED
TO BE A GENERAL OBLIGATION OF THE CITY.
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it is hereby certificd that all conditions, acts and things
required to exist, happen and be petformed under the Act and
under the Ordinance precedent to and in the issuance of this
Bond, exist, have happencd and have been performed, and that
the issuance and delivery of this Bond have been duly
authorized by ordinance of the City duly adopted. .

IN WITNESS WHEREOF, The City of Philadelphia,
Pennsylvania has caused this Bond to be properly exccuted by
its Fiscal Agent, by two duly authorized officers thereof, and
the facsimile of the seal of the City of Philadelphia to be
imprinted hereon, and to be duly countersigned and attested by
a facsimile signature of the City Controlfer, as of

THE CITY OF PHILADELPHIA, PENNSYLVA?

By:

Fiscal Agent

Countersigned and Attested By:
by (Facsimile Signature) Authorized Officer
City Controller i By:

: Authorijzed Officer

-«

.SECTION 3.03. ‘General Form, Content and Payment of
Bonds. The Bonds shall be generally designated as Gas Works
Revenue Bonds (1998 General Ordinance) of the City and shall
be issued in such Series and within such Series in such
subseries as the City may from time to time determine. The
aggregate principal amount of Bonds which may be issued,
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authenticated and delivered under this Ordinance is unlimited,
but prior to issuance of each Series of Bonds, the City shall
adopt a Supplemental Ordinance authorizing such Series,

The Bonds of each Series shall be issued in such aggregate
principal amount, shall be dated on or as of such date or dates,
shall be 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 (including, without limitation, variable, adjustable
and convertible rates), shall be subject to optional redemption at
such times and upon such terms, shall be designated as Senior
Bonds or Subordinate Bonds (and within such categories may
be designated as subordinate to other Bonds in such category
and may be limited as to source 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 the Supplemental Ordinance under which such
Bonds are issued, or as shall be determined by a designated
officer or officers of the City thereunto authorized by the
Supplemental Ordinance or, in the absence of such provisions
or designation, as shall be determined by the Dlrector 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
specifying the form of Bonds shall be inapplicable to such
Series of Bonds.

A Series of Bonds may be secured by a Credit Facility
meeting the requirements of this Ordinance and the applicable
Supplemental Ordinance. In connection with the issnance of its
Bonds or at any time thereafter so long as a Series of Bonds
remains Outstanding, the City also may enter into Qualified
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Swaps or Exchange Agreements if a majority of the Mayor, the
City Controller and the City Solicitor determines thal such
Qualified Swap or Exchange Agreement will assist the City in
more effectively managing its interest costs or its interest rate
exposure. The City’s payment obligation under any Qualificd
Swap ,or Exchange Agreement shall be made only from Gas
Worka Revenues. Unless otherwise acknowledged by each
Raung Agency by virtue of its confirmation of the existing
credit ratings on the City’s Outstanding Bonds, the City will not
enter mto any Qualified Swap or Exchange Agreement unless it
gives “At least fifieen (15) days advance notice of its intention to
do so to each of the Rating Agencies, which notice shall specify
the identify of the Qualified Swap Provider or Exchange
Agreement counterpal;ty, as the case may be,
¥

Thie principal of, premium, if any, and interest on Bonds
issued hereunder shall be payable in lawful moncy of the United
States.of America, which at the time of payment is legal tender
for the payment of public and private debts; provided that, if
applicable law permits, the principal or redemption price of and
the interest on a Series of Bonds may be payablc in such foreign
currency as may be specified in the Supplemental Ordinance
authorizing such Series of Bonds. Principal of and premium, if
any, on Bonds shall be payable at the Office of the Fiscal
Agent, upon presentation and surrender of the Bonds as the
same Shall become due and payable. Interest on the Bonds shali
be paid by the Fiscal Agent on each interest payment date by
check or draft mailed to the person in whose name a Bond is
registered on the registration books maintained by the Fiscal
Agent (as hereinafter provided) at the close of business on the
associated record date, and at the address appearing on such
registration books or in lieu thereof, if so requested in a written
notice provided to the Fiscal Agent not less than ten (10) days
prior to the relevant interest payment date by a Bondholder of
$1,000,000 or more in aggregate principal amount of Bonds, by
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wire (ransfer to an account in a bank located in the United
States designated by such Bondholder. Any such interest not so
timely paid or duly provided for shall cease to be payable to the
person who is the registered owner thereof as of the associated
record date, and shall be payable to the person who is the
registered owner thereof (or of one or more predecessor bonds)
at the close of business on the special record date preceding the
special payment date set by the Fiscal Agent whenever moneys
become available for payment of such interest. Notice of such
special payment date shall be given by the Fiscal Agent to
registered 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 policy or other
Credit Facility then in effect.

Each Bond executed and delivered upon any transfer,
exchange or substitution, shall carry all the rights to interest
accrued and unpaid, and to accrue, which were carried by the
Bond or Bonds surrendered upon such transfer or exchange, or,
as the case may be, the part thereof represented by such new
Bond, and, notwithstanding anything to the contrary contained
in this Ordinance, such néw 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 Section 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

rentals, revenues and moneys of the City pledged for the
payment thereof pursuant to this Ordinance and not otherwise.
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SECTION 3.04. Registration, Transfer and Exchange of
Bonds; Persons Treated as Bondholders. The Fiscal Agent
shall maintain and keep on behalf of the City, at its Principal
Office, the Bond Register, which shall, at all reasonable times,
be open for inspection by the City; and, upon presentation for
such purpose of any Bond entitled to registration or registration
of exchange or transfer at the Office of the Fiscal Agent, the
Fiscal Agent shall register or register the exchange or transfer
of such Bond in the Bond Register, under the provisions hereof
and such reasonable regulations as the City and the Fiscal
Agent may prescribe. The Fiscal Agent shall make all

-necessary provisions to permit the exchange or transfer of

Bonds at its Principal Office.

ﬁ_‘he transfer of any Bond shall be registered in the Bond
Register at the written request of the Bondholder thereof or his
attorney duly authorized in writing, upon surrcnder and
cancellation thereof at the Office of the Fiscal Agent, together
with 2 written instrument of transfer satisfactory to the Fiscal
Agent duly executed by the Bondholder or bis duly authorized
attorney. Upon the registration of transfer of any such Bond or
Bonds, the City shall issue in the name of the transferee, in
authorized denominations, a new fully registered Bond or
Bonds in the same aggregate principal amount and of like tenor
as the surrendered Bond or Bonds. :

The Bonds, upon surrender thereof at the Office of the
Fiscal Agent, may, at the option of the Bondholder thereof or
hi§ attorney duly authorized in writing, be exchanged for an
equal aggregate principal amount of any authorized
denominations of Bonds of the same Serics and maturity and
having the same interest rate as the surrendered Bonds.

:In all cases in which the privilege of exchanging or
transferring Bonds is exercised, the City shall execute and the
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Fiscul Agent shall authenticate and deliver Bonds in accordance
with the provisions of this Ordinance. For every such exchange
or transfer of Bonds, whether temporary or definitive, the City
or the Fiscal Agent may make a charge sufficient to reimburse it
for any tax or other governmental charge required (o be paid
with respect to such exchange or transfer, which sum or sums
shall be paid by the person requesting such exchange or transfer
as a condition precedent to the exercise of the privilege of
making such exchange or transfer.

The Fiscal Agent shall not be required to make any
exchange or transfer of any Bonds during the period of fifteen
Business Days next preceding any interest payment date for
such Bonds or during the period of twenty Business Days next
preceding the first mailing of any notice of redemption of such

Bonds or to make any éxchange or transfer of any Bonds called
for redemption.

All Bonds executed, authenticated and delivered in exchange
for Bonds surrendered or upon the transfer of surrendered
Bonds shall be valid obligations of the City, evidencing the
same debt as the Bonds surrendered, and shall be secured by
this Ordinance to the same extent as such surrendered Bonds.

The City and the Fiscal Agent may deem and treat the
Bondholder of any Bond as the absolute 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 all other purposes, and the City
and the Fiscal Agent shall not be affected by any notice to the
contrary. All such payments so made to any such Holder or
upon his order shall be valid and effectual to satisfy and
discharge the lability upon such Bond to the extent of the sum
or sums so paid. Any consent, waiver or other action taken by
the Holder of any Bond pursuant to the provisions of this
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Ordinance shall be conclusive and binding upon such Holder,
such. Holder’s heirs, successors or assigns and upon all
trangfcrecs of such Bond, whether or not notation thereof is
made on such Bond or any Bond issued in exchange therefor.

SECTION 3.05. Bonds are Negotiable Instruments. The
Borids shall have 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
3.04,and in the Bonds.

SECTION 3.06. Temporary Bonds. Until Bonds in
definitive form are ready for delivery, the City and the Fiscal
Agent may execute and deliver to the purchasers thereof,
subject to the provisions, limitations and conditions set forth
above, one or more Bonds in temporary form, whether printed,
typewritten, lithographed or otherwise produced, substantially
in the form of the definitive Bonds, with appropriate omissions,
variations . and insertions, and in authorized denominations.
Until -exchanged for Bonds in definitive form, such Bonds in
temporary form shall be entitled to the lien and benefit of this
Ordinance, including the right to transfer and exchange any
Bond in- temporary form for other Bonds in temporary form.
Upon the presentation and surrender of any Bond or Bonds in
temporary form, the City and the Fiscal Agent shall, without
unreasonable delay, prepare, execute and deliver to the Holder
or Holders thereof, in exchange therefor, 2 Bond or Bonds in
definitive form. Such exchange shall be made without making
any -charge therefor to the Holders of such Bonds in temporary
form.

SECTION 3.07. Execution of Bonds. The Bonds shall be
executed on behalf of the City by the Fiscal Agent by the
manual signatures of two of its duly authorized officers, under
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the scal of the City which shall be either affixed or reproduced
thercon in facsimile and shall be countersigned and attested by
the manual or facsimile signature of the City Conitroller, all in
accordance with the Act of March 24, 1949, P. L. 312, or in
such other manner as shall be authorized by law and prescribed
by Supplemental Ordinance. Any such Bonds may be exetuted,
issued and delivered notwithstanding that one or more of the
officers signing such Bonds or whose facsimil!‘e signature: shall
be upon such Bonds; shall have ceased to be such officer or
officers at the time when such Bonds shall actually be delivered,
and although at the nominal date of such Bonds.any such person
shall not have been such officer. -

SECTION 3.08. Mutilated, Destroyed, Lost or Stolen
Bonds. Upon receipt by the Fiscal Agent and the City of

evidence satisfactory to both of them that any Outstanding Bond .

has been mutilated, destroyed, lost or stolen, and of indemnity
satisfactory to both of them, the City and the Fiscal Agent shall
execute and deliver a new Bond of the same:{Series, mé;x_u'ity
date, principal amount and interest rate in exchangé 'and
substitution for, and upon surrender and cancellation of, the
mutilated Bond or in lieu of and in substitution, for the Bond so
destroyed, lost or stolen. : 5
The City may, for each new Bond authenticated and
delivered under the provisions of this Section 3.08, require the
payment of the expenses, including counse! fees, 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 and payable, the
City, in its discretion, may, instead of issuing a -new Bond,
direct the payment thereof at matuyity and the Fiscal Agent
shall thereupon pay the same. ,

Any Bond issued under the provisions of this Section 3.08

LEGISTAR Form ce.r .33- Printed May 11,1998

City of Philadelphia

Bill No. 980232 Certified Copy
in lieu of any Bond alleged to be destroyed, lost or stolen shall
constitute an original additional contractual obligation on the
part of the City, whether or not the Bond so alleged to be
destroyed, lost or stolen is at any time enforceable by anyone,
and shall be equally and proportionately entitled to the benefit
of this Ordinance with all other Bonds issued under this
Ordinance.

SECTION 3.09. Credit Enhancement; Exchange
Agreements; Qualified Swaps. As provided by Supplemental
Ordinance and subject to the requirements of this Ordinance,
the City may provide for a Credit Facility, Exchange
Agreement or Qualified Swap with respect to any Series of
Bonds or portion thereof.

ARTICLE 1V
ISSUANCE OF BONDS; PLEDGE OF REVEN UES; COVENAN

SECTION 4.01. Purpose of Bonds. The Bonds issued
under this Ordinance shall be issued for the purpose of paying
the cost of projects, as such term is defined in the Act, related
to the Gas Works, of reimbursing any fund of the City from
which such costs have been paid or advanced, of funding any of'
such costs for which the City shall have outstanding bond
anticipation notes or other obligations, of refunding any bonds
of the City issued for the foregoing purposes under the Act, of
refunding general obligation bonds of the City issued for the
foregoing purposes or of financing anything else relating to the
Gas Works permitted under the Act.

SECTION 4.02. Pledge of Revenues; Grant of Security
Interest; Application of Revenues; Limitation on Recourse.
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The City hereby pledges for the security and payment of all
. Bonds issued under this Ordinance and hereby grants a lien on
and security interest in, all Gas Works Revenues, all accounts,
contract rights and general intangibles representing the Gas
Works Revenues and all funds and accounts established under
this Ordinance, and in each case, the proceeds of the foregoing,
except as limited for a Series of Bonds in the' Supplemental
Ordinance authorizing the issuance of such Series of Bonds;
provided, however, that the pledge of this Ordinance may also
be for the benefit of the provider of a Credit Facility, Qualified
Swap or Exchange Agreement, or any other person who
undertakes to provide moneys for the account of the City for
the payment of principal or redemption price of and interest on
any Series of Bonds on an equal and ratable basis with the
related Series of Bonds, to the extent provided by any
Supplemental Otdinance. For the purpose of compliance with
the filing requirements of the Uniform Commercial Code in
order to perfect the security interest herein granted, the Fiscal
Agent shall be deemed to be, and the City hereby recognizes
the Fiscal Agent as, the representative of Bondholders to
execute financing statements as the secured party. 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 (1) Net Operating Expenses 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, payments (other
than termination payments) due to the issuers of Qualified
Swaps and Exchange Agreements related to Senior Bonds and
payments due in respect of obligations of the Gas Works to The
Philadelphia Municipal Authority existing on the date of
adoption of the Ordinance, (4) payments 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
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(including notes issued under the City’s General Inventory and
Receivables. Gas Works Revenie Note Ordinance of 1993, or
any similar ordinance, and amounts payable to the provider of a
Credit Facility in respect of such notes) and payments (other
than teriination payments) due to the issuers of Qualified
Swaps and Exchange Agreements related to Subordinate Bonds,
(6) payments due to issuers of Credit Facilities related 1o
Subordinate Bonds, (7) required payments of the Rebate
Amount; to the United States,- (8) replenishment of any
deficiency inithe Sinking Fund Reserve, (9) payment of general
obligation bonds of the City adjudged to be self-liquidating
‘from Ga§ Works Revenues, -(10) debt service on other general
obligation bonds issued for the Gas Works, and (11) 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.
Thie foregoing provisions shall not be construed to require the
S‘qgtegati:on of revenues upon collection.

- Neither the Bonds nor the City's reimbursement or other
contractual ‘gbligations with respect to any Credit Facility,
Qualified Swap or Exchange Agreement shall constitute a
general indebtedness or a pledge of the full faith and credit of
the City ‘within the meaning of any constitutional or statutory
provision or: limitation of indebtedness. No Bondholder or
beneficiary of any of the foregoing agreements shall ever have
the. right, directly or indirectly, to require or compel the

- exercise.of the ad valorem taxing power of the City for the

payment of the principal and redemption price of or interest on
thqﬁ Bonds or'the making of any payments hereunder. The
Bonds and ‘the obligations evidenced thereby and by the
foregoing agreements shall not constitute a lien on any property
of the City other than the Gas Works Revenues.

"SECTION 4.03. Particular Covenants. The City
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covenants with the Holders of all Bonds from time to time and
at the time outstanding under this Ordinance, that so long as
any such Bonds shall remain 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 required by Section
8 of.the Act is filed with the Council of the City. Such report
may be given in reliance on an engineering report of an
Independent consulting engineer or an Independent firm of

consulting engineers, in either case having broad experience in_

the design and analysis of the operation of gas works or gas
distribution systems of the magnitude and scope of the Gas
Works and a favorable reputation for competence in such field
(the "Engineer") setting forth the qualifications of the Engineer
and

(i) containing a statement 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
necessary; and

(i) on the basis of such investigation containing:

(aa) the same matters, statements 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 that the Gas Works rents, rates
and charges, on the basis of which the statements required by
the foregoing clause (aa) are made, are currently and will be
sufficient to comply with the Rate Covenant set forth in Section
4.03(b); and
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' (cc) a statement that, in the opinion of the
Engineer, the Gas Works are in good operating condition or
that adequate steps are being taken to make them so.

(b): It will, at a2 minimum, impose, charge and collect in
each Fiscal Year such gas rates and charges as shall, together
with all other Gas Works Revenues to be received in such
Fiscal Year, equal not less than the greater of:

A. The sum of:

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

(ii) ;all principal of and interest on bonds issued and
outstanding under the 1975 Ordinance payable during such
Fiscal Year and amounts required to be paid into the sinking
fund reserve. under the 1975 Ordinance during such Fiscal
Year;

~§(iii) 150% of the amount required to pay Sinking
Fund deposits required during such Fiscal Year in respect of all
Outstanding Senior Bonds and 100% of the amounts payable in
respect ofithe Prior Obligations during such Fiscal Year;
T (iv)" the amount required to pay Sinking Fund
deposits required during such Fiscal Year in respect of all
Outstanding Subordinate Bonds and other obligations of the Gas
Works on.a parity with Subordinate Bonds payable during such
Fiscal Year;
' I(v) the amount, if any, required to be paid into the
Sinking Fund ‘Reserve during such Fiscal Year;

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

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

B. The sum of:

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

(i) all principal of and interest on bonds issued and
outstanding under the 1975 Ordinance payable during such
Fiscal Year and amounts required to be paid into the sinking
fund reserve under the 1975 Ordinance durmg such Fiscal
Year; :

(iii) all Sinking Fund deposits required during such
Fiscal Year in respect of all Outstanding Bonds and all amounts
payable in respect of obligations of the Gas Works which are on
a parity with any of the Bonds and in respect of general
obligation bonds issued for improvements to the Gas Works and
all amounts, if any, required during such Fiscal: Year to be paid
into the Sinking Fund Reserve;

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

(v) the amounts required to be paid to the issuers of
Credit Facilities and the providers of Quahﬁed Swaps and
Exchange Agreements during such Fiscal Year, ° :

For purposes of estimating Sinking Fund deposits with

respect to Interim Debt and Variable Rate Bonds, the City ‘shall
be ecntitled to assume that (1) Interim Debt will be amortized
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over a period of up to the maximum term permitted by the Act,
but not in excess of the useful life of the assets to be financed,
on an approximately level debt service basis and bear interest at
the average interest rate on bonds of a similar maturity and
credit rating (without any credit enhancement) as the Bonds
Outstanding under this Ordinance and (2) Variable Rate Bonds
will bear interest at a rate equal to the average interest rate on
such Variable Rate Bonds during the period of twenty-four (24)
consecutive calendar months immediately preceding the date of
calculation or during such shorter period that such Variable
Rate Bonds have been Outstanding.

The Gas Commission 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 Covenant.

Notwithstanding the requirements of this Section 4.03(b)
and the pledge under Section 4.02, the City may, at such time
as there are no bonds outstanding under the 1975 Ordinance,
pursuant to a Supplemental Ordinance, securitize and sell that
portion of the Gas Works rents, rates and charges which relate
to assets which are designated as non-performing by the Gas
Commission and as to which the Gas Commission has
designated specific rents, rates or charges; provided that prior
to any such securitization and sale the City delivers to the
Fiscal Agent (1) an Engineer’s report including a statement
that, for the three year period following such securitization and
sale, the Gas Works rents, rates and charges (excluding those
securitized and sold) are currently and will be sufficient to
comply with the Rate Covenant set forth in Section 4.03(b)
applied as if the percentage in subsection A(iii) were 175%
rather than 150% and (2) an opinion of Bond Counsel that such
securitization and sale will not adversely affect the exclusion
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from gross income for Federal income tax purposes of ingerest
on any Outstanding Bonds the interest on which is intended to
be so excluded. Proceeds received from any such secuntlzauon
and sale shall be excluded from Gas Works, Revenues in all
calculations relating to the Rate Covenant and, notwnhstapdmg
any provision of this Ordinance to the contrary, may be used to
redeem or refund obligations issued to finance,the related assets
designated as non-performing. '

(¢) It will pay or cause the Fiscal Agent or any paying
agent appointed by the City to pay from’ the Gas Works
Revenues deposited inthe Sinking Fund the principal of, and
premium, if any, and interest on, all Bonds as the same shall
become due and payable and as more parucularly set forth in
the Bonds.

(d) It will continuously maintain in good c:mdltlon and
continuously operate the Gas Works.

(e) It will not in any Fiscal Year pay from the Gas
Works Revenues any City Charges or deposit from the Gas
Works Revenues in the general sinking fund of the City any
sinking fund charges in respect of general obligation bonds of
the City unless prior thereto or concurrently tlierewith all
sinking fund charges then payable in respect of Outstnndmg
Bonds shall have been deposited in_the Sinking Fund,. all
amounts then payable in respect of obligations of the Gas
Works which are on a parity with Bonds shall have been paid,
all amounts then payable to issuers of Credit Facilities and
providers of Qualified Swaps and Exchange Agreements shall
have been paid and all deposits then required to the Sinking
Fund Reserve shall have been made. ‘

!

() 1t will, not later than 120 days following the close of

cach Fiscal Year, file with the Fiscal Agent a report of the
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operation of the Gas Works setting forth, among other things,
in reasonable detail financial data concerning the Gas Works for
such Fiscal Year, including a balance sheet, statements of
income, equity, and changes in financial condition, 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 principles consistently
applied, showing compliance with the Rate Covenant,
accompanied by a certificate of the Manager that the Gas Works
are in good operating condition and by a certificate 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 performed.
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 come first
served basis. The 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 representative at
all reasonable times.

SECTION 4.04. Parity and Priority 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 shali be subordinate to Senior Bonds in right of payment
of principal, premium, if any, and interest. Senior Bonds and
Subordinate Bonds shall not have any preference, priority or
distinction as to lien or otherwise, except as otherwise provided
herein or in a Supplementa! Ordinance, over any other Senior
Bonds or Subordinate Bonds, respectively.
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The City hereby reserves the right, and nothing herein shall
be construed to impair such right, to finance improvements to
its Gas Works by the issuance of its general obligation bonds or
by the issuance, under ordinances other than Supplemental
Ordinances, of Gas Works obligations for the payment of which
Gas Works Revenues may be pledged subject and subordinate
in each Fiscal Year to the prior payment from such revenues of
all principal, premium, interest and sinking fund requirements
payable during such Fiscal Year under this Ordinance, _as:af‘;om
time to time supplemented and amended, in respect of Bonds.

SECTION 4.05. Sale of Bonds; Taxes Not to. be
Assumed; Terms and Provisions; Authority of Director of
Finance. To the extent that the Supplemental Ordinance
authorizing any Series of Bonds hereunder shall not otherwise
provide pursuant to Section 4.06: d

(2) All Bonds shall be sold at public, private or invited
sale upon such terms not inconsistent with the Act as a majority
of the Mayor, the City Controller and the City Solicitor may
determine to be in the best interest of the City and, if sold at
competitive public sale, shall be sold to the purchaser or
purchasers submitting the highest and best bid upon such terms
and conditions of the bidding as shall be specified in &n official
notice of sale issued in the name of the City by the Director of
Finance;

(b) no covenant to pay or assume any taxes shall 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 matters referred to in Section 5 qf the Act and in
the second paragraph of Section 3.03, shall be detcrminéd by
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the Director of Finance, who is hereby designated as the officer
of the City to make such determinations based, to the exient
applicable, on the prices, interest rates or other terms sét forth
in the highest and best proposal conforming to the bidding
specifications as ascertained and accepted on behalf of the City
by the Director of Finance.

SECTION 4.06. Conditions of Issuing Bonds,
Supplemental Ordinance; Filing of Transcript; Use of
Praceeds; Refunding Bonds. Prior to the issuance of any
Series of Bonds, the Council of the City shall adopt an
ordinance supplemental hereto specifying the aggregate
principal amount or maximum aggregate principal amount, and
authorizing the issuance of such Bonds; stating that such Bonds
are issued in respect of capital costs of a Gas Works project or
projects of the City or to fund or refund bond anticipation or
other obligations of the City issued in respect thereof or for the
purpose of refunding debt issued for such purpose; making a
finding 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 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; and containing the covenant as fo the payment of debt
service required by Article IX, Section 10 of the Pennsylvania
Constitution. Such Supplemental Ordinance may specify such
form, terms and provisions of the Bonds to be issued
thereunder; may specify a particular method of sale; may
specify the terms upon which, or the prices for which, the
Bonds are to be sold or exchanged, including, if applicable,
competitive bidding specifications; may contain such
amendments to- this Ordinance, including amendments or
rescission of the covenants herein contained, and may contain
or authorize such further covenants and agrecments, including
such covenants as may be appropriate under existing regulations
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50 that the Bonds may not be deemed to be "arbitrage bonds” as
such term is defined in the Code and applicable regulations, all
as the Council of the City may deem appropriate and proper and
as shall be authorized or permitted by the Act, but no such
amendments, provisions, terms, covenants or agreeménts (other
than those permitted under Section 9.01 and adopted pursuant
thereto) which shall be inconsistent with the provisions of, or if
they would impair a priot covenant contained in, this Ordinance
as at the time amended or supplemented, shall become effective
until all Bonds the holders of which are entitled to the
protection of, or to enforce compliance with, such prior
covenant shall cease to be outstanding.

Prior to the issuance 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 certified 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 City Solicitor required by subsection (b) of Section 8 of the
Act; and (v) an opinion of Bond Counsel to the effect that (1)
the Series of Bonds has been duly issued for a permitted
purpose under the Act and under this Ordinance, (2) all
conditions precedent to the issuance 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 from gross income for Federal income
tax purposes, interest on the Series of Bonds will be so
excluded; and thereupon the proper officers of the City and the
Fiscal Agent shall be authorized to execute and deliver the
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Boiids s0 muthonzed to receipt for the purclmsc. price thercof
:md to execute and deliver on behalf of the City the usual
closmg statements affidavits and certificates.

The Dn'ector of Finance, the City Solicitor, the City
Controller and such other officers of the City as may be
appropnal;e are authorized, in connection with the issuance of
any: Serie§ of Bonds 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 matters relevant to the issuance or payment of
such Bonds and as may be required or appropriate to comply
with applicable state or federal laws or regulations.

b

iUnless otherwise provided in the Supplemental Ordinance,
the" proceeds of sale of all Bonds issued hereunder shall be
deposited: in'the consolidated cash account of the City to the
credit of the ¢apital improvement funds and shall be disbursed
therefroni, in accordance with established procedures, for the
costs of the project or projects (as such term is defined in the
Act) for which the Bonds were issued; provided, however, that,
if such Bonds shall be issued for the purpose of funding or
refunding borids or notes previously issued by the City, such
pfocecds sshall, unless otherwise directed by the Supplemental
Ordinance, be deposited in a special account in the Sinking
thd and deposxted invested (if appropriate) and disbursed
under the direction of the Director of Finance for the purpose
of - retiring the bonds or notes being funded or refunded, and
‘provided 'further that proceeds of the sale of any Series of

"Bonds representing capitalized interest on such Series of Bonds

shall be deposited in a separate account in the Sinking Fund and
applied, together with any profit from investment thereof, only
to pay interest on such Series of Bonds.

'If the: City shall, by Supplemental Ordinance, authorize the
Ay

]
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issuance of revenue refunding bonds pursuant to Section 10 of
the Act, in the absence of specific direction or inconsistent
authorization contained in the Supplemental Ordinance, the
Director of Finance is heteby authorized in the name and on
behalf of the City to take all such action, including the
irrevocable pledge of proceeds and the income and profit from
the investment thereof for the payment and redemption of the
funded or refunded bonds or notes and, if a Qualified Swap or
Exchange Agreement has been provided 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 Qualified Swap
* or Exchange Agreement upon the refunding of such Bonds and

the mailing of all required redemption notices or the giving of .

irrevocable instructions therefor, as may be necessary or
appropriate to .accomplish the funding or refunding and to
comply with the requirements of Section 10 of the Act.

ARTICLEV
REDEMPTION OF BONDS

SECTION 5.01. Gereral Provisions for Redemption.
Bonds issued hereunder 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 conditions as
may be expressed in 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 Series of Bonds may contain provisions for optional
redemption of such Series of Bonds which may be retained by
the City as a call option or may be held by the City or sold
simultaneously with such Series of Bonds or at future dates as
determined by such Supplemental Ordinance. Unless otherwise
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specified in the Bonds or the pestinent Supplemental Ordinance,
Bonds subject to optional redemption may be redeemed in such
order of maturity as specified by the Director of Finance and
within a maturity by lot. Whenever Bonds to be redeemed are
required to be selected by lot, the Fiscal Agent shall be
autliorized to‘draw by lot the numbers of the Bonds to be
redcemed |in: any manner deemed reasonable by the Fiscal
Agent, In the case of a Bond of a denomination greater than the
minimum authonzed denomination, the Fiscal Agent shall treat
suth Bond as representmg such number of separate Bonds as is
obtained by dividing the actual principal amount of such Bond
by. the minimum authorized denomination.

SECTION 5.02. Notice of Redemption. Unless otherwise
provided :by- Supplemental Ordinance, when the City shall
determine to redeem Bonds, upon prior written notice to the
Fiscal Agent 6f the redemption date and the principal amount of
Bonds to be redeemed, or whenever the Fiscal Agent shall be
reguired to redeem Bonds from moneys in the Sinking. Fund
without acnon on the part of the City, the Fiscal Agent, at the
City's expense, shall cause a notice of redemption to be mailed
to the Holders. of the Bonds being redeemed. Such notice shall
specify (i) the complete official name of the Series of Bonds
being redbemed (ii) if less than all then Outstanding Bonds of a
Series are to be redeemed, the. numbers, . including CUSIP
numbers iif applicable, of the Bonds to be redeemed, which

- may, if bppropnate, be expressed in designated blocks of

numbers, | (iii)'the date of issue of each Bond being redeemed as
m‘xgmally issued, (iv) the rate of interest borne by each Bond
bemg redeemed (v). the maturity date of each Bond being
redeemed and (vi) any other descriptive information considered
appropnate by the City to accurately identify the Bonds being
redeemed. - Such notice shall also state the redemption price and
the, date lfixed for redemption, that on such date the Bonds
cﬁllcd for redemptlon will be due and become payable at the
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Oflice of the Fiscal Agent, and that from and after such, date,
interest thereon shall cease to accruc; provided, however; .that
the Holders of any Bonds being redeemed may file written
waivers of notice with the Fiscal Agent, and if so waived, such
Bonds may be redecmed and all rights and liabilities- of said
Holders shall mature and accrue on the date set for.such
redemption without the requirement of written notice. If a
notice is given with respect to an. optional redemption prior to
moneys for such redemption being deposited with the Fiscal
Agent, such notice shall be conditioned upon the deposit of
moneys with the Fiscal Agent on or before the date fixed for
redemplion and such notice shall be of no effect unless: such
moneys are so deposited. :

The notices required to be given by this Section 5.02 shall
state that no representation is made as to' correctness or
accuracy of the CUSIP numbers listed in such notice or stated
on the Bonds. :

The notice to Bondholders shall be depositédpy the Fiscal
Agent in the United States mail, 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 of Bonds,
prior to the redemption date, addressed to the Holders of Bends
called for redemption at the addresses appearing in the 'Bond
Register. Any notice of redemption mailed in accordance with
the requirements sct forth herein shall be concluswely
presumed to have been duly given, whether or not such notice
is actually received by the Bondholders. No defect in the netice
with respect to any Bond (whether in the form of notice ot the
mailing thereof) shall affect the validity of the redempuon
proceedings for any other Bonds. !

When notice of redemption is mailed to Bondholders,’ the

S
LEGISTAR Forin cc.r -49- Printed May 11, 1998

City of Philadelphia

Bill No. 980232 Certified Copy
Fiscal Agent shall mail a similar notice to The Bond Buyer and
each Rating Agency then maintaining a rating on such Bonds,
but failure to mail any such notice referred to in this paragraph
or any defect in such mailed notice or in-the mailing thereof
shall not affect the validity of the redemption notice.

Not more than sixty (60) days following the applicable
redemption date, a further notice shall be mailed as provided
above to the Bondholders of any Bonds called for redemption
and not then presented for payment containing substantially the
same information set forth above.

SECTION 5.03. Effect 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
portions thereof, and funds complying with the provisions of
subparagraph (1) of Section 10 of the Act having been deposited
in trust with the Fiscal Agent or baving been set aside with the
Sinking Fund Depositary in a special account in the Sinking
Fund, on or prior to the date fixed for redemption, the Bonds or
portions thereof so called for redemption, shall become due and
payable on the redemption date so designated, and interest on
such Bonds or portions thereof shall cease from such
redemption date, whether such Bonds be presented for
redemption or not. The principal amount of all Bonds or
portions thereof 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. Partial Redemption. Upon presentation
of any Bond which is to be redeemed in part only, the City and
the Fiscal Agent shall execute and deliver to the Holder thereof,
at the expense of the City, a new Bond or Bonds of authorized
denominations in aggregate principal amount equal to and of the
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same Series and maturity as the unredeemed portion of the
Bond or Bonds so presented.

ARTICLE VI
SINKING FUND

SECTION 6.01. Establishment and Investment of
Sinking Fund. There is hereby established 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 account or accounts separate and apart from all other
accounts 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 appropriated to, the Sinking
Fund from the Gas Works Revenues in each Fiscal Year such
amounts as will, together with interest and profits earned and to
be earned on investments held therein, be suffitient to
accumulate therein (exclusive of the amount in the Sinking
Fund Reserve), on or before each interest and’ principal
payment date of the Bonds, the amounts required to pay the
principal of and the interest on the Bonds then becoming due
and payable. Payment into the Sinking Fund shall be scheduled
at such times and in such amounts in relation to the receipt of
revenues and the operation and maintenance 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
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use. of moneys therein. Without limiting the generality of the
preceding sentence, moneys deposited in the Sinking Fund to
pay the redemption price of particular Bonds shall be held in
separate accounts and applied only for such redemption.

SECTION 6.02, Fiscal Agent. Such state or federally
chafiered bank, bank and trust company or trust company as
may from time to time be appointed by the City in accordance
with+law, shall act as Fiscal Agent in respect of all Bonds
isstied under this Ordinance or in respect of any particular
Seriés of Bonds. The Fiscal Agent shall also act as Sinking
Fuiid Depositary of the Sinking Fund and as paying agent and
regastrar of the!Bonds in respect of which it is the Fiscal Agent,
unless others are appointed in such capacities by the City.
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, paying agents or registrars of the Bonds or any

‘Series thereof.

! 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 disposal of canceled Bonds, 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 appropriatc
and to conﬁr-m the agreement of the Fiscal Agent, in its several
capacxtlcs ito comply with the prowslons of the Act and of this
Ordmance

SECI‘ION 6.03. Payments From the Sinking Fund. The
Smkmg Fund Depos:tary shall, on direction of the Director of
I‘mance or if for any reason he should fail to give such
dlrccuon on the direction of the Fiscal Agent, liquidate
mVestmems, lf necessary, and pay over from the Sinking Fund
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in cash to the Fiscal Agent not later than the due date tl'igrcof
the full amount of the principal, interest on, and premium, if
any, payable upon redemption of, Bonds, . )

Any excess moneys in the Sinking Fund, including any
excess amount in the Sinking Fund Reserve, shall be transferred
to the operating accounts of the Gas Works. |

SECTION 6.04. Sinking Fund Reserve, 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 a separate account shall be maintained. Unless otherwise
provided in the applicable Supplemental Ordinance in
compliance with this Section 6.04, the City shall, under
direction of the Director of Finance, deposit in the Sinking
Fund Reserve from the proceeds of sale of each Series of Bonds
issued hereunder and/or Gas Works Revenues: an amount
which, together with other amounts in the Sinking Furd
Reserve, will cause the amount in the Sinking Fund Reserve to

_equal the Sinking Fund Reserve Requirement. The money-and
investments (valued at market) in the Sinking Fund Reserve.and
amounts which can be drawn under Credit Facilities held for
the Sinking Fund Reserve shall be held and maintained in an
amount equal to the Sinking Fund Reserve Requirement.

In lien of a deposit to the Sinking Fund Reserve or in
substitution for amounts in the Sinking Fund Reserve, the City
may provide one or more letters of credit or other Credit
Facilitics in the same aggregate amount issued by a provider or
providers whose credit facilities are such that bonds secured by
such credit facilities are rated in one of the three highest rating
categories by Moody’s or S&P, provided that (1) in the case of
a substitution for moneys in the Sinking Fund Reserve, an
opinion of Bond Counsel is.declivered to the Fiscal Agent. that
such substitution will not adversely affect the exclusion fiom

H ¢ .
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gross income for Federal income tax purposes of interest on the
Bonds the interest on which is intended to be so excluded, (2)
each such Credit Facility permits the Fiscal Agent to make a
draw thereon up to the principal amount thereof if the Sinking
Fund Reserve is needed to cover a shortfall in the Sinking Fund
and other moneys in the Sinking Fund Reserve are insufficient
and (3) each such Credit Facility provides that a draw will be
made thereon to replenish the Sinking Fund Reserve on the
expiration thereof unless the City has. otherwise made such
deposit to the Sinking Fund Reserve or has obtained another
Credit Facility meeting the requirements of this Section 6.04.

If, at any time and for any reason, the moneys in the
Sinking Fund, other than in the Sinking Fund Reserve, shall be
insufficient to pay as and when due, the principal of, and
premium, if any, and interest on, any Bond or Bonds secured
by the Sinking Fund Reserve, the Sinking Fund Depositary is
hereby authorized and directed to withdraw from the Sinking
Fund Reserve and to draw on Credit Facilities held for the
Sinking Fund Reserve and pay over to the Fiscal Agent the
amount of such deficiency. If by reason of such withdrawal
(including draws on any Credit Facilities held to satisfy the
Sinking Fund Reserve Requirement) or for any other reason
there shall be a deficiency in the Sinking Fund Reserve, the
City hereby covenants to restore such deficiency (either by a
deposit of funds or the reinstatement of the cash limits of Credit
Facilities) within twelve months. The Sinking Fund Reserve
shall be valued by the Sinking Fund Depositary promptly after
any withdrawal from the Sinking Fund Reserve or any other
event indicating a possible deficiency in the Sinking Fund
Reserve and on August 31 of each Fiscal Year,

SECTION 6.05. Consolidated Fund. The Sinking Fund

shall be a consolidated fund for the equal and proportionate
benefit of the Holders of all Bonds from time to time
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Qutstanding hereunder and may be invested and reinvested on a
consolidated basis. The principal of and interest on and profits
(and losses if any) realized on investments in the Sinking Fund
shall be allocated pro rata for the Series of Bonds or the specific
Bonds in respect of which such investments were made without
distinction or priority, but moneys (and the investments thereof)
specifically deposited for the payment of any particular
installment of principal, interest (including capitalized interest)
or premium in respect of particular Bonds shall be held and
applied exclusively to the payment of such particular principal,
interest or premium,

ARTICLE VII
INVESTMENT OF FUNDS

SECTION 7.01. Management of Funds and Accounts.
The moneys on deposit in the funds and accounts established
hereunder, to the extent. not currently required, shall be
invested and secured as required by Section 9 of the Act, all at
the direction and under the management of the Director of
Finance. -

SECTION 7.02. Investment of Funds and Accounts. All
moneys deposited in any fund or account established hereunder
or under any Supplemental Ordinance may be invested by the
Fiscal Agent, at the oral or written direction of the Director of
Finance, in any investments then permitted by law; provided
that any investments with respect to amounts on deposit in the
funds and accounts established hereunder shall mature or shall
be subject to redemption by the holder thereof upon demand at
par no later than the date when such amounts are needed for the
purposes of such funds or accounts.
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. SECTION 7. 03. Valuation of Funds and Accounts. In
compuung tlhe assets of any fund or account estublished
hereunder, mvestmems and accrued interest therein shall be
deemed a part ihercof Such investments shall be valued on
June 30 of each! Fiscal Year at the current market value thereof,
valumg any lCred:t Facility held for the Sinking Fund Reserve
at. the amount which can then be drawn thereunder; provided
that any fund or: account created by a Supplemental Ordinance
may be valued as provided in such Supplemental. Ordinance.
The ‘annual} valuation shall apply for all purposes of this
Ordinance except if Bonds are issued or a deficit in the Sinking
Fund Reserve occurs, in which cases a valuation shall be made
on the date Bonds are issued or the deficit is eliminated, as the
case may be. Investment earnings shall be included in Gas
Works Revenues and, to the extent not required to be retained
in the fund‘or account to which such earnings relate, shall be
transferred fo the operating accounts of the Gas Works.

ARTICLE VIl
DEFAULTS AND REMEDIES

SECTION 8.01. Defaults and Statutory Remedics. If the
City shall fail or neglect to pay or to cause to be paid the
prmcxpal of or the redemption premium, if any, or the interest
on, any Bond, whether at stated maturity or upon call for prior
redgmptlon,, or.if the City, after written notice to it, shall fail or
negleét to make’ any payment owed by it to the provider of a
Credlt Facnhty, a Qualified Swap or an Exchange Agrcement
provnded with respect to the Bonds and such provider gives the
Fiscal Agem written notice of such failure or neglect, or if the
City shall fall to comply with any provision of the Bonds or
with any covenant of the City contained in this Ordinance or an

s i€
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applicable Supplemental Ordinance, then, under and subject 1o
the erms and conditions stated in the Act, the Holder or
Holders of any Bond or Bonds shall be entitled to all’ of the
rights and remedies provided in the Act, including the
appointment of a trustee; provided, however, that the }emcdy
provided in Section 20(b)(4) of the Act may be exercibed only
upon the failure of the City to pay, when due, principal and
redemption price of (including principal due as a result of a
;chcduled mandatory redemption) and interest on a Series of
onds. :

Upon the occurrence of an event of default specified in this
Section 8.01, the Fiscal Agent shall, within thirty (30) days,
give written notice thereof by first-cliss mail to all
Bondholders.

SECTION 8.02. 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 one be appointed,
or to the Holder of any Bond 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 trustee, if one be appointed, or
of any Holder of any Bond to exercise any right or. power
accruing upon any default shall impair any such right of power
or shail be construed to be a waiver of any such default, or an
acquiescence therein; and every power and remedy given by
this Article VIII, by the Act or otherwise may be exercised
from time to time and as often-as may be deemed expedient.

SECTION 8.03. Remedics to be Enforced Only Against
Pledged Revenues. Any decree or judgment for 'the payment
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of money against the City by reason of default hereunder shall

* be enforceable only against the Gas Works Revenues, amounts

in the Sinking Fund Reserve and other amounts which may be
specifically pledged therefor and the investments. thereof and no
decree or judgment against the City upon an-action brought
hereunder shall order or be construed to perinit the occupation,
attachment, . seizure, or sale upon execution of any other
property!of the City.

ARTICLE IX
_ AMENDMENTS AND MODIFICATIONS

SECTION 9.01. In addition to the adoption of

_ Supplemental Ordinances supplementing or amending this

Ofdi,nanpe as provided in Section 4.06 in connection with the
issuance of. successive Series of Bonds, this Ordinance and any
Supplemental Ordinance may be further supplemented, modified
or amended: (a) to cure any ambiguity, formal defect or
omission herein or therein; (b) to make such provisions in
regard to.matters or questions arising hereunder or thereunder
which shal’lé not be inconsistent with the provisions hereof or
thereof :and which shall not adversely affect the interests of
Bondholders; (c) to grant to or confer upon Bondholders or a
trustee,. if any, for the benefit of Bondholders any additional
rights, remedies, powers, authority or security that may be
. lawfully granted or conferred; (d) to incorporate modifications
requested by any Rating Agency to obtain or maintain a credit
rating on any Series of Bonds; (¢) to comply with any
mandatory ‘provision- of .state or federal law or with any
permissive provision of such law or regulation which does not
substantially impair the security or right to payment of the
Bonds, :but no amendment or modification shall be made with
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respect to any Outstanding Bonds to alter the amount, rate or
time of payment, respectively, of the principal thereof or the
interest thereon or to alter the redemption provisions -thereof
without the written consent of the Holders of all affected
Outstanding Bonds; and (f) except as aforesaid, in such other
respect as may be authorized in writing by, the Holders of a
majority in principal amount (using Accreted Valite in the case
of Capital Appreciation Bonds) of the Bonds Outstanding and
affected. The written authorization of Bondholders of any
supplement to or modification or amendment:of this Ordinance
or any Supplemental Ordinance need not approve the particular
form of any proposed supplement, modification or amendment
but only the substance-thereof.

ARTICLE X

t
1

CLOSURE OF 1975 ORDINANCE

SECTION 10.01. Limits on Issuances Under, 1975
Ordinance. After the adoption of this Ordinance, the, City
shall not issue any bonds under the 1975 Ordinance except to
refund bonds issucd under the 1975 Ordinance -or to replace
bonds issued thereunder which have been mutilated, destroyed,
lost or stolen as provided therein or in substitution for bonds
issued thereunder upon transfer or exchange as provided
therein.

SECTION 10.02. Designation of Refunding Bonds Under
1975 Ordinance. Any refunding bonds issued under the 1975
Ordinance shall include in the title of such bonds a designation
indicating that such bonds relate to the 1975 Ordinance in order
to distinguish such bonds from Bonds issued under this
Ordinance.
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ARTICLE XI

MISCELLANEOUS

SECTION 11.01. Deposit of Funds for Payment of
Bonds. When interest on, and principal or redemption price
(as the case may be) of, all Bonds issued hereunder, and all
amounts owed under any Credit Facility, Qualified Swap and
Exchange Agreement entered into hereunder (other than
termination payments), have been paid, or there shall have been
deposited with the Fiscal Agent an amount, evidenced by
moneys or Qualified Escrow Securities the principal of and
interest on which, when due, will provide sufficient moneys to
fully pay the Bonds at the maturity date or date fixed for
redemption thereof, and all amounts owed under any Credit
Facility, Qualified Swap and Exchange Agreement entered into
hereunder (other than termination payments), the pledge and
grant of security interest in the Gas Works Revenues made

_hereunder shall cease and terminate, and the Fiscal Agent and

any other depository of funds and accounts established
hereunder shall turn over to the City or to such person, body or
authority as may be entitled to receive the same all balances
remaining in any funds and accounts established hereunder.

If the City deposits with the Fiscal Agent moneys or
Qualified Escrow Securities sufficient to pay the principal or
redemption price of any particular Bond or Bonds becoming
due, either at maturity or by call for redemption or otherwise,
together with all interest accruing thereon to the due date,
interest on such Bond or Bonds shall cease to accrue on the due
date and all liability of the City with respect to such Bond or
Bonds shall likewise cease, except as provided in the following
paragraph. From and after such deposit, such Bond or Bonds
shall be deemed not to be Outstanding hereunder and the
Holder or Holders thereof shall have recourse solely and
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exclusively to the funds so deposited for any claims of
whatsoever natutre with respect to such Bond or Bonds, and the
Fiscal Agent shall hold such funds in trust for the Holder or
Holders of such Bond or Bonds.

Moneys deposited with the Fiscal Agent pursuant to the
preceding paragraphs which remain unclaimed two (2) years
after the date payment thereof becomes due shall, upon written
request of the City, if the City is not at the time to the
knowledge of the Fiscal Agent (the Fiscal Agent having no
responsibility to independently investigate) in default with
respect to any covenant in this Ordinance or the Bonds, be paid
to the City, and the Holders of the Bond for which the deposit
was made shall thereafter be limited to a claim against the City;
provided, however, that before making any such payment to the
City, the Fiscal Agent shall, at the expense of the City, publish
in a newspaper of general circulation published in the City, a
notice that said moneys remain unclaimed and that, after a date
named in said notice, which date shall not be less than thirty
(30) days after the date of publication of such notice, the
balance of such moneys then unclaimed will be paid to the City.

SECTION 11.02. Ordinances are Contracts With
Bondholders. This Ordinance and Supplemental Ordinances
adopted pursuant hereto are contracts with the Holders of all
Bonds from time to time Quistanding hereunder and thereunder
and shall be enforceable in accordance with the provisions of
Article VIJI and the laws - of the Commonwealth of
Pennsylvania,

SECTION 11.03. Parties Interested Hercin. 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 than the City, the Holders of Bonds, the Fiscal Agent,
and each provider of a Credit Facility, Qualified Swap or
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Exchange Agreement, any right, remedy or claim under or by
reason of this Ordinance or any covenants, condition or
stipulation therefor; and all the covenants, stipulations,
promises and agreements in this Ordinance by and on behalf of
the City shall be for the sole and exclusive benefit of the City,
the Fiscal Agent, the Holders of Bonds and each provider of a
Credit Facility, Qualified Swap or Exchange Agreement.

SECTION 11.04. Repeals. All ordinances and parts of

ordinances heretofore adopted to the extent that the same are
inconsistent herewith are hereby repealed.
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City of Philadelphia

(Bill No. 051138)
AN ORDINANCE

Authorizing, generally, the continued issuance and sale by the City of Philadelphia 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
sufficient to comply therewith, prescribing the conditions precedent to the issuance of
specific 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 1

AUTHORIZATION, SCOPE AND PURPOSE -
SHORT TITLE

This Ordinance is enacted pursuant to the provisions of The City of Philadelphia
Municipal Utility Inventory 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 Inventory 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 OF
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 December 7, 1982 (P.L. 827, No. 231) known as The City of
Philadelphia Municipal Utility Inventory and Receivables Financing Act (53 P.S. 1699.1
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 controller 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 of or 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 City.

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 trust company or trust company named
as such pursuant to Section 5.02 hereof or 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 manufactured gas or in the maintenance, management or administration
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, 1972 (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. 980232, 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 distribution of gas or assets related
thereto shall not be included in Gas Works Revenues, provided that the Gas Works
receives fair payment for the use of gas related assets and personnel of the Gas Works
used in such activities, which payments shall be included in Gas Works Revenues. 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)(4)(ii) of the Treasury Regulations promulgated
under the Code.

Inventory means any fuel, materials or supplies acquired by PGW, used directly
or indirectly to provide service to the public, and which would be shown as a current
asset on a balance sheet of PGW prepared in accordance with generally accepted
accounting principles.

Management Agreement means the Agreement dated December 29, 1972
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 22,1999, P.L.
122, No. 21, 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 Refunding Notes, CP
Notes and Revenue Notes.

Noteholder or Holder means the holder of any Note.
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Operating Expenses 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 Manager’s fee, salaries and
wages, purchases of service by contract, costs of materials, supplies and expendable
equipment, maintenance costs, costs of any property or the replacement therefor for any
work or project related to the Gas Works which does not have a probable 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 Instrument, interest on money borrowed to
finance the Project if capitalized, 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 Pennsylvania 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 City and a Credit
Support Entity governing the terms and conditions upon which a Credit Support
Instrument will be provided and the terms and conditions of the Reimbursement
Obligation.

Reimbursement Obligation means the obligation of the City to repay to a Credit
Support Entity amounts provided under a Credit Support Instrument, 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 Notes 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 hereof or 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 Maturity.

2002 Notes means any gas works revenue note or notes of the City issued and
outstanding pursuant to the Act and the 2002 Ordinance.

Unrelated Expenses means expenses unrelated to the supply, manufacture,
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 words
“herein,” “hereof,” “hereby” 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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would have enacted or provided for the remaining valid provisions without the void
provision; or unless the court finds that the remaining valid provisions, standing alone,
are incomplete and are incapable of being executed in accordance with the intent of City
Council.

Section 2.05. 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 certificate as to its correspondence 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
Instrument 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
[nterest on Stated Maturity Stated Maturity
Due at Stated Maturity 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 hereof, 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 per annum 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 Stated Maturity set forth
above. The principal of and interest on this Note are payable in immediately available
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 “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 “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 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 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 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 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 officers of
, the duly authorized Fiscal Agent of the City.

THE CITY OF PHILADELPHIA
By:
Mayor
[Seal]
By:
City Controller
By:
City Solicitor
COUNTERSIGNED: [FISCAL AGENT]
Fiscal Agent
By :
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 Maturity Date set forth above, the Principal Sum set forth above and to pay interest
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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 three hundred sixty-five (365) day 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 available
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™) and a Resolution dated of the Bond Committee referred to
in the General Ordinance. The City 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 City is obligated to pay solely from the
Gas Works Revenues and from the proceeds of Refunding Notes. The Revenue 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 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 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 officers of
, the duly authorized Fiscal Agent of the City.

THE CITY OF PHILADELPHIA

By:
Mayor
[Seal]
By:
City Controller
By:
City Solicitor

COUNTERSIGNED: [FISCAL AGENT]
Fiscal Agent

By:

By:

Authorized Officers
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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 such 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 interest, 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 ()
dated as of their respective dates of issuance, (ii) numbered serially in consecutive
numerical order from 1 upwards, (iii) issued in minimum denominations of one hundred
thousand dollars (§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 City, 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 thereof), (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 office 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 amount, (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 shall 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 1 upwards, (iii) issued in minimum denominations of
five thousand dollars ($5,000), or any integral multiples 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 amounts 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 surrender 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 a request
specifying, (A) as to the series of Revenue Notes then being issued, (i) the date of issue,
(i1) 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 specify. 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 contrary 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 stolen Notes.

Section 3.04. Notes are Negotiable Instruments. The Notes shall have
the qualities of negotiable instruments under the laws pertaining to negotiable
instruments of the Commonwealth of Pennsylvania.

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 treat 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 upon 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 shall be countersigned and attested by the manual signatures of two 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 officers 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 delivered, 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 destroyed, 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 maturity and of like tenor in exchange and substitution
for, 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 incurred by the City and the Fiscal Agent in the premises. In 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 shall be equally and proportionatety
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 the 2002 Ordinance.

Section 4.02. Pledge of Gas Works Revenues; 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 term 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 (1) Net Operating Expenses
then payable, (2) debt service on bonds issued under the General Gas Works Revenue
Bond Ordinance of 1975, as amended (the “1975 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 Qualified 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 deficiency
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 (11)
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:

(@) 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 Instrument 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 Instrument, the
City may treat the Notes as payable over the period of time during which the City is
required to pay the Credit Support Entity 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 Covenant 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).

(¢) It will continuously maintain in good condition and
continuously operate the Gas Works.

® It will not pay from the Gas Works Revenues any City
Charges unless there is then existing no default in payment of the Notes.

(& 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 authorization.

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 148(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 limit the yield on the
investment of any money held by the Fiscal Agent, the City shall so instruct the Fiscal
Agent in writing, and the Fiscal 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(f) 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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necessary or appropriate to enable the City to comply with the requirements of this
covenant.

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 of and grant of a 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. Sale 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; Filing of Transcript;
Further Action. Prior to the issuance of the first Notes of any series of Notes, the Bond
Committee shall adopt a Resolution specifying 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 sufficient 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 specify 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 agreements,
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 specify 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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provisions as the Bond Committee may deem appropriate and proper and as shall be
authorized and permitted by the Act.

Prior to the issuance of the first Notes of any series, the Director of Finance shall
comply with the transcript 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 matters 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 such
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 Instrument, the Bond Committee may enter into a
Reimbursement Agreement with the Credit Support Entity. 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, indemnification 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 holders of the Notes of a
particular series. 4

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 eamned 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 Instrument, to pay the Notes
then becoming due and payable.

Section 5.02. Fiscal Agent. Such state or federally chartered bank, 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 paying 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 provxded 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 trustee, 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 may 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 conferred;

(é) to add to, modify 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.

ARTICLE VIII

MISCELLANEOUS

Section 8.01. 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, 1972, authorized pursuant to an Ordinance of City Council, approved December 29,
1972 (Bill No. 455), as further amended as authorized by Ordinance on numerous other
occasions, as follows: :
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To revise Paragraph 3 of Sections IV (Accounting Methods) to read as follows,
with new text double-underlined in italics and deleted text with deuble

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 1, 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 million 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 1, 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 addltlon to the foregoing authorized borrowings, loans not exceeding ese
nered-milhen-delars one hundred fifty million dollars in aggregate principal amount at
any t1me outstandmg 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 correct copy of the origir{al Bill, Passed by
the City Council on December 15, 2005. The Bill was Signed by the Mayor on

December 22, 2005.

Patricia Rafferty
Chief Clerk of the City Council
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II. RATE OF RETURN

II.A.13. Attach copies of the summaries of the projected 2 year’s
Company’s budgets (revenue, expense and capital).

RESPONSE:

Philadelphia Gas Works’ Fiscal Year 2009-2010 Operating Budget is
attached. PGW’s Five Year Forecast for Fiscal Years 2011 through 2015
is not completed.
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PHILADELPHIA GAS WORKS
STATEMENT OF INCOME

(Dollars in Thousands)

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

Natural Gas

Other Raw Material
Sub-Total Fuel

Contribution Margins

Labor & Fringe Benefits

Bad Debt Expense

Other Expenses & Depreciation
Sub-Total Other O&M & Depreciation
Total Operating Expenses

Operating Income

Other Income
Income Before Interest

INTEREST

Long Term Debt

Other Interest

AFUDC

Loss from Extinguishment of Debt
Total Interest Expense

Net Earnings

Exhibit A-1

Actual Budget Estimate Budget

2007-08 2008-09 2008-09 2009-10
$78,687 $84,369 $66,596 $50,190
18,800 27,510 25,358 30,084
723,534 969,765 828,245 742,086

12,238 - - -

(1,931) 1,680 596 (1,037)
831,428 1,083,224 920,795 821,323
8,607 9,029 8,745 8,708
9,592 12,268 10,553 9,114
18,199 21,297 19,298 17,822
$849,627 $1,104,521 $940,093 $839,145
$511,938 $732,322 $546,951 $420,056
38 5 20 20
511,976 732,327 546,971 420,076
$337,651 $372,194 $393,122 $419,069
$140,908 $145,530 $149,835 $159,438
37,000 44,011 47,111 44,757
104,362 108,360 110,641 94,794
282,270 297,901 307,587 298,989
$794,246 $1,030,228 $854,558 $719,065
$55,381 $74,293 $85,535 $120,080
$15,732 $11,526 $9,785 $10,778
$71,113 $85,819 $95,320 $130,858
$56,075 $54,968 $62,449 $59,132
6,812 8,017 6,401 12,480
(338) (873) (399) (865)
5,457 5,102 5,202 5,392
$68,006 $67,214 $73,653 $76,139
$3,107 $18,605 $21,667 $54,719
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PHILADELPHIA GAS WORKS
STATEMENT OF INCOME

(Dollars in Thousands)

OPE ING U
Non-Heating
Gas Transportation Service
Heating

Weather Normalization Adjustment
Unbilled Gas Adjustment

Total Gas Revenues
Appliance Repair & Bill Paid Turn-Ons
Other Operating Revenues

Total Other Operating Revenues
Total Operating Revenues
(o] ING SE

Natural Gas
Other Raw Material

Sub-Total Fuel
CONTRIBUTION MARGINS

Gas Processing

Field Services

Distribution

Collection

Customer Service

Account Management

Bad Debt Expense

Marketing

Administrative & General

Health Insurance

Capitalized Fringe Benefits
Capitalized Administrative Charges
Pensions

Taxes

Other Post Employement Benefits
BT Costs/(Benefits)

Labor/Cost Savings

Sub-Total Other Oper.& Maintenance

Depreciation
Cost of Removal
To Clearing Accounts

Sub-Total Other Oper.& Maint. & Depreciation

TOTAL OPERATING EXPENSES
OPERATING INCOME
Other income
INCOME BEFORE INTEREST

INTEREST
Long-Term Debt
Other
AFUDC
Loss From Extinguishment of Debt

Total Interest

NET EARNINGS

Exhibit A-1-1

Actual Budget Estimate Budget

2007-08 2008-09 2008-09 2009-10
$78,687 $84 369 $66,596 $50,190
18,800 27,510 25,358 30,084
723,534 969,765 828,245 742,086

12,238 - - -
(1,931) 1,680 596 (1,037)
831,428 1,083,224 920,795 821,323
8,607 9,029 8,745 8,708
9,592 12,268 10,553 9,114
18,199 21,297 19,298 17,822
$849,627 $1,104,521 $940,093 $839,145
$511,938 732,322 546,951 420,056
38 5 20 20
511,976 732,327 546,971 420,076
$337,651 $372,194 $393,122 $419,069
14,436 16,265 16,584 14,297
37,126 38,375 36,121 34,682
17,319 17,982 20,779 19,889
8,441 9,450 9,122 9,446
12,305 13,510 13,470 14,410
7,006 7,548 7,480 7,879
37,000 44,011 47,411 44,757
2,628 4,064 3,652 5,526
44,001 48,011 44,773 52,745
34,226 36,551 37,300 39,977
(10,331) (10,592) (9,214) (10,528)
(7,180) (7.473) 6,731) (7,181)
14,258 14,419 15,531 21,063
5877 6,799 6,609 6,955
25,834 25,558 25,558 24,615
- (1,670) 3,000 (16,700)
- (2,156) (1,419) (1,450)
242,746 260,652 269,726 260,382
40,021 39,408 39,280 40,409
2,847 3,000 3,000 3,000
(3,344) (5,159) (4,419) (4,802)
39,624 37,249 37,861 38,607
282,270 297,901 307,587 298,989
$794,246 $1,030,228 $854,558 $719,065
55,381 74,293 85,535 120,080
15,732 11,626 9,785 10,778
$71,113 $85,819 $95,320 $130,858
$56,075 $54,968 $62,449 $59,132
6,812 8,017 6,401 12,480
(338) (873) (399) (865)
5,457 5,102 5,202 5,392
68,006 67,214 73,653 76,139
$3,107 $18,605 $21,667 $54,719
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PHILADELPHIA GAS WORKS
CASH FLOW STATEMENT
(Dollars in Thousands)

Exhibit A-2

Actual Budget Estimate Budget
Net Eamings $3,107 $18,605 $21,667 $54,719
Depreciation & Amortization 46,660 45,626 45,470 46,146
Earnings on Restricted Funds (11,851) (4,775) (5,177) (5,846)
Elimination of Accrued Interest on Refunded Debt - - - -
Increased/(Decreased) Other Assets\Liabilities 25,403 (3,928) 28,255 21,444

Available From Operations 63,319 55,5628 90,215 116,463
Funds Required for Capital 70,000 70,000 45,000 50,000
Grant income 18,000 18,000 18,000 18,000
Release of Sinking Fund Asset - 4,000 - -
Temporary Financing 38,400 22,000 - -

TOTAL SOURCES $189,719 $169,528 $153,215 $184,463
USES
Net Capital Expenditures $61,742 $72,745 $55,591 $72,120
Funded Debt Reduction:

Revenue Bonds 40,400 43,125 43,125 46,640

Subordinate Revenue Bonds 1,430 1,500 1,500 1,565
Temporary Financing Repayment - - 24,000 37,000
City LoanRepayment/Status 43,000 - - -
Distribution of Earnings 18,000 18,000 18,000 18,000
Additions to (Reductions of)

Non-Cash Working Capital 27,507 34,344 9,645 9,278
Cash Needs 192,079 169,714 151,861 184,603
Cash Surplus (Shortfall) (2,360) (186) 1,354 (140)

TOTAL USES $189,719 $169,528 $153,215 $184,463
Cash - Beginning of Period $51,698 $50,217 $49,338 $50,692
Cash - Surplus (Shortfall) (2,360) {(186) 1,354 (140)

Ending Cash $49,338 $50,031 $50,692 $50,552
Outstanding Commercial Paper $90,000 $90,000 $66,000 29,000

City Loan Outstanding - -



Exhibit A-3

PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
(Dollars in Thousands)

Line Actual Budget Estimate Budget
No. 2007-08 2008-09 2008-09 2009-10
EUNDS PROVIDED
1. Total Gas Revenues $831,428 $1,083,224 $920,795 $821,323
2. Other Operating Revenues 18,199 21,297 19,298 17,822
3. Total Operating Revenues 849,627 1,104,521 940,093 839,145
4. Other Income Less Restricted Funds 3,881 6,751 4,608 4,932
5. Grant Income 18,000 18,000 18,000 18,000
6. AFUDC (Interest) 338 873 399 865
7. TOTAL FUNDS PROVIDED $871,846 $1,130,145 $963,100 $862,942
EUNDS APPLIED
8. Fuel Costs $511,976 $732,327 $546,971 $420,076
9. Other Operating Costs 282,270 297,901 307,587 298,989
10. Total Operating Expenses 794,246 1,030,228 854,558 719,065
11. Less: Non-Cash Expenses 68,898 68,106 67,883 68,210
12. ' TOTAL FUNDS APPLIED $725,348 $962,122 $786,675 $650,855
13. Funds Available to Cover Debt Service 146,498 168,023 176,425 212,087
14. 1975 Ordinance Bonds Debt Service $34,225 $32,313 $32,313 $30,101
15. Debt Service Coverage 1975 Revenue Bonds 4.28 5.20 5.46 7.05
16. Net Available After Prior Debt Service $112,273 $135,710 $144,112 $181,986
17. 1998 Ordinance Bonds Debt Service $59,695 $64,151 $68,601 $73,261
18. Debt Service Coverage 1998 Revenue Bonds 1.88 212 2.10 248
19. Net Available After 1998 Debt Service $52,578 $71,559 $75,511 $108,725
20. 1998 Ordinance Subordinate Bond Debt Service 1,986 1,990 1,990 1,986
21. Debt Service Coverage Subordinate Bond 26.47 35.96 37.95 54.75
22. Net Available To Service Aggregate Debt Service $136,809 $149,499 $159,138 $194,945
23. Aggregate Debt Service $100,005 $98,454 $105,907 $107,965
24. Fixed Coverage Charge on Long Term Debt 1.37 1.52 1.50 1.81

25. Fixed Coverage Charge including $18.0 M City Fee 1.16 1.28 1.28 1.55



19.

20.
21,

23.
24,
25,

26,
27,
28,
29,
30.

31.
32.
33.
34,

35.

36.

Exhibit A-4

PHILADELPHIA GAS WORKS
BALANCE SHEET
(Dollars in Thousands)
Actual Budget Estimate Budget
8/31/2008 8/31/2009 8/31/2009 8/31/2010
ASSETS
Utility Plant Net $1,062,095 $1,101,872 $1,078,406 $1,110,117
Sinking Fund Reserve 106,198 104,097 109,285 123,004
Capital Improvement Fund 111,207 41,769 68,326 158,102
Restricted Investment Worker Comp Fund 2,383 2,383 2,594 2,634
Cash 49,338 50,031 50,692 50,552
Accounts Receivable:
Gas Receivable 222,880 181,238 235,582 229,280
Other 8,714 250 9,150 9,425
Accrued Gas Revenues 8,145 11,142 8,741 7,704
Reserve for Uncollectible (140,435) (126,302) (137,820) (134,977)
Accounts Receivable Net 99,304 66,328 115,653 111,432
Materials & Supplies 187,539 194,743 134,922 127,758
Other Current Assets 2,317 2,505 5,989 6,296
Deferred Debits 3,309 1,479 7,317 8,190
Unamortized Bond Issuance Expense 38,738 35,534 25,842 23,937
Unamortized Extraordinary Loss 47,902 42,800 53,897 48,505
Other Assets 12,650 2,326 12,961 12,961
Deferred Environmental 6,685 2,674 3,828 2,163
TOTAL ASSETS $1,729,665 $1,648,541 $1,669,712 $1,785,651
EQUITY & LIABILITIES
City Equity $226,408 $254,833 $248,075 $302,794
Long Term Debt;
Revenue Bonds 1,162,455 1,117,830 1,119,785 1,221,580
TECA Accretions 15,314 16,818 16,818 18,434
Unamortized Discount (4,951) (4,469) (5,914) (6,827)
Unamortized Premium 30,375 27,804 29,875 27,278
Notes Payable 90,000 90,000 66,000 29,000
City Loan 0 - - -
Accounts Payable:
Natural Gas 67,508 47,529 38,645 37,250
General 14,124
Customer Deposits 7,325 9,250 3,250 3,360
Other Current Liabilities 8,264 9,100 1,145 1,174
Deferred Credits 24,317 8,406 23,883 4,997
Accrued Credits:
Interest 12,391 13,087 15,057 15,432
Taxes & Wages 3,430 5,139 3,021 3,315
Distribution to City 3,000 3,000 3,000 3,000
Other Liabilities 83,829 36,090 107,072 124,874
TOTAL EQUITY & LIABILITIES $1,729,665 $1,648,541 $1,669,712 $1,785,651
Debt to Equity 84.2% 82.0% 82.4% 80.6%



Line
No.

10.

PHILADELPHIA GAS WORKS
OPERATING REVENUES

(Dollars in Thousands)

Non-Heating

Gas Transportation Service

Heating

Weather Normalization Adjustment

Unbilled Gas Adjustment

Sub-Total Gas Revenues

Appliance Repair & Other Service Revenues

Other Operating Revenues

Sub-Total Other Revenues

Total Operating Revenues

Exhibit B

Actual Estimate Budget
$78,687 $66,596 $50,190
18,900 25,358 30,084
723,534 828,245 742,086
12,238 - -
(1,931) 596 (1,037)
831,428 920,795 821,323
8,607 8,745 8,708
9,692 10,553 9,114
18,199 19,298 17,822
$849,627 $940,093 $839,145




Line
No.

AR S

10.
1.
12.

13.
14,
15.
16.
17.
18.

2007-08 ACTUAL

Firm Non-Heating
Interruptible

Total Non Heating

Gas Transportation Service
Heating *

Total Revenues

2008-09 ESTIMATE

Firm Non-Heating
Interruptible

Total Non Heating

Gas Transportation Service
Heating

Total Revenues

2009-10 BUDGET

Firm Non-Heating
Interruptible

Total Non Heating

Gas Transportation Service
Heating

Total Revenues

PHILADELPHIA GAS WORKS
RECONCILIATION OF BILLED REVENUES

(Dollars in Thousands)

Exhibit B-1

Billed 2006-07 GCR 2007-08 GCR Total
Revenues Over Recovery Over Recovery Revenues
$52,529 $443 ($964) $52,008
26,679 26,679
79,208 443 (964) 78,687
18,900 18,800
744,179 6,123 {(14,530) 735,772
$842,287 $6,566 ($15,494) $833,359
Billed 2007-08 GCR 2008-09 GCR Total
Revenues Over Recovery Over Recovery Revenues
$50,980 $964 ($1,497) $50,447
16,149 16,149
67,129 964 (1,497) 66,596
25,358 25,358
834,230 14,530 ($20,515) 828,245
$926,717 $15,494 ($22,012) $920,199
Billed 2008-09 GCR 20092-10 GCR Total
Revenues Over Recovery Over/Under Recovery Revenues
$40,678 $1,497 - $42,175
8,015 8,015
48,693 1,497 - 50,190
30,084 30,084
721,571 20,515 - 742,086
$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.

O NGO WONA

10.
11.
12

13.
14.
15.
16.
17.
18.
19.
20.

21.

22,
23.
24.
25.
26.
27.
28,
29.
30.
31.
32.
33.

34.

NON HEATING

Residential

CRP Residential
CRP Shortfall
Commercial
Industrial
Municipal

NGV

Total Firm Non-Heating

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 Interruptibles

Total Non Heating

HEATING

Residential
CRP Residential
CRP Shortfall
Commercial
Industrial
Municipal
Housing Authority
WNA
Total Heating
Net Billed Revenues
GTS Revenues
Total Billed Revenues

Degree Days

PHILADELPHIA GAS WORKS

GAS REVENUES

(Dollars in Thousands)

Exhibit B-1-1

Actual Estimate Budget
2007-08 2008-09 2009-10
$20,165 $18,538 $14,633

- 921 764

(125) (459) (340)

25,794 25,422 20,372

4,265 4,279 3,282

2,424 2,273 1,963

6 6 4

$52,529 $50,980 $40,678

$2,642 $2,213 $1,093

15,493 11,800 5,698

- 49 75

(14) 161 101

6,605 1,216 733
264 - -

331 351 243

171 129 72
1,187 230 -

26,679 16,149 8,015

$79,208 $67,129 $48,693

$666,375 $569,149 $488,995

- 197,104 172,910

(87,603) (98,211) (77,028)

125,399 134,212 109,902

7,609 8,271 6,969

9,167 8,936 7,644

10,994 14,769 12,179

12,238 - -
744,179 834,230 721,571
823,387 901,359 770,264

18,900 25,358 30,084

$842,287 $926,717 $800,348

3,746 4,181 4,412



Exhibit B-2

PHILADELPHIA GAS WORKS
GAS SALES
(MCF's)

Line Actual Estimated Budget

No. NON HEATING 2007-08 2008-09 2009-10
1. Residential 802 718 653
2 CRP Residential - 41 40
3. Commercial 1,395 1,352 1,315
4. Industrial 235 228 215
5 Municipal 153 134 147
6 Housing Authority - - -

7. Total Firm Non-Heating 2,585 2,473 2,370
8. BPS - Small 141 133 94
9. BPS - Large 923 836 563
10. BPS-A/C - 6 10
11. LBS-L Direct - - -
12. LBS- L Indirect 1 14 9
13. LBS - S Indirect 535 101 63
14. LBS - XL Direct 22 30 -
15. LBS - XL Indirect - 25 - 22
16. Co-Generation - Indirect 14 13 9
17. GTS - Sales 130 12 -
18. Total Interruptibles 1,791 1,145 770
19. Total Non Heating 4,376 3,618 3,140

HEATING

20. Residential 34,347 27,927 28,794
21. CRP Residential - 9,756 10,354
22, Commercial 6,984 7,141 7,233
23. Industrial 421 436 455
24, Municipal 566 515 572
25. Housing Authority 622 782 803
26. Total Heating 42,940 46,557 48,211
27. Net Billed Sales 47,316 50,175 51,351
28. GTS Volumes 19,032 21,731 22,353
29. Total Billed Sales 66,348 71,906 73,704
30. Firm Sales 45,525 49,030 50,581
31. Residential Sales 35,149 38,442 39,841




Line
No.

10.

1.

12.

13.

September
October
November
December
January
February
March
April

May

June

July
August

Total

PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE

2007-08 ACTUAL

(Dollars in Thousands)

Exhibit C-1-1

(To) From Seasonal
Billed Inventory Inventory Refunds Adjustment Total
$ 32,292 $ (14786) $ 554 $ - $ (4412) $ 13,648
31,566 (13,925) 751 - (2,184) 16,208
54,048 (7,476) 6,971 - 975 54,518
64,694 (2,333) 19,360 - 6,088 87,809
56,478 (2,112) 32,860 - 8,545 95,771
57,267 (3,278) 25,922 - 6,342 86,253
52,224 (2,611) 16,544 - 3,123 69,280
37,298 (9,538) 7,802 - (1,114) 34,448
50,294 (21,350) 713 (466) (3,567) 25,624
44,548 (25,373) 564 (3,333) (4,629) 11,777
48,141 (28,603) 607 (3,254) (4,582) 12,309
41,112 (22,304) (6,323) (3,607) (4,585) 4,293
$ 569,962 $ (153,689) $ 106,325 $ (10,660) $ - $ 511,938




Exhibit C-1-2
PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE
2008-09 ESTIMATE

(Dollars in Thousands)

Line (To) From Seasonal
No. Billed Inventory  lnventory  Refunds  Adjustment Total
1. September $ 37,041 $ (21062) §$ 1,640 $ (31) $ (4441) $& 13,147
2. October 40,736 (13,315) 5,826 (2,076) 31,171
3. November 53,398 (6,404) 7,335 - 1,077 55,406
4. December 65,685 (2,847) 33,526 - 6,151 102,515
5. January 69,058 156 49,018 - 8,157 126,389
6. February 54,663 (955) 27,950 6,134 87,792
7. March 52,299 (2,991) 18,759 - 3,646 71,713
8. April 29,252 (5,923) 2,566 - (745) 25,150
9. May 23,904 (8,579) 655 - (3,523) 12,457
10. June 19,950 (8,589) 608 - (4,829) 7,140
1. July 22,505 (10,875) 629 - (4,773) 7,486
12. August 21,540 (10,806) 629 - (4,778) 6,585

13. Total $ 490,031 $ (92,190) § 149,141 $ 31) $ - $ 546,951




Exhibit C-1-3
PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE
2009-10 BUDGET

(Dollars in Thousands)

Line (To) From Seasonal

No. Billed Inventory Inventory Refunds Adjustment Total
1. September $ 26,011 $ (14220) § 606 $ - $ (4123) § 8274
2. October 32,384 (13,272) 713 - (1,972) 17,853
3. November 37,601 (4,599) 4,952 - 1,151 39,105
4. December 48,266 (1,761) 18,988 - 5,577 71,070
5. January 52,834 - 26,094 - 7,401 86,329
6. February 47,438 - 19,803 - 5,388 72,629
7. March 46,490 (3,443) 11,881 - 3,256 58,184
8. April 33,993 (8,019) 3,966 - (669) 29,271
9. May 28,186 (10,250) 592 - (3,099) 15,429
10. June 20,924 (8,499) 560 - (4,361) 8,624
11, July 20,599 (7,875) 576 - (4,269) 9,031
12. August 19,833 (11,872) 576 - (4,280) 4,257

13.  Total $ 414,559 $ (83,810) $ 89,307 $ - $ - $ 420,056




Line
No.

10.
1.
12,
13.
14.
15.
16.

17.

PHILADELPHIA GAS WORKS
LABOR & FRINGE BENEFITS

(Dollars in Thousands)

OPERATING LABOR

Payroll

To Capital & Clearing Accounts
Total Operating Labor

PENSIONS

Beneficiaries

Payments to (Withdrawals from) Fund
Total Pensions

INSURANCE
Group Life
Health

Total Insurance

TAXES

FICA - OASI

FICA - Medical

State Unemployment

Federal Unemployment

Tax Rebate/Settlements

Allocated to Capital Projects
Total Taxes

Total Labor & Fringe Benefits

Exhibit C-3

Actual Estimate Budget
2007-08 2008-09 2009-10
$ 105,887 $ 108,962 $ 111,764
(20,726) (20,567) (22,221)
85,161 88,395 89,543
32,839 33,866 35,128
(18,581) (18,335) (14,065)
14,258 15,531 21,063
1,586 2,000 1,900
34,226 37,300 39,977
35,812 39,300 41,877
6,484 6,645 6,832
1,532 1,578 1,615

132 175 140

(903) (214) -
(1,568) (1,575) (1,632)
5,677 6,609 6,955

$ 140,908 $ 149,835 $ 159,438




Line
No.

10.

11.

PHILADELPHIA GAS WORKS
DETAIL OF DIRECT LABOR EXPENSES

(Dollars in Thousands)

Exhibit C-3-1

Actual Estimate Budget
2007-08 2008-09 2009-10
Average Average Average
Personnel  Bayroll Personnel  Payroll Personne|  Payroll
Administration 55 § 6,120 59 § 6,070 59 § 6,067
Finance 43 2,384 43 2,548 43 2,599
Customer Activities 377 19,854 368 20,866 368 21,405
Marketing & Planning 72 4,509 76 4,775 76 5,648
Operations 933 58,390 942 60,319 937 62,000
Systems & Services 231 14,335 234 15,507 239 15,105
Labor Cost Savings - - (22) (1,419) (22) (1,450)
Philadelphia Gas Commission 4 295 5 296 5 390
Total Personnel & Payroll 1,715 §$ 105,887 1,705 §$ 108,962 1,705 $ 111,764
Allocated to Capital & Clearing Accounts (20,726) (20,567) (22,221)
Net Operating Labor 1,715 § 85,161 1,705 $§ 88,395 1,705 § 89,543




LINE
NO.

10.

1.

12

13.

14.

15.
16.

PHILADELPHIA GAS WORKS
DETAIL OF OTHER EXPENSES

OTHER EXPENSES

Appropriation for Reserves
and Other Losses

Advertising

General Material
Insurance

Contracted Maintenance
Utilities

Rentals

Purchased Services
Postage

Promotion

Non-Utility Revenues

Labor Related Fringe Benefits
and A&G Charged to Capital

Depreciation
Less: Cleared to Capital

Miscellaneous

Total Other Expenses

(Dollars in Thousands)

Exhibit C-4

Actual Estimate Budget
2007-08 2008-09 2009-10
$5,485 $4,559 $3,564
$1,638 1,325 2,245
$7,700 5,074 6,058
$3,228 3,350 4,520
$4,043 5,810 5,911
$3,689 3,771 3,845
$787 1,472 1,488
$20,421 22,580 27,083
$2,313 2,395 2,538
$20 50 255
($154) (165) (165)
($17,512) (15,945) (17,709)
$42,868 42,280 43,409
($583) (919) (1,107)
$30,418 35,004 12,858
$104,362 $110,641 $94,794




DETAIL OF OTHER OPERATING EXPENSES C-4

APPROPRIATION FOR RESERVE

AND OTHER LOSSES
Risk Management
Compensated Absences
Corporate Settlements

Grand Total

ADVERTISING

Field Services

Collection

Marketing

Corporate Communications
VP Customer Affairs

PUC

Organizational Development
Gas Commission
Information Services
Telecommunications
Materials Management

Grand Total

Actual Estimate Budget
2007-08 2008-09 2009-10
$4,791 $4,265 $3,460

633 (409) 44
61 703 60
$5,485 $4,559 $3,564

Actual Estimate Budget
2007-08 2008-09 2009-10

$136 $154 $167

352 200 350
17 368 670
744 150 400
268 308 503
3 25 25
78 76 85
9 9 10

- 1 1

8 11 12
23 23 23
$1,638 $1,325 $2.246




DETAIL OF OTHER OPERATING EXPENSES C-4

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 & External Affairs
Sr VP Finance

Strategic Development
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Management

VP Corporate Preparedness
Internal Auditing

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

Actual Estimate Budget
2007-08 2008-09 2009-10
$3,122 $1,201 $1,241
1,707 1,453 1,483
8,704 8,685 6,016
236 257 265

- 1 1

75 89 88
315 429 458
34 30 47

20 23 20

8 4 3

39 32 30

1 2 2

8 8 8

14 12 11

2 3 3

22 24 24

31 22 24

4 5 5

4 6 7

2 2 2

4 5 5

2 - -

4 5 5

5 6 6

4 ) 4

1 1 1

18 34 48

- 2 2

- 1 1

1 1 1

1 1 1

8 26 6

2 1 2

10 10 15

25 30 28

4 5 5
(6,388) (6,825) (3,940)
- - 1,000

- 25 25

527 581 465
14 18 13
192 198 186
23 24 26
1,616 1,609 1,439
(2,721) (2,976) (3,024)
$7,700 $5,074 $6,058




DETAIL OF OTHER OPERATING EXPENSES C-4

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

UTILITIES
Electric
Purchased Telephone
Water
Grand Total

RENTALS
Other Rents

Equipment Rentals & Leasing
Grand Total

Actual Estimate Budget
2007-08 2008-09 2009-10
35,812 $39,300 $41,87
3,188 3,305 4,470
40 45 50
39,040 42,650 46,397
35,812 39,300 41,877
$3,228 $3,350 $4,520
Actual Estimate Budget
2007-08 2008-09 2009-10
1,967 $2,981 $3,028
1,560 2,096 2,175
11 45 45
505 688 663
$4,043 $5,810 $5,911
Actual Estimate Budget
2007-08 2008-09 2009-10
$2,120 $2,300 $2,341
1,087 1,080 1,113
482 391 391
$3,689 $3,771 $3,845
Actual Estimate Budget
2007-08 2008-09 009-1
$295 $594 $622
492 878 866
$787 $1,472 $1,488




DETAIL OF OTHER OPERATING EXPENSES C-4

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

MAINTENANCE SOFTWARE
Distribution
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

Actual Estimate Budget
2007-08 2008-09 2009-10

$618 $1,720 $1,640

778 593 690

3 1 1

10 5 5

386 452 454

5 8 7

55 63 64

4 5 5

87 109 135

21 25 27

$1.967_ $2,981 $3,028
Actual Estimate Budget
2007-08 2008-09 2009-10

11 45 45

$11 $45 $45
Actual Estimate Budget
2007-08 2008-09 2009-10

$14 56 $54

67 59 60

110 54 55

42 87 87

- 20 31

27 26 27

1 - -

8 14 16

7 13 12

1,239 1,708 1,758

12 14 28

12 15 16
21 30 31

$1,560 $2,006 $2,175
Actual Estimate Budget
2007-08 2008-09 2009-10

- 1 1

- 5 5

2 2 1

7 9 8

3 4 3

110 252 238

325 313 306

4 6 6

54 96 95

$505 $688 $663




DETAIL OF OTHER OPERATING EXPENSES C-4

ELECTRIC

Gas Processing
Distribution

Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations

Materials Management
Grand Total

D E N
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations

Materials Management
Grand Total

WATER

Gas Processing
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations

Materials Management

Actual Estimate Budget
2007-08 2008-09 2009-10
$1,010 $1,030 $1,050

37 32 M4

855 996 1,009

12 16 15

123 139 143

10 11 11

41 40 42

32 36 37

$2,120 $2,300 $2,341
Actual Estimate Budget
2007-08 2008-09 2009-10

$18 $21 $22

6 6 5

57 74 73

975 943 981

10 12 11

21 24 21

$1,087 $1,080 $1,113
Actual Estimate Budget
2007-08 2008-09 2009-10

$230 $250 $250

201 113 114

3 2 1

29 16 16

2 1 1

10 5 5

7 4 4

$482 $391 $391




DETAIL OF OTHER OPERATING EXPENSES C-4

OTHER RENTS
Distribution

Customer Service
Gas Commission
Facilities Management
Engineering
Information Services
Telecommunications
Fleet Operations

Material Management
Grand Total

EQUIPMENT RENTALS
& LEASING

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 & External Affairs
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

Actual Estimate Budget
2007-08 2008-09 2009-10
$5 $7 $8
236 277 290
48 48 50

5 211 220

- 4 3

1 29 31

- 3 3

- 8 9

- 7 8
$295 $594 $622
Actual Estimate Budget
2007-08 2008-09 2009-10
$62 $125 $125
90 84 84
21 17 16
10 33 41
25 27 74

9 9 11

17 15 15

- 1 1

31 24 25

7 8 8

10 8 8
15 15 14

8 14 14

5 19 19

6 1 -

- 1 1

1 - -

1 4 4

- 1 1

- 1 1

6 6 6

6 7 7

1 6 6

1 3 6

6 10 8

- 2 3

25 24 169
91 352 158
38 61 41
$492 $878 $866




DETAIL OF OTHER OPERATING EXPENSES C-4

PU ASE SERVICES
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 & External Affairs
Sr VP Finance

Public Utility Commission
Strategic Development
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Management

VP Corporate Preparedness
Internal Auditing

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
Information Services
Telecommunications

Fleet Operations

Materials Management
Grand Total

Actual Estimate Budget
2007-08 2008-09 2009-10
$624 $692 $575
714 556 547
621 422 583
563 425 684

1 2 1

331 988 887
1,501 1,619 1,760
97 320 525
227 255 300
55 70 70
725 969 960
546 877 877
10 17 72
267 354 426
2 5 5

183 175 175
2,808 2,905 3,957
- 1 1
2,222 2,487 2,900
145 200 230

3 5 5
342 288 322
27 - -
123 121 121
115 121 86
1,483 620 1,725
5 1 1

55 61 101
52 349 325

1 3 4

- - 4

1 7 10

41 45 70
82 35 55
49 67 111
673 642 691
349 317 385
124 210 210
235 480 600
1,490 1,163 1,392
12 - -

10 - -
454 887 1,270
340 467 371
2,497 3,008 3,293
13 18 22
94 151 183
109 175 191
$20,421 $22,580 $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 Customer Affairs
Customer Review
VP Gas Management

VP Corporate Preparedness

Gas Commission
Metered Mail

Materials Management
Grand Total

PROMOTION
Marketing
Grand Total

NON-UTILITY REVENUE

Customer Service
Account Management
Treasury

Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations

Material Management
Grand Total

Actual Estimate Budget
2007-08 2008-09 09-10
7 4 4

136 160 200
34 133 183

- 7 8

19 32 33
1,814 1,813 1,826
2 25 40

2 2 2

19 20 20

- 1 1

14 14 14

- - 1

4 5 5

259 168 190

- 1 1

- 1 1

- 1 1

1 1 1

- 5 5

2 2 2
$2,313 $2,395 $2,538
Actual Estimate Budget
2007-08 2008-09 2009-10
20 50 255
$20 $50 $255
Actual Estimate Budget
2007-08 2008-09 2009-10
(66) (74) (74)
(66) (74) (74)
(16) - -

- (1) (1)

- (13) (13)

(6) (3) 3
($154) ($165) ($165)




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
Deferred Compensation
BT Projects Cost/(Benefits)
Post Retirement Benefits
LNG Inventory

Amortization
Grand Total

Actual Estimate Budget
2007-08 2008-09 2009-10
(10,332) (9,214) (10,528)

(7,180) (6,731) (7,181)

($17,512) ($15,945) ($17,709)

Actual Estimate Budget
2007-08 2008-09 2009-10

$678 $747 $1,116

3,667 3,847 4,022

21 21 30
381 359 360
361 337 344
- 3,000 (16,700)
25,834 25,558 24,615
(901) 925 (1,245)
377 210 316
$30,418 $35,004 $12,858




DETAIL OF OTHER OPERATING EXPENSES C-4

EXPENSE OF EMPLOYEES

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

co0o

Security

VP Reg & External Affairs

Sr VP Finance

Rates & Gas Planning

Customer Review

Business Transformation

VP Gas Management

VP Corporate Preparedness

Internal Auditing

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

Actual Estimate Budget
2007-08 2008-09 2009-10
$28 $44 $48
59 63 63
54 34 49
9 11 14

- 2 4

7 45 34

- - 2
54 104 251
8 10 10
14 42 42
4 15 30

2 4 4

7 15 18

6 10 10
11 9 10
17 22 22
36 22 34
13 10 10
5 6 10

2 3 5
12 15 24
6 2 10

- 1 1

6 18 26

3 3 3

4 8 11

1 4 4

- - 8

9 10 12

1 4 7
10 14 18
12 3 13
2 5 5
11 15 20
1 2 2
17 15 25
8 14 11

5 12 11
194 97 198
27 10 7
5 9 10

8 15 20
$678 $747 $1,116




DETAIL OF OTHER OPERATING EXPENSES C-4

D BS IONS
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 & External Affairs
Sr VP Finance

PUC

Strategic Development
Rates & Gas Planning
Business Transformation
VP Gas Management

VP Corporate Preparedness
Internal Auditing

VP Marketing

VP Supply Chain

VP Technical Compliance
Policies & Compliance
Organization Development
Gas Commission

Company Dues & Subscriptions

Facilities Management
Engineering Services
Information Services
Fleet Operations
Materials Management
Grand Total

TAXES

Gas Commission
Grand Total

Actual Estimate Budget
2007-08 2008-09 2009-10
$1 $2 $

3 3 3

- 1 1

- 1 1

30 36 66

4 1 1

8 35 35

3 3 3

2 2 2

1 1 1

2 2 2

- 1 1

32 18 18

- 1 1

2 2

- 2 2

- 1 1

1 3 4

2,539 2,475 2,601

1 - -

24 26 27

1 2 2

- 1 1

1 3 4

27 31 31

1 1 1

4 2 2

8 9 9

- 1 1

272 426 426

3 4 4

681 716 731

1 1 2

2 5 4

3 10 11

7 9 9

3 10 10

$3,667 $3,847 $4,022
Actual Estimate Budget

$21 $21 $30

$21 $21 $30




DETAIL OF OTHER OPERATING EXPENSES C-4

Actual Estimate Budget
ORTIZATI 2007-08 2008-09 2009-10
Human Resources $10 - $2

Accounting & Reporting 68 - -
Treasury 85 - 29
Public Utility Commission 108 210 258
VP Labor, Safety, Preparedness 10 - -
Policies & Compliance 31 - -
Information Services 40 - -
Materials Management 24 - -
Grand Total $377 $210 $316




Line
No.

LA o

o N

1.
12.

PHILADELPHIA GAS WORKS
OTHER INCOME

(Dollars in Thousands)

e in
Capital Improvement Fund
Revenue Bond Sinking Fund
Temporary Investments
Natural Gas Refunds
Gain/Loss on Investments

Notes Receivable - Intl House
Total Interest Earnings

Miscellaneous Income

Rental Income

Penalties Suppliers Gas Choice

Penalties Regulatory

Guaranteed Investment Contract Proceeds
Capacity Release Sharing

Total Other Income

Actual Estimate
2007-08 2008-09
$ 8,089 $ 2206
3,587 3,087
1,809 400
296 -
171 -
1
$ 13,953 $ 5,693
$ 877 $ 510
57 57
220 400
625 625
- 2,500
$ 15,732 $ 9,785

Exhibit D

Budget
2009-10

$ 2302
3,504
700

$ 6,506

$ 439
58

400

625

2,750

$ 10,778



Line
No.

=2 NG RGNS

e T . S G G G G Y
PN O~ NO

-
w
b

20,
21.
22,
23.
24,
25.
26,
27,
28,
29,
30.
31.
32.
33.
34,
35.
36.
37.
38.

Year
Issued Series

Interest Payments

1989 11th C TECA

1990 12th ATECA

1994 15th

1999 16th

2003 17th

2004 18th

2007 19th

1998 1stA

1999 2nd

2001 3rd

2003 4th

2004 5th

2004 5th Variable

2006 6th

2007 7th Refunding

2007 7th New

2009 8th Refunding

2010 9th New

Total Interest Payments

PHILADELPHIA GAS WORKS

REVENUE BOND DEBT SERVICE

(Dollars in Thousands)

Interest Accruals
1989 11th C TECA
1990 12th ATECA
1994 15th
1999 16th
2003 17th
2004 18th
2007 19th
1998 1stA
1999 2nd
2001 3rd
2003 4th
2004 5th
2004 5th Variable
2006 6th
2006 7th Refunding
2006 7th New
2009 8th Refunding
2010 9th New

Total Interest Accruals

Exhibit E-1

Actual Estimate Budget
2007-08 2008-09 2009-10
1,872 1,402 930
8,302 7,816 7,384
2,707 2,622 2,534
634 723 723
5,572 4,969 4,374
665 550 429
680 551 441
4,908 4,805 4,678
6,000 6,000 5,938
824 766 766
11,336 16,231 -
1,356 1,545 1,545
8,664 9,809 9,685
- - 3,849
- - 13,445
$53,520 $57,789 $56,721
$1,401 $1,504 $1,615
1,794 1,324 930
8,221 7,744 7,322
2,700 2,615 2,488
722 722 723
5471 4,870 4,281
646 530 407
669 542 429
4,900 4,794 4,666
6,000 6,000 5,876
766 766 766
10,824 17,015 -
1,545 1,545 1,545
9,871 9,759 9,632
- 2,241 13,557
- - 4,487
$55,530 $61,971 $58,724




PHILADELPHIA GAS WORKS

OTHER LONG TERM DEBT SERVICE

(Dollars in Thousands)

Line Year
No. Issued Series

Interest Payments
1. 1998 1st C Subordinate

2 Total Interest Payments

Interest Accruals
3. 1998 1st C Subordinate

4, Total Interest Accruals

Exhibit E-2

Actual Estimate Budget

2007-08 2008-09 2009-10
$556 $490 $421
$556 $490 $421
$545 $478 $408
$545 $478 $408




Line
No.

10.

PHILADELPHIA GAS WORKS

OTHER INTEREST

(Dollars in Thousands)

Other Interest

Tax-Exempt Commercial Paper

Variable Rate - 5th Series A-2

Variable Rate - 6th Series

LOC (Letter of Credit) Fees

Bond Discount, Issuance & Premium Expense

Customer Deposits

Miscellaneous Interest Expense

Total Other Interest

Extraordinary Loss

AFUDC *

* Total AFUDC

Actual Estimate
200708 2008-09
$3,993 $3,002
331 331
834 679
- 847
1,183 987
471 555
$6,812 $6,401
$5,457 $5,202
($338) ($399)
($338) ($399)

Exhibit E-3

Budget

$2,618

552

8,413

345

552

$12,480

$5,392

($865)

($865)



Exhibit F
PHILADELPHIA GAS WORKS

CAPITAL FUNDING & EXPENDITURES
(Dollars In Thousands)

Line Actual Estimate Budget
No. 2007-08 2008-09 2009-10
SOURCES:
1.  Capital Improvement Fund $70,000 $45,000 $50,000
2.  Other Funding Sources (8,258) 10,951 22,120
3. Total Sources $61,742 $55,951 $72,120
USES:
Capital Expenditures:
4 Gas Processing $2,515 $2,816 $4,002
5. Distribution 47,748 40,208 51,684
6. Field Services 5,813 5,633 4,654
7 Information Technology 1,139 599 2,383
8 Transportation 2,128 3,184 1,327
9 Field Operations Initiative - -
10. Other Departments 2,399 3,511 7,080

1. Total Uses $61,742 $55,951 $72,120




Exhibit G-1

PHILADELPHIA GAS WORKS
REVENUE BOND DEBT SERVICE

(Dollars in Thousands)

Line Year Actual Estimate Budget
No. Issued Series 2006-07 2007-08 2008-09
Principal Payments

1 1999  16th $ 8,945 $ 8,990 $ -
2 2003 17th 9,710 8,650 7,550
3 2004  18th 2,055 2,110 10,980
4 1998  1stA 10,955 10,820 10,680
5. 1999 2nd 2,420 2,535 2,655
6 2001  3rd 2,465 2,590 2,700
7 2003 4th 2,075 2,540 2,670
8 2,004 5th - - 2,480
9 2003 6th 1,775 1,845 -
10. 2007 7th - 3,045 3,170
1. 2009  8th Refund - - 2,500
12. 2010  Sth New - - 1,255

Total Principal Payments $ 40,400 $ 43,125 $ 46,640



Exhibit G-2

PHILADELPHIA GAS WORKS
OTHER LONG TERM DEBT SERVICE

(Dollars in Thousands)

Line Year Actual Estimate Budget
No. Issued Series 2006-07 2007-08 2008-09

Principal Payments

1. 1998  1st C Subordinate $ 1,430 $ 1,500 $ 1,565

2, Total Principal Payments $ 1,430 $ 1,500 $ 1,565




Line
No.

b ON~

10.

1.
12,

13.

14.

Exhibit H-1

PHILADELPHIA GAS WORKS
WORKING CAPITAL DETAIL
(Dollars in Thousands)
Actual Estimate Budget
Balance Balance Balance
8/31/08 8/31/09 8/31/110
ASSETS
Accounts Receivable $231,595 $244,732 $238,705
Accrued Gas Revenues 8,145 8,741 7,704
Uncollectible Reserve (140,435) (137,820) (134,977)
Net Accounts Receivable 99,305 115,653 111,432
Materials & Supplies - 187,539 134,922 127,758
Other Current Assets 5,626 13,306 14,486
Total Assets $292,470 $263,881 $253,676
LIABILITIES
Accounts Payable:
Natural Gas $41,300 $21,540 $19,833
General 26,208 17,105 17,417
Total Accounts Payable 67,508 38,645 37,250
Other Current Liabilities 55,727 46,356 28,268
Total Liabilities $123,235 $85,001 $65,518
Total Working Capital $169,235 $178,880 $188,158
Net Increase/(Decrease) ($8,968) $9,645 $9,278



Line
No.

PObda

10.

1.
12,

13.

PHILADELPHIA GAS WORKS
WORKING CAPITAL CHANGES

ASSETS

Accounts Receivable
Accrued Gas Revenues
Uncollectible Reserve

Net Accounts Receivable

Materials & Supplies

Other Current Assets
Total Assets

LIABILITIES

Accounts Payable:
Natural Gas
General

Total Accounts Payable

Other Current Liabilities
Total Liabilities

Total Working Capital

(Dollars in Thousands)

Exhibit H-2

Actual Estimate Budget
Change Change Change
8/31/08 8/31/09 8/31/10
$2,821 $13,137 ($6,027)
(1,930) 596 (1,037)
9,796 2,615 2,843
10,687 16,348 ($4,221)
39,769 (52,617) ($7,164)
11 7,680 $1,180
____$50,467 ($28,589) M
$9,475 ($19,760) ($1,707)
(2,582) (9,103) 312
6,893 (28,863) ($1,395)
16,066 (9,371) ($18,088)
$22,959 ($38,234) ($19,483)
$27,508 $9,645 $9,278




Exhibit H-3

PHILADELPHIA GAS WORKS

MATERIALS & SUPPLIES BALANCE @ 8/31

Non-Gas Inventory
Storerooms:

Belfield

Castor

Field Operations / Tioga
Meter Shop
Montgomery
Passyunk Mini
Passyunk Plant
Porter

Richmond Plant
Stationery
Transportation
Other Miscellaneous

Sub Total

Natural Gas Storages

GSS - Transco

WSS

SS1A

GSS - Tetco
Equitrans - Keystone
S-2

S§S1B

Eminence 1
Eminence 2

Sub Total

Richmond LNG
Passyunk LNG
Processing Costs

Sub Total
Total Gas Storage

Total Material & Supplies

$134,922,000

$ 127,758,000

Estimate Budget
2008-09 2009-10
Dollars Dollars
$ 80,000 $ 79,000
60,000 59,000
2,444,000 2,423,845
571,000 564,900
927,000 917,900
36,000 36,000
1,061,000 1,050,005
74,000 73,000
2,297,000 2,284,350
62,000 61,000
388,000 384,000
12,000 12,000
$ 8,012,000 $ 7,945,000
Estimate Budget
2008-09 2009-10
Volume (Mcf) Dollars Avg. Price Volume (Mcf) Dollars Avg. Price
2905943 $ 21,805,896 $ 7.50 2,916,982 $ 19,660,725 $ 6.74
2,420,772 22,453,418 9.28 2,359,703 18,613,117 7.89
1,859,625 14,785,855 7.95 1,821,150 12,517,644 6.87
2,743,796 17,559,271 6.40 2,772,140 17,384,057 6.27
367,200 1,924,384 5.24 364,535 2,136,483 5.86
240,448 1,729,172 7.19 239,606 1,533,384 6.40
1,729,687 14,548,559 8.41 1,693,900 11,900,127 7.03
300,575 2,775,736 9.23 294,728 1,973,289 6.70
408,419 3,312,695 8.11 400,473 2,610,239 6.52
12,976,465 $100,894,986 $ 7.78 12,863,217 $§ 88,329,065 $ 6.87
2,439,268 22,033,879 9.03 3,114,932 25,696,365 8.25
134,699 1,287,439 9.56 204,779 1,849,699 9.03
- 2,693,696 - 3,937,871
2,573,967 26,015,014 3,319,711 31,483,935
15,550,432 $126,910,000 $ 8.16 16,182,928 $ 119,813,000 $ 7.40



Line
No.

oo pw

10.
11.

12.
13.
14.
15.

PHILADELPHIA GAS WORKS
DETAIL OF NON-CASH EXPENSES

(Dollars in Thousands)

SD-1

Actual Estimate Budget
2007-08 2008-09 2009-10
DEPRECIATION
Depreciation on Historical $42,868 $42,280 $43,409
Less to Capital (583) (769) (836)
42,285 41,511 42,573
SUBORDINATE PAYMENTS
Gas Commission 788 77 958
City Payments 616 662 688
Other Post Employment Benefits 25,834 25,558 24,615
Swap Option Proceeds (625) (625) (625)
26,613 26,372 25,637
Total Non-Cash Expenses $68,898 $67,883 $68,210
DETAIL OF DEPRECIATION
& AMORTIZATION Actual Estimate Budget
2007-08 2008-09 2009-10
Depreciation Excluding Cost of Removal 40,021 39,280 40,409
Discount, Premium & Issuance Expense 1,182 088 345
Extraordinary Loss 5,457 5,202 5,392
Total $46,660 $45,470 $46,146
NET CHANGE OTHER
LONG TERM Actual Estimate Budget
2007-08 2008-09 2009-10
(Increase)/Decrease Other Assets (11,851) 2,334 1,625
Increase/(Decrease) Other Liabilities 35,853 24,417 18,204
TECA Accretions 1,401 1,504 1,615
Total $25,403 $28,255 $21,444




Line
No.

PHILADELPHIA GAS WORKS

INSURANCE EXPENSE

( Dollars in Thousands )

Insurance Type

Property
Public Liability
Workers' Compensation

Miscellaneous
Sub-Total

Employees' Health

Employees' Group Life
Sub-Total

Total Insurance

Actual
2007-08
$1,014
1,802

372

40

$3,228

34,226

1,586

$35,812

$39,040

Estimate

2008-09

$1,070
1,865
370

45

$3,350

37,300

2,000

$39,300

$42,650

SD-2

Budget
2009-10
$1,231
2,832

407

50

$4,520

39,977

1,900

$41,877

$46,397



DEPARTMENTS

Ml [o]
Officer's Salaries
Incentive Bonus
President & Chief Executive Officer
Internal Auditing
Legal
Human Resources
VP Corporate Preparedness
Organizational Development
Policies & Compliance
Corporate Communications

Totat

EINANCE

Chief Financial Officer
Accounting & Reporting
SR VP Finance

Risk Management
Treasury

Total

CUSTO! C’ S

VP Customer Affairs
Collections

Bonus Awards

Commercial Resource Center
Account Management
Customer Review Unit
Customer Ssrvice

PMO

Total

MARKETING & PLANNING
VP Marketing

Marketing

Strategic Planning

VP Regualtory & External Affairs
Gas Control & Acquisitions

Senior VP Business Transformation
Rates & Gas Planning

Total
OPERATIONS
Chief Operating Officer
Senior VP Operations
VP Gas Management
Field Services
Distribution
Gas Processing
Operations Systems Support
Total
E) S & S| CES

Information Services
VP Technical Compliance
VP Supply Chain
Procurement
Engineering Searvices
Facilities Management
Telecommunications
Security

Materials Management
Chemical Services
Fleet Operations

Total

SUB-TOTAL

Labor Savings
SUB-TOTAL

Philadelphia Gas Commission
GRAND TOTAL PAYROLL

Capitalized Full Time Equivalents

PHILADELPHIA GAS WORKS
PERSONNEL & PAYROLL DETAIL

(Dollars In Thousands)

sD-3

Actual Estimate Budget
2007-08 2008-09 2009-10
Average Average Average

Personnel  Payroll Personnel  Payroll Personnel  Payroll
- § 2902 - 8§ 2675 - § 28675
2 67 2 67 2 67
2 178 2 178 2 178
14 °04 14 889 14 11
15 820 17 949 17 948
5 201 5 202 5 204
7 378 9 481 9 437
4 281 4 282 4 284
8 389 6 347 6 312
55 6,120 59 6,070 59 6,067
18 915 17 208 17 44
7 384 8 497 8 497
7 409 7 409 7 412
1 676 11 734 11 746
43 2,384 43 2,548 43 2,599
38 2,360 41 2,509 36 2,232
101 5,577 92 6,295 91 6,128
- 103 - 95 - 100
14 790 13 820 15 842
35 1,851 34 2,012 34 2,087
13 681 12 641 12 660
176 8,492 176 8,494 180 9,256
377 19,854 368 20,866 368 21,405
2 51 2 51 2 51
29 1,783 32 1,974 32 2,920
3 168 - - - -
2 36 2 52 2 52
22 1,493 24 1,568 24 1,535
8 566 9 637 2] 597
6 402 7 493 7 493
72 4,508 76 4,775 76 5,648
2 65 2 62 2 62
1 - 2 33 2 44
2 42 2 42 2 42
33¢ 21,487 341 21,739 341 22,607
464 28,056 472 29,627 487 30,254
121 8,489 119 8,563 119 8,728
4 251 4 263 4 263
933 68,390 942 60,319 937 62,000
57 3,895 61 4,053 67 4,350
7 427 8 506 8 506
4 194 4 195 4 195
9 511 8 613 12 682
9 571 9 620 9 622
40 2,283 42 2,837 37 2,021
3 1 3 210 3 210
2 131 2 131 2 131
57 3,503 55 3,539 55 3,562
4 254 4 283 4 281
39 2,565 38 2,520 38 2,565
231 14,335 234 15,507 239 15,105
1,711 105,592 1,722 110,085 1,722 112,824
- - (22)  (1,419) (22 1,450)
1,711 105,592 1,700 108,666 1,700 111,374
4 295 5 296 5 390
1,715 § 105,887 1,705 § 108,962 1,705 § 111,764
336 20,726 322 20,567 339 22,221
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PHILADELPHIA GAS WORKS

ACCOUNTS RECEIVABLE & BAD DEBT EXPENSE

Accounts Receivable

Beginning Receivable Balance

Billed Gas Revenues

Proposed Rate Increase

Other Operating Revenues/Adjustments

Total Revenues

Collections Current Revenues
Adjustments
Net Write-Offs

Total Credit / Reductions

Ending Receivable Balance

Bad Debt Expense
Current Year Net Receivable

Prior Period Adjustments
Adjusted Net Receivable
Reserve Factor

Total Bad Debt Expense

Write Off Gas Accounts
Write Off Other

Reserve Balance

Beginning Reserve Balance - Gas
Net Write-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
873,424
95.48%
(833,960)
10,153

(46,797)
(870,604)

231,594

231,594

231,594
15.98%
37,000

(46,248)
(549)

149,207
(46,248)
37,000
139,959
877
(401)

$ 140,435

$

Estimate
2008-09

231,594
926,717

33,533
960,250
94.00%
(902,635)
5,650
(50,127)

(947,112)
244,732

244,732

244,732

19.25%

47,111

(50,000)
(127)

139,959
(50,000)
47,111
137,070

750

8 137820

SD-5

Budget
2009-10

$ 244,732
800,348

30,116
830,464
95.00%
(788,941)
50

(47,600)
. (836491)

238,705

238,705

238,705
18.75%
44,757

(47,500)
(100)

137,070
(47,500)
44,757
134,327

650

$ 134,977



Classification

Defaulted Non-Budget Agreement

Commercial
Residential
Total

Active Non-budget Agreement

Commercial
Residential

Total

Off - Curb & Dig
Commercial
Residential

Total

Finals
Commercial
Residential

Total

Non-Budget Non-Agreement
Commercial
Residential

Total

Not Classified
Total

EMPP

Active Budget Agreements

Sub-Total Before CRP

CRP AGREEMENTS
CRP Current Program
CRP Program *

CRP Arrears

CRP Regulatory Asset

Total CRP

inactive Accounts
Credit Balances

Grand Total *

Cycle 22, 23 GTS & Unfrozen Pay.

Firm Transportation Charges
Total AR

PHILADELPHIA GAS WORKS

COLLECTIBILITY STUDY - May 2009

Balance Per Study
Recelvable Collectible
3,525.73 3,458.70
3,525.73 3,458.70
729,754.88 451,683.21
19,254,457.62 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
9,352,264.04 1,259,244.51
49,327,517.88 8,391,797.43
58,679,781.92 9,651,041.94
24,959,082.07 16,933,754.38
90,862,424.41 59,856,359.35
115,821,506.48 76,790,113.73
186,458.93 141,600.07
186,458.93 141,600.07
139.40 139.40
198,200,163.11 104,109,153.42
10,946,150.54 6,097,710.53
829,570.07 416,256.00
68,387,599.54 34,315,062.37
80,163,320.15 40,829,028.91
2,831,557.21 167,309.90
(13,626,603.90)
—145.105,492.23
2,865,287.24
—210,433,723.81

SD-6

Reserve
% $
Uncollectibie Uncollectible
1.90% 67.03
38.10% 278,071.67
16.38% 3,153,975.68
1717% 3,432,047.35
100.00% 124,137.39
71.46% 2,429,766.33
72.46% 2,553,903.72
86.54% 8,093,019.53
82.99% 40,935,720.45
83.55% 49,028,739.98
32.15% 8,025,327.69
34.12% 31,006,065.06
33.70% 39,031,392.75
24.06% 44,858.86
24.06% 44,858.86
47.47% 94,091,009.69
44.29% 4,848,440.01
49.82% 413,314.07
49.82% 34,072,537.17
49.07% 39,334,291.24
94.09% 2,664,247.31
—136,089,548.24

* CRP Program includes CRP Liheap Make-Up (CRP-LL), CRP Relief Loan (CRP-RL), Non-Gas Charges Billed
(CRP-LN) and Non-Gas Charges from Current year not billed (CRP-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

NATURAL GAS
PRICE - VOLUME ANALYSIS
Budget 2010
Budget Estimate Over(Under)
2009-2010 2008-2009 Estimate 2009
54,606,318 55,048,317 (441,999)
$347,433,115 $472,184,139 ($124,751,024)
6.3625 8.5776 (2.2151)
$72,622,725 $74,797,384 ($2,174,659)
$420,055,840 $546,981,523 ($126,925,683)
7.6924 0.9364 (2.2439)
- (30,893) 30,893
$420,055,840 $546,950,630 ($126,894,790)
($120,959,720) (2.2151) -25.82%
(3,791,304) (441,999) -0.80%
(2,174,659)
(126,925,683) (2.2439) -22.58%
30,893

SD-7

$ (126,894,790)
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PREPARED DIRECT TESTIMONY
OF
JOSEPH R. BOGDONAVAGE
ON BEHALF OF
PHILADELPHIA GAS WORKS

Please state your name and business address.

My name is Joseph R. Bogdonavage. My business address is 800 West
Montgomery Avenue, Philadelphia, PA 19122.

By whom are you employed and in what capacity?

I am employed by the Philadelphia Gas Works in the capacity of Senior
Vice President - Finance.

What are your principal responsibilities as Senior Vice President - Finance?
My principal responsibilities include the oversight and direction of PGW's
Accounting & Reporting, Budget & Financial Forecasting, and Treasury,
Departments. | am currently responsible for the overall preparation of
PGW's Operating and Capital Budgets, review of Operating Budgets
prepared by the individual departments, and the coordination, analysis,
issuance and overall control of the complete annual Operating Budget
filing. These activities include the preparation of analyses for the purpose
of generating financial data to support the company's financial planning
and decision-making processes. In addition, documentation is prepared
regarding financial initiatives; i.e., proposed revenue bonds, commercial
paper program offerings, base rate case presentations and the monthly
financial statements. Finally, in coordination with the Controller and
Director of Fiscal Oversight, the Budget area acts as a liaison between all
departmental budget representatives regarding budgeting and financial

forecasting procedures and variance analysis reporting.
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Have you previously presented testimony before the Philadelphia Gas
Commission?

Yes, on numerous occasions. | have most recently presented testimony
before this Commission on matters associated with PGW's 2008-2009
Operating Budget proceedings and Five Year Forecast. Prior to the
above occasion, | presented testimony on PGW's proposed annual
Operating & Capital Budgets and base rate increase requests.

What are your responsibilities in connection with PGW's filing that is the
subject of these hearings?

I am responsible for the overall development and preparation of the
financial documentation, exhibits, and part of the supporting
documentation included in PGW's proposed 2009-2010 Operating Budget
filing.

Please describe the factors that impacted the current 2008-2009 Estimate
and also went into the development of the 2009-2010 Operating Budget
and your involvement.

My direct involvement has been to facilitate the deparimental interaction
associated with PGW's Operating Budget process. This includes the
review of all Operating Budgets prepared by the individual departments,
updates to that information and the coordination, analysis, control and
issuance of the complete 2009-2010 Operating Budget document. | have
interacted with the City Finance Director and City Treasurer, PGW's Senior
Team, and, in particular, Mr. Joseph F. Golden, Jr., PGW's Controller, in
developing PGW's financial plan. PGW has developed a financial plan
for the 2009-2010 Operating Budget which takes into account the
Pennsylvania Public Utility Commission (PaPUC) approved December 2008
$60.0 million base rate increase which was precipitated by the ongoing

uncertainty in the financial markets. In Fiscal Year 2010, PGW anficipates
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that it will continue the process to transform its business operations for the
future benefit of its customers and the City of Philadelphia. Also, the Fiscal
Year 2010 Operating Budget provides funding for certain corporate
initiafives and expense increases, including resources to further analyze a
real estate (Facilities) optimization plan, an increase in the funding for
PGW's actuarial pension liability and employee health insurance
coverage. In addition, PGW expects increased banking fees for providing
liquidity support for its 8th Series refunding bond issue and Commercial
Paper Program. PGW confinues its commitment to mainfaining a safe
and reliable distribution system, while keeping the enterprise in a position
of financial stability and competitiveness. PGW along with many other
municipal bond issuers experienced significant difficulties related to
variable rate bond transactions. PGW was informed by the consortium of
banks that provided liquidity support for the éth Series variable rate bonds
that the current agreement would not be renewed in January 2009. In
addition, that fransaction had an interest rate swap that could have
resulted in a substantial termination payment. The City of Philadelphia
and PGW embarked on a plan to remarket or refund the existing éth Series
variable rate bonds to minimize risk related to the interest rate swap and
higher projected interest costs. The Fiscal Year 2010 Operating Budget
includes projected interest costs and fees associated with a fixed rate and
variable rate fransaction. As of this date, the City and PGW are
negotiating with four banks to provide letters of credit in support of a full
variable rate transaction to refund the éth Series outstanding bonds. This
fransaction is expected to close at the end of July 2009. Once interest
rates and costs are identified, PGW plans to revise its Fiscal Year 2010
Operating Budget to include the most up to date data. During the 2008-

2009 Fiscal Period, PGW's bond rafing with Moody's Investors Services,
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Standard and Poor's (S&P) and Fitch Ratings remained above investment
grade with S&P and Fitch Ratings assigning a stable outlook, while
Moody's assigned a negative outlook reflecting the ongoing economic
downturn and collection and liquidity issues. The rating agencies
continue to look for a strengthening of PGW's liquidity position instead of
relying on external borrowings from its commercial paper program.
PGW's c ommercial paper program which is currently at $150.0 million
continues to be available to meet working capital requirements, while the
capital construction fund is anticipated to have $68.0 million and $158.0
million in proceeds available at August 2009 and August 2010,
respectively, to fund ongoing capital requirements. The current plan of
finance anticipates the issuance of $150.0 million of revenues bonds to
support the capital construction program. PGW's overall liquidity position
is adequate to meet the projected working capital requirements for the
upcoming winter period which currently reflects substantially lower prices
for natural gas. The company continues to strive to maintain as high a
collection rate as possible considering the state of the United States
economy and its impact on customers' ability to pay during Fiscal Year
2009. Currently, the collection rate stands at approximately 93.1% through
May 2009, with an expected August 2009 year end level of 94.0%.

The 2008-2009 heating season reflected an approximately 6.3% warmer
than normal winter. The 2008-2009 Fiscal Period reflected declining
natural gas prices compared to original projections, however customer
accounts receivable balances are expected to be higher due to the
anticipated reduction in the collection rate. The impact of higher
customer accounts receivable balances on bad debt expense,
additional operating and maintenance costs reflecting the concerted

effort to decrease capital expenditures, higher pension expenses and
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delayed benefits associated with business transformation initiatives,
accounted for the $9.7 million or 3.2% increase in overall operating and
maintenance costs in the 2008-2009 Estimate compared to the 2008-2009
Budget Year as detailed on Exhibit A-1, Line 18. Some of the underlying
assumptions that present a risk in the 2009-2010 Operating Budget are
PGW's ability to sustain or improve upon its recent collection factor of
94.0% in the face of the current economic climate, and the timely
attainment of the savings anticipated in the business transformation
project. These factors combined with the approved base rate increase
will impact PGW's goals of reducing short term debt, providing internal
funds for capital and the longer term objective of reducing PGW's debt to
equity ratio.

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to provide the documentation and
supporting methodology for the schedules and exhibri’fs, provide detailed
information regarding certain income and expense items, and, where
necessary, explain the reasons for variations between the fiscal periods.
Please describe the financial statements which support the 2009-2010
Operating Budget submission.

The Operating Budget for the 2009-2010 Fiscal Year has been summarized
to indicate the functional expenses similar fo previous Gas Commission
presentations for comparative purposes. To facilitate an understanding
and to illustrate the trend and level of operating expenditures by key
functionality, data is provided on the Statement of Income, Exhibit A-1, of
the Operating Budget presentation for the 2007-2008 Actual, the 2008-
2009 Budget and Estimate and the proposed 2009-2010 Budget periods.
The Cash Flow Statement, Exhibit A-2, reflects the sources and uses of cash

and is one of the basic documents for financial planning at PGW. The
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Revenue Bond Debt Service Coverage Statement is prepared in
accordance with the Rate Covenant of the 1975 General Ordinance, as
amended, and the 1998 General Ordinance, authorizing the issuance of
revenue bonds. In compliance with the provisions of the Ordinances,
PGW prepares and forwards a report to the Director of Finance of the City
of Philadelphia within 120 days of the conclusion of each fiscal year
detailing compliance with the revenue bond debt service requirements
for such fiscal year. A calculation for the 2008-2009 and 2009-2010 Fiscal
Periods is included with the Company's filing on Exhibit A-3.

Who will explain the details of these documents?

I will present a financial summary of the impacts of the revenue and fuel
cost data, which were filed and subsequently revised as part of the on-
going Gas Cost Rate (GCR) filings with the PaPUC, and will continue
through the Statement of Income to explain the impacts of financing and
other financial considerations on the Cash Flow Statement and Revenue
Bond Debt Service Coverage schedule.

Would you proceed with your explanation of the Statement of Income.

The Statement of Income, presented as Exhibit A-1, includes projected
operating revenues for Fiscal Year 2009-2010 of $839.1 billion.

Total Operating Revenues (Line 10} are forecasted to decrease by $101.0
million to $839.1 million a 10.7% decline when compared to the 2008-2009
Estimate of $940.1 milion. The major portion of the reduced revenues
reflects the significantly lower projected cost of natural gas, offset in part
by the return to a normal heating season with the commensurate increase
in sales fo firm heating customers and the full year impact of the $60.0
million base rate increase. The 2009-2010 Budget Year represents 4,412
degree days, which is PGW's new 30 year average level, while the

Estimate for the 2007-2008 Fiscal Period reflected 4,181 degree days, 283
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degree days or approximately 6.3% less than the current normal level of
4,464 degree days. The 2009-2010 Budget Year assumes that firm heating
sales are expected to be 1.7 Bef greater than the 2008-2009 Estimate
reflecting a return to a normal heating season. These factors will result in
an increase in the projected margin to cover fixed costs. The projected
2009-2010 GCR of $7.29 per Mcf is substantially less than the average rate
in effect for the 2008-2009 Fiscal Period, while revenues from gas
transportation are anticipated to increase reflecting customers
transferring from firm gas supply categories.

Non-Heating Revenues (Line 1) for the 2009-2010 Budget Year are
projected at $50.2 million, a decrease of $16.4 million or 24.6%, compared
to the $66.6 million expected during the 2008-2009 period. A reduction in

sales to interruptible customers totaling .4 Bcf, and a $3.69 decline in the

average price per Mcf is anticipated to result in an $8.1 million reduction
in revenues. A decrease in firm non-heating billed revenues of $10.3
million is mainly due to the projected lower GCR in effect combined with
the slightly lower sales. The GCR, the Universal Service Charge (USC), and
the Interruptible Revenue Credit (IRC) for Fiscal Year 2008-2009 are
anticipated to be over recovered by $22.0 million with $1.5 million
applicable to non-heating revenues. The impact on firm non-heating
revenues of the applicable charges for the Fiscal Periods 2007-2008 and
2008-2009 is anticipated to increase reported revenues by $2.0 million.

Gas Transportation Service Revenues (Line 2) are anticipated to rise by
$4.7 million, or 18.6%, to $30.1 million from the prior year's level of $25.4

million due primarily to an additional .6 Bcf rise in the projected volumes of

gas being transported for customers.
Heating Revenues (Line 3) during the 2009-2010 Budget Year are
projected to total $742.1 million, $86.2 million, or 10.4% below the $828.2
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million expected in the 2008-2009 period. The major factors for the $112.7
million decrease in billed revenues in the 2009-2010 Budget Year reflect a
lower GCR in effect and a 1.7 Bcf increase in usage due to the return to a
new 30 year average 4,412 degree day heating season. The GCR, USC
and the IRC are expected to be over recovered by $22.0 million with
$20.5 million applicable to heating revenues. The impact on firm heating
revenues of the applicable charges for the Fiscal Periods 2007-2008 and
2008-2009 is anticipated to increase reported revenues by $26.5 million.

The Weather Normalization Adjustment (Line 4) is not expected to result in

any substantial impact on heating customers during the 2008-2009 Fiscal

Period. The 2009-2010 Budget Year anticipates a normal winter heating
season which would not result in a WNA adjustment.

The Unbilled Gas Adjustment (Line 5) is anticipated to decline by $1.0
million to a total of $7.7 million due mainly to a lower average price per
Mcf of gas used but not yet billed at August 2010. At August 2009,
unbilled gas revenues of $8.7 million are expected to be $.6 milion above
the prior period level reflecting a higher average price per Mcf of gas
used but not yet billed.

What are the major components of Appliance Repair & Other Service

Revenues?

The major components of Appliance Repair & Other Service Revenues are
as follows:

Appliance Repair and Other Service Revenves (Line 7) totaling $8.7 million
in the 2009-2010 Budget Year are associated with the parts and labor plan

confracts for house heaters, automatic water heaters and other
appliances. Also included in this category are reconnection charges
generated by customer bill paid turn-ons. The projected revenues for the

2009-2010 Budget Year are expected to approximate the current years'
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level. The 2009-2010 Budget Year projects approximately 59,000 Parts &
Labor Plans to be in force, the same level as the previous year.
The following schedule details appliance repair and other service
revenues for the three fiscal years:
Appliance Repair and Other Service Revenues
{Dollars in Thousands)

Actual Estimate Budget
2007-08 2008-09 2009-10

Parts & Labor Plans $6,826 $7.000 $7.000
Reconnection, Turn on Charges 1,781 1,745 1,708
TOTAL $8.607  $8.745  $8.708

Other Operating Revenues (Line 8) principally reflects finance charges on
delinquent customer account balances. The 2009-2010 Budget Year
projects a decrease of $1.4 milion to $9.1 milion due to lower customer
gas billings reflecting the projected declining fuel prices.

Would you proceed with your explanation of the Statement of Income?
The Statement of Income includes projected Total Operating Expenses
(Line 19) for the 2009-2010 Budget Year of $719.1 million, a $135.5 million or

15.9% decrease from the prior year. The major reasons for the variation in

costs are explained below.

Natural Gas (Line 11) - Natural gas costs are forecasted to total $420.1
million in the 2009-2010 Budget Year, $124.9 hi!lion or 23.2% less than the
$547.0 million level projected for the 2008-20098 Fiscal Period. The
decrease from the 2008-2009 Estimate of natural gas costs primarily
reflects lower commodity pipeline prices of $2.22 cents per Mcf totaling
$120.9 million, while slightly lower supply requirements of .4 Bcf are

expected to result in a $3.8 million decrease. Demand charges are

Page 9



20

21

22

23

24

25

26

27

28

forecasted to decline by $2.2 milion. The 2008-2009 Fiscal Period
reflected the receipt of natural gas refunds totaling $30,893. No natural
gas refunds are projected to be received in the 2009-2010 Budget Year.

Contribution Margins (Line 14) - PGW forecasts that the margins to cover

fixed overhead and other costs and interest expense are expected to
total $419.1 million in the 2009-2010 Budget Year, a rise of $26.0 million from
the $393.1 million level projected in the 2008-2009 Estimate. This margin
represents the funds (fotal operating revenues less the cost of fuel)
available to meet PGW's operational and financial requirements.

Labor and Fringe Benefits (Line 15) - This expense item, the second largest
expense that PGW incurs, is budgeted to increase by $9.6 million or 6.4%
to $159.4 million. The main factors that contribute to the added labor and
benefits costs are as follows: (1) Operating labor costs in the 2009-2010
Budget Year are anticipated to increase by $1.1 milion to $89.5 million
from the cumrent year level of $88.4 million. The 2009-2010 Budget Year
reflects an average PGW personnel level of 1,700 employees. Currently,
PGW has 1,706 employees as of May 2009. As shown on Exhibit A-1-1 (Line
32), PGW has projected labor cost reductions totaling $1.4 million in the
2009-2010 Fiscal Period. This decrease can be attributed, in part, to
anficipated attrition in the workforce. During the 2008-2009 Fiscal Period
the unionized workforce received a 3%.% general wage increase effective
May 15, 2009, the 2009-2010 Budget does not include funding for any

future wage increases for unionized or non-union employees. PGW's

collective bargaining agreement with unionized employees expires
May 15, 2010. A rise in capitalized labor charges is anticipated for the
2009-2010 Budget Year lowering operating labor by $1.6 million, while
overtime costs are projected to rise by $.8 million compared to the 2008-

2009 estimated period. (2) Pension expenses are anticipated to rise

Page 10



14

15

16

17

18

19

20

2]

23

24

25

26

27

28

significantly by $5.5 million to $21.1 million in the 2009-2010 Budget Year.
(3) The $2.7 million rise in health insurance reflects premium increases for
prescription drug and medical coverage for both active and retired
employees. (4] Payroll taxes are expected to total $6.9 million in the 2009-
2010 Budget Year, an increase of $.3 million from the prior year. The 2008-
2009 estimated period reflects a $.2 milion refund associated with prior
period sales tax liability. A more detailed explanation of labor and fringe
benefits (Exhibit C-3) will be provided later in my testimony.

Bad Debt Expense (Line 16) - PGW has provided separate supporting
documentation for the Accounts Receivable and Bad Debt expense
calculations (SD-5) and the most recent collectibility study as of May 2009
identifying the bad debt reserve requirement (SD-6). PGW anticipates a
$44.8 million expense related to bad debt for the 2009-2010 Budget Year
and $47.1 million for the current 2008-2009 Fiscal Period. The forecasted
reduction in this expense reflects the lower customer billings associated
with the decreasing fuel prices. PGW expects to attain a 94.0% collection
rate for the 2008-2009 Fiscal Period, while a 95.0% collection rate target is
reflected in the 2009-2010 Budget Year. PGW's focus on bill collection
continues to remain at the forefront of all company activities as
improvement in overall customer collections is paramount to improving

cash flow and liquidity.

Other Expenses and Depreciation (Line 17) - The principal reasons for the

$15.8 million decrease in these expense categories for the 2009-2010
Budget Year of $94.8 million resulted from reductions in the appropriation
for losses, additional labor related charges to capital projects and
projected benefits derived from business transformation initiatives. These
decreases were partially offset by higher costs for advertising, genera

material, insurance, contracted maintenance, utilities, rentals, purchased
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services, postage, promotion, and depreciation expenses. A more
detailed explanation of other expenses and depreciation (Exhibit C-4) will
e presented later in my testimony.

Other Income (Line 21) - PGW expects a $1.0 milion increase in other

income during the 2009-2010 Budget Year primarily as a result of earnings

on restricted funds {bond proceeds and sinking fund deposits) reflecting
an increase in investable balances and higher interest rates.

Interest Expense (Line 27) - Total interest expense of $76.1 million in the

2009-2010 Budget Year represents an increase of $2.5 million from the
2008-2009 Fiscal Period. Long-term debt (Line 23) interest costs are
budgeted to decrease by $3.3 million due mainly to the scheduled long-

term debt maturities and reduced interest costs associated with PGW's

interest rate swap agreement. Other interest (Line 24) expense is
anticipated to rise by $6.1 million in the 2009-2010 Budget Year primarily as
a result of costs associated with providing bank liquidity support for the
planned 8t Series refunding bond issue and with PGW's commercial
paper program which is expected to be maintained at the $150.0 million
level in the 2009-2010 Fiscal Period. The Loss from the Extinguishment of
Debt (Line 26) of $5.4 million in the 2009-2010 Budget Year is expected to

be $.2 milion higher than the prior period reflecting the continued

expense amortization of prior bond refundings.

Net Earnings (Line 28) - The net earnings from Operations are forecasted
at $54.7 miillion for the 2009-2010 Budget Year. This reflects a $33.0 million
improvement from the 2008-2009 Fiscal Period projected earnings of $21.7
million.

Proceeding to Exhibit A-2, the Cash Flow Statement, would you please
identify the individual items which account for the total sources of $184.5

million for the 2009-2010 Budget Year shown on Line 11?
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The Cash Flow Statement is one of PGW's primary financial planning and
control documents. Through this format, the transition from an accrual
accounting methodology applied in the Statement of Income is now
presented on a cash basis. The principal sources of funds for PGW are net
income, borrowings to support capital expenditures, and the commercial
paper program.

Net Earnings (Line 1) totaling $54.7 million is a transfer from Line 28, Exhibit
A-1, Statement of Income. [t is the net result of PGW's operations after
combining revenues and other income, less operating and interest
expenses.

Depreciation and Amortization (Line 2) are sources of funds, as these items

represent those (non-cash) costs chargeable to expense in the current

period, although the actual cash payments were made primarily in prior
periods. In the 2009-2010 Budget Year, this category is projected to rise by

$.7 million to $46.1 million as a result of higher depreciation expense on
utility plant.

Earnings on Restricted Funds (Line 3} represent cash withdrawals from

restricted funds, principally the revenue bond sinking and capital
improvement funds. In the 2008-2009 and 2009-2010 Fiscal Periods no
cash withdrawals from these funds is expected. Earnings on these
restricted accounts totaled $5.2 million and $5.8 million, in the 2008-2009
and 2009-2010 fiscal periods, respectively.

Increased/(Decreased) Other Assets/Liabilities (Line 5) reflects a change
between the 2008-2009 and 2009-2010 Fiscal Years of $6.8 milion. The

main components that are reflected in this category are deferred

operating expenses including environmental remediation, injury and
damage reserves, interest accruals that continue to be made on the long

term debt portion of Tax-Exempt Capital Appreciation (TECA) bonds.
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Also, other post employment benefits that are now being reported are
included in the liabilities.

The sum of net income and the previously mentioned adjustments is
reported on (Exhibit A-2, Line 6) as available from operations and totals
$116.5 million in the 2009-2010 Budget Year, $26.2 million greater than
forecasted in the 2008-2009 Fiscal Year.

Funds Required for Capital (Line 7) represents one of the components of
PGW's cash management process. The funds withdrawn from the capital
improvement fund are utilized to fund PGW's capital expenditures. The
2008-2009 and 2009-2010 Fiscal Periods anticipate $45.0 million and $50.0
million, respectively, being withdrawn from the capital improvement fund
to support capital spending.

Grant Income (Line 8) — The $18.0 million represents the grant back of the
City payment to PGW to be used as project revenues available to cover
debt service.

Temporary Financing (Line 10) - In the current 2008-2009 Fiscal Period,
PGW's outstanding level of commercial paper notes is anticipated to be
$66.0 million at August 31, 2009. During the 2008-2009 Fiscal Period, the full
amount of commercial paper notes was repaid on May 15, 2009. PGW,
for the remaining portion of the fiscal year, anticipates reissuing notes, as
needed, to assist in meeting projected working capital requirements. The
level of outstanding notes between August 2008 ($90.0 million) and August
2009 ($66.0 million) (Line 25) decreased by $24.0 milion. The 2009-2010
Budget Year anticipates that commercial paper notes in varying levels will
be outstanding fo assist in meeting working capital requirements. The
outstanding level of notes at August 2010 is forecasted to be $29.0 million.
The overall impact of PGW's operations, including the approved $60.0

million base rate increase, improved customer collection levels, the
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forgiveness of the $18.0 million City payment, is projected to leave PGW
with a cash balance of $50.6 milion at August 2010, compared to the
$50.7 million anticipated at the close of the 2008-2009 Fiscal Period.

The Total Sources (Line 11) of $184.5 million in the 2009-2010 Fiscal Year are

expected to be $31.2 million higher than the level projected in Fiscal Year

2008-2009 mainly reflecting the additional net earnings from Operations.
How are these Total Sources applied within PGW?

The Total Sources are utilized as detailed on the lower part of Exhibit A-2
under the category Total Uses (Line 21) of $184.5 million. The primary
areas of expenditures are as follows:

Net Capital Expenditures (Line 12) represent expenses for approved
capital budget projects. These costs totaling $72.1 million in the 2009-2010
Budget Year are projected fo increase by $16.5 million from the 2008-2009
Fiscal Period level of $55.6 million. These expenditures include: (1) direct
charges for labor, material, equipment, contractors and transportation
services; (2) allocated expenses for fringe benefits and administrative and
general expenses; and (3) an Allowance for Funds Used During
Construction (AFUDC). The total costs are reported net of contributions,
reimbursements and salvage.

Funded Debt Reduction (Lines 13 & 14) - This expense represents the
payment of the principal portion of PGW's long-term debt under pre-
determined debt amortization schedules. These payments include
revenue bond debt service principal repayments. In the 2009-2010
Budget Year, these payments are expected to total $48.2 million, a rise of
$3.6 million from the $44.6 milion expected to be paid in the 2008-2009
Fiscal Period.

Temporary Financing Repayments (Line 15) - The 2008-2009 Fiscal Period

anticipates that $24.0 million of outstanding commercial paper will be
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repaid leaving a balance of $66.0 million outstanding at August 2009,
while the 2009-2010 Budget Year projects that an additional $37.0 million
will be repaid by August 2010, resulting in an outstanding balance of $29.0
million.

Distribution of Earnings (Line 17) - This represents the annual $18.0 million
payment made to the City of Philadelphia under the Philadelphia
Facilities Management Corporation Agreement/Ordinance. This payment
will be made to the City of Philadelphia and it will then be granted back

to PGW to be utilized as project revenues.

Additions to (Reductions of) Non-Cash Working Capital (Line 18) - This

category represents PGW's continuing effort to shift from the accrual
method of accounting to a cash basis. The detail of working capital is
presen’red on Exhibit H-1, and the annual changes in working capital,
which specifically support Line 18 of Exhibit A-2 are detailed on Exhibit H-2.
Would you please explain the major factors that resulted in the working
capital requirements for the 2008-2009 Fiscal Year and the continuing
impact on the proposed 2009-2010 Budget Year?

The $9.6 million net increase in working capital requirements during the
2008-2009 Fiscal Period (Exhibit H-2, Line 13) reflects changes in both assets
and liabilities. The 2008-2009 Fiscal Period anticipates an increase in
accounts receivable (Exhibit H-2, Line 1) of $13.1 million and a change in
the reserve for bad debt (Exhibit H-2, Line 3) of $2.6 million resulting in a
net gas accounts receivable increase of $15.7 milion. Unbilled gas
revenues (Exhibit H-1, Line 2) of $8.7 million at August 2009 are projected
fo increase by $.6 milion. The increase in accounts receivable mainly
reflects the projected decline in the collection of customer billings. PGW
will be consulting with its external auditors to ascertain the required

reserve for uncollectible accounts and has presented separate supporting
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documentation, which details the accounts receivable balance, reserve

for uncollectible accounts and bad debt expense. Materials and Supplies

(Exhibit H-2, Line 5) are anticipated to decrease by $52.6 million principally
due to a lower average price ($2.39 per Mcf, or 22.7%) and volume of
natural gas in storage inventories (1.5 Bcf), while Other Current Assets

(Exhibit H-2, Line 6) is expected to increase by $7.7 million due mainly to

higher accrued capital related costs and reimbursable projects and
increased prepaid insurance premiums for public liability and property
coverage. Liabilities, namely accounts payables (Exhibit H-2, Line 10), are
expected to decline by $28.9 million principally due to reduced prices for
natural gas purchases, and general frade payables. In addition, Other

Current Liabilities (Exhibit H-2, Line 11) are expected to decrease by $9.4

million mainly due to lower reserve requirements for the reserve for injuries
and damages and a reduced level of customer deposits at year end.
These decreases were partially offset by a net increase of $7.5 million in
the liability for the projected $22.0 million over recovery of the 2008-2009
GCR, USC and IRC costs. The net impact of these working capital
changes resulted in an increased working capital requirement for the
2008-2009 Fiscal Year.

The 2009-2010 Budget Year projects overall working capital requirements
will raise by $9.3 million (Exhibit H-2, Line 13). Net Accounts Receivable

(Exhibit H-2, Line 4) are anticipated to decline by $4.2 million mainly due to

the projected lower GCR and its impact on lower customer receivable
balances, while providing the necessary requirement for the reserve for
bad debt and reduced accrued gas revenues as a result of the

decreased price of natural gas. Materials and Supplies (Exhibit H-2, Line 5)

are forecasted to decrease by $7.2 million principally due to lower

average prices for natural gas in storage of nearly 76.0 cents per Mcf or
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9.3%. This decrease was offset, in part, by a .6 Bcf rise in the volume of
natural gas in storage at August 2010.  Other Current Assets (Exhibit H-2,

Line 6) are expected to increase by $1.1 million reflecting slightly higher

accrued capital related costs and reimbursable projects.  Accounts
Payable (Exhibit H-2, line 10) are expected to decline by $1.4 million
reflecting lower year end natural gas purchase costs. Other Current
Liabilities (Exhibit H-2, Line 11) are anticipated to decrease by $18.1 million
reflecting the return to customers of the $22.0 million 2008-2009 over
recovery of GCR, USC and IRC costs, offset by higher environmental
remediation costs. These asset and liability changes result in an increased
net working capital requirement of $9.3 million for the 2009-2010 Budget
Year (Exhibit H-2, Line 13).

PGW's ending Cash Balance (Exhibit A-2, Line 24) at August 2009 is
expected to total $50.7 million, $15.3 million less than the outstanding level
of $66.0 million of commercial paper notes. This year end cash balance is
$1.4 milion greater than the $49.3 million actual cash balance in 2007-
2008 which was $40.7 million below the $90.0 million level of outstanding
short term borrowings. The 2009-2010 Budget Year projects a cash
balance at year end of $50.5 million, which is anticipated to be $21.5

million greater than the outstanding level of $29.0 million of commercial

paper notes. The ultimate goal for PGW in the future is to improve on its
recent collection rate and partially support the financing of its capital
programs with internally generated funds and minimize the use of short
term borrowings.

Could you explain the income and expense components that are utilized
when computing the Revenue Bond Debt Service Coverage Ratio for the
2009-2010 Budget Year on Exhibit A-3?

The coverage ratio is calculated based on the 1975 Ordinance and the
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1998 Ordinance which sets the priority of payments of outstanding long-
term debt. In deriving data for the coverage calculation, several non-
cash adjustments are made to both revenue and expense items:

Total Funds Provided (Line 7) - The funds provided in the proposed 2009-
2010 Operating Budget total $862.9 million and are comprised of: (1) total

gas and other operating revenues, (2) other income adjusted to include

actual cash withdrawals from both the Capital Improvement and
Revenue Bond Sinking Funds (rather than only the interest earned in the
fiscal period), the $18.0 milion in Grant Income, and (3) AFUDC on

borrowed funds for capital expenditures.

Total Funds Applied (Line 12) - The funds applied reflect operating
expenses from Exhibit A-1, Line 19, totaling $719.0 million, less certain non-
cash and subordinate expenses (Line 11) totaling $68.2 milion. The
components of the non-cash expenses include: (1) depreciation expense
included in operating expenses, (2) payments to the City of Philadelphia
for miscellaneous services rendered, including Philadelphia Gas
Commission expenses, and (3) other post employment benefits.

Funds Avdilable to Cover Revenue Bond Debt (Line 13} are projected to
be $212.1 million for the 2009-2010 Budget Year.

Revenue Bond Debt Service (Line 14) - The total funds applied to 1975

Revenue Bond Debt Service are $30.1 million, representing the scheduled

cash payments of principal which are due annually with interest paid
semi-annually.

Debt Service Coverage Ratio 1975 Revenue Bonds (Line 15) - The debt
service coverage ratio for 1975 Ordinance Revenue Bonds is obtained by
dividing Funds Available to cover 1975 Debt Service ($212.1 million) by
Funds Applied to 1975 Debt Service Revenue Bonds ($30.1 million). The

result produces a coverage ratio of 7.05 times. The mandatory coverage
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ratio for 1975 Senior Debt Service is 1.5 times. The remaining coverage
ratios, as set forth in the 1998 Ordinance, are now calculated. Net
available after 1975 Debt Service (Line 14} totaling $182.0 million is utilized
to calculate the coverage ratio on 1998 Ordinance Senior Debt Service
(Line 17) of $73.3 million at a mandatory 1.5 times. The projected
calculation for this ratio is shown at 2.48 times (Line 18). The final
component of the coverage calculation under the 1998 Ordinance is
shown on (Lines 19 through 21). Net available after the 1998 Debt Service
(Line 19) of $108.7 milion is used to calculate coverage on 1998
Subordinate Debt Service (Line 20) of $2.0 million. The result is shown on
(Line 21} as Debt Service Coverage Subordinate Bonds of 54.75 times. The
mandatory requirement is 1.0 times on subordinate debt service. The
projected coverage ratios for the current 2008-2009 Fiscal Period are
expected to be 5.46 times on 1975 Ordinance debt service and 2.10 times
on 1998 Ordinance debt service, while the coverage ratio on 1998
Subordinate debt service is expected to be 37.95 fimes.

Returning to the Statement of Income (Exhibit A-1), could you explain in
detail the items that are included under the category Labor and Fringe
Benefits on Exhibit A-1, Line 157

This category includes payroll costs (excluding that portion chargeable to
capital activities), payments made to beneficiaries of PGW's employee
pension plan and corresponding withdrawals from the pension fund. This
category also includes the cost of premiums paid for employees' {both
active and retired) health and group life insurance coverage, payroll
taxes associated with FICA and Medicare and State unemployment taxes
(exclusive of those taxes chargeable to capital activities) as detailed on
Exhibit C-3.

Are confractual labor escalations included in the periods covered on
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Exhibit A-1?

Yes, a contract is in effect with the Gas Works Employees’ Union for the
period from May 16, 2007 to May 15, 2010. A 2%:% general wage increase
was effective for unionized employees on May 15, 2008. The remaining
general wage increase of 3%2% was effective May 15, 2009. The 2009-2010
Budget does not provide funding for any wage increase for unionized or
non-union employees.

Could you explain the difference in labor and fringe benefit expenses
(Exhibit C-3) between the 2008-2009 and 2009-2010 Fiscal Periods?

The 2009-2010 Budget Year reflects payroll costs of $111.8 million, an
increase of $2.8 million from the 2008-2009 Fiscal Year level of $109.0
million {Line 1). Operating labor costs (Line 3) are projected to rise by $1.1
million to $89.5 million, while labor charged to capital projects and other
activities rose by $1.7 million.

The 2009-2010 Budget Year projects pension beneficiary payments (Line 4)
to total $35.1 million, with a $14.0 million (Line 5) withdrawal from the
pension fund to meet the anticipated payments. This will result in an
actuarial pension expense of $21.1 million. The 2008-2009 Estimate for
pension beneficiary payments is expected to be $33.8 million, with an
$18.3 million withdrawal from the pension fund fo meet the scheduled
payments. The actuarial pension expense for PGW in the 2008-2009 Fiscal
Year is forecasted to total $15.5 million. The actuarially computed pension
expense for the 2008-2009 and 2009-2010 Fiscal Periods was based on
updated information based on PGW's existing pension study prepared by
its actuarial consultant. Health insurance costs (Exhibit C-3, Line 8) are
anficipated to be $37.3 million in the 2008-2009 Fiscal Period, while the
2009-2010 Budget Year expects a $2.7 million increase to $40.0 million.

PGW continues exploring ways to reduce costs for all employees' health
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coverage with its primary health care providers. Payroll taxes (Line 16) are
anticipated to be $6.9 million in the 2009-2010 Budget Year an increase of
$.3 million, the 2008-2009 estimate of $6.6 million included a prior period
sales tax refund of $.2 milion. The following schedule details the major
components of the Labor and Fringe Benefits expense:
Labor and Fringe Benefits
(Dollars in Thousands)

Actual Estimate Budget

2007-08 2008-09 2009-10

Operating Labor $85,161 $88,395 $89,543
Pension Payments 32,839 33.866 35,128
Pension Fund Withdrawals (18,581) (18,335) (14,065)
Group Life Insurance 1,586 2,000 1,900
Health insurance 34,226 37,300 39.977
Sales Tax Refund (904) (214) -
Payroll Taxes 6,581 6,823 6,955
TOTAL $140.908 $149.835 $159.438

Could you explain the personnel levels included on Exhibit C-3-1, and
why PGW feels that the 2009-2010 Budget Year level is reasonable?

PGW, in the 2009-2010 Budget Year, expects to attain an average level of
1,700 employees. PGW currently has 1,706 employees and as of May 2009
had an average personnel level of 1,716. The company will most likely be
slightly above its goal of 1,700 employees during the 2008-2009 Fiscal
Period. PGW recognizes that certain areas of the company that provide
critical functions need additional staffing and continued training; the
2009-2010 Budget provides the necessary resources. PGW is committed to
adhering to the highest level of safety in the work place, while at the

same time reducing overall workers' compensation claims through
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continued training.

Please detdil the items included in Other Expenses and Depreciation on
Exhibit A-1, Line 17.

The expenses of $94.8 million for the 2009-2010 Budget Year include an
appropriation for reserves and other losses (excluding the appropriation
for uncollectible gas accounts), advertising, general material, property
and liability insurance, confracted maintenance, utilities, rentals,
purchased services, postage, promotion, depreciation and miscellaneous
expenses.

Also included in this category are credits to operating expenses for labor-
related fringe benefits such as insurance, taxes, pension expenses, and
administrative and general costs chargeable to capital projects. In
addition, non-utility revenues are also contained in this category. The
detail of these expenses can be found on Exhibit C-4, Detail of Other
Expenses.

Have any adjustments been made to the expense categories detailed on
Exhibit C-4 to reflect past Regulatory Commission orders?

Yes, PGW has complied with Regulatory Commissions' past orders which
amortized certain hon-recurring costs and normalized other expense items
for ratemaking and budgeting purposes. The purchased services
category mainly reflects these adjustments. Schedule (SD-4) provides
documentation of the accounting for the remaining non-recurring
expenses and projected costs associated with PGW's base rate increase
and management audit. |

Please explain what is included in the Appropriation for Reserves and
Other Losses on Exhibit C-4, Line 1?

This expense category includes appropriations to the Injuries and

Damages Reserve for PGW's estimate of outstanding suits and claims and
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workers' compensation settlements, corporate loss settlements, and a
provision for employees’ compensated absences. As stated previously,
this item excludes the appropriation for uncollectible accounts.

What factors contributed to the increase in settlements during the 2008-
2009 Estimate compared to the 2007-08 actual, and the higher projected
level of settlements for the 2009-2010 Budget Year?

PGW's settlements for suits and claims and costs for workers’
compensation were $2.7 milion during the 2007-2008 actual period and
combined with the appropriation of $4.8 million resulted in a year-end
reserve balance of $7.5 million at August 2008. PGW's current projection
of total reserves for outstanding suits and claims and workers'
compensation settlements is expected to total nearly $3.1 million at
August 2009, a decrease compared to the $6.1 million that was projected
at August 2008. The 2008-2009 Fiscal Year primarily reflects the settlement
of several suits and claims and long term workers’ compensation claims.
The appropriation to the Reserve for Injuries and Damages is expected to
total $4.3 million during the 2008-2009 Fiscal Period resulting in an ending
reserve balance of $5.8 million. Settlements for the 2008-2009 Fiscal Period
are anticipated to fotal $5.9 million. The reserve balance at August 2009 is
expected to provide coverage for suits and claims and workers'
compensation settlements during the 2009-2010 Budget Year.

The 2009-2010 Budget Year projects settlements totaling $6.5 million, which
includes costs associated with an outstanding class action suit during the
upcoming period, while the appropriation of $3.5 million represents the
required level necessary to provide a year-end reserve balance of $2.8
million. This forecasted reserve balance at August 2010 is expected to
provide coverage for outstanding suits and claims and workers'

compensation settlements anticipated during the 2010-2011 Fiscal Year.
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PGW continues, through the Human Resources, Risk Management and
Legal departments, and the use of a third party provider to handie its
workers' compensation program, to identify all potential savings that can
be achieved through an effective coordination of these activities.
The following schedule details the Injuries and Damages Reserve:
Injuries and Damages Reserve
(Dollars in Thousands)
Actual  Estimate Budget
2007-08 2008-09 2009-10

Beginning Balance $5.357 $7.456 $5.810
Settlements (2,691) (5,911) {6,507)
Appropriation _4,790 4,265 3,460
Ending Balance $7.456* $5.810* $2.763*

*The required reserve balance represents the current portion of the total
outstanding liability at the end of the fiscal period.

Would you explain the items included in the Advertising expenses shown
on Exhibit C-4, Line 2, and the increase of 70% comparing the 2009-2010
Budget Year to the 2008-2009 Estimate?

The major components of the advertising expenditures in the 2009-2010
Budget Year totaling $2.2 million are related to corporate campaigns to
inform eligible customers of the availability of low income heating
assistance programs, collection activities related to customer bill
payment, PGW's Parts and Labor Repair Plans and customer appliance
safety and corporate customer informational advertising. A major portion
of the added spending reflects advertising costs in the 2009-2010 Fiscal
Period related to a marketing campaign to promote natural gas as a
clean air solution for potential customers. In addition, advertising is

associated with Regulatory activities related to rate and tariff changes,

Page 25



12

13

14

15

20

21

22

23

24

25

26

27

28

meeting notices and hearings.

What are the main components of the General Material costs included on
Exhibit C-4, Line 3 for the 2009-2010 Budget Year and the 2008-2009 Fiscal
Period?

In the 2009-2010 Budget Year, the three major operating departments are

anticipated fo utilize $5.3 million (net) of material in their operations (pipe,

valves, appliance and replacement parts, etc.) approximately $.1 million

or 2.5% greater than in the current period. The 19.4% overall increase in
material mainly reflects a $1.0 million provision for material purchases
associated with a possible work stoppage in May 2010. Without this cost
overall material costs would be relatively unchanged at $5.1 million. PGW
remains committed to an overall cost containment initiative to lower the
overall departmental material utilization.

What type of Insurance Premiums are included in the Insurance cosis
reported on Exhibit C-4, Line 4, and what is the reason for the $1.2 million
or nearly 35% increase projected in the 2009-2010 Budget Year?

Insurance expense includes premiums for property, public liability, and
workers' compensation coverage. Public liability coverage for the 2008-
2009 and 2009-2010 Fiscal Years is expected to be maintained at the
current $200.0 million level with a self-retention level of $1.0 million per
occurrence. The renewal premiums for overall public liability insurance
and workers' compensation coverage are anticipated to rise by nearly
$1.0 million or 45% to $3.2 million in the 2009-2010 Budget Year up from the
$2.2 million level experienced in the 2008-2009 Fiscal Period. The 2009-
2010 Budget Year includes the impact of 1st party environmental and
Cyber liability coverage that is expected to be in place. In the 2007-2008

through 2009-2010 Fiscal Years, the cost of providing insurance coverage

is reflected as follows:

Page 26



20

21

22

23

24

25

26

27

28

Insurance Expense
(Dollars in Thousands)

Actual Estimate Budget
2007-08 2008-09 2009-10

Property Insurance $1.014 $1,070 $1,231
Public Liability & Workers' Comp. 2,174 2,235 3.239
Miscellaneous ___ 40 __ 45 80

TOTAL $3.228 $3.350 54,520

Other labor related insurance expenditures for employee health and
group life insurance were previously referenced as a component of the
labor and fringe benefit expenses.

What expenses are included in Contracted Maintenance on Exhibit C-4,
Line 57

Confracted maintenance represents the cost of work performed by
outside personnel, who are retained for their specialized experience in
particular tasks. Software maintenance and/or licensing fees are also
included in this category. This contracted work includes paving, painting,
inspections and charges for maintenance of such items as gas engines,
piping insulation, instrument repairs, tools, automobiles, elevators, air
conditioning equipment, alarms, fire protection equipment, office and
computer equipment and computer software maintenance, etc.

Costs associated with Contracted Maintenance on Exhibit C-4, Line 5, are
projected to rise by $.1 million or 2% in the 2009-2010 Budget Year. Please
explain the reason for the increased expense.

The primary reasons for the additional contracted maintenance costs
reflect planned maintenance activities on gas mains totaling $.1 million
and higher maintenance software costs totaling $.1 million in Information

services. PGW expects contracted maintenance expenses overall to total
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$5.8 and $5.9 milion in the 2008-2009 and 2009-2010 Fiscal Periods,
respectively.

What services are included within the category of Utilities on Exhibit C-4,
Line 67
Utilities include the cost of electric, telephone and water service. In the
2007-2008 through 2009-2010 Fiscal Years, the actual or projected costs for
these services are:
Utility Expense
(Dollars in Thousands)
Actual  Estimate Budget
2007-08 2008-09 2009-10

Electric $2,120 $2,300 $2,341
Telephone 1,087 1,080 1,113
Water 482 391 391

TOTAL 33.689 33771 33.845

The 2% increase in utility expenditures projected for the 2009-2010 Budget
Year mainly reflects higher costs for purchased electricity at PGW's
facilities. The utility expenses included above exclude the cost of gas
used by the company. This gas expense, in accordance with the
prescribed FERC accounting methodology, is included in Natural Gas
expense on Exhibit A-1, Line 11.

What costs are included in Rental expenses, as presented on Exhibit C-4,
Line 77

Rental expenses include the rental and leasing of such items as computer
related and telephone equipment, hand held microprocessors,
transportation and construction equipment and PGW's customer service
centers. This expense category in the 2009-2010 Budget Year is expected

to remain relatively constant at $1.5 million.
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Please detail the type of expenses included within the category
Purchased Services on Exhibit C-4, Line 8.

This expense category primarily includes professional and technical
services such as: legal, engineering, auditing, consulting and computer
related services, as well as, certain specialized services, e.g., advertising,
production, collection agencies, armored car services, weather
forecasting, banking and financial services and home weatherization
services, etc., which are not normally available within the company’s
internal organization. The 2009-2010 Budget Year anticipates that
purchased service costs will total $27.1 million, an increase of $4.5 million
or nearly 20% above the 2008-2009 Estimate of $22.6 million. The major
increases in the 2009-2010 Budget Year result from higher costs for a
planned real estate optimization study, business process improvements,
legal services, corporate training, technical information service support
and janitorial and security services. The 2009-2010 Budget anticipates that
weatherization and conservation expenditures will total $2.2 million,
approximating the 2008-2009 Estimate. These costs are part of the non-
fuel charges that are currently recoverable through the Universal Service
Charge.

Does the Postage Expense on Exhibit C-4, Line 9, include the cost of
mailing all of the gas bills and notices being sent to customers?

Yes. PGW mails all of its monthly customer gas bills.  In addition, this
expense includes the cost for the mailing of collection notices, parts and
labor plan contfracts and general business correspondence. The 2009-
2010 Budget Year total of $2.5 million is $.1 million greater than the $2.4
million expected to be incurred in the current fiscal period.

Please describe the items included in the category Promotion on Exhibit
C-4, Line 10.
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The promotional expenses are associated with the Marketing
department’s initiatives to expand the use of natural gas in all market
segments. The Marketing department included $.3 million for customer
incentives in the 2009-2010 Budget Year for a burner tip conversion
campaign.

What are the components of Non-Utility Revenues presented on Exhibit C-
4, Line 11?

The main component of these revenues is associated with the 1%
commission paid by the Commonwealth of Pennsylvania for sales tax
collection.

On Exhibit C-4, Line 12, what expenses are charged to capital and what is
the basis for the allocated charges to capital and corresponding credits to
Operations?

Certain labor-related fringe benefit expenses, such as employee group life
and health insurance, pensions and payroll taxes are charged initially to
PGW's operating accounts on the Statement of Income, Exhibit A-1. In
order to assign a proportional share of these costs to capital projects that
utiize PGW personnel, a percentage of the total cost of the labor and
finge benefit expenses to the total direct payroll is calcuiated. On the
basis of this calculation, these expenses are allocated to capital projects
and operating expenses are reduced on the basis of the direct labor
charges to capital. Also, administrative costs are allocated to capital
based on the percentage of administrative and general expenses to total
expenditures, excluding fuel costs. Capital projects are charged and
operating expenses lowered on the basis of the total charges on a
monthly basis fo capital projects. The 2009-2010 Budget Year anticipates
an dllocation of $17.7 million in labor related fringe benefits and

administrative and general costs to capital projects, a $.1.8 million
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increase compared to the 2008-2009 Fiscal Period, reflecting the
additional capital spending forecasted.

How are Depreciation rates determined and how do they relate fo the
expense listed in Exhibit C-4, Line 13?

PGW currently depreciates plant-in-service based on a 2004 depreciation
study performed by the firm of Black & Veatch. The 2009-2010 Budget
Year projects the utilization of a 2.4% composite depreciation rate and
when applied to the projected plani-in-service balances accounts for the
$43.4 million depreciation expense.

Miscellaneous expenses included on Exhibit C-4, Line 15, are forecasted
to decline by $22.1 million in the 2009-2010 Budget Year. Please explain
the reasons for the reduced costs and the main components of this
category?

Miscellaneous expenses are forecasted to total $12.9 million in the 2009-
2010 Budget Year a decrease of $22.1 million primarily due to the $16.7
milion net impact of anticipated benefits derived from Business
Transformation initiatives, while a higher credit related to LNG inventory
processing activities further contributed to the reduction. Also, @
decrease of $.9 milion in the reported expense for post employment
benefits is expected in the 2009-2010 fiscal period. A detail of the

components of the miscellaneous expense category is listed below:
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Miscellaneous Expenses

(Dollars in Thousands)

Actual Estimate

2007-08  2008-09

Expense of Employees $678 $747
Dues & Subscriptions 3.667 3.847
Taxes 21 21
PFMC Management Fee 381 359
Other Post Employment Benefits 25,834 25,558
Amortization Non-Recurring Expense 377 210
Deferred Compensation 361 337
Business Transformation Costs/(Benefits) - 3.000
(Additions)/Reductions LNG Inventory (901) 925
TOTAL 330418  $35.004

Does this conclude your testimony in this proceeding?

Yes, it does. Thank you.
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360
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RESOLUTION
AUTHORIZATION TO SUBMIT THE
PGW FISCAL YEAR 2010 OPERATING BUDGET TO THE
PHILADELPHIA GAS COMMISSION FOR REVIEW AND APPROVAL

I, ABBY L. POZEFSKY, Assistant Secretary 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 17, 2008, pursuant to provisions of
Section 5727(b) of the Non-Profit Corporation Law of the Commonwealth
of Pennsylvania.

RESOLUTION
AUTHORIZATION TO SUBMIT THE
PGW FISCAL YEAR 2010 OPERATING BUDGET TO THE
PHILADELPHIA GAS COMMISSION FOR REVIEW AND APPROVAL

WHEREAS, 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 manager and operator of the Philadelphia Gas
Works (“PGW?);

WHEREAS, according to the Management Agreement §IV.2(a),
PGW’s Operating Budget is subject to the approval of the Philadelphia
Gas Commission;

WHEREAS, according to the Management Agreement §IV.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 §IV.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 2010 Operating
Budget and is currently developing the Forecast Fiscal Years 2011
through 2015 through the evaluation of the current needs and outlook of
the municipally owned utility; and

WHEREAS, 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 2011 through 2015 when they are
fully developed,;

NOW THEREFORE, BE IT



RESOLVED, that PFMC approves PGW’s Fiscal Year 2010
Operating Budget, subject to further refinement by PGW management,
should that become necessary 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 2010 Operating Budget, in accordance with the Management
Agreement §IV.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
1st day of June, 2009.

PHILADELPHIA FACILITIES
MANAGEMENT CORPORATION

Abbsur%@lsky‘
Assistant'Secretary




Philadelphia Gas Works’ Base Rate Filing

I. RATE OF RETURN

II.A.14. Describe long-term debt reacquisitions by Company and Parent as
follows:

II.A.lll.a. Reacquisitions by issue by year.
I.A.14.b. Total gain on reacquisitions by issue by year.
II.A.14.c. Accounting of gain for income tax and book purposes.
RESPONSE:
Not applicable, PGW does not have any long-term debt reacquisitions.



Philadelphia Gas Works® Base Rate Filing

II. RATE OF RETURN

II.A.15. Set forth amount of compensating bank balances required under
each of the following rate base bases:

I1.A.15.a. Annualized test year operations.
II.A.15.b. Operations under proposed rates.
RESPONSE:

a. Not applicable, PGW does not have compensating bank
balance requirements in the annualized test year operations.

b. Not applicable, PGW does not have compensating bank
balance requirements under the proposed rates.



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

II.A.16. Provide the following information concerning compensating bank
balance requirements for actual test year:

II.A.16.a. Name of each bank,
I1.A.16.b. Address of each bank.

II.A.16.c. Types of accounts with each bank (checking, savings,
escrow, other services, etc.).

II.A.16.d. Average Daily Balance in each account.

II.A.16.e. Amount and percentage requirements for compensating
bank balance at each bank.

II.LA.16.f. Average daily compensating bank balance at each bank.

II.A.16.g. Documents from each bank explaining compensating
bank balance requirements.

I.A.16.h. Interest earned on each type of account.
RESPONSE:

Not applicable, PGW does not have compensating bank balance
requirements in the test year.



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

II.A.17. Provide the following information concerning bank notes payable
for actual test year:

II.A.17.a. Line of Credit at each bank.

II.A.17.b. Average daily balances of notes payable to each bank, by name
of bank.

II.A.17.c. Interest rate charged on each bank note (Prime rate, formula rate
or other).

II.A.17.d. Purpose of each bank note (e.g., construction, fuel storage,
working capital, debt retirement).

II.A.17.e. Prospective future need for this type of financing.
RESPONSE:

Not applicable, PGW does not have bank notes payable in the test year.



Philadelphia Gas Works® Base Rate Filing

II. RATE OF RETURN

I1.A.18. Set forth amount of total cash (all cash accounts) on hand from
balance sheets for last 24-calendar months preceding test year-end.

RESPONSE:

PHILADELPHIA GAS WORKS
MONTHLY CASH BALANCES
SEPTEMBER 2007 THROUGH AUGUST 2009

Account 131  Account131  Account 135  Account 136

Temp Working  Short-Term

Cash Investments Funds Investments Total Cash
Month $ $ $ $ $
Sept 07 (993) 54,800 57 102 53,966
Oct 07 (739) 47,900 57 281 47,499
Nov 07 “s1) 35,100 45 0 34,694
Dec 07 2,292 32,100 54 0 34,446
Jan 08 2,405 100 53 39,900 42,458
Feb 08 2,392 100 60 62,400 64,952
Mar 08 3,371 100 64 38,100 41,635
Apr 08 3,907 68,800 60 52,100 124,866
May 08 55 0 65 0 120
Jun 08 an 0 52 0 35
Jul 08 (860,553) 0 53 0 (860,500)
Aug 08 49,286 0 52 0 49,338
Sept 08 (1,403) 10,400 55 0 9,052
Oct 08 (669) 54,600 55 0 53,987
Nov 08 161 44,500 53 0 44,715
Dec 08 (1,680) 28,900 52 0 27,272
Jan 09 1,502 35,300 49 0 36,851
Feb 09 4,251 49,100 42 0 53,393
Mar 09 1,646 98,300 47 0 99,993
Apr 09 29 115,500 44 0 115,573
May 09 434 7,600 44 0 8,078
Jun 09 (687) 17,500 45 0 16,857
Jul 09 (1,302) 6,800 35 0 5,533
Aug 09 12 13,700 38 0 13,750



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

I1.A.19. Submit details on Company or Parent common stock offerings
(past S years to present) as follows:

I1.A.19.a. Date of Prospectus
II.A.19.b. Date of offering
II.A.19.c. Record date
I1.A.19.d. Offering period—dates and number of days
I1.A.19.e. Amount and number of shares of offering
II.A.19.f. Offering ratio (if rights offering)
I1.A.19.g. Percent subscribed
I1.A.19.h. Offering price
II.A.19.i. Gross proceeds per share
II.A.19.j. Expenses per share
II.A.19.k. Net proceeds per share (i-j)
I1.A.19.1. Market price per share
IL.A.19.1.1. At record date
II.A.19.1.2. At offering date
I1.A.19.1.3. One month after close of offering
I1.A.19.m. Average market price during offering
II.A.19.m.1. Price per share
II.A.19.m.2. Rights per share—average value of rights
I1.A.19.n. Latest reported earnings per share at time of offering
II.A.19.0. Latest reported dividends at time of offering
RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

II.A.20. Provide latest available balance sheet and income statement for
Company, Parent and System (consolidated).

RESPONSE:

Philadelphia Gas Works’ Financial Report for the two months ended
October 31, 2009 is attached.



Safe, Rlabie, Service.

FINANCIAL REPORT
FOR THE TWO MONTHS ENDED OCTOBER 31, 2009
UNAUDITED



Line

O~ HLWN -

35
35
38
39
40

41
42

43

2008
Actual

$ 4,695
1,329
32,065
873
12,313
51375
626
51,901

31,170
AT

20,731

1,098
2,901
1,442
684
1,684
1,098
511
288
3,827
3,355
(922)
(731)
1,145
2,130
624

18834
1,897

3,472
(278)
19

53,198

(1,207)
1,205

_J_giy

4,982
1,099

24
6,057

$_[(6,149)

UNAUDITED

Net depreciation
Total operating expenses

Operating income
Interest and other income
Income before interest

Interest
Long term debt
Other
Allowance for funds used during construction
Net interest expense

Net income

PGW
STATEMENT OF INCOME
MONTH OF OCTOBER 31, 2009 AND 2008 WITH COMPARISONS
(Thousands of Dollars)
Increase/(Decrease)
2009 Actual 2009 vs Budget
Actual Budget Amount %
ing revenues
Non-heating $ 3331 $ 3172 $ 158 5
Gas transport service 1,675 1,613 62 4
Heating 28,849 26,494 2,355 9
Gpgllanw & Other Revenues 925 85‘; 68 :
nbliled gas adjustment 8,134 7,67
Ot;oml gas revenues 42,914 39, 506 3, 108 1?
er oparating revenues 522 g ) {11)
Total operating revenues 43,436
Operating expenses
Natural gas 16,462 17,854 (1,392) {8)
Other raw material 1 - 1 -
SUB-TOTAL FUEL 16,463 17,854 (1,391) (&Y
CONTRIBUTION MARGIN 26,973 22,537 436 20
Gas Processing 770 1,108 (335) (30)
Field Services 3,177 3,254 [ty (2)
Distribution 1,948 1,783 165 9
Collection 683 799 (116) (15)
Appropriation for uncollectible reserve 1,809 1,809 - -
Customer Services 1,143 1,245 (102) (8)
Account Management 534 827 (293) (35)
Marketing 175 360 (185) (51)
Administrative & General 3,482 4,598 {1,116) (24)
Health Insurance 3,757 3,331 426 13
Capitalized Fringe Benefits (817) (839) 22 (3)
Capitalized Admin, Charges (539) (570) 31 (5)
Pensions 1,729 1,718 1 1
Other Post-Employment Benefits 2,101 2,101 - .
Taxes 637 640 (3) -
BTI Cost (Benefits) - (300) - -
Cost Savings - (208) 208 -
Total operating expenses 20,589 21,653 {1,064) (5)
Operating income before depreclation 6,384 884 5,500 -
Depreciation 3,551 3,617 {66) (2)
Less depreciation distributed thru clearing accounts 95

a5 a0 2
—40.108° ~— 42724 _“bi(z,ﬁe

3.323 (2,333) 5,661 -
814 (281) (35)

——m‘ ) 5,380 -
3,662 4410 (748) (7
1427 (17 (1)
; ) ;81) 59 (73
(708) (12

$_(1,206) $ (7,202) $ 6,086



Line 2008
No.  Actual
1 $ 8317
2 2,246
3 §9,729
g 1,668
12,156
6 84,176
7 1,228
8 344
9 44,318
10 -
1 44,318
12 41,026
13 2,051
14 5,205
15 2,766
16 1,341
17 2,779
18 2,075
19 989
20 517
21 8,711
22 6,557
23 (1,724)
24 (1,083)
25 2,295
26 4,260
27 1,092
28 -
29 -
30 35,831
31 5,195
32 6,912
33 (556)
34 6,35
35 86,505
36 (1,161)
37 2,132
3s 971
39 9,678
40 1,951

41 (56)
42 11,573

43 _$ (10,602

UNAUDITED
PGW

STATEMENT OF INCOME

TWO MONTHS ENDED OCTOBER 31, 2009 AND 2008 WIiTH COMPARISONS

{Thousands of Dollars)

Operating revenues
Non-heating

Gas transport service

Heating

Appliance & Other Revenues

Unbilled gas adjustment
Total gas revenues

Other operating revenues
Total operating revenues

o] n
Natural gas
Other raw material
SUB-TOTAL FUEL

CONTRIBUTION MARGIN

Gas Processing

Field Services

Distribution

Collection

Appropriation for uncollectible reserve
Customer Services

Account Management

Marketing

Administrative & General

Heaith {nsurance

Capitalized Fringe Benefits
Capitalized Admin. Charges
Pensions

Other Post-Employment Benefits
Taxes

BTI Cost (Benefits)

Cost Savings

Total operating expenses
Operating Income before depreclation

Depreclation
Less depreciation distributed thru clearing accounts
Net depreciation
Total operating expenses

Operating income
Interest and other Income
Income before interest

Interest
Long term debt
Other
Allowance for funds used during construction
Net interest expsnse

Net income

Increase/(Decrease)
2009 Actual 2009 vs Budget
Actual  Budget ~ Amount z‘“—
$ 5742 $ 5827 $  (89) (1)
2,679 2,804 (125) 4
52,031 45,506 6,525 14
I 466 g
8
1o 1158 6'?5? 1(s‘z)
1,058 1
71873 65046 6,
23,302 26,128 (2,313) (1
— 23,310 26,128 __ (2,818) M
48,563 38,918 9,645 25
1,493 2,064 (571) (28)
5,151 5,656 (505) {9)
3,494 3,266 228 7
1,260 1,506 (248) (16)
3,146 3,148 R -
2,028 2,335 (307) (13)
1,109 1,34 225 (1
480 613 (133) (22)
6,533 8,795 (2,262) (26)
7,575 6,663 912 14
(1,337) (1,631) 294 (18)
(88 (1,108) 21 (20)
3,470 3,427 43 1
4,202 4,202 - .
1,160 1,135 25 2
- (600) 600 .
- (417) 47 -
38,877 40,388 {1,508) (4),
9,686 (1,468) 11,154 -
So%) o) __ iwo) 5
80
5,96 ﬁn
88149 72948  (4,799) :(%{
R
1,0
4.778 (6,312} 11,090 -
8,024 8,831 (807) 9)
Mo & o
44
fo.%?»ﬁ)' 11,557 689y 6)
$ (6,080 _$(17.869) _$ 11,789




PGW

BALANCE SHEETS OCTOBER 31, 2009 AND 2008

(Thousands of Dollars)
ASSETS
Line

No. 2009 2008

Utllity Plant - At Original Cost
1 In service $ 1,754,207 $ 1,685,506
2 Under construction 37,931 57,031
3 Total 1,792,228 1,742,537
4 Less accumulated depreclation (715,521) (677.053)
5 Utility plant - net 1,076,707 1,065,484
6 Sinking fund - revenue bonds 110,540 106,585
7  Capital improvement funds 49,576 111,704
8 Restricted investment (City of Phlladelphia) - -
9 Restricted Investment Workers' Compensation 2,504 2,392

Current Assets
10  Cash and temporary investments 1,884 63,987

Accounts receivable
11 Customers 200,092 212,019
12  Others 2,518 8,216
13  Accrued gas revenues 14,798 20,300
14  Accumulated provisions for uncollectible accounts {112,035) (135,948)
15 Accounts receivable - net 105,371 104,587
16 Materials and supplies 140,605 214,670
17  Other current assets and deferred debits 16,832 15,080
18 Total Current Assets 263,692 388,324
19 Unamortized bond issuance cost 27,094 38,201
20 Unamortized loss-reacquired debt 52,763 47,043
21 Other Assets 8,089 6,684
22 Deferred Environmental 14,232 12,650
23 Total Assets $ 1,605,287 $ 1,779,067




PGW

BALANCE SHEETS OCTOBER 31, 2009 AND 2008

{Thousands of Dollars)
EQUITY AND LIABILITIES
Line
2008 2008 No.
City equity $ 234,636 $ 212,808 1
Long term debt:
City of Philadelphla bonds
Issued Original amount  Current portion
1989 132,520 - 5,064 5,064 2
1890 60,421 - - - 3
1994 183,880 - - - 4
1998 287,185 12,245 81,365 93,610 5
1999 176,280 2,655 22,830 - 25,285 6
2001 120,225 2,700 5,815 8,516 7
2002 125,000 2,670 89,915 92,585 8
2003 186,705 7.650 132,675 140,225 9
2004 207,820 13,585 184,405 200,470 10
2008 313,380 - - 309,770 11
2007 245,350 3,300 235,835 239,260 12
2009 1,595 311,680 - 13
TECA-11th"C* - 17,080 15,557 14
TECA - 12th "A" - - - 15
Subordinate Lease Obligations
1997 23,000 - - - 16
Total Issued 46,300 1,086,474 1,130,341 17
Unamortized debt discount/premium 2,109 22,034 22,999 18
Total Long Term Bond Debt 48,409 1,108,508 1,153,340 19
Notes payable (City of Phila.) - - 20
Total Long Term Debt 1,108,508 1,153,340 21
Current Liabilities
Notes payable - 148,000 22
Accounts payable 51,518 69,693 23
Current portion of long term debt 48,409 48,701 24
Customers' deposits 4,459 6,681 25
Other current liabilities and deferred credits 20,919 33,074 26
Accrued accounts:
Interest, taxes and wages 14,067 14,787 27
Distribution to the City 6,000 6,000 28
Total Current Liabilities 145,372 324,936 29
Other Liabilities 116,771 87,985 30
Total Equity and Llabillties $ 1605287 $ 1,779,067 3




Philadelphia Gas Works’ Base Rate Filing
II. RATE OF RETURN

II.A.21. Provide Original Cost, Trended Original Cost and Fair Value rate
base claims.

RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

II.A.22. Provide Operating Income claims under:
II.LA22.(i)  Presentrates
IILA22.(if)  Pro forma present rates (annualized & normalized)
II.LA.22.(iif) Proposed rates (annualized & normalized)
RESPONSE: See the response to Exh.A —III.A.17.

I1A.22.b. Provide Rate of Return on Original Cost and Fair Value claims
under:

ILA22.b.(i) Present rates

II.LA.22.b.(ii) Pro forma present rates

II.A.22.b.(iii) Proposed rates
RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

I1.A.23. List details and sources of ‘‘Other Property and Investment,”’
““Temporary Cash Investments’’ and ‘“Working Funds®’ on test year-end
balance sheet.

RESPONSE:

Major items included in Account 121 — Non-Utility Property and Account
124 - Other Investments for Philadelphia Gas Works at August 31, 2009
are detailed below

Account 121 — Non-Utility Property

None $0
Account 124 — Other Investments

None $0



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

I1.A.24. Attach chart explaining Company’s corporate relationship to its
affiliates (System Structure).

RESPONSE:
Not applicable, PGW has no affiliates.



Philadelphia Gas Works® Base Rate Filing

II. RATE OF RETURN

II.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:

I1.A.25.a. Claimed capitalization and capitalization ratios with
supporting data.

I1.A.25.b. Claimed cost of long-term debt with supporting data.

II.A.25.c. Claimed cost of short-term debt with supporting data.

II.A.25.d. Claimed cost of total debt with supporting data.

II.A.25.e. Claimed cost of preferred stock with supporting data.

I1.A.25.f. Claimed cost of common equity with supporting data.
RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

I1.A.26. Provide the following income tax data:
I1.A.26.a. Consolidated income tax adjustments, if applicable.
I1.A.26.b. Interest for tax purposes (basis).

RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

II. RATE OF RETURN

IL.C.1. Provide test year monthly balances for “Current Gas Storage” and
notes financing such storage.

RESPONSE:

The following volumes are in dekatherms (Dths).

TEST YEAR

MONTH LNG STORAGES

September 2,587,687 15,608,932
October 2,812,867 17,849,147
November 3,134,179 17,315,971
December 3,182,741 14,767,342
January 2,872,816 11,391,364
February 2,597,649 8,875,600
March 2,895,823 7,285,006
April 3,182,158 7,644,962
May 3,375,102 8,991,706
June 3,468,354 10,297,131
July 3,389,033 11,645,702
August 3,319,711 12,863,217




Philadelphia Gas Works’ Base Rate Filing

1. BALANCE SHEET AND OPERATING STATEMENT

II.A.1. 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 ~ ITIL.A.1. Please note that the balance sheet at 8/31/09
in the attached is the same balance sheet that appears in Exhibits JRB-1 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 the same balance sheet that appears in Exhibit JRB-2A.



ASSETS

Utility Plant Net

Sinking Fund Reserve
Capital Improvement Fund

Exhibit A - ll.A.1

Restricted Investment Workers' Compensation Fund

& City of Philadelphia
Debt Reduction Funding
Cash
Gas
Other
Accrued Gas Revenues
Reserve for Uncollectible
Accounts Recsivable:
Materials & Supplies
Other Current Assets
Deferred Debits
Unamortized Bond Issuance Expense
Unamortized Extraordinary Loss
Deferred Environmental
FY 2009 Actual Cash Adjustment
Other Assets
TOTAL ASSETS

EQUITY & LIABILITIES
City Equity

Revenue Bonds

TECA Accretions
Unamortized Discount
Unamortized Premium

Long Term Debt

Notes Payable
City Loan
Accounts Payable
Customer Deposits
Other Current Liabilities
Deferred Credits
Accrued Interest
Accrued Taxes & Wages
Accrued Distribution to City
Other Liabilities

TOTAL EQUITY & LIABILITIES

PHILADELPHIA GAS WORKS
BALANCE SHEET
(Dollars in Thousands)
Exhibits JRB- Exhibit JRB-
ACTUAL 1,2A & 2B 2A
8/31/08 8/31/09 8/31110
$ 1,062,085 $ 1,078,406 $ 1,110,117
106,198 109,285 124,098
111,207 63,326 154,201
2,383 2,504 2,634
49,338 13,750 51,949
222,880 235,582 227,782
8,714 9,150 9,425
8,145 8,741 8,175
(140,435) (137,820) (134,103)
99,304 115,653 111,279
187,539 134,922 127,758
2,317 5,989 6,296
3,309 7.317 10,942
38,738 27,469 26,421
47,902 53,742 47,391
12,650 12,961 12,961
(31,649) (31,649)
6,685 3,828 2,163
1,729,665 1,597,503 1,756,561
226,408 243,461 323,192
1,162,455 1,121,345 1,223,300
15,314 16,818 18,434
(4,951) (3,719) (4,199)
30,375 28,221 24,961
1,203,193 1,162,665 1,262,496
90,000 - -
67,508 38,645 37,250
7,325 3,250 3,350
8,264 1,145 1,174
24,317 23,883 4,997
12,391 11,000 10,675
3,430 3,021 3,315
3,000 3,000 3,000
83,829 107,523 107,112
1,729,665 1,597,593 1,756,561




Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.LA.2. Set forth the major items of Other Physical Property, Investments
in Affiliated Companies and Other Investments.

RESPONSE:

Major items included in Account 121 — Non-Utility Property and Account
124 - Other Investments for Philadelphia Gas Works at August 31, 2009
are detailed below:

Account 121 — Non-Utility Property
None $0

Account 124 — Other Investments
None $0



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.3. Supply the amounts and purpose of Special Cash Accounts of all
types, such as:

III.A.3.a. Interest and Dividend Special Deposits.
III.A.3.b. Working Funds other than general operating cash accounts.

II.A.3.c. Other special cash accounts and amounts
(Temporary cash investments).

RESPONSE:

The amounts and purpose of Special Cash Accounts for FY 2009 are as follows:

Account 132 — Interest Special Deposits (Total Corporation) $ 0
Account 135 — Working Funds (Total Corporation) $45,176

The balance is comprised of petty cash and working funds for use
by district offices and various departments. Funds are for small
business expenses.

Account 136 — Temporary Cash Investments (Total Corporation) $ 0
The balance is comprised of securities held by PGW per the terms

of the City’s investment policy.

The amounts and purpose of Special Cash Accounts for FY 2008 are as follows:

Account 132 — Interest Special Deposits (Total Corporation) $ 0

Account 135 — Working Funds (Total Corporation $52,099
The balance is comprised of petty cash and working funds for use

by district offices and various departments. Funds are for small

business expenses.

Account 136 — Temporary Cash Investments (Total Corporation) $ 0
The balance is comprised of securities held by PGW per the terms

of the City’s investment policy.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT
III.A.4. Describe the nature and/or origin and amounts of notes
receivable, accounts receivable from associated companies, and any other

significant receivables, other than customer accounts, which appear on
balance sheet.

RESPONSE:
Fiscal Year 2009

Account 141 — Notes Receivable (Total Corporation) $o

There where no notes receivable outstanding as of the end of fiscal year
2009

Account 143 — Other Accounts Receivable (Total 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 141 — Notes Receivable (Total Corporation) $0

There where no notes receivable outstanding as of the end of fiscal year
2008

Account 143 — Other Accounts Receivable (Total Corporation) $8,440,000

Miscellaneous —
Reimbursement for projects on PGW property: $895,000
City of Philadelphia — Miscellaneous: $408,000

Estimated Firm Suppliers storage usage: $7,137,000



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT
ITII.A.5. Provide the amount of accumulated reserve for uncollectible

accounts, method and rate of accrual, amounts accrued, and amounts
written-off in 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 # 1440

Recoveries
&
Other
Period Beginning Accruals  Write-Offs  (JE #3505, Ending

Ending Balance (JE#2101) (JE#2102) 3510,3512) Balance
08/31/2006 (207,480,224) (40,132,000) 95,804,304 (17,081,141) (168,889,061)
08/31/2007 (168,889,061) (40,000,000) 69,505,792 (10,848,214) (150,231,483)
08/31/2008 (150,231,483) (37,000,000) 50,758,680  (3,962,005) (140,434,808)
08/31/2009 (140,434,808) (41,820,144) 57,403,850 1,841,705 (123,009,397)

See attached for criteria on account write-off.



Policy No.: CA-011

CUSTOMER AFFAIRS Effective: February 28, 2007
POLICY AND PROCEDURE |Revised: April 20, 2009
WRITE OFF PROCEDURE | Supersedes: April 1, 2008

Pa&e 10f2

OBJECTIVE:

PGW writes off accounts deemed to be uncollectible. For an account to be written off, all
utility service agreements must be closed for the account. Accounts shut off for non-payment
or customer request that have a balance due at final bill and do not have any active service
agreements are placed on the write off path. These accounts are placed with collection
agencies to recover any outstanding balances prior to write-off. PGW continues to attempt to
collect through agency placements after an account has been written off in an attempt to
maximize recovery.

SCOPE:

Customer Affairs

METHOD OF PROCEDURE

Credit and Collection Path that leads up to Write Off:

e 00 & o o

Bill Notice Sent
Bill Balance Due >30 days
10-Day Mail Notice (56.91) after 31 days or greater depending on selection criteria
3-Day Phone or Field Notification (56.93) 7 days after 10 day notice
Additional PM/weekend phone attempt if 1st attempt unsuccessful
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 Disconnect Gas Service after 2 days have passed form the date of the 2-Day Field
Notice
Post Termination Notice (56.96) delivered to premise at the time of a successful field visit to
disconnect gas service
Final Bill Generated after gas service disconnection
Agency Placement of account if Final Bill remains unpaid after 30 days
Write Off ~Accounts written off 90 days after the issuance of the Final Bill

*Notes:

1. Accounts which have not entered the above described Credit and Collection Path for delinquent
customers (i.e. customers who remained current with their gas bill) however fail to pay their final
bill for 30 days will also be subject to agency placement and write-off as outlined in the preceding
two bullets.



Policy No.: CA-011

CUSTOMER AFFAIRS Effective: February 28, 2007
POLICY AND PROCEDURE |Revised: Apri 20, 2009
WRITE OFF PROCEDURE | supersedes: April 1, 2008

P_aanofz

2. Only the balance for gas charges are placed with agencies and placed on the write-off path, no
non-utility charges.

PGW can continue to take collection action on the Written-Off monies within four (4) years of the Write-
Off date. All new applicants will be subject to write — off reactivation. PGW will request an upfront
payment of anywhere from the total amount due to a percentage of the Written-Off amount, prior to
service restoration. A new account number must be created when issuing the Tum On for the customer.
The CSR will merge the written — off dollars into the specified target account.

;Associated Procedures:
Non-CRP Credit and Collection Process
Collection Agency Placement

Gerald Mombuckle

Director of Credit and Collections
(Policy Owner)

Elia Loung
Director of Regulatory Compllance

Cristina Coltes

Vice Prasident of Customer Affairs



Philadelphia Gas Works’ Base Rate Filing

ITI. BALANCE SHEET AND OPERATING STATEMENT

II1.A.6. Provide a list of prepayments and give an explanation of special
prepayments,

RESPONSE:

ACCOUNT 165 - PREPAYMENTS AS OF AUGUST 31, 2009

Prepaid Insurance $236,000
Balance represents unamortized portion of insurance premiums
which are expensed over the period of the insurance coverage.

Prepaid Postage 154,000
Balance represents outstanding amount of postage meter.

Miscellaneous Prepaid Expenses 49.000
TOTAL: $439,000

ACCOUNT 165 — PREPAYMENTS AS OF AUGUST 31, 2008

Prepaid Insurance $2,162,000
Balance represents unamortized portion of insurance premiums
which are expensed over the period of the insurance coverage.

Prepaid Postage 143,000
Balance represents outstanding amount of postage meter.

Miscellaneous Prepaid Expenses 12.000

TOTAL: $2,317,000



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.7. Explain in detail any other significant (in amount) current assets
listed on balance sheet.

RESPONSE:

CURRENT ASSET DETAIL AS OF AUGUST 31, 2009

Account 142 - Customer Accounts Receivable
Gas Accounts Receivable

Merchandise Receivable

Total Customer Accounts Receivable

Account 154 - Plant Material and Operating Supplies
General Storeroom

Odorant & Gas Holders

Total Plant Material and Operating Supplies

Account 164 - Gas Storage
Pipeline Storage

LNG Storage

Total Gas Storage
Total Material & Gas Storage

Account 173 - Accrued Utility Revenue

CURRENT ASSET DETAIL AS OF AUGUST 31, 2008

Account 142 - Customer Accounts Receivable
Gas Accounts Receivable

Merchandise Receivable

Total Customer Accounts Receivable

Account 154 - Plant Material and Operating Supplies
General Storeroom

Odorant & Gas Holders

Total Plant Material and Operating Supplies

Account 164 - Gas Storage
Pipeline Storage

LNG Storage

Total Gas Storage
Total Material & Gas Storage

Account 173 - Accrued Utility Revenue

$219,890,000
242,000
220,132,000

7,110,000
24.000
7,134,000

92,743,000
25.146,000
117,889,000

125,023,000
6,251,000

$222,614,000
266.000
222,880,000

7,783,000

5.000

7,788,000

142,680,000
—37.071.000
179,751,000

187,539,000
8,145,000



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.8. Explain in detail, including the amount and purpose, the deferred
asset accounts that currently operate to effect or will at a later date effect
the operating account supplying:

IIT.A.8.a. Origin of these accounts.
ITII.A.8.b. Probable changes to this account in the near future.

III.A.8.c. Amortization of these accounts currently charged to operations
or to be charged in the near future.

II.A.8.d. Method of determining yearly amortization for the following
accounts:

—Temporary Facilities

—Miscellaneous Deferred Debits

—Research and Development

—Property Losses

—Any other deferred accounts that effect operating results.

RESPONSE: as of August 31, 2009

a.)

ACCOUNT 183.2
OTHER PRELIMINARY SURVEY AND INVESTIGATION

1832.1144 Advanced Engineering $798,579

Account 1832.1144 represents the preparation of plans, design specifications,
prototyping, and costs estimates associated with developing the technology and
production processes of the Philadelphia Gas Works’ natural gas plant facilities
and distribution system.

ACCOUNT 186.0
MISCELLANEQUS DEFERRED DEBITS

The deferred asset account is maintained by the following sub-accounts:



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

1860.1100 Job Costs Accumulated Unbilled $1,029,406
1860.1145 Environmental Remediation 14,231,857
1860.1170 State Sales - Uncollectible Gas Accounts 165,851
1860.1171 Returnable Containers 2,130
1860.1183 Accumulated W/O Reimbursable 2,156,958
1860.1196 Market Incentive Program 805,193
1860.1200 Long Term Portion Deferred Operating Expenses 538,838
1860.1202 PUC Management Audit 62,472
1860.1229 Rate Case Expenses 194,428
Account 1860.1100

represents costs that PGW accumulates when working on a project (i.e. labor).

Account 1860.1145
represents the long term portion of environmental remediation costs projected to
occur between September 1, 2009 and August 31, 2040.

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 deposit value of returnable containers such as liquid oxygen,
propane, etc.

Account 1860.1183
represents estimates for accrued reimbursements due PGW.

Account 1860.1196

represents promotional incentives paid to customers, which are expected 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 case
filings and mandated management audits.

Account 1860.1202
represents the unamortized portion of expenses associated with the FY 2008 PUC
Management Audit, which are being amortized over a seven year period.



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

Account 1860.1229

represents the unamortized portion of expenses associated with the FY 2007 Rate
Case proceeding, FY 2009 Extraordinary Rate Case proceeding, and FY 2010
Rate Case proceeding, which are being amortized over a five, four, and five year

period, respectively.
b.)  There will be no significant changes to the accounts in the near future.

c.)  Amortization is currently being charged to the aforementioned operating
accounts.

d)  Yearly amortization method:
Temporary Facilities - Not applicable
Miscellaneous Deferred 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 see description of accounts above.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT

III.A.9. Explain the nature of accounts payable to associated companies,
and note amounts of significant items.

RESPONSE:

PGW has no associated companies.



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.10. Provide details of other deferred credits as to their origin and
disposition policy (e.g.—amortization).

RESPONSE:

ACCOUNT 253 —
OTHER DEFERRED CREDITS AS OF AUGUST 31, 2009

Environmental Clean-Up $22,990,000
The amount represents proceeds from the insurance companies that
will be used to offset future environmental remediation expenses.

Appliance Parts & Labor Plans 1,197,000
The amount represents payments received from customers which
will be amortized over the life of the Plan.

Unidentified Customer Payments 144,000
This amount represents payments received from customers and are

in the process of being researched to properly be applied to the

correct customer’s accounts.

Meter Test Deposits 36,000
This amount represents customer deposits on meters that are being
tested.

GCR Adjustment 5,873,000
This amount represents over-recovery of revenue that must be given
back to the gas customer.

OPEB/GASB 46 78,207,000
This represents other post-employment benefits.

Miscellaneous 7.815,000

TOTAL: $116,262,000



Philadelphia Gas Works’ Base Rate Filing

. BALANCE SHEET AND OPERATING STATEMENT

II1.A.10. Continued...

ACCOUNT 253 -
OTHER DEFERRED CREDITS AS OF AUGUST 31, 2008

Environmental Clean-Up $21,600,000
The amount represents proceeds from the insurance companies that
will be used to offset future environmental remediation expenses.

Appliance Parts & Labor Plans 1,121,000
The amount represents payments received from customers which
will be amortized over the life of the Plan.

Unidentified Customer Payments 3,438,000
This amount represents payments received from customers and are

in the process of being researched to properly be applied to the

correct customer’s accounts.

Meter Test Deposits 33,000
This amount represents customer deposits on meters that are being
tested.

GCR Adjustment 15,494,000
This amount represents over-recovery of revenue that must be given
back to the gas customer.

OPEB/GASB 46 52,255,000
This represents other post-employment benefits.

Miscellaneous 8,127,000

TOTAL: $102,068,000



Philadelphia Gas Works’ Base Rate Filing

HI. BALANCE SHEET AND OPERATING STATEMENT

I[II.A.11. Supply basis for Injury and Damages reserve and amortization
thereof.

RESPONSE:

Accumulated Provision for Injuries and Damages at August 31, 2009
ACCOUNT 228.2 $5,236,064

ACCOUNT 228201
RESERVE FOR INJURIES AND DAMAGES $3,229,995

This amount represents the reserve for third party injuries and damages.
The reserve is evaluated on a semi-annual basis and includes specifically
identified accruals for known, probable future expenses, as determined by
Risk Management.

ACCOUNT 228202
RESERVE FOR WORKERS®* COMPENSATION $2,006,069

This amount represents the reserve for workers’ compensation injuries and
damages. The reserve is evaluated on a semi-annual basis and includes
not only specifically identified accruals for known, probable future
expenses, but also expenses which were incurred but not reported for both
the current and prior periods.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT
II.A.12. Provide details of any significant reserves, other than
depreciation, bad debt, injury and damages, appearing on balance sheet.
RESPONSE:

ACCOUNT 242 Accrues Wages as of Aungust 31, 2009

Compensated Absences $3,242,000
This amount represents unused employee vacation time

earned during the period.

Accrued Wages $474,600

This amount represents wages earned but unpaid at the end
of the fiscal year.

Workers Compensation $3,393,931

This amount represents the estimated current liability for
Worker’s Compensation applicable to on-duty employee accidents.

ACCOUNT 242 Accrues Wages as of August 31, 2008

Compensated Absences $3,428,000
This amount represents unused employee vacation time

earned during the period.

Accrued Wages $0

This amount represents wages earned but unpaid at the end
of the fiscal year.

Workers Compensation $3,429,306
This amount represents the estimated current liability for
Worker’s Compensation applicable to on-duty employee accidents.
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III. BALANCE SHEET AND OPERATING STATEMENT

III.A.13. Provide an analysis of unappropriated retained earnings for the
test year and three preceding calendar years.

RESPONSE:
Philadelphia Gas Works
Unappropriated Retained Earnings
(Dollars in Thousands)
Fiscal Years ended August 31,
Actual Actual Actual Projected
2007 2008 2009 2010
Balance,
Beginning of Year $239,405 $223,301 $226,408 $243,619
Balance,
Transferred from Income (16,104) 3,107 17,211 79,731
Balance,
End of Year $223,301 $226,408 $243,619 $323,350
Calendar Years ended December 31,
Actual Actual Actual
2006 2007 2008
Balance,
Beginning of Year $191,420 $253,381 246,523
Balance,
Transferred from Income 61,961 (6,858) 8,952
Balance,

End of Year $253,381 $246,523 $255,475
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IIl. BALANCE SHEET AND OPERATING STATEMENT

II.A.14. Provide schedules and data in support of the following working
capital items:

III.A.14.a. Prepayments—List and identify all items
IMI.A.14.b. Federal Excise Tax accrued or prepaid
III.A.14.c. Federal Income Tax accrued or prepaid
II.A.14.d. Pa. State Income Tax accrued or prepaid
IIL.A.14.e. Pa. Gross Receipts Tax accrued or prepaid
III.A.14.f. Pa. Capital Stock Tax accrued or prepaid
III.A.14.g. Pa. Public Utility Realty Tax accrued or prepaid
III.A.14.h. State sales tax accrued or prepaid

III.A.14.i. Payroll taxes accrued or prepaid

III.LA.14,j. Any adjustment related to the above items for
ratemaking purposes.

RESPONSE:

14.a. Prepayments
See the response to III.A.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 accrued or prepaid
August 31, 2008 None
August 31, 2009 None

14.j. - Not applicable
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III. BALANCE SHEET AND OPERATING STATEMENT

IIL.A.15. Supply an exhibit supporting the claim for working capital
requirement based on the lead-lag method.

IILA.15.a. Pro forma expenses and revenues are to be used in lieu
of book data for computing lead-lag days.

III.A.15.b. Respondent must either include sales for resale and
related expenses in revenues and in expenses or exclude from revenues
and expenses. Explain procedures followed (exclude telephone).

RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT
III.A.16. Provide detailed calculations showing the derivation of the tax
liability offset against gross cash working capital requirements.
RESPONSE: Not applicable.
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III. BALANCE SHEET AND OPERATING STATEMENT

III.A.17. 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—  Adjustments to book record to annualize and normalize
under present rates.
3— Income statement under present rates after adjustment in
Col. 2
4—  Adjustment to Col. 3 for revenue increase requested.
5— Income statement under requested rates.

III.A.17.a. Expenses may be summarized by the following
expense classifications for purposes of this statement:

Operating Expenses (by category), Depreciation, Amortization, Taxes,
Other than Income Taxes, Total Operating Expense, Operating Income
Before Taxes, Federal Taxes, State Taxes, Deferred Federal, Deferred
State Income Tax Credits, Other Credits, Other Credits and Charges, etc.,
Total Income Taxes, Net Utility Operating Income, Other Income &
Deductions, Other Income Detailed listing of Other Income used in Tax
Calculation, Other Income Deduction, Detailed Listing, Taxes Applicable
to Other Income and Deductions, Listing, Income Before Interest Charges,
Listing of all types of Interest Charges and all amortization of Premiums
and/or Discounts and Expenses on Debt issues, Total Interest, Net Income
After Interest Charges

(Footnote each adjustment to the above statements with explanation in
sufficient clarifying detail.)

RESPONSE: Please see the attached schedule, Exhibit A - II1.A.17.
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Philadelphia Gas Works’ Base Rate Filing

1. BALANCE SHEET AND OPERATING STATEMENT

IM1.A.18. Provide comparative operating statements for the test year and
the immediately preceding 12 months showing increases and decreases
between the two periods. These statements should supply detailed
explanation of the causes of the major variances between the test year and
preceding year by detailed account number.

RESPONSE:

See Exhibit A — I11.A.18 for Comparative Operating Statements of the
Philadelphia Gas Works’ twelve months ended August 31, 2009 and August 31,
2010.

Account 480.0 — Residential Sales ($26,498,805)
The decrease in revenues 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 Sales ($35,558,260)
A decrease in revenues of $27,080,260 resulted from a decrease of $3.48 in
the average price per Mcf applied to firm industrial and commercial
customers. The average Mcf 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 revenue was slightly offset by an increase in
sales volume of 268,918 Mcf. Similarly, the average price per Mcf applied to
interruptible customers decreased by $3.48 or $8,478,000 and sales volume
decrease by 399,972 Mcf.

Account 482.0 — Public Authority Sales (52,991,854)

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 decrease in municipal and public sales revenue
was slightly offset by an increase in sales volume of 114,916 Mcf.

Account 489.3 — Gas Transportation $5,170,953
The increase in revenues resulted from an increase in sales volume of 711,660
Mcf to firm transportation customers, which was slightly offset by a $.04 per
Mcf decrease in transportation service charges for the twelve month period
ending August 31, 2010.
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III. BALANCE SHEET AND OPERATING STATEMENT

Account 495.0 — Other Gas Revenues $13,843,869
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 ($127,370,615)

Natural Gas Expenses ($125,803,423)

Natural Gas costs decreased by $7,396,135 as a result of a decrease of 0.9
Bcf in the volume of natural gas utilized for send-out. Pipeline demand
charges were $173,511 higher; however, the increase in total natural gas
costs were offset by a decrease in the average cost per Mcf of $2.18 or
$119,265,574. The average cost per Mcf decreased from $8.54 for the
twelve month period ending August 31, 2009 compared to $6.36 for the
twelve month period ending August 31, 2010.

Account 813.0 -
General Gas Supply Expenses (51,222,530)

A marginal decrease in purchase gas expenses from $20,849,791 for the
twelve month period ending August 31, 2009 to $19,627,261 for the
twelve month period ending August 31, 2010 further contributed to the
decrease in the overall total of Other Gas Supply expenses.

Distribution (53,074,460)

Account 878.0 -

Meter & House Regulator ($3,604,916)

Labor and other material shut off expenses resulting from the residential,
commercial, and industrial 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.

Customer Accounts $3,876,981

Account 904.0 -
Uncollectible Accounts $1,883,000
The increase is due to an increase in uncollectible utility revenue.

Account 903.0 —

Records & Collection Expenses $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.
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HI. BALANCE SHEET AND OPERATING STATEMENT

Customer Service $2,164,375

Account 908.0 — Customer Assistance $2,164,375
The increase is due to a projected increase in LIHEAP expenses as well as

Conservation Works Program (CWP) expenses that were not experienced
in the twelve month period ending August 31, 2009.

Administrative & General $18,029,957

Account 925.0 — Injuries & Damages $2,481,053
The cost of claims and liability insurance is projected to increase from

$4,897,611 for the twelve month period ending August 31, 2009 to
$7,378,664 for the twelve month period ending August 31, 2010.

Account 926.0 —
Employee Pension & Benefits $12,715,047

The payment of pension benefits to beneficiaries increased from
$33,871,429 for the period ending August 31, 2009 to $35,128,000 for the
period ending August 31, 2010.

The withdrawal of pension fund deposits decreased from $18,446,754 for
the period ending August 31, 2009 to $11,066,000 for the period ending
August 31, 2010,

The cost of health care insurance for retired and active employees is
projected to increase by $4,077,722 for the twelve month period ending
August 31, 2010.

Account 929.0 —

Duplicate Charges — Credit $3,516,533

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 contra credit for duplicate charges.

Account 419.0 - Interest & Dividend Income $3,272,814
The increase is due to a projected $1,039,281 and $2,213,028 increase of
interest earned on the organization’s revenue bond sinking fund and capital
improvement fund, respectively, for the twelve month period ending

August 12, 2010,
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III. BALANCE SHEET AND OPERATING STATEMENT

Account 421.0 — Misc. Non-Operating Income ($2,451,038)

Capacity release credits, gains realized from the refunding of the sixth series
variable rate bond, and a favorable mark-to-market adjustment amounted to $1.2
million, $0.5 million, and $0.7 million, respectively, were greater for the twelve
month period ending August 31, 2009 than the forecasted period ending

August 31, 2010.

Account 427.0 - Interest on Long Term Debt ($1,830,770)
The decrease is attributed to a decrease in the amount of long term debt expected

to incur during the twelve month period ending August 31, 2010.

Account 428.1 - Amortization of Extraordinary Loss ($3,869,053)
The early implementation of GASB 53, Accounting and Financial Reporting for

Derivative Instruments, resulted in an additional $3.8 million deferred outflow of
resources associated 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 - Other Interest Expenses $6,391,756
Letter of credit (LOC) fees associated with the issuance of the variable rate eight

series bond, remarketing fees associated with the fifth 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.



OPERATING REVENUES
SALES OF GAS
480.0 Residential Sales
481.0 Commerclal & Industrial Sales
482.0  Public Authority Sales
4830  Sales for Resale
489.3  Gas Transportation Service Sales
4950 Other Gas Revenues
Total Gas Revenues
OTHER OPERATING
487.0 Forfeited Discounts
488.0 Miscellaneous Service Revenue
TOTAL OPERATING REVENUE

OPERATING & MAINTENANCE EXPENSES

700.0 - 708.0
710.0-742.0
804.0 -837.0
840.0 - 843.8
8580.0 - 870.0
871.0- 894.0
801.0-805.0
807.0-910.0
820.0-931.0

Steam Production

Manufactured Gas Production

Other Gas Supply

Other Storage

Transmission

Distribution

Customer Accounts

Customer Service

Administrative & General
Total O&M Expenses

OTHER EXPENSES
403.0 Depreciation Expenses
408.1 Taxes Other than income Taxes
Total Depreciation and Taxes

TOTAL OPERATING EXPENSES

OTHER INCOME
417.0 Non Utility Revenue
417.1 Expense Non-Utility Operations
418.0 Non Operating Rental Income
419.0 Interest & Dividend Income
421.0 Miscellaneous Non Operating Income
428.3 Reserved Penaities
426.5 Other Deductions
Total Other Income

INTEREST
4270
428.0
428.1
429.0
431.0
4320

Interest on Long Term Debt

Amortization of Debt Discount & Expense

Amortization of Loss on Required Debt

Amortization of Pramium on Debt

Other Interest Expenses

Allowance for Bomowed Funds Used During Construction
Total Interest

NET INCOME

Exhibit A - IILA.18

Increase/
August 31, 2008 August 31,2010 {Decreage)
s 668,032,805  § 842,434,000  § (26,4988,805)
184,098,260 148,540,000 (35,558,260)
24,777,854 21,788,000 (2,991,854)
6,868 4,000 (2,888)
24,913,047 30,084,000 6,170,853
7,737,131 21,581,000 13,843,869
$ 910465863  § 884,429,000  § (46,036,963)
9,508,252 9,264,000 (242,252)
157,564 199,000 _ 41,438
$ 9,663,816 § 0.463,000 §$ (200,816)
$ 020.120.779 & 673,862,000 46,237,779
IIEERSEIEEIIIE
1,269,362 838,633 (430,720)
2,225,648 1,422,820 (802,828)
547,473,755 420,103,140 (127,370,615)
9,738,880 9,002,582 (738,278)
1,800,680 1,503,809 (68,871)
63,010,136 49,935,676 (3,074,460)
68,885,619 72,762,600 3,876,881
6,176,125 8,340,500 2,164,375
101,496,283 119,526,240 18,025,957
3 761,876,468 683,436,000  $(108,440,468)
37,781,591 38,607,000 825,408
8,588,227 8,875,000 288,773
s 44,369,818  § 45482,000 $ 1,112,182
“§ 835,046,286 § 728,018,000  _$(107,328,286)
— ]
37,058 0 (37,058)
0 0 0
64,173 58,000 (8,173)
5,513,188 8,786,000 3,272,814
8,628,038 4,175,000 {2,451,038)
0 0 0
0 0 0
$ 12,240,455  § 13,019,000 § 776,546
83,601,770 61,771,000 (1,830,770}
3,878,757 2,803,000 (775,757}
0,603,053 6,734,000 (3,869,053)
(2,576,579) (2,526,000) 60,579
4,853,244 11,245,000 8,391,758
(247,437 885,000, 617,583
s 78912808  § 78,262,000 §  (850,808)
s 17,211,140 8 79,731,000 _§ 62,610,860
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III. BALANCE SHEET AND OPERATING STATEMENT

III.A.19. List extraordinary property losses as a separate item, not
included in operating expenses or depreciation and amortization.
Sufficient supporting data must be provided.

RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

ITI.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 support of each kind of rate case expense), the items
comprising the actual expenses of prior rate cases and the unamortized
balances.

RESPONSE:

Base Rate Case Expenses:

Cost of Service Study $150,000
Legal Counsel Costs 350,000
Expert Witness Costs 100,000
Miscellaneous Costs __10.000

Total: $610,000

The aforementioned projected base rate costs are expected to be incurred
by PGW during the upcoming rate case proceeding. These costs are
anticipated to be amortized over a five-year period.
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III. BALANCE SHEET AND OPERATING STATEMENT

HIILA.21. Submit detailed computation of adjustments to operating
expenses for salary, wage and fringe benefit increases (union and non-
union merit, progression, promotion and general) granted during the test
year and six months subsequent to the test year. Supply data showing for
the test year:

III.LA.21.a. Actual payroll expense (regular and overtime
separately) by categories of operating expenses, i.c., maintenance,
operating transmission, distribution, other.

III.LA.21.b. Date, percentage increase, and annual amount of each
general payroll increase during the test year.

HI.A.21.c. Dates and annual amounts of merit increases or
management salary adjustments,

III.A.21.d. Total annual payroll increases in the test year.

III.A.21.e. Proof that the actual payroll plus the increases equal
the payroll expense claimed in the supporting data (by categories
of expenses).

IILA.21.f. Detailed list of employee benefits and cost thereof for
union and non-union personnel. Any specific benefits for
executives and officers should also be included, and cost thereof.

III.A.21.g. Support the annualized pension cost figures.

IILLA.21.g (i) State whether these figures include any
unfunded pension costs. Explain.

III.LA.21.g.(ii) Provide latest actuarial study used for
determining pension accrual rates.

II.LA.21.h. Submit a schedule showing any deferred income and
consultant fee to corporate officers or employees.

RESPONSE:
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III. BALANCE SHEET AND OPERATING STATEMENT

21a. Actual payroll expense by categories of operating expenses for the twelve months

ended August 31, 2010.
Operations Maintenance Total

Steam Production $114,746 $129,362 $244,108
Manufactured Gas Production 791,971 104,147 896,118
Other Gas Supply 914,514 - 914,514
Other Storage 2,050,131 2,986,286 5,036,417
Transmission 980,962 - 980,962
Distribution 25,342,166 10,234,860 35,577,026
Customer Accounts 19,038,255 - 19,038,255
Customer Service 2,020,000 - 2,020,000
Administrative & General 12,257,600 - 12,257,600

$63,510,345 $13,454,655 $76,965,000
Total Labor Charged to Stores Expense $2,396,000 - $2,396,000
Total Labor Charged to Clearing Expense 8,053,000 - 8,053,000

$10,449,000 - $10,449,000
Total Labor Charged $73,959,345 $13,454,655 $87,414,000

Neither the Uniform System of Accounts nor Company records distinguish between
regular and overtime labor charged to functional accounts.

21b. Date, percentage increase, and annual amount of each general payroll increase
during the test year (twelve months ended August 31, 2010).

Date Effective

Bargaining Group Local 686,
Utility Workers’ Union of America

May 15, 2009

Percent
Increase

3.50%

Estimated
FY2010 Impact

$1,957,082

21c. Dates and annual amounts of merit increases or management salary adjustments,

Date Effective

Supervisory/Management N/A

Estimated
Annual Amount
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III. BALANCE SHEET AND OPERATING STATEMENT

21d. Total annual payroll increases in the test year.

Bargaining Group Local 686, Utility Workers’ Union of America $1,957,082
Supervisory/Management $0

21e.  Proof that the actual payroll plus the increases equal the payroll expense claimed in
the supporting data (by categories of expenses).

Total Labor charged to Operating and Maintenance Expenses:

Per Twelve Months Ended August 31, 2010 $85,456,918
Salary/Wage Adjustments 1,957,082
Normalized August 31, 2010 $87.414.000

21f.  Detailed list of employee benefits and costs thereof for union and non-union
personnel,

Twelve Months ending August 31, 2010:

Group Life Insurance $1,900,000
Hospitalization Insurance 39,491,220
457(K) Plan 344,000
Dental Plan 1,647,780
Legal Services 265,000
Tuition Reimbursement 400,000
Post Retirement Benefits 26,905,000
Total Benefits $70,953,000

21g.  Support the annualized pension cost figures.

(i) State whether these figures include any unfunded pension costs. Explain.
The figures in the attached actuarial study include unfunded pension costs.

(i) Provide latest actuarial study used for determining pension accrual rates.
Aon’s Actuarial Report for the Plan Year Ending August 31, 2008 is attached.

21h. Submit a schedule showing any deferred income and consultant fee to corporate
officers or employees.

No deferred income or consultant fees to corporate officers or employees are being
claimed in this rate proceeding.



PHILADELPHIA GAS WORKS
PENSION PLAN

Actuarial Valuation for the Plan Year
September 1, 2007 — Aungust 31, 2008

November 17, 2008



November 17, 2008

Philadelphia Gas Works
1800 N. Ninth Street
Philadelphia, PA 19122

We have been retained by Philadelphia Gas Works to perform the actuarial valuation of the Philadelphia
Gas Works Pension Plan as of September 1, 2007. This report sets forth the contribution range for the Plan
Year, running from September 1, 2007 through August 31, 2008. The valuation is based on data sent to us
by Philadelphia Gas Works, the Plan as described in the official Plan document, the assets of the Plan as
reported by Philadelphia Gas Works, and the stated actuarial assumptions.

The purposes of the actuarial valuation are;

1. To determine the financial condition of the Plan and the contribution
requirements for the Plan year;

2. To provide information to be used in the preparation of any required
governmental forms;

3 To provide information for use in satisfying the requirements of your
auditors;

4, To provide actuarial certification of the adequacy and appropriateness of the

cost method and assumptions used for your Plan; and

5. To provide comments on the developing experience under your Plan, the
need for changes in the Plan or funding, and other areas of concern to you.
In this respect, the actuarial valuation report becomes an essential source of
information for discussions throughout the year on the Pension Plan.



Philadelphia Gas Works
November 17, 2008
Page ii

In our opinion, this report is complete and accurate, and the actuarial assumptions and methods, in the
aggregate, are reasonably related to the experience of the Plan and represent our best estimate of future
Plan experience as it should be considered for proper funding of your pension obligations. It is also our
opinion that each of the actuarial assumptions and methods utilized in this valuation are reasonable (taking
into account the experience of the plan and reasonable expectations) or, in the aggregate, result in total
contribution equivalents that would be determined if each assumption and method were reasonable.

Aon Consulting is pleased to submit this report of the Pension Plan to you, and will also be pleased to
discuss any aspects of the report with you after you have had a chance to review it.

Respectfully submitted,

Thomas G. Vicente, FSA, EA
Senior Vice President
Enrollment #08-05034

n:\ref\pgw\plans\2007\valwork'9-1-2007 pgw valuation report.doc
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PHILADELPHIA GAS WORKS PENSION PLAN

A. Comparative Summary of Principal Valuation Results

Participant Datg
Active Participants
Retired Participants
Vested Terminated
Participants

Total

Total Payroll
Average Pay
Average Age

Average Past Service

Contribution Range
Normal Cost (Exhibit D)

Indicated Midyear -
10 Year Contribution (Exhibit E)
20 Year Contribution (Exhibit E)
20 Year Contribution as
Percentage of Compensation

Liabilitles

Unfunded Accrued Actuarial
Liability (Exhibit D)

Present Value of

Vested Benefits (Exhibit F)
Present Value of
Accumulated Benefits

(Exhibit F)

dssets
Actuarial Asset Value
(Exhibit D)

(=]

September 1, 200
1,665
1,860

291
3,816

102,958,230
61,837
46.32

18.93

8,084,675

18,014,825
15,024,676

14.59%

66,197,018

423,090,128

437,400,921

416,182,974

Actuarial Valuation for
Plan Year Beginning
1,701

1,908

279

3,888

$ 99,963,495
$ 58,767
45,51

19.09

$ 7,616,520
$ 17,694,332
$ 14,652,156
14.66%

$ 67,348,785
$ 393,920,071
$ 410,077,812
$ 383,517,337

Percent

Change
@)

@.5)

43
(1.9

30
52
1.8

©0.8)

6.1

1.8
25

©.7

&)
74

6.7

8.5
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Discusslo!

Since the last actuarial valuation performed as of September 1, 2005, the demographics of the plan participants has
changed as follows:

& There are fewer plan participants 1.9%

e Total payroll has increased 3.0%

¢ Average pay has increased 5.2%

e  Average age of active plan participants has increased 1.8%

As of September 1, 2007, the normal cost has increased 6.1% over the normal cost of September 1, 2005. During the
same period, the unfunded accrued actuarial liability decreased 1.7%. The normal cost has increased primarily due to
the fact that, although the number of active participants has decreased, total payroll and average pay have increased
3.0% and 5.2% respectively. The unfunded liability ranges have decreased primarily due to the fact that the assets
have grown at a higher level than the liabilities. We do not have sufficient data to analyze the asset performance for
the last two years. We expect assets to eam 8.25% per year. During the past two years, the assets have increased
8.5%. The actual earnings on the assets, the amount of company contributions, expenses, and benefit payments
impact the actual fund growth.

The contribution ranges have increased due to the increase in normal cost. During the past two years there l?ave been
fewer active participants, but average pay and average age increased, while average credited service declined only
0.8%. All of these factors contribute to increased costs of the plan.
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C. Financial Summary

Assets September 1, 2007 September 1, 2005
Retirement reserve reported $416,182,974 $383,517,337
by the City of Philadelphia

Note: Aon Consulting was not asked to reconcile asset transactions.



1
Number of
Participants Included
in the Valuation

2 Projected Annual
Benefits

3 Present Value of
Projected Benefits as
of September 1,
2007

4
Present Value of
Future Normal Costs

5 Accrued Actuarial
Liability as of
September 1, 2007:
(3)-4)

6 Actuarial Asset
Value

7 Unfunded Accrued
Actuarial Liability:
(5)-(6)

8 Normal Cost Payable

on September 1,
2007

PHILADELPHIA GAS WORKS PENSION PLAN

D. Summary of Valuation Results
Vested

Retired Terminated Active
1,860 291 1,665
$ 31,558,534 $ 3,200,068 $ 106,374,636
$ 275,455,469 $ 8,248,755 $ 273,671,721
$ - 5 - $ 74,995,953
$ 275,455,469 $ 8,248,755 $ 198,675,768

3,816

$ 141,133,238

$ 557,375,945

$ 74,995,953

$ 482,379,992

$ 416,182,974

$ 66,197,018

$ 8,084,675
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E. Contribution Levels
Ten Year Amortization
1. Contribution for Normal Cost
2. Amortization Schedule
Unfunded
Accrued
Effective Amortization  Initial Actuarial
Date Beriod Amount Liabiliry
09/01/2007 10 $ 66,197,018 $ 66,197,018
3. Contributions September 1, 2007:
m+@
4. Contributions Mid-year (3) x 1.04125
5. Contributions August 31, 2008:
(3) x 1.0825
Twenty Year Amortization
1. Contribution for Normal Cost
2. Amortization Schedule
Unfunded
Accrued
Effective Amortization  Initial Actuarial
Date Period Amount Liabiliy
09/01/2007 20 $ 66,197,018 $§ 66,197,018

3. Contributions September 1, 2007:
() +2)

4, Contributions Mid-year (3) x 1.04125

5. Contributions August 31, 2008:
(3) x 1.0825

Annual
Payment
$9,216,478

Annual

Payment
6,344,785

$

“ A

$

L]

8,084,675

9,216,478

17,301,153

18,014,825

18,728,498

8,084,675

6,344,785

14,429,460

15,024,676

15,619,891
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F. Actuarial Present Value of Accumulated Benefits Determined
Pursuant to Financial Accoun Standards No. 35

. Actuarial Present Value of

Accumulated Vested Benefits

a. Participants currently
receiving benefits

b. Vested terminated
participants

¢. Active Participants

d. Total

. Actuarial Present Value of

Accumulated Non-Vested
Benefits

. Total Actuarial Present Value of

Accumulated Plan Benefits: (1d) + (2)

. Net Assets Available for Benefits

(Actuarial Value, Exhibit C)

. Excess (deficiency) of Net Assets
Auvailable for Benefits over (under)
Actuarial Present Value of Accumulated
Plan Benefits: (4) - (3)

. Active Participant Count
a. 100% Vested

b. Partially Vested

¢. Non-Vested

$

$

September 1. 2007

275,455,469

8,248,755

139.385.9

$

423,090,128

14,310,793

437,400,921

416,182,974

(21,217,947)

1,395
0
270

September 1, 2005

$ 270,343,332
$ 7,264,852
1.88

$ 393,920,071
$ 16,157,741
$ 410,077,812
$ 383,517,337
$ (26,560,475)
1,338
0
363
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G. Estimated 10-Year Benefit Pay-Out Projections

Plan Year Beginning Expected Annual Benefit
September 1 Pay-Out During Plan Year
2007 $34,355,904
2008 35,280,642
2009 36,371,609
2010 37,353,436
2011 38,562,588
2012 39,988,550
2013 41,386,972
2014 43,085,278
2015 44,944,642
2016 47,035,568

Note: The above projected pay-outs recognize expected mortality,
termination, and incidence of disability and assume all benefits will
commence at Normal Retirement Date. No assumption has been made
regarding possible retirements prior to Assumed Retirement Date or
anticipation of new entrants.
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H, Distribution of Inactive Participants by Age and Years of Retirement

1L Retirees
Ye Reti t as o 1,200
Annual B
Age 04| 39| 10-14 | 15-19 | 20-24 | 25+ | Total Total Average
15-44 3 - - - - - 3| 8 30343 § 16,781
4549 13 5 1 - 2 1 22 399,897 18,177
50-5¢4 41 2 1 - - 1 77 1,895,698 24,619
53-59 1s\| 97 18 2 1 -1 233 35,234,961 22,468
60-64 63 71 93 3 - - 230 4,942,368 21,489
65-69 301 46 123 1 3 1 214 4,483,170 20,949
70-74 151 40 120 29 5 10 219 4,082,131 18,640
75-79 26| 29 84 138 26 19 322 4,743,829 14,732
80-84 301 27 31 82 106 43 319 3,838,769 12,034
85-89 15 12 14 10 54 71 176 1,607,854 9.135
90+ 5 3 5 2 2 28 45 279,513 6,211
Total 369 | 351 490 277 199 174 | 1,860 | 831,558,533 316,967
Average Age: 72.09 Average Retirement Years: 12.90
2 Vested Terminated
dnnual Benefit
Age Number Total Average
15-44 102 $ 1,018,235 3 9,983
45-49 80 975,361 12,192
50-54 68 796,838 11,718
35-59 34 310,002 9,118
60-64 7 99,633 14,233
Total 291 $3,200,069 310997




PHILADELP

L, Distribution of Active Participants by Age and Service
(Showing Number of Employees & Average Earnings)

w

ENSION PLAN

Egrnings

dege | 0000 i« 29| 1014 | 119 204 2520| 303 353 40+ Total Totad  Average

15-19 1 - - - - - - - - - 1 $ 19,587 19,587
19587 - - - - - - - - - 19587

20-24 12 40 2 - - - - - - - 54 2,042,603 37,826
34306 | 37887 57733 - - - - - - - 37826

25-29 7 57 22 - - - - - - - 86 4,083,134 47,478
33196 | 46396 54828 - - - - - - - 47478

30-34 2 37 34 9 1 - - - - - 83 4,288,427 51,668
45663 | 46318 54949 | 62074 | 56397 - - - - - 51668

35-39 1 34 21 26 36 9 - - - - 127 7.432,634 58,525
20382 | 49774 | 63406 | 62686 | 61080 | 62188 - - - - 58525

4044 3 32 26 26 77 114 1 - - - 279 16,701,933 59,864
35128 | 49531 55692 | 58579 | 61830 | 63351 57498 - - - 59864

4549 3 18 9 20 58 110 173 7 - - 398 25,543,494 64,180
17503 | 46467 55806 | 65764 | 61892 | 64153 67933 62588 - - 64180

50-5¢ 1 9 7 19 35 68 155 59 6 - 359 24,119,441 67,185
31128 | 44453 | 67498 | 60053 | 64669 | 61297 70900 | 71066 76786 - 67185

55-59 - 9 11 1 13 34 34 38 29 1 200 | 13.381,299 66,906
-| 57754 86607 | 68460 | 56796 | 61617 64344 69270 73996 69713 66906

60-64 - 2 4 4 6 12 17 11 10 - 66 4.314,152 65,366
- | 98483 87569 | 70199 | 52942 | 56099 63609 63320 71741 - 65366

65-69 - 1 2 1 1 - 2 - 1 1 9 865,342 96,149
- | 29283 | 215812 | 43176 | 61403 - 82859 - 53612 80527 96149

70+ - 1 - - 1 - - - - 1 3 166,184 55,395
- | 68916 - - | 48668 - - - - 48600 55395

30 240 138 116 228 347 402 115 46 3 1665 | 102,958,230 61,837
Total 32145 | 46677 62890 | 62456 | 61559 | 62752 68460 69216 73426 66280 61837

Amgc Age: 4632 AvernsaScrviu: 18.89
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Cost Method

The cost method used is the Projected Unit Credit Cost method. Each year the projected benefits of each
participant are estimated and their present value determined. The normal cost for each active participant is
determined by dividing this present value by service from entry into the plan to assumed retirement age. The
total normal cost is equal to the sum of individual normal costs.

The accrued actuarial liability for each active participant is equal to the normal cost multiplied by service
since entry to valuation date. The accrued actuarial liability for inactive participants is equal to the present
value of their benefits. The total accrued actuarial liability is equal to the sum of the individual accrued
actuarial liabilities.

The Unfunded Accrued Actuarial Liability as of any date is equal to the accrued actuarial liability less the
actuarial value of assets as of such date.

Each year actuarial gains and losses occur since actual experience under the Plan will vary from the actuarial
assumptions. All gains and losses will be amortized in future years.

Asset Valuation Technigue

The Actuarial Asset Value is equal to the value of fund assets as reported by the City of Philadelphia with no
adjustments.

10



PHILADELPHIA GAS WORKS PENSION PLAN

J. Actuarial Methods and Assumptions
(continued)

3. ctuarial ns

(Unless otherwise specified, the same assumptions have been used for the determination of the Contribution
Range and Accumulated Plan Benefits)

a. Mortality: Healthy Lives: The RP-2000 Combined Healthy Male mortality table is used
for males. Combined Healthy Female mortality table is used for females.
Sample annual percentages are as follows:

Percentage of Healthy Participants
to Die in the Next Year

dAge Males  Females Age Males KEemales
20 .0345% .0191% 45 .1508%  .1124%

25 .0376 .0207 50 .2138 1676
30 .0444 0264 55 3624 2717
35 .0773 0475 60 .6747 5055

40 1079 .0706 65 12737 .9706

Disabled Lives: Disabled mortality rates are used for anticipated future
disablements and current disabled lives. Sample percentages are as follows:

Percentage of Disabled Participants
Expected tp Die in the Next Year
Age  Males Females  Age  Males Females

20 2.4583% 0.9650% 45 4.3033% 2.3988%
25 2.7457% 1.1974% 50 4.8004% 2.7961%
30 3.0661% 14843% 55 3.3120% 3.2594%
35 3.4184% 1.7654% 60 5.8118% 3.7993%
40 3.8373% 2.0579% 65 6.3669% 4.4287%

b. Interest: 8.25%, compounded annually,

11
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J. Actuarial Methods and Assumptions

(continued)
Turnover: A scale varying by age and service with illustrative annual rates of turnover as
follows:
Xears of Service
Age 0 1 2 3 4 5
20 23.2% 17.4% 144% 11.6% 8.8% 5.8%
25 18.8% 14.0% 11.8% 9.4% 7.0% 4.6%
30 14.8% 11.0% 9.2% 7.4% 5.6% 3.6%
35 11.2% 8.4% 7.0% 5.6% 4.2% 2.8%
40 8.8% 6.6% 5.6% 4.4% 3.4% 2.2%
45 7.2% 5.4% 46%  3.6% 2.8% 18%
50 5.2% 3.8% 32%  2.6% 2.0% 12%
55 0 0 0 0 0 0
Disability A scale varying by age with illustrative annual rates of disability as
follows:
[Percentage of Participants Expected
to Become Disabled in the Next Year
Age Percentage
30 0.0600%
35 0.0700
40 0.1100
45 02200
50 0.4600
55 1.0200
60 1.6200
Increase
Determination of
Contribytion Range Salaries arc assumed to increase by an amount equal to 3% of the salary
at the beginning of the next three years, then 4.50% of the salary at the
beginning of the fourth and subsequent years.
Accumulated Plan
Benefits Past salaries are discounted at the same rate as described above. Future
salaries are assumed to remain at the same level as on the valuation
date.

12
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§ Retirement Age Retirements are assumed to occur at the following ages:
Age Percentage
55-61 10%
62 100%

4. Change in A

None.

13
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K. Summary of the Principal Plan Provisions

Any ambiguities or questionable provisions of this summary should be resolved by reference to the official Plan
Document. This summary is not intended to be a source document, but merely an instrument of convenience for the
administration of the Plan.

L

2,

3

4.

Effective Date: March 24, 1967, most recently amended as of January 1, 1999.

Eligibility: Full-time employees hired prior to March 24, 1967 who will have completed 15 years of
Credited Service at normal retirement occurring prior to January 1, 1979 or 5 years Credited Service at
normal retirement occurring on or after January 1, 1979 became participants on March 24, 1967. Employees
hired on or after March 24, 1967 will become participants on their date of employment. A full-time
employee is one who works regularly for 20 or more hours each week.

Contribution: Philadelphia Gas Works pays the entire cost of the Plan.

Credited Service: Years and months of service credited prior to March 24, 1967 and years and months of
continuous service thereafter; continuous service is reduced for periods of approved unpaid leaves (except
for military leave) in excess of one month. Layoff periods are also excluded and, if in excess of one year,
when approved, the employee is considered terminated.

Final Average Compensation: Average of the five highest consecutive calendar years' earnings during the
last 10 years of Credited Service. Compensation includes overtime, bonus, shift differential, and any other
special compensation. Per the amendment approved on November 14, 1986, compensation includes
amounts deferred under the PGW Employees' Deferred Compensation Plan.

Retirement Dates
a Normal Retirement: First of the month next following attainment of age 65 and completion of 5
years of Credited Service.

b. Early Retirement. First of any month after attaining age 55 and completing 15 years of Credited
Service, or after completing 30 years of credited service.

G Late Retirement: First of any month after Normal Retirement up to age 70.

d Disability Retirement: If permanently disabled and has attained age 45 and completed at least 15
years of Credited Service, provided age plus years of Credited Service equals at least 65. Or after
completion of at least 20 years of Credited Service regardless of age, upon recommendation of the
Medical Director of the Company.

Benefit Formula
a Normal Retirement: The monthly equivalent of the greater of (i) or (ii) below, payable for life.
0] 1.25% of the first $6,600 of Final Average Eamings plus 1.75% of the excess of Final
Average Earnings over $6,600, times Credited Service; maximum of 60% of the highest

annual earnings during any one of the last 10 years of Credited Service; applicable to all
participants.

14
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PHILADELPHIA GAS WORKS PENSION PLAN

K. Summary of the Principal Plan Provisions
(continued)

(ii) 2% of total eamnings received during period of Credited Service plus 22.5% of the first
$1,200 of such amount; applicable only to participants who were employees on or prior to
March 24, 1967.

b, Early Retirement: Same as 7(a) above, based upon Final Average Eamings and Credited Service
as of the early retirement date and reduced by the percentage described in 8 below depending upon
Credited Service as of the early retirement date.

c Late Retivement: Same as Normal Retirement Benefit based on Final Average Compensation and
Credited Service as of Late Retirement Date.

d Disability Retirement: Same as Normal Retirement Benefit, based on Final Average Compensation
and Credited Service as of date of disability.

Benefits Upon Termination of Employment - Vesting: All participants who terminate afier having
completed at least 5 years of Credited Service are entitled to a benefit as described in 7(a) above, based upon

Final Average Compensation and Credited Service as of the date of termination.

Early Commencement of Payments: A former participant who is entitled to a deferred benefit may elect to
have his benefit commence on the first day of any month between his 55th and 65th birthdays. Such benefit
will be reduced by 3% for each of the first 5 years and 5% for each of the next 5 years by which
commencement of payments precedes age 65. If the participant has completed 25 years of Credited Service,
his benefit will be unreduced for the first 3 years and reduced by 3% for each of the next 2 years and by 5%
for the following 5 years by which commencement of payments precedes age 65.

If a participant has completed 30 or more years of credited service, payments are not reduced.

Death Ben

a Before Retirement: Spouses of deceased active participants or of former participants are entitled to
vested benefits, provided such participants died after having attained age 45 and completed at least
15 years of Credited Service and whose age plus years of Credited Service equals at least 65 years
or who have completed at least 20 years of Credited Service regardless of age.
The benefit payable is an amount for the spouse's remaining lifetime equal to the amount the
beneficiary of the participant would have received had the participant retired due to disability on
the day preceding his death and elected the 100% Contingent Annuitant Option.

b After Retirement: None except as provided by election of an optional form.

Normal Form of Benefits: Life annuity

Optional Benefit Forms: 100%, 75%, or 50% Contingent Annuitant option, 75% or 50% Joint and Last
Survivor option.

15



Philadelphia Gas Works’ Base Rate Filing

ITII. BALANCE SHEET AND OPERATING STATEMENT

ITI.A.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 expenses of the filing company for the
test year and for the 12-month period ended prior to the test year:

IIT.A.22.a. Supply a copy of contracts, if applicable.

III.LA.22.b. Explain the nature of the services provided.
II1.A.22.c. Explain basis on which charges are made.
III.A.22.d. If charges allocated, identify allocation factors used.

III.A.22.e. Supply the components and amounts comprising the
expense in this account.

II.A.22.f. Provide details of initial source of charge and reason
thereof.

RESPONSE: Not applicable.
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III. BALANCE SHEET AND OPERATING STATEMENT

III.A.23. Describe costs relative to leasing equipment, computer rentals,
and office space, including terms and conditions of the lease. State method
for calculating monthly or annual payments.

RESPONSE:

The Philadelphia Gas Works has leasing arrangements with various
companies for the leasing office and computer equipment, vehicles,
mobile equipment, and other types of equipment. Listed below are the
long term leases with an explanation of the method used for calculating
the monthly or annual payments.

Annual Payment
Air Gas East $10,295.83

Under this agreement, the Philadelphia Gas Works rents or leases gas
cylinders for use in its operations. The lease schedule has a term of three
years. The monthly payments are based on a predetermined rental rate
and remain constant throughout the term of the lease agreement.

Amgquip Corporation $131,320.83
Under this agreement, the Philadelphia Gas Works procured short term
rental of various types of mobile equipment such as cranes, dump trucks,
grad alls, and backhoes/loaders as needed for use in its operations. The
rental of each unit typically ranges from one week to six months; however,
the contract has a term of four years. The weekly and monthly payments
are based on a predetermined rental rate and remain constant throughout
the term of the lease agreement.

De Lage Laden Financial $9,992.17
Under this agreement, the Philadelphia Gas Works leased one (1) three
wheeled mobile lifting truck for use in its operations. Since the inception
of the lease agreement, the organization has exercised its option to
purchase the equipment. The lease/purchase schedule had a term of three
years.

Eastern Lift Truck Co. $4,823.00
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 typically ranged from one to six months; however, the
contract has a term of three years. The monthly payments are based on a
predetermined rental rate and remain constant throughout the term of the
lease agreement.
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L. BALANCE SHEET AND OPERATING STATEMENT

Enterprise Rent A Car $297,558.50
Under this agreement, the Philadelphia Gas Works procured short term
rentals of cars, light duty pickup trucks, and utility vans as needed for use
in its operations. The rental of each unit typically 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
throughout the term of the lease agreement.

Express Car & Truck Rental $53,891.45
Under this agreement, the Philadelphia Gas Works procured short term

rentals of cars and light duty pickup trucks as needed for use in its
operations. The rental of each unit typically 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 throughout
the term of the lease agreement.

Godwin Pumps $3,626.00
Under this agreement, the Philadelphia Gas Works procured rental of a
four inch and six inch water discharge pump as needed for use in its
operations. The rental of each unit typically ranged from one week to four
weeks; however, the contract has a term of three years. The monthly
payments are based on a predetermined rental rate and remain constant
throughout the term of the lease agreement.

G&H Service Company $66,161.99
Under this agreement, the Philadelphia Gas Works leases wide angle
printing equipment for use in its operations. The contract has a term of
four years and monthly payments are based on a predetermined rental rate
and remain constant throughout the term of the lease agreement.

GT&S Incorporated $7,478.21
Under this agreement, the Philadelphia Gas Works rents or leases gas
cylinders and nitrogen tube trailers for use in its operations. The lease
schedule has a term of three years. The monthly payments are based on a
predetermined rental rate and remain constant throughout the term of the
lease agreement.

J.J. Clark Company $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 typically ranged from one to six months; however, the
contract has a term of two years. The monthly payments are based on a
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III. BALANCE SHEET AND OPERATING STATEMENT

predetermined rental rate and remain constant throughout the term of the
lease agreement.

OCE Imagistics Inc, $291,384.66
Under this agreement the Philadelphia Gas Works leases office technology
equipment, multi-functional copier/printer/fax machine/scanner, for use in
its operation. The lease schedule has a term of three years. The monthly
payments are based on a predetermined rental rate and remain constant
throughout the term of the lease agreement.

Penske Truck Leasing $225,960.49
Under this agreement, the Philadelphia Gas Works procured short term
rentals of light and heavy duty pickup trucks and utility vans as needed for
use in its operations. The rental of each unit typically ranged from one
week to six months; however, the contract had a term of one year. The
monthly payments were based on a predetermined rental rate and remain
constant throughout the term of the lease agreement.

Philly Car Share $15,475.79
Under this agreement, the Philadelphia Gas Works procured short term
rentals of compact cars as needed for use in its operations. The rental of
each unit typically ranged from one hour to one day; however, the contract
has a term of one year. The monthly payments are based on a
predetermined rental rate and remain constant throughout the term of the
lease agreement.

Pitney Bowes $11,547.00
Under this agreement the Philadelphia Gas Works leases two mailing
systems for use in its operation. The lease schedule has a term of four
years. The monthly and quarterly payments are based on a predetermined
rental rate and remain constant throughout the term of the lease agreement.

United Rentals $39,665.00
Under this agreement, the Philadelphia Gas Works procured short term
rental and transport of man and scissor lifts as needed for use in its
operations. The rental of each unit typically ranged from one to four
weeks; however, the contract has a term of two years. The monthly
payments are based on a predetermined rental rate and remain constant
throughout the term of the lease agreement.
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III. BALANCE SHEET AND OPERATING STATEMENT

Verizon Wireless $28,584.46
Under this agreement the Philadelphia Gas Works leases mobile wireless
air cards for laptop computers issued to field force personnel. The lease
schedule has a term of four years. The monthly payments are based on a
predetermined rental rate and remain constant throughout the term of the
lease agreement.

Wistar Equipment $25,617.75
Under this agreement, the Philadelphia Gas Works procured short term
rental and transport of one (1) diesel powered high pressure 750 CCM @
300 PSI air compressor for use in its operations. The contract has a term
of two years. The monthly payments are based on a predetermined rental
rate and remain constant throughout the term of the lease agreement

Xerox Corporation $19,727.84
Under this 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 payments and quarterly meter charges are based
on a predetermined rental rate and remain constant throughout the term of
the lease agreement.

The Philadelphia Gas Works has leasing arrangements with various
companies for the leasing of parking space and pipeline right of way
passage.

Charles Weiner $3,000.00
Under this agreement the Philadelphia Gas Works leases parking space for
the district offices.

Consolidated Rail Corporation $1,224.00
Under this agreement the Philadelphia Gas Works leases pipeline right of

way passage at the corner of Third Street 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 Street and Packer Avenue.
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III. BALANCE SHEET AND OPERATING STATEMENT

Potomac Parking Logistics $1,000.00
Under this agreement the Philadelphia Gas Works leases parking space for

the district offices and other official business conducted within center city
Philadelphia.

Renaissance Parking $720.00
Under this agreement the Philadelphia Gas Works leases parking space for
the district offices and other official business conducted within center city
Philadelphia.

Septa $1,398.00
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 Property $43,914.09
Under this agreement the Philadelphia Gas Works leases office space at

One Parkway Building; 1515 Arch Street, 9" floor; Philadelphia PA
19102 for use in its operation.

Belmont Management Corporation $37,521.84
Under this agreement the Philadelphia Gas Works leases office space at

4410 Frankford Avenue, Philadelphia, Pa 19124 for use in its operation.

GGHDC Legend Management Co. $68,228.62
Under this agreement the Philadelphia Gas Works leases office space at

210 West Chelten Avenue, Philadelphia PA 19144 for use in its operation.

Girard Square A NY LP $138,657.02
Under this agreement the Philadelphia Gas Works leases office space at
1137 Chestnut Street, Philadelphia PA 19107 for use in its operation.
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III. BALANCE SHEET AND OPERATING STATEMENT

1I1.A.24. Submit detailed calculations (or best estimates) of the cost resulting
from major storm damage.

RESPONSE: None.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT

IMI.A.25. Submit details of expenditures for advertising (National and
Institutional and Local media). Provide a schedule of advertising expense
by major media categories for the test year and the prior two comparable
years with respect to:

III.A.25.a. Public health and safety

III.A.25.b. Conservation of energy

II1.A.25.c. Explanation of Billing Practices, Rates, etc.

I11.A.25.d. Provision of factual and objective data programs in
educational institutions

III.LA.25.e. Other advertising programs
III.LA.25.f. Total advertising expense
RESPONSE:

Please see the attached schedule, Exhibit A — ITI1.A.25.



PHILADELPHIA GAS WORKS

ADVERTISING SUMMARY

Exhibit A - ll.A.25

Period Ending Period Ending Period Ending
08/31/2010 08/31/2009 08/31/2008
NEWSPAPER
a. Public Health & Safety $ 100,000 3 - $ 25000
b. Conservation 175,000 - 220,580
c. Billing, Rates, Supply, etc.’ 621,000 338,597 422,762
d. Educational Institution Programs - - -
e. Other Advertising Programs 258,000 115,832 172,259
Total Newspaper Advertising Expense 1,154,000 454,429 840,601
TELEVISION
a. Public Health & Safety - - -
b. Conservation - - -
¢. Billing, Rates, Supply, etc. - - -
d. Educational Institution Programs - - -
©. Other Advertising Programs - - -
Total Television Advertising Expense - - -
RADIO
a. Public Health & Safety - - -
b. Conservation - - 402,158
¢. Billing, Rates, Supply, etc. 220,000 157,258 186,097
d. Educational Institution Programs - - -
e. Other Advertising Programs 257,000 276,505 79,863
Total Radio Advertising Expense 477,000 433,763 668,118
MAGAZINES & MISCELLANEQUS
a. Public Health & Safety - - .
b. Conservation 25,000 - -
c. Billing, Rates, Supply, etc. 37,000 - 12,695
d. Educational Institution Programs - - -
. Other Advertising Programs 473,000 212,611 41,201
Total Magazine & Miscellaneous Expense 535,000 212,611 53,896
BILL INSERT & BROCHURES
a. Public Health & Safety 25,000 - -
b. Conservation 60,000 - 75,000
c. Billing, Rates, Supply, etc. - - -
d. Educational Institution Programs - - -
e. Other Advertising Programs 5,000 2,000 -
Total Insert & Brochure Advertising Expense 80,000 2,000 75,000
GRAND TOTAL $ 2,246,000 $ 1,102,803 $ 18637615



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.26. Provide a list of reports, data, or statements requested by and submitted to the
Commission during and subsequent to the test year.

RESPONSE:

Supplements to Gas Service Tariff — Quarterly 1307(f) filings

Supplement 26 — Effective September 1, 2008.

Supplement 27 — Effective October 25, 2008.
Supplement 29 — Effective 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 1, 2009.
Gas Cost Rate — 2009-2010 1307(f) Filin;

Exhibits supporting the PGC rate for the twelve months ended August 31, 2010, filed February 1,
2009.

Testimony, tariff sheets and additional exhibits supporting the PGC rate for the twelve months
ended August 31, 2010, filed March 1, 2009.

Other Data

Pa. P.U.C. — 52 Pa. Code Section 56.231;
Monthly submission of residential delinquent statistics.

Pa. P.U.C. — 52 Pa. 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. - 52 Pa. Code Section 101;
Public Utility Preparedness through Self Certification Report

Pa. P.U.C. — 52 Pa. Code Section 62.33;



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

Findings of Annual Quality of Service Survey

Pa. P.U.C. - 52 Pa. Code Section 62.5;
Annual Universal Services Report

Pa. P.U.C. - 52 Pa. Code Section 58.15;
Annual LIURP Program Evaluation

Pa. P.U.C. - 52 Pa. Code Section 59.33;
Annual DOT Reports — form 2137 - 0522



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.27. Prepare a detailed schedule for the test year showing types of
social and service organization memberships paid for by the Company and
the cost thereof.

RESPONSE:

There were no social and/or service memberships paid during the test year
by the Philadelphia Gas Works.



Philadelphia Gas Works’ Base Rate Filing

IIl. BALANCE SHEET AND OPERATING STATEMENT

III.A.28. Submit a schedule showing, by major components, the
expenditures associated with Outside Services Employed, Regulatory
Commission Expenses and Miscellaneous General Expenses, for the test
year and prior two comparable years.

RESPONSE:
Please see the attached schedule, Exhibit A —II1.A.28



Exhibit A - IIL.A28

PHILADELPHIA GAS WORKS

923.0- OUTSIDE S D
ugust 31,2010  August31,2009  August 31, 2008
700  Material 3 - 3 586 § 588
1700 Purchased Services 2,152,000 1,286,175 1,872,590
1900 Equipment Rental - 49 -
Total $ 2,152,000 $ 1,286,810 § 1,873,178

ACCOUNT 928.0 - REGULATORY COMMISSION EXPENSE
August31. 2010  August31.2009  August 31,2008

100 Labor $ 390,000 % 296,200 $ 294,691
200 Taxes 30,000 20,585 21,196
300 Expense of Employees 2,000 1,359 1,278
700  Material 5,000 3,744 4,634
1300 Postage 1,000 800 600
1400  Advertising 35,000 6,263 12,224
1600 Dues and Subscriptions 2,605,000 2,415,338 2,541,672
1700 Purchased Services 707,000 564,962 685,865
1800 Insurance 50,000 37,188 40,097
1900 Equipment Rental 6,000 1,109 1,078
2000 Other Rents 50,000 43,914 47,906
2600 Maintenance of Office Equipment 1,000 3,620 1,699
2900 IT Allocations 20,000 20,000 17,010
3100 Telecommunication Allocations 4,000 4,223 1,629
4020 Amort Deferred Oper & Maint Expense 258,000 209,634 107,932
Total $ 4,164,000 § 3628939 § 3,779,511
ACCOUNT 930.2 - MISCELLANEOUS GENERAL EXPENSES

August31.2010  August31,2009  August31,2008

300 Expense of Employees $ 25000 § 10674 $ 18,286
700  Material 358,000 50,342 25
1300 Postage 5,000 - -
1600 Dues and Subscriptions 731,000 705,916 681,749
1700 Purchased Services - 119 -
3802 Management Fee 360,000 249,525 381,438
5111 PGW Contribution-457 Plan 344,000 337,129 360,994

Total $ 1,823,000 § 1,353,705 § 1,442,492




Philadelphia Gas Works®’ Base Rate Filing
ITI. BALANCE SHEET AND OPERATING STATEMENT
II1.A.29. Submit details of information covering research and development
expenditures, including major projects within the company and forecasted
company programs.
RESPONSE:

No research and development expenditures were incurred during the period
ending August 31, 2009.

There are currently no research and development expenditures expected to occur
during the period ending August 31, 2010.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT
III.A.30. Provide a detailed schedule of all charitable and civic
contributions by recipient and amount for the test year.

RESPONSE:

Twelve months ended August 31, 2010
Utility Emergency Service Fund $ 280,000.00



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

IIILA.31. Provide a detailed analysis of Special Services—Account 795.

RESPONSE:

The Philadelphia Gas Works’ system of accounts does not include
Account 795 as Special Services.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT
III.A.32. Provide a detailed analysis of Miscellaneous General Expense—
Account No. 801.
RESPONSE:

The Philadelphia Gas Works’ system of accounts does not include
Account 801 as Miscellaneous General Expense.



Philadelphia Gas Works® Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

1II.A.33. Provide a labor productivity schedule.

RESPONSE:




Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT

III.A.34. List and explain all non-recurring abnormal or extraordinary
expenses incurred in the test year which will not be present in future years.

RESPONSE:

Philadelphia Gas Works does not have non-recurring abnormal or
extraordinary expenses included in the test year or future years other than
those detailed in the testimony of PGW witness Bogdonavage (PGW St.
2).



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT
ITI.A.35. List and explain all expenses included in the test year which do
not occur yearly but are of a nature that they do occur over an extended
period of years. (e.g.—Non-yearly maintenance programs, etc.)
RESPONSE:

There are no expenses that fall into this category within the test year for the
Philadelphia Gas Works.



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

IIT.A.36. Using the adjusted year’s expenses under present rates as a base,
give detail necessary for clarification of all expense adjustments. Give
clarifying detail for any such adjustments that occur due to changes in
accounting procedure, such as charging a particular expense to a different
account than was used previously. Explain any extraordinary declines in
expense due to such change of account use.

RESPONSE:

There were no adjustments made to operating and maintenance expenses
due to changes in accounting procedures.



Philadelphia Gas Works’ Base Rate Filing

ITI. BALANCE SHEET AND OPERATING STATEMENT

IIILA.37. Indicate the expenses that are recorded in the test year, which
are due to the placement in operating service of major plant additions or
the removal of major plant from operating service, and estimate the
expense that will be incurred on a full-year’s operation.

RESPONSE:

For PGW’s fiscal year 2010 test year, $3,000,000 of cost of removal
expenses are included.



Philadelphia Gas Works’ Base Rate Filing

1. BALANCE SHEET AND OPERATING STATEMENT

III.A.38. Submit a statement of past and anticipated changes, since the
previous rate case, in major accounting procedures.

RESPONSE:

Since the previous rate case PGW has implemented the accounting and
financial reporting requirements related to recent pronouncements of the
Governmental Accounting Standards Board. The accounting and financial
reporting impact of these pronouncements is reflected in PGW's financial
statements. The reference for any impact is noted in the Management
Discussion and Analysis as well as in the Notes to the Financial
Statements.



Philadelphia Gas Works’ Base Rate Filing

IIIl. BALANCE SHEET AND OPERATING STATEMENT

III.A.39. Identify the specific witness for all statements and schedules of revenues,

expenses, taxes, property, valuation, etc.
RESPONSE.:

PGW Statement 2 — Joseph R. Bogdonavage

PGW Statement 4 — Samuel M. Kikla

PGW Statement 5 — Kenneth S. Dybalski

Sponsoring: Financial Statements, Filing
Requirement Responses, Expenses,
Taxes (where applicable) Property
Valuation, etc.

Sponsoring: OPEBs

Sponsoring: Pro Forma Revenues



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT

II1.A.40. Adjustments which are estimated shall be fully supported by basic
information reasonably necessary.

RESPONSE: See Mr. Bogdonavage’s testimony (PGW St. 2), Exhibits JRB-1
and JRB-2A/2B.



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT

III.A.41. Submit a statement explaining the derivation of the amounts used for
projecting future test year level of operations and submit appropriate schedules
supporting the projected test year level of operations.

RESPONSE: See Mr. Bogdonavage’s testimony (PGW St. 2), Exhibits JRB-1
and JRB-2A/2B.



Philadelphia Gas Works® Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

II1.A.42. If a company has separate operating divisions, an income
statement must be shown for each division, plus an income statement for
company as a whole.

RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.43. If a company’s business extends into different states or
Jjurisdictions, then statements must be shown listing Pennsylvania
jurisdictional data, other state data and federal data separately and jointly
(Balance sheets and operating accounts).

RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

III.A.44. Ratios, percentages, allocations and averages used in
adjustments must be fully supported and identified as to source.

RESPONSE: Not applicable.



Philadelphia Gas Works® Base Rate Filing

1. BALANCE SHEET AND OPERATING STATEMENT

III.A.45. Provide an explanation of any differences between the basis or
procedure used in allocations of revenues, expenses, depreciation and
taxes in the current rate case and that used in the prior rate case.

RESPONSE: None



Philadelphia Gas Works’ Base Rate Filing
III. BALANCE SHEET AND OPERATING STATEMENT

II1.A.46. Supply a copy of internal 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 internal and independent audit reports issued during FY

2009. Internal and independent audit reports have not been issued yet during FY
2010.



Audit « Tax « Advisory
Mr. Joseph Bogdonavage Grant Thomton LLP
Senior Vice President of Finance 20&1l ﬂﬁ;kﬂsvm ;ug;%gg
Philadelphia Gas Works 15,51 4200

F 215.561.1066
www.GrantThorton.com

800 West Montgomery Avenue
Philadelphia, PA 19122

February 13, 2009

Dear Mr. Bogdonavage,

Internal Audit (IA) 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 contained within the attached report, as well as our detailed
observations and recommendations.

This project was carried out in accordance with Statements on Standards for Consulting
Services of the Institute of Internal Auditors.

We appreciate the cooperation received from all PGW personnel whom participated in
this project. Thus, this assessment did not include any controls testing within any of
PGW's 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.

Sincerely,

G Daniel Ml% %

Partner, Philadelphia Advisory
Practice Leader

Business Advisory Services
Grant Thomton LLP
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General Background

Philadelphia Gas Works (PGW) is a municipally owned utility operated by the Philadelphia Facnlltles
Management Corporation (hereafter referred 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 approxnmately 1,700 active employees who work in three shifts and 2,000 retlrees" Most.
processing is centralized at PGW Headquarters at 800 West Montgomery Avenue, Phlladelphla 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. Its primary purpose is to help PGW accomplish its strategic objectives by conducting audits
which are designed to add value, improve operations, and evaluate and improve:

» the effectiveness of risk management;
e controls; and
* governance processes.

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 expenence 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 Utility Best Practices. PGW's
Internal Audit Department is seeking an evaluation of PGW’s Oracle Financials deployment to improve
financial reporting and analysis, risk management, controls, and governance processes.

The Oracle Financial System Deployment Assessment will determine:

e Whether PGW's Finance Department is obtaining the maximum strategic benefit from Oracle
Financials for the followmg purposes:
o Furthering its mission and primary purpose of ensuring the financial viability: of PGW;
o Providing timely reporting of financial information to be used by PGW's management to
execute sound financial business practices;
o Performing appropriate routine and/or complex financial analyses for the efﬁclent
operation of PGW and the effective management of PGW's financial resources, and
e How PGW's deployment of this technology and its current business processes aligns with, and
compares to, Utilities Industry Best Practices.

Audit Scope

At the request of Management of PGW, Internal Audit performed an assessment of PGW's 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 PGW's 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 madules
available from the software vendor. Additionally the team identified 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:
¢ General Ledger & Financial Reporting

Purchasing & Procurement

Accounts Payable

Project Accounting

Fixed Assets

Gas Purchasing

Revenue

Accounts Receivable & Collections

Treasury

Oracle Financials Modules determined to be in scope:

GL General Ledger

AP Accounts Payable
INV Inventory

PA Project Accounting |
PO Purchasing

FA Fixed Assets

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

IV. Use of workflow and approvals

V. Use of manual ledger posting

VI. Alignment of Technology Development with the Strategic Direction of the Business
VII. 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. Its major objective is to identify 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 International (FEI), The Institute of Internal Auditors (llA) and The Institute of Management
Accountants (IMA). COSO has established a common definition of internal controls, standards, and
criteria against which companies and organizations can assess their control systems.

Evaluation'Objectives Operational nanciz Compliance

Objectives:': Reporting: Objectives
e Objectives: e

I. Degree of use of Oracle Financials functionality
ll. Extent of manual vs. automated accounting v
Ill. Extent of manual vs. automated reporting v
1V. Use of workflow and approvalis v
V. Use of manual ledger posting

ANRNENENAN
NS

VI. Alignment of Technology Development with the v
Strategic Direction of the Business

<
«

VII. Use of Oracle Financials Embedded Industry Best | v
Practice




Assessment Procedures

We assessed the Oracle Financials implementation relative to the COSO evaluation framework through a
combination of inquiry/interview, observation and data collection.

Evaluation Objectives

I Degre ofuse of
Oracle Financials
functionality

The initial assessment procedures adopted are as follows:

User Security

assess span of access of the users

within/across modules (i.e. who can change
settings)

User enabled
configurable settings

assess suitability of conﬁgurable settings in
licensed products to Oracle Financials best
practices, PGW business processes

Il. 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 Fmanmals
automation

Departmental Procedures
Documentation

assess degree of manual sub-ledger/ledger
posting (e.g. daily and month-end
accounting procedures relatlve to posting
entries)

Ill. Extent of manual vs.
automated reporting

Selection of management
reports

assess use of standard and customlzed
Oracle Financials reports, Noetix reporting
and dashboards

assess data integration from satelllte
systems

IV. Use of workflow and
approvals

Oracle Financials
Workflow Configuration

assess use of automated/manual workﬂow
functionality

V. Use of manual ledger
posting

Sub-ledger accounting
entries

assess the daily and month-end accounting |
procedures relative to posting entries

VI. Alignment of
Technology
Development with the
Strategic Direction of the
Business

IS Strategic Plan & IS
Project Approval Process

assess degree of technology platform
standardization, BT projects, 1S
objectives/technology roadmap

VII. Use of Oracle
Financials Embedded
Industry Best Practice

Oracle Financials
Installation

determine if industry-aligned modules (i.e.
best-in-breed solutions or conﬁguratlons
have been considered

gain an understanding of the ratlonale in the
selection of the module/system used to
support the relevant business process and
understand how the technology has been

.implemented

i
i

We consolidated the resuits of the assessment of the evaluation objectives and documented a summary
within work books developed by Internal Audit. Seven (7) unique work books were created — one for
each of the Evaluation Objectives. Each work book includes eight (8) individual tabs, 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.



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 settings against Oracle Financials best practices. We documented the current state of each of the
configurations and met with process owners to ensure that there was consensus on the current state
before moving forward.

We reviewed PGW's Strategic Plan and Business Transformation initiative to gain an understanding of
the project portfolio, and determined if current 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 journal entries, and produce financial statements. In addition, PGW Finance
provides training aids to Oracle Financial users, as well as developed and maintains various key
performance indicators (KPI'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. In areas of Oracle Financials best practices, we also identified some items that
management may want to consider investigate further, such as segregation of duties, manual job
processing, file extractions/load (e.g. data integration from satellite systems into Oracle Financials), and
automated workflow 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 investigation 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:

l. Degree of Use of Oracle Functionality
General Ledger

Accounts Receivable Accounts Payable

Gas Purchasing Project Accounting

Fixed Assets

W 1=Not currently supported in Oracle Financials 2 = Mostly Efficient Use of Oracle Functionality 3 = Efficient Use of Oracle Fu‘ncﬂonalitv

® The Oracle Financial modules implemented appear to be configured appropriately and prowde the
functionality PGW requires to properly manage financial transactions.

Il. Extent of manual vs. automated accounting
General Ledger

Accounts Receivable Accounts Payable

Gas Purchasing Project Accounting

Fixed Assets

M 1= Not currently supported in Oracle Finandials 2 = Mostly Efficient Use of Oracle Functionality 3 = Efficient Use of Oracle Functionality

¢ The accounting concepts embedded into Oracle Financials are achieved through elther manual or
automated processes.



lil. Extent of manual vs. automated reporting

General Ledger

Accounts Receivable g Accounts Payable

Gas Purchasing 5 Project Accounting

Fixed Assets

M 1=Not currently supported in Oracle Financials 2 = Mostly Efficient Use of Oracle Functionality 3 = Efficient Use of Oracle Functionality

¢ The Oracle Financial system provides many standard, as well as custom reports to the user
community.

IV. Use of workflow and approvals
General Ledger

Fixed Assets

H 1=Not currently supported in Oracle Financials 2 = Mostly Efficient Use of Oracle Functionality 3 = Efficient Use of Oracle Functionality

o Oracle Purchasing provides a standard approval workflow for purchase requisitions which PGW
does utilize, however other processes requiring management approval, such as journal entry posting
and cash disbursements rely on manual approvals.




V. Use of manual ledger posting
General Ledger

Accounts Receivable Accounts Payable

Gas Purchasing Project Accounting

Fixed Assets

M 1=Not currently supported in Oracle Financials 2 = Mostly Efficient Use of Oracle Functionality 3 = Efficient Use of Oracle Functionality

* PGW utilizes standard Oracle Financials analytical tools to ensure that the GL is in balance and that 3
appropriate manual reviews and reconciliations are performed to ensure that all entriesiposted to the
GL are reported in financial statements. ‘ f

VI. Alignment of Techn Dev with the Strategic Direction of the Business

General Ledger

Accounts Payable

Gas Purchasing Project Accounting

Fixed Assets

¥ 1=Not currently supported in Oracle Financials 2 = Mostly Efficient Use of Oracle Functionality 3 = Efficient Use of Oracle Functionality

¢ While technology development strategies appear to align with strategic goals of the organization,
maintaining the current technology environment may have an impact on desired objectives of
transforming the business (i.e. leveraging technology and business process automation).

10



VIl. Use of Oracle Embedded Industry Best Practice

General Ledger

Accounts Receivable Accounts Payable

Gas Purchasing Project Accounting

Fixed Assets

B 1=Not currently supported in Oracle Financials 2 = Mostly Efficient Use of Oracle Functionality 3 = Efficient Use of Oracle Functionality

e Certain financial information is available via dashboard reporting, however management's 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 organization.

Overail, PGW's implementation and use of the six (6) licensed Oracle Financial modules 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

1. Degree of use of Oracle Financial System functionality

During this phase of the project, we reviewed a mixture of financial and operational process
documentation (narratives, 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
interviews with appropriate personnel to gain an understanding of the organization structure, roles and
responsibilities. We also interviewed key members of the accounting/finance 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 and their
associated roles/responsibilities.

The evaluation of the degree of use of Oracle Financials functionality resulted in the foIIowing‘

PGW's 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.g. Purchasmg, ‘
Accounts Payable, Inventory, etc.). Oracle Financials appears to have been appropriately configured to
allow accounting transactions to flow with adequate audit trail capabilities (ref: WorkBook | -\Degree of
Use of Oracle 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 changeable 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 PGW-defined 42 GL profile settings against Oracle Fmancual System
recommended settings and identified two profile setting considerations:

1) Currency: Allow Direct EMU and Non-EMU User Rates. The setting is currently set to Y. This
profile option allows a General Ledger to derive an exchange rate between an EMU and Non-
EMU currency, based on a rate entered between the euro and a Non—-EMU currency. 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 |mplementat|on and a decision was made not to utilize
the function. The purpose of encumbrance accounting is to prevent further expendlture of funds in
light of commitments already made.

‘ .
Purchasing and Procurement — we examined the PGW-defined 47 Purchasing profile settings against
Oracle Financials recommended settings and identified one profile setting consideration:

1) PO: Allow Buyer Override in AutoCreate Find. This setting indicates that the suggested buyer
defaulted into the Find Requisition Lines windows can be cleared or overridden. PGW reviewed
the functionality of buyer override during the Oracle Financials implementation, and a decision
was made to allow buyer override. Because PGW HR data (e.g. roles/responsibilities) is not
integrated with Oracle Purchasing, purchase requisitioners select PO buyers which may increase
the risk for error. Integrating the non-Oracle HRIS application with Oracle financials would
increase the likelihood that appropriate buyers are selected.
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Accounts Payable — we examined the PGW-defined 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 settings against Oracle Financials
recommended settings and identified one profile setting consideration:

1) PA: Licensed to Use Project Billing: set to Y. Indicates if Oracle Project Billing is licensed, Yes =

In 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 track 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 PGW-defined 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 PGW-defined 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 improvements

1)

2)

PGW's 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-customized
functionality. However, some manual process (e.g. gas procurement, cash management) and
satellite systems such as Billing Collection and Customer Service (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 transactions often are
complex to integrate. This results in silos of information, and may lead to duplication of data entry
and lack of integration.

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 currently available at PGW, we will recommend (see Section VII -
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 error. Additionally, the current business processes should be diagramed and
data flows documented so that required software (e.g. Oracle Financials) functionality is identified
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to support the business process. Gaps between process and functionality can facnlltate potential
Business Transformation initiatives.

2) PGW Accounting and Finance Management perform an undocumented segregation of dutiee
(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 procedure for the
annual SOD review process so that any future SOD issues are properly addressed and
documented.

Conclusion
Overall, Oracle Financials appear to be configured appropriately and provides the functlonallty 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 mtegrated modules
that could improve operational effectiveness by migrating from manual processes to automated
processes.
Management Response

I
General Ledger- Currency: Allow Direct EMU and Non-EMU User Rates. Current setting Y.‘

During the next application upgrade when end to end testing is conducted, the setting will be changed to
N and tested.

Projects Accounting — PA: Licensed to Use Project Billing. Current setting 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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Il. 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 interviewed key personnel to gain an
understanding of the data flows and interfaces (manual and automated) to and from 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 full 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 Il - Extent of Manual versus Automated Accounting):

A General Ledger and Financial Reporting - FSG reports are an integral part of the financial
statement preparation cycle. Balancing the GL. requires a significant amount of manual journal
entries which may impact on the period close schedule. PGW'’s use of Oracle General Ledger
appears to provide appropriate journal entry capabilities to record financial transactions from sub-
ledgers and other systems.

B. Purchasing - There are some manual steps that PGW performs when performing 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 management-level personnel, has determined that some of the project
cost/billing accounting is performed outside of the Oracle Financials application (e.g. Mainframe
Legacy Financial Information 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 Collections - 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 appears 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
manual journal 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 VI - 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. !

Conclusion
The accounting concepts embedded into Oracle Financials (Assets = Liabilities + Owner’s Equity; and all

financial transactions are recorded and balance) are achieved through either manual or automated
processes which create financial transactions that ultimately create journal entries.

Management Response

Automated allocation processes are in development to replace current mainframe and manual allocation
processes. The automated allocation processes are scheduled to be available May 2009.
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lil. Extent of manual vs. automated reporting

During this phase of the 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 interviewed 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 concurrent request programs (i.e. Standard Oracle
Financials reports) which are typically run on demand by Oracle Financials end-users. In addition, PGW
currently has two operational information dashboards (with four-to-five sub-dashboards 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 current customized Oracle Financials reports do not provide the specific information 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 from public assistance versus money
actually collected.

The assessment of standard reporting for each of the process areas are summarized below (ref:
WorkBook |l - 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/concurrent requests are utilized by the user
community.

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 commodity purchases can be reported out of the Accounts
Payable and General Ledger Oracle Financials modules at a summary level.

D. Project Accounting - Numerous standard reports/concurrent requests are utilized by the user
community.

E. Fixed Assets - Numerous standard reports/concurrent 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 level data 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 level data 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. Currently 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 currently 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 occurred to create reporting dashboards, Management should ensure that
the data elements extracted provide the required information for its intended audience. Management
should consider identifying individuals within PGW to learn how to develop, manage, and modify Oracle
Financials reports as well as dashboards developed and maintained in Noetix.

Conclusion |

|
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 coverage may result in the
hiring of consultants to create new and/or maintain existing reports.

Management Response
No comment
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IV. Use of workflow and approvals

During this phase of the project, we reviewed process documentation and interviewed key personnel to
gain an understanding of how approvals (purchase requisitions, invoice payment, journal entries, 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 IV - Use of Workflows and Approvals):

A General Ledger and Financial Reporting — Oracle Financials Workflow/Builder is not a licensed
module. Workflows could be used for journal approvals and validations and GL consolidations
B. Purchasing - This module allows approval for reguisitions, such as standard and planed

purchase orders, blanket and contract purchase agreements through approx 10 embedded
Oracle Purchasing Workflows.

Accounts Payable - Oracle Financials Workflow/Builder is not a licensed module. Workflows
could be used for invoice approvals and payment processing.

Project Accounting - Oracle Financials Workflow/Builder is not a licensed module. Workflows
could be used for project approvals and status change.

Fixed Assets - Oracle Financials Workflow/Builder is not a licensed module. Workflows could be
used for asset account auto-generation.

Gas Purchasing —Gas Procurement is managed outside of the Oracle Financials environment.
Accounts Receivable and Collections —Accounts Receivable and Collections is managed

outside of the Oracle Financials environment.
Treasury —-Cash Management is managed outside of the Oracle Financials environment.

I &m m U O

Opportunities for improvements

Automate manual approvals, where applicable.

Recommendations

As part of determining the impact associated with manual processes as described in Il. Extent of manual
vs. automated accounting, Management should consider the benefit of automating certain manual
approvals via an automated workflow and/or 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 user-defined 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 interviewed key personnel to
gain an understanding of daily and month-end accounting procedures relative to posting GL ientries, and
the impact to period close cycle time. We further reviewed documentation to gain an understandlng of
how systems outside of Oracle Financials create journal entries in Oracle Financials such as ADP
(Payroll), BCCS (Customer information system), TLM (time and attendance), Mainframe JEMS (Labor,
transportation), 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 and 22 recumng journal entries are executed at period close.
Journal entries typically are processed for posting in three different formats: manual, imported, and
generated. Manual journal entries or batches are keyed to the ledger through 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 manual naturé of the
monthly close process for PGW. Oracle Financials user roles and respons:blhtles/dutles appear to
be appropriately segregated between Oracle Financials application end-users who can enter a
journal entry and those who can post a journal entry to the Oracle General Ledger. !

B. Purchasing — PGW utilizes the Oracle Procurement module primarily to process purchase
requisitions and purchase orders for non-contract goods and services, as well as performing
inquiries into existing purchase orders and purchase requisitions within the Oracle Financials
application. Three-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 payment. As some commodity purchases, such as Liquefied Natural Gas (LNG) and
healthcare insurance premiums are not originated/transacted via Oracle Purchasmg, manual
entries are required.

C. Accounts Payable — Some manual processes exist whereby AP sends invoice batches to the
Treasury for payment, and Payables Validation concurrent request. ;

D. Project Accounting - Capital Work Orders and budgets are currently 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 environment.

G. Accounts Receivable and Collections —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

Satellite systems and manual processes are utilized to properly account for non-Oracle Fmancnals
transactions at the GL level requiring manual journal 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 journal entries required during the penod‘ close
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 resuits, gap analysis, findings and recommendations for close reduction
opportunities, and determine future state performance indicators and targets.

Conclusion

The configuration of Oracle Financials allows journal entries from other Oracle Financials modules to be
summarized in the GL. Journal entries from outside the GL. are processed through an import function.
Reversing, recurring and allocation journals are also generated in the GL module.

Management Response
Automated allocation processes are in development to replace current mainframe and manual allocation
processes. The automated allocation processes are scheduled to be available May 2009.
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VI. 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 IS organization structure, roles, and personnel responsible for
developing, implementing and tracking IS strategy, as well as understanding the role business owners
and the responsible IS parties have for the governance of the IS systems.

Additionally, we conducted interviews with appropriate personnel within Business Transformation to gain
an understanding of the PGW strategy, goals and objectives in order to assess the alignment of 1S
technology development projects.

The evaluation of strategic alignment resulted in the following:

With a clearly defined Business Transformation (BT) roadmap to external challenges such as increased
customer demands, response to regulatory requirements, and rising natural gas cost; and internal
requirements such as workforce attrition due to retirements and cost-control, the role of IS and technology
development is critical to the success of distinct BT initiatives.

FY 2009 IS 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 IS
initiatives will impact the current technology footprint (i.e. BCCS, AIMS, TLM, etc.), the strategic goal of
optimizing traditional operating model to leverage best practices, create world class utility and accomplish
third party development of PGW assets can be further addressed by analyzing the current technology
footprint.

The assessment of technology development with strategic direction of the business for each of the
process areas are summarized below (ref: WorkBook VI - Alignment of Technology Development with the
Strategic 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 internal controls over change management, security, and operations.

F. Gas Purchasing — 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.g. further automation or migration to standardized platform)

G. Accounts Receivable and Collections — 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 success factor (e.g. further automation or
migration to standardized platform)

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.g. further automation or migration to standardized platform)

Opportunities for improvements

Determining how the current 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 PGW’s 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 transactional 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 and customized Oracle Financials reports as well as through
developed Noetix dashboards. We have learned that the data elements required by management may at -
times be centric 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 identification and critical decision making.

Recommendations

PGW should consider assessing the overall effectiveness and efficiency of their current management
information solutions. Two key steps in this assessment include 1) identification of non-value added
activities and 2) current software capabilities 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-line data warehouses 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 reporting. Real time data
warehouses are solutions that are updated every time an operational system performs a transactlon

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 muitiplicity of manual processing that occurs —
whether within the Oracle Financials or other software applications - appears to have an impact on the
timeliness of financial and operatlonal information. Integration of these systems and finding efficiencies
within the business processes is essential so information can pass between systems, otherwlse islands of
automation may result and prevent the effective use of data throughout all intended data flows.

Management Respohse

IS agrees with these observations and will put a plan in place to evaluate and implement the
recommendations listed here. We are currently implementing Oracle (SPL)'s Business
Intelligence for CISPLUS, which utilizes Oracle Internet Developers Suite to populate a data
warehouse. The Bl tool covers 40 key performance indicators identified by PGW. The‘data extracts
have been developed and the resulting dashboards are currently being validated.
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VIl. Use of Oracle Financials Embedded Industry Best Practice

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 interviews with appropriate personnel within Business Transformation, Finance and IS 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 currently managed through Oracle Financials functionality.

The evaluation of industry best practice resulted in the following:

PGW currently licenses six (6) key modules of the Oracle Financials Suite for its accounting
requirements. Within the Oracle Financials Modules AP, FA, GL, INV, PA, and PO there are over 750
reports and processes. The following systems interface to the General Ledger module:

ADI (Application Desktop Integrator)

ADP (Payroll)

BCCS (Customer information system)

TLM (recent implementation of time and attendance BT initiative)
Mainframe JEMS (Labor, transportation)

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 custom 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 support/development is provided by the PGW Information 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 VII - 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) sub-ledgers. The GL maintains financial balances, including actual, budget, summary,
statistical, and average balances, in one balanced ledger, synchronizes journals, detail balances,
and summary balances using a posting process. The embedded standard functionality is
adequately configured to support budgetary controls, currency, allocations (automate journal
batch creation and posting to recurring journals, allocations, and budgets), journal entries
(allocation, recurring, reversing, statistical, foreign currency, skeleton and manual journal entries),
account hierarchy, financial analyzer integration

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 recurring payments. Embedded workflow processes enforce approvals
and business rules. Performs three-way purchase order (PO) matching.
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D. Project Accounting - Supports cost management for projects and activities planned and tracked
within the enterprise. Shares transactions in Oracle Financials Payables, Purchasmg, and
Inventory. Project-related requisitions are shared with Oracle Purchasing.

E. Fixed Assets - Manages financial accounting and maintenance of fixed assets. FA tracks assets,
capitalizes Construction-In-Progress (CIP) assets from project accounting. Supports drilldown to
projécts for tracking of cost components. Tracks non-depreciating assets, including expensed
asset items, real estate and assets acquired under operating leases.

F. Gas Purchasing — The Gas Procurement process is managed outside of the Oracle Financials
environment. 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 and payment :
controls as other inventory, supplies, goods and services. :

G. Accounts Receivable and Collections — The Accounts Receivable and Collectlons process is
managed outside of the Oracle Financials environment in BCCS. BCCS creates joumal entries
that interface with Oracle GL.

H. Treasury - The Cash Management process is managed outside of the Oracle Fmancnals

environment. Cash receipts are a manual process resulting in manual journal entries into Oracle
GL. ‘ ‘

Opportunities for improvements

In Nov 2006, PGW and TMG Consulting, Inc. 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 current software solutions utilized by PGW and compared them against those being used by other
public utility companies in regards to available features within each respective software application. The
result of this assessment concluded that PGW should replace the BCCS application with a new product
solution managed and supported by a commercial software vendor. PGW assessed commercial off-the-
shelf software solutions in order to identify features within each product and compare them against PGW
business requirements. The results of this assessment concluded that the Oracle Financials Customer
Care and Billing (i.e. the next generation BCCS, initially SPL Customer Information System) module
would be an appropriate replacement for the existing BCCS application, and has been targeted for future
implementation.

While PGW has assessed some segments of its technology platform, a comprehensive application
rationalization effort for other aréas of the software environment, such as the approach previously taken
with the BCCS assessment, can help management determine PGW's technology portfolio and
capabilities, and the-business value of IT investments.

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 system of disparate
applications. A comprehensive application rationalization approach can create an application platform that
has an architecture that contains components whose functionality may be part of mdependent
applications.

Rationalization strategies are developed based on input from finance, lines of business users,
applicationfinfrastructure heads, business and IT management, as well as Executive Management and
may include:

e Decommissioning and redesign of business processes that, given changes in technology, are
now inefficient

* Redesign and integration of data reporting mechanisms

Redesign and modernization of the enterprise integration layer, ensuring orgamzatnon-wude
connectivity and data integrity

There are various application strategies that can be considered to rationalize existing applications. The
strategy should begin with identifying and understanding relevant business processes and functions,
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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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Below is a matrix of possible end-state application strategies:

" Application .-
" Strategies
Platform Solution

robust data sharing

among applications

Integration is designed-in —

¢ Minimal implementation
conflict and redundancy

« Simplified maintenance and

Typically larger, more complex
initiatives - require strong planning

» Typically some sacrifice in functionality:
or timing/availability vs. best-in-breed

Commercial Solutions
{ad hoc selection)

limits of specific applications

upgrades
Best-in-Breed e Strongest functionality within ¢ Achieving strong cross-application
Commercial Solutions limits of specific applications functionality can be limited or complex
(integrated selection) « Reasonable cross- « Maintenance, support, upgrades are
application integration levels more complex, costly
can be attained if well « Minimizing implementation conflicts
planned and executed can be difficult j
o Multiple vendor relationships — lower
vendor leverage, complex and time
consuming vendor management
Best-in-Breed e Strongest functionality within « Integration is typically an afterthought.

Results in complex architecture, data
model, interfaces — low robustness,
costly maintenance

¢ Maintenance, support, upgrades are
more complex, costly

¢ Muitiple vendor relationships — lower
vendor leverage, complex and time
consuming vendor management

Custom Point .

Solutions executed quickly

Targeted solutions can be .

Integration is an afterthought. Results

in complex architecture, data model,

interfaces — low robustness, costly

maintenance j

e High internal development,
maintenance and support costs

e Overall implementation speed can be

false perception when full extent of

point solutions and integration is

considered

As described below, an application rationalization strategy may result in achieving benefits in speed and
cost of implementing & maintaining new solutions:

Reason to rationalize applications *
Cost of maintaining systems

"Potential benefits

Reduced maintenance costs

Fewer platforms to support

Less dependence on legacy experts

Simplified application upgrades

Increase IT flexibility, reduce support requirements

Ability to see the roll-up of all systems

Financial performance
Operational performance
Corporate wide analytics and performance alerts

Standardization on common business practices

Quicker close of books
Simplified employee training
Streamlined internal communication
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In order to determine the most optimal strategy for PGW, management needs to consider identifying
certain criteria relevant to the desired end-state to ensure adequate integration. For example:

Business Drivers = what
Functionality = how
Customizations = how
Interfaces = how
Resources = who

Cost Benefits = why
Timeliness = when

IT 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 current technology platform (e.g. 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
current technology platform. Business and IT leaders need to collaborate through a steering committee
(Governance) comprised of senior managers from all fundamental (Business) organizations. The key is to
ensure that these leaders not only take ownership in setting the corporate IT agenda, but also manage
the performance of IT. The steering committee must incorporate an established portfolio management
process to evaluate, approve, fund, prioritize, and monitor IT investments.

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
vendor's business and IT strategy experts to identify 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
arrangements 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 effort should be conducted in order to determine feasibility and
cost effectiveness.
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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 learned that
storeroom inventory replenishment requisitions are executed manually, and as such, PGW does not
enforce automated reordering functionality in Oracle Inventory.

Inventory planning/reordering, constrained 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 current 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.

Conclusion

In some organizations, applications are deployed and then execute without an end of life strategy, leading
toa Iikely increase of IS 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 comprised of
mixture of best-in-breed commercial solution (Oracle Financials, BCCS, TLM, M4, ADP, Dafastream etc.)
and custom point solutions (AIMS), consideration should be given to investigate end of life strategies and
adoption of newer industry specific functionality in order to improve current 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 the Oracle community
and the OAUG Enhancement Request System allows members to provide recommendations for
application enhancements. Finance members have attended local and national conferences sponsored
by OAUG and Oracle’s Open World Conference.
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Mr. Douglas A. Moser Audit - Tax « Advisory
Vice President of Gas Management 2001 MrerSrest Sl 100
Philadelphia Gas Works P 5561 4200
800 West Montgomery Avenue F 215.561.1086
Philadelphia, PA 19122 www.GrantThoraton.com

March 5, 2009

Dear Mr. Moser,

Internal Audit (IA) 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
current or planned purchasing policies affect cash flow for PGW. Finally, we evaluated
the current 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 carried out in accordance with Statements on
Standards for Consuilting Services of the Institute of Internal Auditors.

We appreciate the cooperation received from all PGW personnel whom participated in
this project. Please note that this assessment did not include any controls testing within
any of PGW's functional areas, but rather was an assessment of PGW’s compliance
with the requirements of the PaPUC 1307 (f) filing process through a combination of
inquiry/interview, observation and data collection.

Sincerely,

G Daniel Mi
Partner, Philadelphia Advisory
Practice Leader

Business Advisory Services
Grant Thomton LLP
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Executive Summary

At the request of management, an assessment was conducted to determine PGW’s compliance with the
requirements of the PaPUC 1307 (f) filing 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 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 current or planned purchasing policies affect cash flow for PGW. Finally, we evaluated -
the current regulatory requirements around the gas purchasing and rate setting functions to determine |f
they are effective and efficient in achieving industry standard least cost practices. ‘

As a part of the assessment we documented our understanding of current PGW business processes and
performed substantial testing of PaPUC 1307(f) filings during a specified period of time to determine
whether PGW provided documentation that was materially complete and accurate. Through additional
testing-we also attempted to verify that the 1307(f) filing process least-cost 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 |tself
We compared PGW's gas purchasing process to others in this and other regions to see where there are
opportunities for possible improvement. We also documented our understanding of the current PGW
least-cost gas purchasmg processes, including any inherent associated risks. This was determined
through our review of the tools used to support the aforementioned gas-purchasing processes, including
computer modeling systems, reports, and outside expert services.

Summary Findings
Compliance with 1307(f) Filing Requirements: .
1. PGW is in compliance with PaPUC 1307(f) filing requirements and the directions of the joint GCR
settlement agreements, including adherence to least-cost gas purchasing formulas.
2. PGW follows acceptable least cost-gas purchasing practices to meet the PaPUC regulatory
requirements.

Review of PGW Gas Purchasing business processes:
1. purchased in an acceptable least-cost portfolio method, which also protects agamst short term

gas rate volatility.

2. Comparing PGW's approach to others in the industry we find PGW's 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 ability 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 internal
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 sugply
and supply logistics requirements in terms that comport to the contract products now offered 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.



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, PA 19122. PGW also maintains 6 district offices, 2 plants and several outlying
stations.

Philadelphia Gas Works (PGW) is owned by the City of Philadelphia and operated by the Philadelphia
Facilities Management Corporation (hereafter referred 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 councit with respect to all
GAS purchases contracts, and to regulate other specific parts of PGW operations. It 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 transferred to the Pennsylvania Public Utility Commission (PaPUC).

PGW's Internal Auditing Department reports to the Audit Committee of Facilities Management
Corporation (“PFMC"). Its 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;

o the effectiveness of risk management;

+ controls; and

* governance processes.

Natural GAS Market/Distribution

The natural gas market is broken down into three major segments: exploration and production,
transmission, and local distribution. 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
electricity generators. The exploration and production segment currently operates in a market
environment with no direct regulation with respect to price; however the transmission 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 firm (reserved capacity) or interruptible (available capacity) transportation contracts. Transportation
rates are broken down into commodity charges (charge to transport molecules) and reservation charges
(purchased firm capacity). In 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 interruptible supply and transportation agreements.

The PGW Gas Management department is responsible for the procurement and transportation of natural
gas to PGW's 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, external storage, the LNG
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facility and system operations. In addition to the physical responsibilities around gas management, the
Gas Management department, along with Regulatory & External affairs, is responsible for preparing the
annual and four quarterly Gas Cost Rate filings to the PaPUC.

Required 1307 (f) filing requirements with the PaPUC

Since July of 2000 PGW tariffs and gas cost rates have been regulated by the PaPUC. T’tle 66 of PA
legal code contains the governing laws for public utilities in Pennsylvania and chapter 13 sectlon 07 :
(1307) governs gas cost rates. Title 52 of the PA legal code chapter 53 governs tariffs for publlc utilities
The Regulatory and External affairs department has the actual responSIblllty for filing the 1307 (f) filings.
The Gas Planning and Rates department has the responsibility for preparing the required detailed
financial and operational data that 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 year's gas rates. The
annual process also includes testimony from PGW Management and the key stakeholder representatives
along with a joint settlement between the parties on how PGW will calculate their rates and perform their
least cost portfolio purchasing practices. In 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.

i

Least-Cost Gas Purchasing Requirements
Under Title 66 of the PA legal code § 1318, (Determination of just and reasonable gas cost rates) PGWis
required to follow least cost purchasing practices. Under 1318 PGW must demonstrate the followmg

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 contracts and
to relieve the utility from terms in existing contracts with its gas suppliers which are or may be
adverse to the interests of the utility's ratepayers.

3. The utility has taken alf prudent steps necessary to obtain lower cost gas supplies on both short-
term and long-term bases both within and outside the Commonwealth, including th? use of gas
transportation arrangements with pipelines and other distribution compames 1

4, The utility has not withheld from 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 pollcy

In addition, in its GCR settlement agreements with the PaPUC PGW is requnred to pursue a least cost
procurement policy using a portfolio approach in both contract structure and pricing. The least-cost fuel
procurement policy needs to be consistent with PGW’s obligations to provide a safe adequate and
reliable service to its customers. Also PGW's least cost procurement approach must be designed to
protect the rate payers from the risk of natural gas price volatility in the market.

The Gas Supply Transportation and Control department along with the Gas Planning and Rates
department have the major responsibilities for the implementation of the least-cost procurement policy
with some dependency on the Gas Operations department which is responsible for the LNG operations.
This is a constraint 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 following
factors all have to be considered when determining a least-cost natural gas procurement ppllcy at PGW..

* Customer demand |
= Weather degree days

= Available assets, transportation, external storage, and LNG.



= 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, Internal Audit (IA) performed an evaluation of PGW
compliance with the annual PaPUC 1307(f) 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. In addition, IA performed an evaluation of the efficiencies and effectiveness of PGW's least-
cost gas purchasing process and the current regulatory structure for gas purchasing and rate setting.

Assessment Objectives
The assessment objective is to determine whether PGW's natural gas purchasing/planning practices and
business processes achieve the following:

e Compliance with existing regulatory formulas and requirements for the annual and quarterly
PaPUC 1307(f) filings and are in compliance with existing PUC policies, procedures, and
appropriate documentation.

e Compliance with the annual PaPUC Gas Cost Recovery (GCR) Settlement Agreement
requirements.

e Compliance with the agreed-upon formulas for least-cost purchasing contained in the PUC
1307(f) filing GCR settlement agreements;

e Demonstrate adherence to the implementation of effective least-cost purchasing practices as
defined in Pa 1318 of the 1307 (f) filing process.

e Determine if PGW appropriately matches its purchasing strategies with resource planning to
accomplish a reliable and effective least cost supply that guards the consumer against rate
volatility as best as possible under the gas market and supply conditions.

e Compare purchasing practices and resource planning with effective industry practices for
possible practice improvements.

e Compare current regulatory structure to other regulatory structures in the industry and if better,
alternative regulatory structures and mechanisms are appropriate to recommend such changes
to the PaPUC 1307(f) structure.

e Compare the agreed-upon formulas for least-cost purchasing contained in the PUC 1307(f)
filings with Utility Industry Best Practices;



Assessment and Evaluation Procedures 1
Internal Audit assessed and evaluated PGW's 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 assessment/evaluation procedures are as follows:

Assessment/ Evaluation -

Objectives

Sub-Objective

Approach

Meets
Requirements

I. Assess PGW
Compliance with
existing regulatory
requirements 1307(f)

A. Determine

1. Performed interviews

two annual filings to
determine if all the
required
documentation was
filled or accounted
for.

what the and walkthroughs of
current 1307 the different aspects
(f) filing of the 1307(f) filing
process process with the Gas
requires Planning & Rates
department and the
Regulatory & External N/A
affairs department.
We then reviewed all
of the documentation
filed for the last two
annual periods.

. Determine if . Obtained copies of all
proper the appropriate
documentation legislative
was filed with requirements from
1307 (f) filings PaPUC and tested

Meets Requirements

. Determine if

the
documentation
filed in 1307(f)
was accurate

. Sampled two

quarterly rate filings
and tied actual data
back to source
documentation.
Forecasted data was
compared to actual
and variations were
analyzed for causes.

2. Reviewed audits

conducted by PaPUC
for the last four years.

Meets Requirements




Assessment/ Evaluation

Sub-Objective

' Approach

Meets

Objectives
l. Assess PGW
Compliance with
existing regulatory
requirements 1307(f)
(continued)

D. 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

Requirements

Meets Requirements

Rates department.
E. Proper GCR 1. Tested two years
settlement GCR settlement
agreement agreement process,
process obtaining testimony,
documentation resource plans,
and pre- petitions for
settlement settlement and final .
follow up settlements. Ensured Meets Requirements
information that any pre-
was filed settlement follow-up
documentation
requirements were
submitted or
available.

ll. Assess Compliance
with the annual PaPUC
GCR settlement
agreement requirements

A. 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 currently
available. (Some
requirements are for
future dates than are
beyond the current
period)

Meets Requirements




sment/ Evaluatio
Objectives -
Ill. Assess Compliance
with the agreed-upon
formulas for least-cost
purchasing contained in
the PUC 1307(f) filings

A. Actual fixed price
gas purchases,
FOM option
contract availability
and physical
hedge availability
matched the least

purchases to internal
reporting which was
verified by sample
testing locked in
future delivery
confirmations.

cost portfolio 2. Verified FOM option
requirements in contract availability to ' . ‘
the GCR actual contracts in “g?: éz I:,i?,:",:br:fgtfs
settlement force for the period. 2005
agreements. 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
period.
IV. Demonstrate A. Answer the 1. Performed interviews
adherence to question - Is there and walkthroughs

implementation of
effective least-cost
purchasing practices

an effective least
cost practice while
considering the
following
constraints:

1. Reliability of
supply

2. Volatility of rates

3. Cash flow of PGW

2. Reviewed projections
and reporting used

3. Reviewed external
asset studies

4. Attended gas supply
committee meetings

5. Compared rates with
other PA utilities filling
in same calendar
quarter

Meets Requirements

V. Compare purchasing
practices and resource
planning with effective
industry practices for
possible practice
improvements

A. Compare with
good industry
standards for a not
for profit using a
conservative
approach with
least-cost
objectives
constrained by

1. Reliability of
supply

2. Volatility of rates

3. Liquidity

1. Performed interviews
and walkthroughs

2. Reviewed reporting
used

3. Reviewed external
experts used to aid in
the planning process.

4. Reviewed external
asset studies

5. Attend gas supply
committee meetings

6. Discussed with
industry experts

N/A
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Assessment/ Evaluation
Objectives
V1. Compare purchasing
practices and resource
planning with effective
industry practices for
possible practice
improvements

Sub-Objective

. Compare with

small universe of
similar utilities,
understand risk
differences and
compare to
broader field of for
profits and smaller
not for profits

Approach

1. Performed interviews
and walkthroughs of
the different aspects
of the 1307(f) filing
process with the Gas
Planning & Rates
department and the
Regulatory & External
affairs department.

2. Discussed with

management the
current restrictions to
operating in the best
interest of the rate
payer.

Meets
Requirements

N/A

VIl. Compare the agreed-
upon formulas for least-
cost purchasing
contained in the PUC
1307(f) filings with Utility
Industry Best Practices;

Compare with
more liberal
physical asset and
fix price future
purchase contract
models.

1. Assessed the risks
mitigated and created
by and the
opportunities lost and
evaluate

2. Reviewed and

discussed with
industry experts

N/A
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Detailed Observations
I. Compliance with Existing Regulatory Requirements for 1307(f) 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 requlrements 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 personnel from the
Gas Supply and Rates department, the Regulatory & External Affairs department, 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 recommendations.

Detailed Observation Results

1. Verification of Legal Filing Requirements: We obtained the proper legal filing requirements (Title -
52 Pa Code §53.45 §53.61-53.68§59.84§69.32 Title 66 Pa Code
§1102(3)§1307(f)§1307(e)§1318§2101) 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 forin
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 currently
known by one or two individuals. The current filings are put together based on the prior .
periods filing and the knowledge of the individuals invoived.

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 retained 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 rates or other 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 from the
OSBA in the GCR settlement agreement process.
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MANAGEMENT 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
governing the 1307(f) filing. |

2. Documentation provided in the filings is accurate: We selected two quarterly filings from 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 verifying the actual numbers 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 current financial reports. The
difference was that some of the numbers were estimates due to actual numbers not
being available at the time of the filing and that other values changed due to adjustments
made to the actual numbers in later periods. We then verified the numbers in the
following quarterly filings and found that they were corrected to match the current
financial reports supplied. Since the over/under calculation is self adjusting (meaning that
an error in the rate in one period is corrected in the next) and the size of the differences
found are less than 0.01% of the rate calculation we determined that these differences
were a minimal risk to the rate payers.

The 4™ quarter of 2007 the firm sales 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 error is extremely small in its effect on GCR and was corrected in later
quarter reconciliations making the parties whole.

In reviewing the last three years audits performed by the PaPUC two errors were
discovered. In 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
Restructuring/Consumer Education Costs were overstated by $55,772. These errors had
a less than 0.05 % effect on the GCR and were corrected in later period reconciliations
making the rate payer and PGW whole. Although we concluded that the errors 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 internal controls being in place.

B. Findings - Forecasted Data

1.

The verifying of forecast data is not an exact science since so much variation is caused
by weather (Demand) and natural gas market price volatility. In 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 current 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.

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 Insight prices at the time and agree this is a reasonable approach to
forecast natural gas prices.

Recommendations

1. Currently there are no formal policies, procedures or risk based controls over the
accuracy and completeness of the data in the filings. The individuals who currently
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prepare the filings understand what is needed and have theirown |nd|v|dual methods
for ensuring accuracy and completeness that have evolved over time. Managers
perform reviews of the filings that can detect large and unusual errors. IPGW should’
consider creating formal written policies and procedures to generate the filings along
with establishing formal controls to ensure the filings are free of major errors . These
policies, procedures and controls would also help ensure that there is repeatability of
the process in the event that key individuals involved in the process are no longer
available.

There is no formal policy to maintain the historical support documentation used for

2
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.
However we will begin the process of developing written procedures and policies
governing the 1307(f) filing | r

3. Proper GCR settlement agreement process documentation and pre-settlement feliow-up We
reviewed the GCR settlement agreement documentation including the-testimony, annual resource
plan, joint settlement proposal, and the approval of the joint settiement for the last two annual periods.

Findings

1.

The proper documentation was filed with the PaPUC throughout the 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 administration (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.

The documentation to support the GCR settlement agreement process is not filed in

“a central repository and is not readily available for review.

Recommendations 3

1.

To support future years' settlement efforts it would be useful to have the prior years
settlement documentation on file in central repository for review to aid in the
responses in the next year's filling.

To improve the internal control of the GCR settlement agreement process, PGW
should consider reviewing the prior year'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 preparation of the next year’s filing and written testimony to be proactive in
addressing the issues of the regulators, which will make the next year's process

‘smoother.

MANAGEMENT RESPONSE

PGW is currently reviewing a central repository for interrogatories and regulatory ﬁIlngs Dependent
upon the outcome of this review and an allocation of internal resources, PGW will determme a
method for moving these recommendations forward. |
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ll. Compliance with the Annual PaPUC GCR Settlement Agreement Requirements

Detailed Observation Results

Overview of Testing Procedures for this Assessment Evaluation Objective:

We reviewed the last two annual joint settlements approved by office of the trial 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 verify their existence.

Findings

1.

In the 2007 GCR settlement agreement there was a requirement for the company to prepare
a quarterly report on its hedging activities to be provided to any of the parties to the
settiement upon request. Although records have been maintained that would enable this
report to be produced it currently is not. In the 2008 settlement PGW is allowed to retain 25%
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 filing documentation. In 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 the 25% retained was no longer subtracted
from natural gas billed lines in the projection by examining the underlying data provided by
gas planning.

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 compliance. However it
should be noted that currently the information seems to get disseminated to the proper
people since the filings are materially correct.

Recommendations

1.

When changes are made to the methods for calculating the GCR rates the changes should
be clearly presented in the schedules filed to ensure to the regulators that PGW is complying
with the settlement agreement. A clear example of this is not having a separate line item for
the 25% retention of the capacity releases and off system sales in the forth quarter 2008
GCR rate filing.

The compliance process can be improved and the chance of errors 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.

MANAGEMENT RESPONSE

PGW does present data used for the calculation of the GCR to interested parties as required. In
addition, PGW has been audited by various external auditors including the PUC and to date has not been
found in violation pertaining to this finding and recommendation. Gas Management will evaluate
modifying the process to assure continued compliance. |
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Illl. Compliance with the agreed-upon formulas for least-cost purchasing
contained in the PUC 1307(1) filings ‘

Detailed Observation Results

Overview of Testing Procedures for this Assessment Evaluation Objective:

In order to comipare actual fixed price gas purchases, first of month (FOM) contract availability, and
physical hedge availability to the least cost portfolio requirements in the GCR settlement aqreements with
the PaPUC, we selected the 2006-2007 and 2007-2008 GCR settlement agreements and venﬁed the
following:

1. For the fixed price hedges we verified the actual fixed price hedge purchases to the prescribed
method in the settiement by verifying the amounts in the schedules maintained in the purchasing
department and by sample testing selected fixed price purchases in the schedules back to the
actual purchase confirmations. ‘

2. For the physical hedges for external storage we scheduled and verified the inventory balances,
injections, and withdrawals to the pipeline invoices for the periods. For the physical hedges in

" LNG storage we verified inventories, injections, and withdrawals to the monthly operatlons reports
supplied by the Gas Processing department. ‘

3. For the first of month call option contracts we scheduled and verified the amounts available on
the actual contacts 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 aware'of the situation
and had taken actions to prevent this from happening in the future. We tested additional
future periods and found that all the required GCR settlement agreement fixed price contracts
were in place verifying management’s assertion that the problem had been remedied. 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 was found that
the prior settlement for 2005 called for 30,000 Dth to be purchased’in May of 2006 for
delivery in November of 2006 and since the 2006 settlement wasn’t approved until June 22, .
2006 to be effective September 1, 2006 the error was in the settlement documentatlon not i |n
the purchasing function’s compliance with the settlement. :

2. Total maximum storage for April 2006- March 2007 storage season was 21,463,814 Dth and
total injections and withdraws from storage were 13,726,886 Dth and 12,586,072 Dth
respectively. For the April 2007 — March 2008 storage season the maximum storage was
20,572,054 Dth and total injections and withdraws from storage were 15,170, 620 Dth and
11,626,768 Dth respectively. The table below shows the physical hedging activities for the
period demonstrating the minimum hedging requirement 12,000,000 Dth per year was easily
met if all the values are considered.

Max Storage | 17, 389 807 | 4,074,007 21,463,814 16,931,739 | 3,640,315 | 20,572,054
Withdraw 11,526,350 | 1,059,722 12,586,072 11,165,340 461,428 11,626,768
Injections 11,980,937 | 1,801,949 13,726,886 12,931,739 | 2,238,881 15,170,620
Beginning 6,420,242 | 2,926,234 9,346,476 6,028,437 2,687,307 8,715.744
Balance

Ending 6,028,437 | 2,687,307 8,715,744 6,516,713 3,588,064 10,104,777
Balance
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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 % 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 37% 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
2007 and 26.4% 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 (f) 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 of the fiscal years were greater
than the minimum amounts required by the formulas in the settlements. For the FOM cali
option contracts and physical hedging requirements we found PGW to be in compliance for
both periods. We performed additional testing for fixed contract purchases testing the entire
period from November of 2005 — November of 2008 and found no additional exceptions.

Recommendations

1. Although there is a good internal reporting systemn around the fixed rate purchase contracts
with a monthly report furnished to the Gas Supply Committee (GSC). The current status of
the gas in external storage and LNG is also provided in reports to the GSC. Improvements in
the reporting and transparency of the GCR settlement agreement formulas can be made by
developing one comprehensive monthly report for the GSC that reflects the current 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.

MANAGEMENT RESPONSE

Gas Management will investigate the development of a comprehensive report as detailed above
to more clearly demonstrate compliance. |
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IV. Demonstrate adherence to implementation of effective least-cost purchasmg
practices

Detailed Observation Resuits

Overview of Testing Procedures for this Assessment Evaluation Objective: | ‘
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 ‘assessment. With no
formal written policies and procedures in place we conducted interviews and created walkthroughs of the
processes around least cost purchasing to learn what procedures and controls are in place and operating.
From these walkthroughs we learned that there are undocumented procedures in place whlch are
summarized below focusing on each component of the procurement strategy: ;
Procedure Findings

1. Progectmg gas requirements: The Gas Planning and Rates department develops the
projected requirements for the customers on the system using historical consumption
data along with projected increases and changes to the demographics of the customer
base on the system. The demand prolect|ons 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 projection of the cost: The Gas Planning and Rates department using dated supplied
by the Gas Supply Transportation & Control department 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
Control 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 department and performs an analysis on the design and expected

- requirements to build an asset portfolio with annual winter heating and summer refill
plans. The Gas Supply and Control department then contracts 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-cost portfolio plan usmg
the following assets:

a. Transportation contracts on two pipelines Texas Eastern and Transco that have
access points in multlple 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
situations.

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 releases 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 external 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 currently 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
currently 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 internal controls around
the least-cost gas purchasing process:

1. The overall responsibility for the governance of the least-cost 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.g. least cost purchase
standards) and the annual Gas Cost 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 External Affairs, 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. Information 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 coniract 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 current 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 departments to review current demand requirements, supplies and market
conditions.

4. If 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 verify 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 International
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study and companng 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 n'ewewmg the .
ICF intemnational 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
account 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. Reviewed the spreadsheets maintained by the Gas
Supply, Transportatlon and Control department for effectlveness accuracy and
consistency in tracking and reporting.

4. Attended multiple Gas Supply Committee meetings and reviewed the mlnutes 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 conditions of the
gas markets and to ensue that the proper approvals of strategies and actlons are
taking place.

5. Performed a comparative analysis of PGW's 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: In the analysis the quarters were
weighted equally in the calculations “)1

a.  PGW's average rate was 6
January 2009.

b. PGW's quarterly rate rank ranged from 2" in the most recent period of
January 2009 to 10" back in January 2007.

c. PGWs's average rate was 2% higher than the average rate for the overall
period as compared to the lowest rate being 11% lower and the highest rate
being 12% higher than the average rate for the overall period.

d. For the last three quarters PGW's quarterly rate has been lower than the
average quarterly rate by 5%, 3% and 2% respectively. :

e. Incomparing PGW's average rate for the overall penod to that of its closest
suburban competitor PECO Energy the PGW rate is 1% lower than PECO's
rate.

f. PGW had the lowest standard deviation from its mean of all of the ten utllltles
in the analysis, which translates to the lowest rate volatility in the
comparison.

for the overall period from August 2006 to

Recommendations

1. Although they informally exist, except for the Gas Supply Committee Charter, PGW does not
have documented policies, procedures and controls around the gas planning and supply
functions. PGW should consider formalizing and documenting its policies and procedures around
the gas planning and supply function.

2. Improve the current reporting quality by introducing sensitivity analysis for the underlying
constraints-and risks that are part of the decision making process providing a clear and open
understanding of the purchasing strategies and practices to the Gas Supply Committee.
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.. Portfolio 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 flash reporting
package to be distributed before the GSC monthly meeting containing the following information:

a. Current weather trends

b. Current Natural Gas Market trends

1. Supply, demand, and storage
2. Spot prices
3. Futures price short, long, and medium term

Current position on agreed upon formulas in the PaPUC GCR settlement agreement

Current positions for locked in and open volumes.

Cash requirements for the purchase of gas for the current and previous month

Summery plans for the up coming month, remainder of the current season, and next

season incorporating:

Projected demands

Design demands (winter season)

Asset utilization

Cash requirements

Storage positions

Risk and constraint analysis and commentary around the current 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. Atthe 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 constraints 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. If any directive or analysis was not completed as stated in the minutes of the
meeting, a note with the reason for not completing the action should be included with the minutes.

=0 o0
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MANAGEMENT RESPONSE

The above information and analyses are part of the daily and weekly discussions which occur in the Gas
Management area. Highlights of these discussions and actions taken are reported during the GSC
meeting. In the near term Gas Management will begin investigating a software package with reporting
capability that incorporates the various functions within the Gas Management area. |
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V. Compare purchasing practices and resource planning with effective industry
practices and Identify Opportunities for Inprovement

Detailed Observation Results

Overview for this Assessment Evaluation Objective:
Internal Audit compared PGW’s purchasing and resource planning to industry standards in order to
evaluate alignment with best practices.

Findings
NOT APPLICABLE

Recommendations

1.

Formalize and quantify the risk considerations in the forecasting process. Currently PGW runs
forecasted supply, demand, and costing models quarterly with pricing being updated quarterly
and the customer demands adjusted annually. Currently only three scenarios are utilized normal
conditions, design winter conditions, and design day conditions. The model is then run monthly,
for reliability of supply, capacity 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 natural gas price and demand based on changes in weather.
This will help PGW to better understand and quantify the effects these risks on the rate payers
when there are variations from a normal winter season and the current 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 understandlng of what risk the company
and the rate payers are exposed to and how they can adjust the portfolio to mitigate any
unacceptable risks.
To allow more flexibility in developing plans and analysis PGW should consider obtaining an
integrated computer system for the gas planning, supply, and transportation functions. Currently
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.
The current type of forecasting and planning tools PGW uses produce linear modeled forecasts
that yield deterministic projections. This results from PGW using a basic buildup method 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
objectives set by the GSC.
b. Consider in a single optimum view all of the factors driving demand and pncnng in both
the physical and financial gas markets.
¢. 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 acase to
restructure its portfolio approach.

4. Currently PGW has regulatory restrictions that do not allow the pursuit of a more dwersnﬁed least-

cost portfolio approach. PGW should investigate the benefits of introducing the following into its
portfolio based on their abilities to mitigate the risks identified by the GSC:
a. Contracts for greater than 12 months out for delivery
b. Specify risk mitigating products to be embedded into terms of physical supply and
services contracts
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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. Virtual storage contracts

f. Weather derivatives, futures and options

Note: Currently the financial products markets outside of the straight forward futures are in a state of flux
and some of the products may be limited in supply or unfavorably price until the markets can sort out the
risks to be absorbed when issuing these products. Therefore these should be investigated periodically to
see if they are advantageous at that point in time.

MANAGEMENT RESPONSE

We agree that the current 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 IV, Gas Management will investigate a software solution that will consolidate
the data as well as develop the ability to run various reports. |
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VI. Compare purchasing practices and resource planning with effective industry
practices for possible practice improvements

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) settiement agreement process
with other utilities governed by the PaPUC.

Findings

In comparing PGW GCR settlement agreement process with other utilities governed by the Pa PUC it's
what would be expected, in that it is very similar. In comparing PGW'’s GCR settlement agreement
process to other utilities in other regions we found the PGW process to be more definitive than others.

Recommendations

1. Currently 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 infine with these
trends.

%MANAGEMENT RESPONSE
No response
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VIl. Agreed-upon formulas for least-cost purchasing contained in the PUC 1307(f)
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(1-30 days)

5. Financial Tools

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 least flexible formulas seen but note that it only accounts for 14% 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 currently defined approach to
least gas purchasing to determine the risk and opportunity cost associated with the current
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 current 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 current 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. If 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 currently required to seek approval for all new gas supply contracts it enters into with the
PGC. This has the potential to limit PGW’s ability to take advantage of short term market
opportunities in the gas markets due to the time it takes to get approval from 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
current process.

4. PGW should consider hiring a gas pricing strategy and analysis firm 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 PaPUC to allow for the cost of this service as well as the recommended program of
modernizing its supply planning and procurement to be recovered in the Gas Cost Rates.
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MANAGEMENT RESPONSE .

Gas Management will investigate a comprehensive software solution that incorporates reporting
tools. In addition, Gas Management will evaluate various solutions for pricing strategy analysis to
further assist in the decision process. |
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Mr. Randy Gyory hush - Tax - Roviseny
Senior VP of Operations and Customer Affairs 2001 Market Street, Sute 3100
Philadelphia Gas Works P 5 56 4200
800 West Montgomery Avenue F 215.561.1088
Philadelphia, PA 19122 www.GrantThoraton.com

February 13, 2009

Dear Mr. Gyory,

Internal Audit (IA) has completed our internal audit of the processes and controls related
to PGW's compliance with PA One Call and the associated cost recovery procedures.

The objectives of our review were to evaluate PGW's 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 performed 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
carried out in accordance with Statements on Standards for Consulting Services of the
Institute of Internal Auditors.

We appreciate the cooperation received from all PGW personnel whom participated in
this project.

Sincerely,

G Daniel Mi

Partner, Philadelphia Advisory
Practice Leader

Business Advisory Services
Grant Thomnton LLP
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Audit Scope and Objectives !

At the request of the Audit Committee and management of Philadelphia Gas Works Internal
Audit performed an assessment of the processes and controls related to PGW’s compliance
with PA One Call and the associated cost recovery procedures. Our examinatxon .covered the
overall design effectiveness of certain key controls related to these processes as of October
2008. The objectives of our review were to evaluate PGW's compliance with Pennsylvama 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 mfrastrubture and to
determine how to best publicize Pennsylvania One Call to the citizens of Phlladelphla Our audlt
procedures were designed to understand the areas of risk with the greatest s:gnlﬁcance 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
identify operational improvement opportunities that may result in the reduction of expenses or
an increase in revenue. Specifically, our review included audit procedures relatlng to the
following areas: ; i

» Evaluate PGW compliance with One Call requirements ‘
\ ,
s Test PGW compliance with One Call Policies and Procedures — (Compliance testing
will focus on the handling of requests within the One Call system. The operations portion of the One
Call response has recently been audited and received a favorable evaluation by Schumaker &
Company and will not be the primary focus.)

¢ Evaluate PGW compliance with the PA One Call Procedures regarding violations
and the procedures to track and report violators to the City of Philadelphia.

e Test PGW compliance with the PA One Call Procedures regarding violations and
the procedures to track and report violators to the City of Philadelphia.

¢ Evaluate and test the PGW Third Party Reimbursement procedures for facillties
damage |

» Evaluate PGW’s communication of One Call to contractors and Citizens of
Philadelphia



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:

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 Call Policies and Procedures — (Compliance testing
focused on the handling of requests within the One Call system. The operations portion of the One
Call response has recently been audited and was not the primary 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 Call 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 Citizens of
Philadelphia

Reviewed and assessed the One Call Communication program and communication Best
Practices.



General Background

The Pennsylvania One Call System was established in 1972 as a non-profit Pennsylvanla
corporation created to protect the underground facilities of members through commumcatlon
with any person(s) planning to disturb the earth. The mission of One Call is prevent damage fo °
underground facilities and provide an efficient and effective communications networl; among
project owners,-designers, excavators, and facility owners. The company provides a toll free
telephone number for anyone to call when digging in order to request the location of
underground lines. The service is available 24 hours per day, every day of the year.
Information is obtained from the caller and disseminated to underground facility operators via
data transmission to their computers or fax machines and voice relayed to their personnel when
necessary. PA One Call also maintains a statewide communication program to inform and
educate designers, contractors and citizens of the One Call requirements. The communication
program encompasses both advertising of the One Call program and educational forums to
disseminate information on the “how-to’s” of One Call. |

PGW is on the Board of Directors and several committees of PA One Call and is an actlve
participant in the program. Administration of the PA One Call program within PGW is performed
by the Distribution Department under the supervision of the Manager Distribution Operatlons
with the One Call program itself being administered by the Supervisor — Leak Survey and
Dispatching.

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 program at an AGA
Roundtable Discussion. The Field Operations associated with the One Call program also
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 from a high of
139 hits in 2001 to 59 hits in 2008: a 57% reduction in line hits. PA One Call and the
Pennsylvania Department of Licenses and Inspections (L & I) only requires the reportlng of
violations if the violation involves damage of injury to a third party. PGW has rece tly
undertaken a program to exceed these minimum requirements and report all vnolatlons foL&I.

The table below shows the request, response and line hit statistics.

Calendar Year One Call One Call Response Line Hits™ | ' Line Hit
Requests* Responses* % | %

2008 44,251 35,859 81.0% 59 1 .159%

2007 45,956 38,245 83.2% 53 .115%

*One Call Website
**PGW records

Management believes that the 19% non-response rate reflected in the One Call Websita
statistics is primarily due to PGW requests which were, in fact, marked but not communlcated to
PA One Call. There is currently no metric to accurately measure the non-response rate.

The responsibility to collect reimbursement for the damages caused by line hits is shared Qy the
Risk Management and Legal departments. Initial 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 incurred in FYE 12/31/07 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.



Overall observations and conclusions ‘
Overall, the controls and procedures related to all the areas within the audit scope are adequate‘
to effectively protect PGW facilities and assets and to mitigate the risks inherent wrthln each
area.
e 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
implemented by the company has resulted in a very low number of line hits in j
comparison to the requests received. (59 line hits out of 44,251 requests as of 12/31/08).
o PGW is recognized by its peers in the industry as having a model Damage Prevention
Program.
e PGW is proactive in reporting violators to PA L & | and exceeds the mandated
requirements.
e The program to recover the costs incurred because of line hits appears to be effective in-
pursuing reimbursement for damages and taking legal action where approprtate
* The communication program followed by PGW meets the minimum requirements
established by One Call to publicize One Call to the contractors and cmzens 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 Call communication program. ‘
We identified a number of opportunities to enhance the design and effectiveness of internal
controls over the One Call and reimbursement for damages. These opportunities are
categorized into three primary areas, in order of significance, as follows:
» Standardize, enhance and ensure compliance with policies and procedures
Level | - Moderate Risk !
The opportunity exists to standardize and enhance policies and procedures r
surrounding the One Call administrative processes, which would clarify the response:
rate metric. t ‘

¢ Enhance certain accounting and related reporting activities
Level Il - Low Risk
The opportunity exists to enhance the accounting for open OARs and improve the
file management activities surrounding the administration of OARs.

= Enhance the One Call communication program.
Level Il - Low Risk
The opportunity exists to enhance the One Call communication program and reach a
broader spectrum of Philadelphia citizens.

Improvement Opportunities !

All of the identified control issues were presented to John Jolly, Stephen Groeber, Stephen
Lipski, Jane Lamb, Wade Collough, Joseph Golden, Bernard 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 | - Moderate Risk)

Observation

The opportunity exists to standardize and enhance certain policies and procedures surrounding
the administration of One Call requests, as well as perform periodic monitoring to ensure
ongoing compliance. Specifically, the following improvement opportunities have been identified:

» The process surrounding 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.

* Inour 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 Internal 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 Call website (www.PA1Call.org) indicated that FYE 12/31/07 45,956 One Call
Requests were received and 7,711 were not responded to resulting in a response rate of
83.2%. During the period from 1/01/08 through 12/31/08, 44,251 One 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 surrounding 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.

¢ Implement 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 Response” was used in reference to a
One Call ticket. 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 turn 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. In the sampling there were situations that were labeled No Response but éGW had in
fact been on location and performed the mark out / identification of the structures. |



Enhance certain accounting and related reporting activities

(Level Il - Low Risk)

Observation

The opportunity exists to enhance certain accounting, cash management and reporting
activities, specifically as it relates to balance write-offs and file management. Specifically, the
following improvement opportunities have been identified:

» 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
collection efforts have ceased. Additionally, collections for the years 2007 and 2008
indicate that there have been no current collections for events older than six years.

¢ 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 incurred
when PGW facilities are damaged.

Recommendation
We recommend that the accounting and file management procedures be enhanced and
strengthened. Specifically, we recommend the following:

s 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.

o Establish guidelines to determine the conditions under which an open OAR should be
removed from the Open OAR listing.

» 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:

In 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 all judgments as well as the
judgment process. Much of this reconciliation to date has involved ensuring that group
settlements (multiple hits from the same contractor) were applied to the proper OAR accounts.
In some cases, 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 Legal to ensure that PGW

recovers the maximum amounts available at the lowest costs to the customer. Cases are ‘

reviewed individually to determine the best approach, whether litigation is warrantedl and what

to do if a judgment is taken. In some instances, for example, suit would not be cost effective.

The criteria used in.this analysis is not formally documented because it is very factually specific.
1.

Regarding the proposal to put ali data 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 will explore 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. J
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Enhance One Call communication program

(Level Il - 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
current communication program meets the minimum One Call requirements however; 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 current 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 territory.

Additionally, PGW participates in One Call Contractor events. Distribution contributes to the PA
One Call Pipeline Safety Brochure. PGW's 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 educational campaigns, including
One Call, to reach more citizens in more effective ways.
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Appendix A - Internal Audit Reporting Criteria

In 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 the business risk significance is based on the overall control enwronment 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. Other findings 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 classﬁymg our
findings: |

Findings Key
Reporting Level

Level One

Identified finding occurs as a result of an internal control weakness due to either non-adherence |
to existing PGW policy and procedures, or a deficiency in the design or operating effectiveness
of the current internal control structure. The finding represents a weakness in intemnal 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, dlsruptlon of
business or violation of law. The internal control weakness may also have a higher perceived
likelihood of errors or irregularities which may not be promptly detected. The ﬁndlng should be
considered and addressed by management and the Board of Trustees.

Level Two

Identified finding either occurs as a result of non adherence to existing PGW policy and
procedures or is a recommended improvement of existing internal controls and/or policies and
procedures. The finding represents a weakness in internal control that has a lower gerceived
probability of adversely affecting the organization’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 internal control weakness has a lower perceived
likelihood of errors or irregularities which may not be promptly detected. The finding should be |
considered by management to enhance the overall internal control environment as rt deems
appropriate.

Business Risk ‘

We utilize three categories of business risk significance (High, Moderate and Low) in conveylng
our assessment of the potential consequences to PGW in terms of financial sngmﬁcance
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 corrective 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.

13



Mr. Thomas Kuczynski Audit - Tax » Advisory
Senior VP of Business Transformation 2001 Maret Seoet, Sute 100
Philadelphia Gas Works P 5581 4200
800 West Montgomery Avenue F 215.561.1086
Philadelphia, PA 19122 wwo.GrantThornton.com

February 13, 2009

Dear Mr. Kuczynski,

Internal Audit (IA) has completed our assessment of the implementation of the
Information Technology Infrastructure Library (ITIL) framework of best practice
standards for the PGW Information Services (IS) Department.

The objective of our review was to assess whether the PGW Information Services
Department have incorporated the principles of the ITIL 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 attached report,
as well as our detailed observations and recommendations.

This project was carried out in accordance with Statements on Standards for Consulting
Services of the Institute of Internal Auditors. Thus, this project did not include any
controls testing within any of IS’s functional areas, but rather was an assessment of the
ITIL implementation relative to the Capability Maturity Model (CMM) benchmark and the
desired state of ITIL implementation for the Information Services Department through a
combination of inquiry/interview, observation and data collection.

We appreciate the cooperation received from all PGW personnel whom participated in
this project.

Sincerely,

Partner, Philadelphia Advisory
Practice Leader

Business Advisory Services
Grant Thomnton LLP
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Executive Summary ‘

An assessment of the level of implementation of 16 pre-selected Information Technology Infrastructure
Library (ITIL) standards was initiated by the Internal Audit Department for Philadelphia Gas‘Works who
were interested in determining whether the PGW Information Services Department has built a full range
of ITIL-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 ITIL fram’ework is

progressing adequately through initial stages of the Capability Maturity Model (CMM). This report will now
provide an overview of the ITIL framework and CMM.
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Depiction of a successful
best practice implementatlon of
the ITIL framework
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What is ITIL?

As demonstrated in the illustration above, ITIL is essentially a public framework that descnoes best
practice in Information Technology (IT) service management and is designed for constant measurement
and improvement to drive service optimization within an organization. It is one of the most wndely
accepted approaches to Information Services (IS) Management in the world today and provides the ability
for an organization to act as an agent of change in order to identify opportunities for improvement. More

efficient and effective IS services and service delivery strategies are a result of those imprq&ements.
|

What is a Best Practice ITIL Implementation? |

ITIL best practice within the context of an ITIL implementation equates to the adoption of alﬁ elements of
the ITIL framework. Based on our experiences, most organizations do not attempt to implement the
entirety of the ITIL best practice standards as they may not be cost-effective or reasonable froma
resource perspective. Adoption of the core principles of ITIL provides an organization with the framework
necessary to facilitate business transformation. The core principles of ITIL are: J
Seamless Communication

IS Service Strategy and Design

Service Transition

Service Operation

Robust Documentation and Training

Constant Measurement

Continuous Process Improvement |

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 turn, allows more appointments to be
both scheduled and met; thereby improving production and efficiency, customer service and performance
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 Return on Investment
(ROI) possible. ITIL 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.



Benefits of Implementation of the ITIL Framework i

The primary focus of ITIL is the continual measurement and improvement of the quality of IS Services
delivered, from both a business and a customer perspective. Businesses that have successfully adopted
and deployed the techniques and processes within the ITIL framework have historically beneﬁted from
things such as:

Improved Service Availability, which may directly lead to Increased Revenue
Financial Savings from Reduce Re-Work, Lost Time, and improved Resource Management and
Usage ;

¢ Improved Decision-Making and Optimization of Risk i

* Increased User and Customer Satisfaction with IS Services !

What is the Capability Maturity Model?
The Capability Maturity Model (CMM) was used as the baseline to which the ITIL Best Practlce
Assessment (# 3 in the Assessments Performed section below) was measured against. CMIM isa
framework that describes the key elements of an effective process. It provides a foundatlon for process
improvement. The CMM describes an evolutionary improvement path from an ad hoc, lmmature process
to a mature, disciplined process. When followed, these key practices lmprove the ability of organlzatlons
to meet goals for cost, schedule, functionality, and product quality. The goal is to improve efﬁcuency,
return 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 ali walks of life benefit
from the maturity framework provided by CMM because it establishes a context in which:

\ ,
Practices can be repeated; if you don't repeat an activity there is no reason to i |mprove it.
There are policies, procedures, and practices that commit the organization to |mplementlng and
performing consistently

e Best practices can be rapidly transferred across groups. Practices are defined sufficiently whlch
allows for transfer across project boundaries, thus providing some standardization for the
organization

e Variations in performing best practices are reduced. Quantitative objectives are. establlshed for
tasks; and measures are established, taken, and maintained to form a baseline from which an
assessment is possible :

e Practices are continuously improved to enhance capability (optimizing) ;’

Assessments Performed |
To adequately assess the PGW implementation of the ITIL framework, Intemal Audit conducted three
unlque assessments:
(1) Communication Assessment - To measure the level of communication between the
Information Services Department and the Business.
(The results of the communication assessment are not a reflection of what is actually
being accomplished within the PGW Information Services Department, but rather a
reflection of how the business perceives the IS Department is currently operating.)

2. (2) PGW Internal ITIL Assessment Review - To review the ITIL assessment that Information
Services conducted and comment on the appropriateness of the 16 ITIL standards selected; and
to assess the desired state and timelines thereof, which were established by the IS Department
and ascertain if the goals have been met (for timelines in the past) or if the tlmellnes are
reasonable (for timelines in the future);

3. (3) ITIL Best Practice Assessment - To assess the PGW implementation of the ITIL framework
against best practices, using the Capability Maturity Model as the baseline and; to compare our
assessment results against the PGW Internal ITIL. Assessment results to determme the validity of
the PGW results.

Note: Each of these assessments has their own unique deliverables that provide the detalls that support
the conclusions made within this report.



Assessment Procedures and Results

(1) Communication Assessment Procedure:

1. Information Services selected 10 appropriate management-level business process owners to
disseminate a questionnaire to which inquired if the participant understood what services were
being delivered by the Information Services Department and how those services were being
delivered

2. Each participant answered each question with a number that corresponded to how strongly they
agree with the statement/question being posed. The available responses by participants were as
follows:

1 = Unsure

2 = Strongly Disagree

3 = Disagree

4 = Agree

5 = Strongly Agree

3. The completed questionnaires were collected and the results calculated to help determine the
level of communication between IS and the business as it stands in February 2009

Results:

The Radar Chart below depicts the Business Process Owners understanding of what is
being accomplished in the Information Services Department:

Average Process Scors - all participants, all questions

Ssivice Desk
Capacliy Management, Security Management

Avallabllity Manage ’ IncldentManagement

Fhanclamarl;agtmont } Problem Management

B Average

onfiguration Score

IT Satvice Continultp - .
Managemsnt

Managsment

a:':f;.l",::m eleass Managament
Change Management

The chart above illustrates that there is currently a lack of communication occurring between the
Information 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 IS Department.

One of the core principles of the ITIL best practice framework is open communication both within IS and
from the business to IS (and vice versa). Internal Audit has seen evidence of improved communication
occurring 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 from the implementation of the ITIL
framework.
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(2) PGW Internal ITIL Assessment Review Procedure: j
1. Internal Audit obtained a copy of the PGW IS ITIL Best Practice Assessment (from' May 2008)
and reviewed the 16 ITIL standards selected by IS for appropriateness.
2. Internal Audit reviewed the desired state of ITIL |mplementatlon and the assocrated timelines set

by Information Services for completion (if timelines were in the past) or reasonableness (if
timelines were set in the future). !

Results
1. Internal Audit has concluded that the 16 standards selected by PGW are appropnate in order to
facilitate an effective implementation of the ITIL framework of best practice standards.
2. Internal Audit has concluded that 58 goals were stated within the PGW IS ITIL Best Practice
Assessment and: |
Timelines set in the past (prior to 2/09):
e 32 goals were determined to have been fully met ;
9 goals were determined to have been partially met; additional evidence may support the
improvement of this assessment to a fully met conclusion
e 2 goals are unclear as to whether they have been completed.
Timelines set in the future (post 2/09):
s 3 goals were determined to have been met
e 2 goals were determined to have been partially met; additional evidence may support the
improvement of this assessment to a fully met conclusion
7 timelines were assessed as being reasonable in order to achieve the stated goal
3 goals remaining were assessed as having reasonable timelines as long as the work to
achieve that goal has already been started. If work has not begun, these goals will be
difficult to accomplish within the stated timeframe.

Internal Audit has concluded that the PGW Information Services Department has selected appropriate
ITIL standards to implement in order to achieve their desired state. The majority of the goa!s we reviewed
have either already been met or are in the process of being met. i

Internal 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. Thls will help
Information Services set reasonable goals that are easily measurable and therefore snmple‘ to report
progress on. ‘

We recommend that PGW consider documenting the plan to achieve the stated goals, as well as the
results of that plan. This will help upper management or any other interested parties understand

1. The goals set |

2. The plan to achieve those goals

3. The status and/or results of that plan



(3) ITIL Best Practice Assessment Procedure:

An assessment was conducted to review the current level of implementation of 16 specifically selected

ITIL standards against both the desired state set by the PGW IS Department and the ITIL 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 ITIL standards selected by PGW:

Identify Appropriate Key Process Owners

Conduct Interviews with Key Process Owners

Collect Evidence for Clarification Purposes

Develop Work Books for Documentation

Document Work Books with Learned Information

Produce Weighted Score Card

Perform Quality Assurance Review

Develop Final Report and Recommendations

Develop Roadmap to ITIL Best Practice that consist of recommendations to achieve an

ITIL best practice framework

e Compare the results of this assessment against the results of the internal PGW ITIL
Assessment results

Results

This assessment concluded that PGW is adequately implementing the ITIL framework at the current time.
Internal Audit concludes that the adoption of the ITIL standards should benefit Information Services in
helping them to reach their stated goals. We also have assessed current PGW IS 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 ITIL best practice standards. In our experiences, the
implementation of the ITIL framework is best accomplished through a phased approach — and the PGW
IS Department is on the right path towards compliance with initial stages of said approach. Internal Audit
recommends that PGW continue down this path.

During this assessment, Internal Audit identified four (4) common themes as opportunities for
improvement in order to assist Information Services in the continued and on-going adoption of the ITIL
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 IS 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
e Communication
o Internal Audit noted that PGW has made great strides in recent years improving lines of
communication from the business to IS (and vice versa), however we feel that the PGW
organization would benefit from increased levels of communication
= A prime example of this lack of communication was identified when most of the
business unit managers who we spoke with did not understand what services IS
had to offer, nor how those services are being delivered
¢ Key Performance Indicator Usage
o Internal Audit noted that five (5) IS process areas did not have Key Performance Indicator
(KPI) metrics established (Capacity, Change, Configuration, and Incident Management in
addition to Service Strategy and Design). We recommend that KP| are established for all
IS process areas in order to ensure that constant measurement of the performance of
each IS process area occurs. This will also help to align the IS Department with the
direction of the business, which we have determined to be a metric-centric environment
¢ Training
o Although Internal Audit has largely found the IS Staff to be trained, we recommend that
focused training on the procedures and policies of the IS Department would benefit
Information Services in helping to ensure that all IS Staff understand and follow the
approved methodologies in place at Philadelphia Gas Works.



Comparison of PGW Internal Review results against this ITIL Best Practice Assessment

Internal Audit determined that the results of the PGW ITIL Implementation Assessment performed in May
2008 were reasonably accurate. The Internal Audit ITIL implementation Assessment performed in
February 2009 mostly showed a more mature implementation of ITIL than the assessment |n May 2008
illustrated, which led us to the aforementioned conclusion.

The table below demonstrates the results of the February 2009 Internal Audit ITIL Best Practlce
Assessment (the purple bar) as compared against the results of the May 2008 PGW mtema] ITIL
Assessment (the blue bar):

Overall Assessment | oo
Service Level Management || - ditecuate.
Financial Management T oo,
Capacity Management | adequate. |
Service Continuity Management | ddegris: | |
Availability Managernent || oadeato. |
Configuration Management Adequato:
ChangeMariagement
ReleaseMarnageiment

IncidentManagement | . Adequato.
PioblemManagsment | i
Service Desk ‘ +Adequate:
Infrastructure Management . | Adequato.
ApplicationManagement  Adequate-
Security Management | Adoato.
Environmental Management * HotinScope-
Project Managemenit | adogte
Goveérndice' TiotinSeope.
Strategy te

Internal Audit Asséssment . Fab

Results
The results of the February 2009 Internal Audit ITIL Implementation Assessment determmed that:
e 13 out of the 16 ITIL standards had a more mature implementation of the ITIL standards as
compared to the May 2008 PGW internal ITIL Implementation Assessment results |
e 2 outof the remaining 3 ITIL standards (Configuration Management and Change Management)
were assessed in February 2009 to be slightly less mature than when originally assessed in May
2008
e Service Strategy and Design ITIL category was assessed in February 2009 to be Iess mature
than when originally assessed by the internal PGW ITIL Assessment in May 2008 :

This illustrates the reasonable accuracy of the PGW internal ITIL Implementation Assessment in May
2008. It also demonstrates how IS has continued down the path of the implementation of ITIL, reflected in
the increased maturity in 81% of the respective ITIL 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 referred 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 Internal Auditing Department serves PGW management and the Board of Directors of the
Philadelphia Facilities Management Corporation ( “PFMC” ) as an independent appraisal and evaluation
function. its primary purpose is to help PGW accomplish its strategic objectives by conducting audits
which are designed to add value, improve operations, and evaluate and improve:

o the effectiveness of risk management;
¢ controls; and
e Governance processes.

In 2006, Philadelphia Gas Works decided to adopt the ITIL (Information Technology Infrastructure
Library) best practice IS 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 IS Department.

Internal Audit sought an evaluation of PGW's choice and implementation of ITIL processes to determine if
the company is providing an appropriate framework for identifying, managing and enhancing all aspects
of IS operations, particularly in terms of service, infrastructure, and security, while improving risk
management, controls, and governance processes.

PGW Information Services Department Structure
There are currently 65 individuals that make up the PGW Information Services Department. The
Department is lead by Eloise Young, the Chief Information Officer and Vice President of Information

Services.

There are four main Information Services department heads that report directly to the CIO. They are:

» 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, currently

s Technical Strategy and Support — Joseph Szlanic - Director
o Primarily responsible for overseeing Application Development
o Have 12 full-time developers on staff, currently
o 6 to 8 contractors on staff, currently
= 2 Business Analysts
= Technical Writer
= 3 Database Analysts
= Business Technology Consultants
¢ Handle relationship management
s Gather requirements

e Technical Services — Frank Weigert - Director
o Oversees Release Management, Infrastructure and Service Desk Management



|
= Responsible for servers, switches, desktops, telephones (conﬁguratlon desktop
support) v
* Has 3 managers working for him:
e Manager of Enterprise Network Engineering ;
e Manager of Operations
¢ Manager of Telecom

* Information Controls and Compliance — Michael Heron - Director
o Oversees Disaster Recovery, Quality Assurance and Information Secunty Controls and
Compliance

¢ Information'Services also utilize five Business Transformation Consultants who act as liaisons
between the business and Information Services in order to help identify business need and
translate them into IS services which can be delivered in a cost-effective and efficient manner.

Assessment Scope 1
At the request of Management of Philadelphia Gas Works (PGW), an assessment was requested in order
to determine how PGW's Information Systems Department is utilizing the Information Technology
Infrastructure Library (ITIL) best practice framework to aid in the management of all aspects of IS
operations; specifically in terms of service, infrastructure, and security. |
\

For each of the 16 ITIL Standards (see below) implemented by PGW, Internal Audit was chartered to
perform the following tasks:

1. Assess applicable IS Department policies and procedures for alignment with ITIL Standards

2. Compare PGW's adopted ITIL standards to standard Best Practices ’

3. Assess the appropriateness of the PGW goals and target completion dates derlved from the
previously performed internal PGW ITIL Assessment as they apply to achieving a best practice
implementation of the ITIL framework

4. Provide recommendations to assist PGW develop a road map for reaching a best practlce
implementation of the ITIL framework

i
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Srvce Dk'Mngement IS Service Continuity Managment

Security Management ‘ Financial Management for IS
Incident Management : Availability Management
Problem Management Capacity Management
Configuration Management Application Management
Release Management Infrastructure Management
Change Management Project Management

Service Level Management Service Strategy and Design -

The following tasks were performed in order to aid in the assessment of PGW'’s implementation of [TIL
standards:

e Assess IS strategic objectives, assets deployed, availability and quality of resources and SMART
metrics, as well as comparison to ITIL 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 IS has built a full range of ITIL-compliant processes and tools
which are fully aligned to help PGW meet its strategic objectives;

Assessment Result: Internal Audit has determined that I.S. is well on the way towards
implementing a full range of ITIL. 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
ITIL. Details can be found throughout the remainder of this report to support this conclusion.

Determining whether IS can demonstrate a link between its investment and the
achievement of PGW goals;

Assessment Result: Internal Audit has determined that I.S. is able to demonstrate a link between
its investment and the achievement of PGW goals via costs associated with the project-based
initiatives that have been implemented (e.g. AIMS). Business need drove the requirements for the
projects that have been approved and therefore are the link spoken to above.

Demonstrating how PGW’s information technologies investment is or can be flexible and
responsive in the face of ever-increasing complexity, technology improvements, and
changing business needs;

Assessment Result: Internal 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 Information
Services to help PGW meet business need in this rapidly changing marketplace.

Determining whether IS employs Best Practices in documenting IS processes — as
required for Risk Management, Internal Controls and Governance;

Assessment Result: 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 IS policies and procedures within the PGW IS 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.

Demonstrating how IS identifies and undertakes “best practice” efforts that it chooses to
implement;

Assessment Result: Internal Audit has determined that the Information Services Department
conducts weekly management meetings where all IS 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 selected is tried and true. We recommend that PGW consider the recommendations put
forth in this report — and perform cost-benefit analyses wherever applicable to determine
feasibility of the recommendation for PGW — as a road map to help reach a best practice
Information Services model,

Determining how best to apply ITIL standards in making system change implementation
more effective in terms of financial resources and time and effort required;

Assessment Result: Internal Audit has determined that improved communication across the entire
organization is required to help Information Services achieve best practice ITIL standards.



Assessment Result Quantification Process

The weighted score cards were the vehicle Internal Audit used to quantify and illustrate the assessment
results for the review of the level of implementation of each respective ITIL standard selected by PGW.
Each ITIL standard had up to 16 probing questions designed by the British Office of Government
Commerce (OCG), the developers of the ITIL framework. Each of these questions was subjectlvely
assigned a “weight” by Internal Audit based on their importance to a successful |mpIementat|on of the
respective ITIL standard. Internal Audit conducted interviews with the owners of the processes supporting
each respective ITIL standard and collected or observed evidence, whenever necessary, to gaina

thorough understandmg to allow for a qualitative analysis of said ITIL standard.

Upon completion of each interview segment, an analysis was performed based on the information
received during the aforementioned interviews and were assessed a “score” for each ITIL standard

element that correlated to the current leve! of implementation for that particular question. T|

his

assessment relied upon the world renowned Capability Maturity Model (CMM) as the benchmark to

measure the ITIL standard elements against. Possible CMM scores for each ITIL standard
as follows:

e 0=Absence
o “There is absolutely no evidence of any activities supporting the process”
¢ 1 =lInitiation

element were:

1

o “There 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 real commitment
e 2= Awareness

I
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o “We are aware of the process but some activities are still incomplete or mcons:stent

there is no overall measuring or control”
= Process driven tool rather than defined separate from tool

e 3 =Control
o “The process is well defined, understood, and implemented”

= Positions are created, but roles and responsibilities are poorly deﬁped

{

» Tasks, responsibilities, and authorizations are well defined and commumcated

= Targets for quality are set and results are measured

=  Comprehensive management reports are produced and dlscussed

= Formal planning is done
e 4 =Integration

o ‘“Inputs from this process come from other well controlled processes; outputs from this

process go to other well controlled processes”
»  Significant improvements in quality have been achieved

= Regular, formal communication between department heads worklng with different
processes ? |
*  Quality and performance metrics transferred between processes

¢ 5= Optimization

o “This process drives quality improvements and new business opportunltles beyond the

process”
»  Direct links to IS and corporate policy
= Evidence of innovation
*  Quality management and continuous improvement activities embe
[ ]

dded

Performance measurements are indicative of “world class” best practlce



Once all questions for a particular ITIL standard were scored, Internal 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 implementation of the ITIL standard in question. The
possible overall scores are illustrated in the following table:

OVERALL ASSESSMENT RESULT DESCRIPTIONS

vera assessment of NEEDS IMPROVEMENT equates fo an IS Pos Area that is poorly
defined in the sense of:

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 Performance Indicator metrics are not established; Process is not measured to determine if it can be
improved

An overall assessment of ADEQUATE equates to an‘ IS Process Area that is operating effectively and
have adopted the core principles of ITIL in the sense of:

1. Maost, if not all, of the business and Information Senvices 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 drive the IS Senvices offered and delivered.

3. Key Performance Indicators have been established and are in use in order to measure the performance of
this process area against an established set of criteria designed to drive process improvement efforts.

o
An overall assessment of BEST PRACTICE equates to an IS Process Area that is up to world class

standards on every level, including:

1. Every business and IS process policy and procedure is documented, approved, signed, and reviewed
consistently to identify opportunities for improvement.

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 IS process areas is seamless and continuous,.

3. KPI's are used to continuously measure performance to drive process improvement.

4. A completely transparent process area operates in an efficient and effective manner to provide best practice
senvice offerings and best practice delivery of those senvices.

Internal Audit has concluded that the 16 standards selected by Information Services are
appropriate in order to facilitate an effective implementation of the ITIL framework. The overall
results of the February 2009 ITIL Implementation Assessment show that PGW falls with the
“Adequate” range at the current time for the level of implementation of the 16 pre-selected ITIL
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 IS process areas that were assessed to be very close to reaching best
practice levels, which illustrates the success of the ITIL implementation to date for the PGW Information
Services Department. Having said that, the core principles of ITIL are continuous measurement and
process improvement for IS services and service delivery methods; therefore the implementation of ITIL is
an ongoing process. Internal Audit recommends that Information Services continue down the path of
implementing the ITIL best practice framework of standards.
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The iIIustrz::tion below provides an example of a weighted score card (for the Project Manaéement ITIL
category) in o!'der to provide an example of how the scores were recorded during this assessmentand
used to quantify assessment results for the overall implementation of the ITIL standards in question. = |
ITIL ASSESSMENT WEIGHTED SCORE CARD (As of December 2008)
IS PROJECT MANAGEMENT

S

: D EOF
Does a project portfolio and project pmvlslqnerQ process exist?
{

! |
Is a project review and oversight function in place to monitor «1
projects? . ; |

Does the organization perform pre-implementation and post- !
implementation reviews to ensure that pro]ects: are executed
against requirements and that they are in keep!yng with the

organization's financial goals? | )

Is there a project management methodology an;d process?

'

Note: The following pages in the report document the assessment results and

strengths identified for each of the 16 ITIL standards that PGW selected to
implement.



Note: Our recommendations are designed to bridge the gap between what PGW is currently doing and
what is required to achieve best practice, world class standards. We are not recommending that PGW
institute all of these recommendations, as it may not be valuable, cost-effective, or feasible. We do
recommend that PGW perform cost-benefit analyses where applicable in order to decide whether
adoption of each individual recommendation is feasible for this organization. We have included a section
for management response after each of our recommendations to provide PGW with an opportunity to
explain what they are doing in lieu of the stated suggestion or whether/why they agree/disagree with the
recommendation in question.

1.

Application Management
Assessment Result = ADEQUATE

Strengths
¢ Internal Audit noted the quality of the User Provisioning/De-Provisioning processes,
although undocumented
e Internal Audit noted the quality of the Quality Assurance processes, although
undocumented
e Internal Audit noted the quality of the Project Development Methodology, however it has
not been updated since November 2001

Opportunities for Improvement

¢ Al Application Management-related policies and procedures should be documented

* IS 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

» IS should consider focused training of the policies and procedures within the Application
Management ITIL domain to the PGW IS Staff that is charged with supporting the
aforementioned ITIL standard

¢ IS 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: IS has engaged a Technical Writer to assist with documenting
policies and procedures, as well as updating the Project Development Methodology.

Availability Management

Assessment Result = ADEQUATE

Strengths
o Internal Audit noted SMART (Simple, Measureable, Achievable, Realistic, Time
Bound) KPI have been established and documented
¢ Internal Audit noted that the IS Department focuses on high service availability as
one of most important success factors
¢ Internal Audit noted the strength of the IS Staff in this area in regards to their level of
technical expertise

Opportunities for Improvement
¢ All Availability Management-related policies and procedures should be documented
¢ IS 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



IS should consider focused training of the policies and procedures within the Availability
Management ITIL domain to the PGW IS Staff that is charged with supportlng the
aforementioned ITIL standard

PGW Director of Technical Services for IS stated during our interview that he would like
to see a single dashboard that would detail the availability metrics and results for all
disparate critical systems and Internal Audit concurs

When systems are designed or selected in the future, IS should consider performing 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 Intranet to ensure that all PGW
personnel are aware of any IS system downtime prior to it occurring %

IS should consider performmg an ongoing trend analysis concerning availability
requirements and issues in order to have the most accurate data available to help
facilitate more informed decision-making

IS should consider documenting meeting minutes for important daily, weekhy, and |
monthly status meetings - and for any meetings that take place between process owners

\
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Management Response: The department is putting a plan in place to implement Availability -
Management reporting capabilities and publish availability statistics on the Intranet,

Capacity Management

Assessment Result = ADEQUATE

Strengths

e Intemal Audit noted that Capacity Management requirements are known well in
advance - due to regular meetings and discussions about new semces and changing
requirements; albeit informal meetings and discussions

e Internal Audit noted that an automated process in place for monitoring capaclty load
for the IS 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 | |n order to
ensure a timely solution to the problem at hand.

» Internal Audit noted the strength of the IS Staff in this area in regards to their level of

technical expertise 1
i

Opportunities for Improvement

All Capacity Management-related policies and procedures should be documented
IS 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
IS should consider focused training of the policies and procedures within the Capacity
Management ITIL domain to the PGW IS Staff that is charged with supportlng the
aforementioned ITIL standard
IS should design metrics (Key Performance Indicators) to measure the success of the
capacity management process within the Information Services Department
IS 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 current time with the current tool set
IS should document a Capacity Plan, which should include the following elements ata
minimum;

o The documented capacity limits required by each critical system dunng peak and

non-peak periods !



o The documented capacity threshold limits for automated communication to IS
Staff
o The documented schedule of service loads for each IS system in use
e ITIL best practice standards recommend the development of a Capacity Database in
order to aid in the analysis and investigations inherent within the Capacity Management
process

Management Response: IS will document all the inputs, sub-process and outputs; and
manage capacity based on established baselines and standards

Change Management
Assessment Result = ADEQUATE

Strengths
e Internal Audit noted that IS has established a Change Advisory Board (CAB)
¢ Internal Audit noted that IS 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 Improvement

» All Change Management-related policies and procedures should be documented

o IS 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

» IS should consider focused training of the policies and procedures within the Change
Management ITIL domain to the PGW IS Staff that is charged with supporting the
aforementioned ITIL standard

o IS should consider performing an analysis of the use of the Remedy software application
(the application that is currently in use at PGW) in support of the Change Management
process

» IS should consider documenting a Scheduie of Impending Changes and publishing it to
the Intranet, as well as communicate it to the IS Staff and end-user public via email

s  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

o Key Performance Indicator metrics should be established in order to measure the
success of the Change Management process.

Management Response: IS agrees with these observations and will implement the
recommendations listed here.

Configuration Management
Assessment Result = ADEQUATE

Strengths
s Relevant IS hardware, software, and electronic components are labeled appropriately

e Internal Audit noted the strength of the IS Staff in this area in regards to their level of
technical expertise.

Opportunities for Improvement
o All Configuration Management-related policies and procedures should be documented



t

¢ IS 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 aforementloned
policies and procedures

o IS should consider focused training of the policies-and procedures within the
Configuration Management ITIL domain to the PGW IS Staff that is charged with
supporting the aforementioned [TIL standard

o IS should consider performing a cost-benefit analysis in order to determlne the feasibility
of developing a Configuration Management Database (CMDB) %

* Inlieu of developing a Configuration Management Database, Internal Audn recommends
that IS consider implementing automated, preventative controls in order to ensure that
configuration parameters cannot be changed from the approved, documented
configuration settings

¢ IS should establish key performance indicators for the Configuration Management
process and document within the aforementioned policy and procedures; as well as
possibly on the company Intranet

‘Management Response: IS will design and implement a CMDB and put proce%sses
In place to sustain the Configuration Management function with minimal labor resources.

Financial Management for Information Services

Assessment Result = ADEQUATE |
Strengths 1
s Internal Audit noted IS compares actual costs with budgeted costs on a regular basis

Opportunities for Improvement

s Documentation of all Financial Management-related policies and procedures

e IS 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 aforementloned
policies and procedures

o IS should consider focused training of the policies and procedures within the Financial
Management ITIL domain to the PGW IS Staff that is charged with supporl;lng the
aforementioned ITIL. standard

« Internal Audit recommends that IS consider tracking the costs of each IS service offered
separately in order to provide transparency into the costs of running the IS environment

e Internal Audit recommends that IS consider establlshlng a requirement to perform an
annual review of the IS Department budget process in order to ensure that the most
efficient and effective process is being utilized by the organization

¢ Internal Audit recommends that IS formally document Key Performance Indicator metrics
within the previously recommended documentation of IS Financial Management policy
and procedures, as well as posted to the PGW Intranet in order to ensure that everyone
understands the KPI that the IS Finance Process is measuring it's performance against

¢ Internal Audit recommends that IS consider establishing an annual requwement to
perform a review to check on the viability of outsourcing each aspect of the IS
environment against current known costs

Management Response: IS will develop a chargeback methodology based on actual service
and product allocations. We will implement a formal annual review of the budget process.

Incident Management

Assessment Result = ADEQUATE



Strengths

¢ Internal Audit noted quality information is gathered about incidents during the
reporting process, including classification codes

» Internal Audit noted that IS 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 Improvement

Documentation of all Incident Management-related policies and procedures

IS 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.

IS should consider focused training of the policies and procedures within the Incident
Management ITIL domain to the PGW IS Staff that is charged with supporting the
aforementioned ITIL standard.

IS 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.

IS should establish key performance indicators within the Incident Management process
and document/approve those KPI to the PGW Intranet.

IS should design separate policy and procedures for each Incident Management and
Problem Management process and communicate/train to appropriate IS Staff to ensure
that they are aware of the differences.

IS should identify, document and communicate the high-risk end-users to the Incident
Management response teams in order to ensure that the most at-risk individuals within
the company have their incidents expedited.

Management Response: IS will formalize and document our Incident Management process,
including communications, to assure awareness of and response(s) to incidents are consistent
with severity.

Infrastructure Management

Assessment Result = ADEQUATE

Strengths

s Internal Audit noted that when outsourcing is used, management of the infrastructure
is measured and evaluated by the availability of each respective system.

¢ Internal Audit noted that availability and patch levels are used to measure the
success of the Infrastructure Management process

e Internal Audit noted the strength of the IS Staff in this area in regards to their level of
technical expertise

Opportunities for Improvement

All Infrastructure Management-related policies and procedures should be documented
IS 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

IS should consider focused training of the policies and procedures within the
Infrastructure Management ITIL domain to the PGW IS Staff that is charged with
supporting the aforementioned ITIL standard

Internal Audit recommends that IS develops formal policies and procedures for the
outsourcing process



¢ Internal Audit recommends that IS creates formal documentation of avallablhty and patch
level metrics (KPI — Key Performance Indicators) within the 1S lnfrastructure Management
process that are used to measure the success of said process

* Internal Audit recommends that IS integrates their several "island” solutlons that they use
to store the configurations of key infrastructure components into a single, centrallzed ‘
database

¢ Internal Audit recommends that IS considers attending seminars, weblnars and other
training sessions in addition to attending user group conferences for vanous
technological solutions which they employ

Management Response: IS will develop a plan for implementing these recommendatlons
sustain the effort and monitor compliance with the processes. .

9. Problem Management

Assessment Result = Adequate |

|

Strengths J

¢ Internal Audit noted that IS has a method for classification of problems during the
reporting phase within the Remedy software application that allows for.quicker
routing of problems to specifically assigned individuals (i.e. “Specialists”)

* Internal Audit noted that, although undocumented, the target momtonng approach
being taken in conjunction with the Disaster Recovery assignment of criticality grades
for IS Infrastructure components ensures that information will be shared between
process areas in order to help improve service offerings and delivery to the customer

« Internal 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 Improvement

» All Problem Management-related policies and procedures should be documented

¢ IS 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 aforqmentloned
policies and procedures.

* IS should consider focused training of the policies and procedures within the Problem
Management ITIL domain to the PGW IS Staff that is charged with supportlng the
aforementioned ITIL standard.

e IS should consider the cost-benefit of implementing a system that will aIIow for full trend
analysis.

Management Response: IS will formalize and document Problem Management related
policies and procedures.

10. Project Management
Assessment Result = ADEQUATE

Strengths :
¢ Internal Audit noted that the Project Development Lifecycle was documented
adequately in the foliowing sense:
o ltincludes a breakdown of all phases of the PGW Pro;ect Development
process, including: Phase I - Initiate, Phase Il - Analyze, Phase Il - Design,



11.

12.

Phase IV - Build, Phase V - Quality Assurance/Test, Phase VI - Implement,
Phase VIl - 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 performance of user satisfaction surveys after projects
have been deployed is required

Opportunities for improvement

o All Project Management-related policies and procedures should be documented

* IS 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

* IS should consider focused training of the policies and procedures within the Project
Management ITIL domain to the PGW IS Staff that is charged with supporting the
aforementioned ITIL standard

Management Response: The department is working with the Office of Business
Transformation to develop a standard toolkit and to formalize, document and socialize Project
Management related policies and procedures

Release Management

Assessment Result = ADEQUATE

Strengths
» Internal Audit noted that IS requires the development and documentation of test and
back-out plans for each approved release, which is a step in the right direction for
offering quality release management services to the organization
¢ Internal Audit determined that IS adequately separates the technical environments
where change requests are developed from the live production environment in order
to ensure that the integrity of data is maintained

Opportunities for Improvement

¢ All Release Management-related policies and procedures should be documented

» IS 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

e IS should consider focused training of the policies and procedures within the Release
Management ITIL domain to the PGW IS Staff that is charged with supporting the
aforementioned ITIL standard

e S should consider the cost-benefit of the development of a dynamic Change
Management database tool which 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: IS plans to build on existing Change Management process to
include monthly, quarterly or semi-annual packaged releases.

Security Management

Assessment Result = ADEQUATE



Strengths

Opportunities for Improvement |
- Documentation of all Security Management-related policies and procedures

e Internal Audit noted that IS has implemented quality controls to protect‘ against
security threats, such as solid physical barriers to prevent unauthonzed access to
critical IS equipment
* Internal Audit noted that the procedure for handling security breaches IS documented
adequately
s Internal Audit noted the strength of the IS Staff in this area in regards to their level of
technical expertise

!
I
|

IS should communicate the details of the policies and/or procedures and the location of
the approved documents to all PGW staff requnred to comply with the aforementloned
policies and procedures

IS should consider focused training of the policies and procedures within the Security
Management ITIL domain to the PGW IS Staff that is charged with supportlng the
aforementioned ITIL standard

IS should consider formally documenting a process for reviewing contracts/agreements
with external security providers, which should detail the job titles of responsible
individuals in addition to the steps they take to perform said process -i

IS should consider performing an analysis to identify the financial value of the information
being protected by the organization

IS should consider documenting the requirement for balancing the cost of provudmg
security against the value of the information being protected

IS should consider formally documenting a process for, and requirements of, performing
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 how/when/why a SAS70 Report should be

obtained from a vendor

Management Response: The department is documenting and publishing Secdrity
Management related policies and procedures using Policy Center, including- perlodlc vendor

reviews.

13. Service Continuity Management for Information Services \

Assessment Result = ADEQUATE

:

Strengths

* IS has adopted a robust and quality set of Disaster Recovery, Business Continuity .
Planning, and Business Impact Analysis procedures, most of which are documented

» . IS maintains solid off-site storage procedures for critical data, which is an integral
part of compliance with this ITIL standard

* Internal Audit noted the strength of the IS Staff in this area

Opportunities for Improvement

All-Service Continuity Management-related policies and procedures should be
documented

IS 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



IS should consider focused training of the policies and procedures within the Service
Continuity Management ITIL domain to the PGW IS Staff that is charged with supporting
the aforementioned ITIL standard

IS should document the process that was undertaken to assign the different risk levels
(e.g. Tiers) to the IS 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

» Internal Audit noted that the majority PGW employees interviewed feel as though the
Service Desk is a good investment

¢ Internal Audit noted that the majority of PGW personnel interviewed recognize the
Service Desk as the known contact point for any 1S-related problems.

o Internal Audit noted that the IS Service Desk staff is required to receive certification
to prove that they have been trained adequately to perform on the Help Desk

e Internal Audit noted that IS considers the Service Desk to be a highly demanding
role; proof of which is the certification process.

¢ Information Services documents calls from the Service Desk through the Remedy
software application and utilizes a user satisfaction survey after the closure of a
Service Desk Ticket, which is automatically sent to the Initiator after a Service Desk
ticket is closed.

e IS 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 Improvement

All Service Desk Management-related policies and procedures should be documented
IS 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

IS should consider focused training of the policies and procedures within the Service
Desk Management ITIL domain to the PGW IS Staff that is charged with supporting the
aforementioned ITIL standard

Internal Audit recommends that IS 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

IS should conduct a review of the Service Desk Management ITIL 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

e Internal Audit noted that all agreements with IS external providers are documented
and reflected within Service Level Agreements (SLA's) and that all SLA's have been
accepted, approved, and signed by customers/business representatives.

» Internal Audit noted that IS has a Service Catalog that lists the services offered by IS
and that PGW utilizes Business Transformation Consultant (BTC's) who facilitate
communication between the business and the Information Services Department.

s Internal Audit noted that the BTC's document business requirements and provide

them to IS in order to ensure that needs are being met

Opportunities for Improvement

All Service Level Management-related policies and procedures should be documented
IS 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 aforementloned
policies and procedures

IS should consider focused training of the policies and procedures within the Service
Level Management ITIL domain to the PGW IS Staff that is charged with suppomng the
aforementioned ITIL standard

IS should consider developing an annual process to review the activities assocrated with
the Service Level Management process in order to ensure that the most eff' cient and
cost-effective approach is taken to support said processes

IS should consider maintaining a central storage location for both internal and external
SLA's, which should be documented within the associated policies and procedures for
this ITIL domain

i

Management Response: IS will implement these recommendations.

16. Service Strategy and Design

Assessment Result = ADEQUATE i

Strengths

* Internal Audit noted that IS has designed a servnce catalog and has plans to release
it in the near future !

Opportunities for Improvement |

All Service Strategy and Design-related policies and procedures should ber documented
IS 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 aforemennoned

policies and procedures

IS should consider focused training of the policies and procedures within the Service
Strategy and Design ITIL domain to the PGW IS Staff that is charged with supportlng the
aforementioned ITIL standard

1S should consider mcludmg information pertaining to both "chartered”. and operatlonal"
services within their service catalog in order to provide a complete plcture of the service
life cycle within said documentation

IS should mandate the performance and documentation of an annual review of the IS
processes for Service Strategy and Design in order to see if any modifications and/or
improvements may be made

Management Response: [S 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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1601 Market Street
Philadefphia, PA 19103-2499

Independent Auditors’ Report

The Controller of the City of Philadelphia and
Chairman and Members of the
Philadelphia Facilities Management Corporation
Philadelphia, Pennsylvania:

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Philadelphia Gas Works as of August 31, 2008 and 2007, and the changes in its
financial position and its cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.

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

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary information included on pages 55 to 58 is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audits of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

KPMG LLP, & U.S. imited fabiity petnership, is the U.S.

membsr fim of KPMG B Swiss ve.
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As discussed in note 1(n), the Company adopted the provisions of Governmental Adcounting Standards
Board Statement (GASB) No. 45, Accounting and Financial Reporting by Employers ji’or Postemployment
Benefits Other Than Pensions, and GASB Statement No. 50, Pension Disclosures, as of September 1,
2006. ;

KPMe P

December 29, 2008




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

Required Supplementary Information (Unaudited)
Management’s Discussion and Analysis
August 31, 2008 and 2007

The narrative overview and analysis of the financial statements of Philadelphia Gas Works (the Company or
PGW) for the years ended August 31, 2008 and 2007 have been prepared by PGW’s management. The
information presented here is unaudited and should be read in conjunction with additional information contained
in PGW’s financial statements.

Financial Highlights

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

PGW achieved a collection rate of 95.5% in the current period, 95.8% in FY 2007 and 96.6% in FY 2006.
The collection rate of 95.5% is calculated by dividing the total gas receipts collected in FY 2008 by the
total gas billings that were applied to PGW customers’ accounts from September 1 through August 31. The
same methodology was utilized in FY 2007 and FY 2006, respectively.

The Company adopted the provisions of Governmental Accounting Standards Board (GASB) Statement
No. 45 (GASB 45), Accounting and Financial Reporting by Employers for Postemployment Benefits Other
Than Pensions, as of September 1, 2006 and had a zero net Other Postemployment Benefits (OPEB)
obligation at transition. PGW adopted the provisions of GASB45 a year earlier than required by
GASB because the Company is a component unit of the City of Philadelphia (the City) for financial
reporting purposes and the Company’s FY 2007 financial statements will be consolidated into the City’s
financial statements for the fiscal year ended June 30, 2008. The difference between the FY 2008 Annual
Required Contribution (ARC) of $44.1 million and the expenses paid by the Company of $18.3 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 1, 2008; however, the
Company has chosen to implement the provisions of GASB49 a year earlier than required by
GASB because the Company is a component unit of the City for financial reporting purposes and the
Company’s FY 2008 financial statements will be consolidated into the City’s financial statements for the
fiscal year ended June 30, 2009. This statement establishes a framework for the recognition and
measurement of pollution remediation liabilities. A pollution remediation obligation addresses the current
or potential detrimental effects of existing pollution by participation in pollution remediation activities.

3 (Continued)



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

Required Supplementary Information (Unaudited)
Management’s Discussion and Analysis
August 31, 2008 and 2007

Prior to the nnplementatlon of GASB 49, the Company recognized liabilities related to its voluntary
participation in remediation activities under Pennsylvania Act2, Land Recycling and Environmental
Remediation Standards Act of 1995, which established the land recycling program, and its mandatory
participation in activities under Pennsylvania Act 32, Storage Tank and Spill Preventzon Act of 1989,
which established a comprehensive program to prevent leaks and spills from underground and above
ground tanks in accordance with existing U.S. generally accepted accounting prmc1ples (U.S. GAAP)

related to the accrual of liabilities. t

The Company revised its methodology for estlmatmg its pollution remediation obhgandns to conform with
GASB 49 in the current year, which resulted in an additional $8.3 million liability whlch is reflected in
other liabilities and deferred credits at August 31, 2008. GASB 49 requires pollution rememanon liabilities
to be measured at the beginning of the first period presented in the financial statements. The Company has
not restated prior perlods and instead recognized the effect of GASB 49 1mp1ementat10n in the current year,
because the increase in the liability related to the implementation of GASB 49 is not materlal

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

Overview of the Financial Statements

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

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

The notes to financial statements provide additional information that is essential to a full understandmg of the
data presented in PGW’s financial statements. The notes can be found immediately followmg the basic financial
statements.

i
'

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

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

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

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

4 (Continued)



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

Required Supplementary Information (Unaudited)
Management’s Discussion and Analysis
August 31, 2008 and 2007

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

Condensed Statements of Revenues and Expenses

(Thousands of dollars)
Years ended August 31
2008 2007 2006
Total gas revenues $ 831,428 840,105 929,961
Other revenues 18,199 19,246 24,007
Total operating revenues 849,627 859,351 953,968
Total operating expenses 794,246 819,748 880,040
Operating income 55,381 39,603 73,928
Interest and other income 15,732 13,073 8,518
Total interest expense (68,006) (68,780) (65,687)
Excess (deficiency) of
revenues over (under)
expenses $ 3,107 (16,104) 16,759

Operating Revenues

Operating revenues in FY 2008 were $849.6 million, a decrease of $9.8 million or 1.1% from the FY 2007 level.
The decrease in FY 2008 was due to a milder winter. Operating revenues in FY 2007 were $859.4 million, a
decrease of $94.6 million or 9.9% from the FY 2006 level. The decrease in FY 2007 was principally due to lower
fuel costs which are a component of operating revenues through the gas cost rate (GCR). Please see the
discussion of the cost of fuel in the Operating Expenses section below.

Total sales volumes, including gas transportation deliveries, in FY 2008 increased by 2.5 Bef to 66.3 Bef or 3.9%
from FY 2007 sales volumes of 63.8 Bef. In FY 2007 total sales volumes increased by 4.4 Bcf to 63.8 Bef or
7.4% from FY 2006 sales volumes of 59.4 Bcf. Firm gas sales of 45.5 Bef were 2.4 Bef or 5.0% lower than
FY 2007 firm gas sales of 47.9 Bcf were 1.7 Bef or 3.7% higher than FY 2007. Interruptible customer sales
decreased by 0.9 Bcf compared to FY 2007 and increased by 0.3 Bef compared to FY 2006. Gas transportation
sales in FY 2008 increased by 5.9 Bcf to 19.0 Bef from the 13.1 Bef level experienced in FY 2007. In FY 2007,
the volume increased by 2.4 Bef to 13.1 Bef from the 10.7 Bef level experienced in FY 2006.

The number of customers served by PGW at the end of FY 2008 decreased by 0.2% from the previous year to
approximately 505,000 customers. The number of customers served by PGW at the end of FY 2007 and FY 2006
were approximately 506,000 and 486,000, respectively. Commercial accounts were approximately 25,000,
reflecting no change from the previous two fiscal years. Industrial accounts decreased by 11.1% from the prior
year’s level to 800. Industrial accounts were 900 and 1,000 customers in FY 2007 and FY 2006, respectively.

5 (Continued)



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

Required Supplementary Information (Unaudited)
Management’s Discussion and Analysis ; ,
August 31, 2008 and 2007

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

Operating Expenses

Total operating and maintenance expenses, including fuel costs, in FY 2008 were $794.2 million, a decrease of
$25.5 million or 3.1% from FY 2007. Total expenses decreased by $60.3 million or 6. 9% from FY 2007
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 substantlally higher
natural gas prices from FY 2006.

Cost of Fuel — The cost of natural gas utilized decreased by $27.3 million or 5.1% to $512.0 million in FY 2008
compared with $539.3 million in FY 2007. The average commodity price per Thousand cubic feet (Mcf)
increased by $0.25 or $13.5 million, while the volume of gas utilized decreased by 4.6 Bcf, 7.9% or
$37.6 million. In addition, pipeline supplier refunds in FY 2008 increased by $100m11hon while demand
charges increased by $6.8 million, compared to FY 2007.

The cost of natural gas utilized decreased by $85.8 million or 13.7% 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
$117.2 million, while the volume of gas utilized increased by 3.0 Bcf, 5.4% or $30.6 million, in FY 2007 despite
a 1.2% decrease in degree days from FY 2006. In addition, pipeline supplier refunds in FY 2007 decreased by
$0.2 million while demand charges increased by $0.7 million, compared to FY 2006. ,

Variations in the cost of purchased gas are passed through to customers under the GCR prov1sxon of PGW'’s rate
schedules. Over-recoveries or under-recoveries of purchased gas costs are subtracted from or added to gas
revenues and are included in current assets or current liabilities, thereby eliminating the effect that recovery of
gas costs would othervvlse have on net income.

The average natural gas commodity prices for utlhzed gas for FY 2008, FY 2007, and FY 2006 were $8 48,
$8.23, and $10.25 per Mcf, respectively. :

Other Operating Expenses — Expenditures for street operations, infrastructure 1mprovements and : plant
operations in FY 2008 were $68.9 million, down from the FY 2007 total of $69.5 million as a result of lower
labor costs and up from the FY 2006 total of $66.1 m1111on as a result of an increase in the value of gas used from
the time customers request shutoff to the occupancy of the premise by a subsequent customer. This cost was
partially reduced by lower operating expenses due to warmer weather conditions. In addxtton, the cost for
customer services, collection and account management, marketing, and the administrative area increased by
$4.9 million or 5.7% in FY 2008 primarily due to costs related to the business transformation initiative and a
decrease in the gas used by the ut1hty This category decreased by $4.1 million or 4.5% in FY 2007, which was
offset somewhat by higher premiums for active and retired employee health insurance coverage Pensxon costs
decreased by $1.0 million and $2.3 million in FY 2008 and FY 2007, respectively, based on the most recent
actuarial valuation of the pension plan.
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August 31, 2008 and 2007

Provision for Uncollectible Accounts — The provision for uncollectible accounts in FY 2008 totaled
$37.0 million, a decrease of $3.0 million or 7.5% lower than FY 2007, which totaled $40.0 million, a decrease of
$0.1 million or 0.3% compared to FY 2006 based on the most recent accounts receivable collectibility
evaluation. The accumulated provision for uncollectible accounts at August 31, 2008 reflects a balance of
$140.4 million, compared to the $150.2 million balance in FY 2007 and $168.9 million in FY 2006. PGW is
committed to continuing its collection efforts in an attempt to reduce outstanding delinquent account balances
and to provide assistance to those customers who qualify for low-income grants and payment programs to help
those customers maintain their gas service.

Depreciation Expense — Depreciation expense increased by $3.1 million in FY 2008 compared with FY 2007.
Depreciation expense increased by $1.7 million in FY 2007 compared with FY 2006. The effective composite
depreciation rates for FY 2008, FY 2007 and FY 2006 were 2.4%, 2.3% and 2.3%, respectively. Cost of removal
is charged to expense as incurred.

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

Interest Expense — Total interest expense decreased by $0.8 million or 1.1% in FY 2008 compared with FY 2007
and increased by $3.1 million or 4.7% in FY 2007 compared with FY 2006. Interest on long-term debt was
$3.9 million higher than the FY 2007 level as a result of the full year effect of the FY 2007 issuance of revenue
bonds in May 2007. Other interest costs decreased by $4.8 million or 28.0% in FY 2008 principally due to the
reduction in the borrowing cost of the commercial paper program. Other interest costs increased by $2.2 million
or 14.6% in FY 2007 and increased by $4.0 million or 36.4% in FY 2006 reflecting additional costs associated
with PGW’s commercial paper program and the amortization of the loss on reacquired debt.
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Required Supplementary Information (Unaudited)
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Excess (Deficiency) of Revenues Over (Under) Expenses — In FY 2008, the Company’s excess of revenues over
expenses was $28.9 million prior to recording the expense of $25.8 million related to OPEB As a result, the
Company ended with an excess of revenues over! expenses of $3.1 million. The Company had an excess of
revenues over expenses of $10.3 million in FY 2007 prior to recording the expense of $26. 4 million related to

OPEB and $16.8 million in FY 2006.

Condensed Balance Sheets

0
(

(Thousands of dollars) |
August31 |
Assets 2008 2007 | 2006
Utility plant, net '3 1,062,095 1,040,373 i 1,007,648
Restricted investment funds 219,788 277,139 135,625
Current assets:
Accounts receivable (net of .
accumulated provision for
uncollectible accounts of $140,435, 3
$150,231, and $168,889 for 2008, i
2007, and 2006, respectively) 99,304 88,618 | 74,360
Other current assets and deferred ; :
debits, cash and cash equivalents, gas ! { ‘
inventories, materials, and supplies : 242,503 205,083 | 181,394
Total current assets ‘: 341,807 293,701 ! 255, 7 54
Other assets and deferred debits 105,975 103,727 106,983
Total assets $ 1,729,665 1,714,940 1,506,010
Fund Equity and Liabilities
Fund equity $ 226,408 223,301 239,405
Total long-term debt 1,127,163 1,201,792 1,076,131
Current liabilities:
Note payable 90,000 51,600 55,000
Current portion of long-term debt 76,030 86,995 39,591
Other current liabilities and deferred
credits 126,235 103,276 73,854
Total current liabilities 292,265 241,871 168,445
Other liabilities and deferred credits 83,829 47,976 22,029
Total fund equity and
liabilities $ 1,729,665 1,714,940 1,506,010
8 (Continued)



PHILADELPHIA GAS WORKS
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Required Supplementary Information (Unaudited)
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August 31, 2008 and 2007

Assets

Utility Plant — Utility plant, net of depreciation, totaled $1,062.1 million in FY 2008, an increase of $21.7 million
or 2.1% compared with the FY 2007 balance of $1,040.4 million. The FY 2007 balance of $1,040.4 million,
increased by $32.8 million or 3.3% compared with the FY 2006 balance of $1,007.6 million. Capital
expenditures for construction of distribution facilities, purchase of equipment, information technology
enhancements, and other general improvements were $61.2 million in FY 2008 compared to $69.1 million in
FY 2007 and $60.7 million in FY 2006. PGW funded capital expenditures through drawdowns from the Capital
Improvement Fund in the amounts of $60.9 million, $60.7 million and $63.1 million in FY 2008, FY 2007 and
FY 2006, respectively. The major capital expenditures are associated with PGW’s gas supply infrastructure,
namely, gas mains and customer service lines.

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

Accounts Receivable — In FY 2008 accounts receivable (net) of $99.3 million increased by $10.7 million, or
12.1% 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% in
FY 2007 compared to FY 2006. The accumulated provision for uncollectible accounts, totaling $140.4 million
decreased by $9.8 million in FY 2008 and totaled $150.2 million in FY 2007 and $168.9 million in FY 2006.

Other Current Assets and Deferred Debits, Cash and Cash Equivalents, Gas Inventories, Materials, and
Supplies — In FY 2008 cash and cash equivalents were $49.3 million, a decrease of $2.4 million from FY 2007,
and totaled $51.7 million in FY 2006. Gas storage increased by $41.4 million or 29.9%. The increase in gas
inventory reflects an increase in the gas cost per Mcf plus an increase in the amount of storage at year-end.
Materials and supplies of $187.5 million, which principally include gas inventory, maintenance spare parts, and
material, increased by $39.7 million and were $147.8 million in FY 2007 and $149.4 million in FY 2006. Other
current assets and deferred debits totaled $5.6 million in FY 2008, up $0.1 million from FY 2007. In FY 2007
other current assets and deferred debits totaled $5.6 million, down $19.6 million from FY 2006, primarily due to
the recovery of under-recovered GCR amounts from the prior year.

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

|
Long-Term Debt — Long-term debt, including the current port1on and unamortized discount and premium, totaled
$1,203.2 million in FY 2008, $85.6 million less than the previous year as a result of the Company paying off the
City Loan and normal debt principal payments. This represents 84.2% of total cap1tahzat10n in FY 2008.
Long-term debt, mcludmg the current portion and unamortized discount, premJum, and note payable City Loan
totaled $1,288.8 million in FY 2007, $173.1 million greater than the previous year as a result of prmclpal
payments on outstanding debt and the issuance of the Seventh Series and Nineteenth Series revenue bonds durmg
FY 2007. This represents 85.2% of total capitalization in FY 2007 The total long-term debt for FY 2006 totaled
$1,115.7 million, which represented 82.3% of total capitalization. ,

Debt Service Coverage Ratio and Ratings — PGW has a mandatory debt service coverage ratio of 1.50 times debt
service on the 1975 Ordinance Bonds and the 1998 Ordinance Bonds, respectively. In FY 2008, the debt service
coverage was at 4.28 times debt service on the outstandmg 1975 Ordinance Bonds and 1.88 tlmes debt service on
the Senior 1998 Ordinance Bonds compared to debt service coverage ratios of 3.70 and 2.00 times, respectively,
in FY 2007 and 3.36 and 1.94 times, respectively, in FY 2006. PGW’s current bond ratings are “Baa2” from
Moody’s Investors Service (Moody’s), “BBB-" from Standard and Poor’s Ratings Service (S&P), and “BBB-”
from Fitch Ratings. ‘

Short—T erm Debt — Due to the highly seasonal nature of PGW’s business, short-term’ debt is utilized to meet
working capital requlrements PGW, pursuant to the provisions of the City of Philadelphia Note Ordinance, may
sell short-term notes in a principal amount, which together with interest, may not exceed $200.0 million
outstanding at any one time as compared to $150. 0 million in FY 2006. The letter of credlt supporting PGW’s
commercial paper program fixed the maximum level of outstanding notes plus interest at $150.0 million in
FY 2008 and FY 2007, respectively. These notes are intended to provide additional working capital and are
supported by an irrevocable letter of credit and a security interest in PGW’s revenues. The notes outstanding at
August 31, 2008 had a weighted average interest rate of 1.63% and a remaining weighted average time to
maturity of 61-days. The principal amounts outstanding at August 31, 2008 and 2007 were $90.0 million and
$51.6 million, respectively. In addition, the City provided PGW with a $45.0 million, 0.0% interest loan in FY
2001. In FY 2007, PGW paid $2.0 million of the loan leaving an outstanding balance of $43.0 million. In
FY 2008, PGW paid $20.5 million and $22.5 million in December 2007 and August 2008 respectively to
completely repay the remaining balance of the loan.’ !

Liquidity/Cash Flow — At December 18, 2008, $2.0 million was available from the Commercial Paper Program.
Additionally, PGW had $111.7 million available in its Capital Improvement Fund to be utilized for construction
expenditures. These funding sources may be utilized during the fall and early winter period to provide liquidity
until billings from the winter heating season are collected. The cash balance at December 18, 2008 was
$65.5 million.

Accounts Payable — In FY 2008 accounts payable increased $6.9 million or 11.4% compared with FY 2007
primarily due to an increase in natural gas payables. In FY 2007 accounts payable increased $3.1 million or 7.8%
compared with FY 2006 reflecting a $3.3 million increase in accounts payables associated with natural gas
partially offset by a $0.2 million decrease in trade payables.
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Other Liabilities and Deferred Credits — In FY 2008 other liabilities and deferred credits totaling $83.8 million
increased $35.8 million compared to FY 2007. In FY 2007 other liabilities and deferred credits totaling
$48.0 million increased $26.0 million compared to FY 2006. The increase in FY 2008 is the effect of recording
the change in the liability for OPEB in the amount of $25.8 million, an increase in the injuries and damages
reserve and an increase in the environmental remediation liability. The increase in FY 2007 is the effect of
recording the liability for OPEB in the amount of $26.4 million.

Other Financial Factors

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

The Company’s total OPEB actuarial accrued liability as of August 31, 2008 was $591.6 million if the Company
continued to provide for its OPEB obligations on a pay-as-you-go basis. The Company’s actuarial accrued
liability would be reduced to $382.7 million if the Company adopted a policy of funding its ARC. The ARC
represents a level of funding that, if paid on an ongoing basis, is projected to cover normal costs each year and
amortize any unfunded actuarial liabilities (or funding excess) over a period of 30 years. The actuarial valuation
utilized a discount rate of 8.25% for purposes of developing the liabilities and ARC to demonstrate the effect of
funding the Plan, This rate is based on the investment return expected on investments segregated in a funded
trust.

The annual OPEB cost was $52.3 million for the fiscal year ended August 31, 2008 and is projected to increase
to $70.2 million per year over the ensuing 20-year period on a pay-as-you-go basis. The annual OPEB cost was
$45.2 million for the fiscal year ended August 31, 2007.

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

In November 2008, the Company filed for an extraordinary or emergency base rate increase of approximately
$60.0 million or 5.2% and simultaneously requested an $85.0 million or 7.4% decrease in the GCR for a net
2.2% 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 5.2% and a decrease in the GCR of $107.0 million for a net
decrease in rates of $47.0 million or 4.2%. These rates are effective as of January 1, 2009.
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The Company had $90.0 million of commercial paper that was outstanding at August 31, 2008. Subsequent to
year-end, all outstanding commercial paper matured, and additional commercial paper was issued. As of
December 18, 2008, $148.0 million of commercial paper was outstanding which matures on February 12,
February 13 and March 12, 2009.

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 Agreement continue, on
a weekly basis, to remarket the bonds in accordance with the bond authorization. The Standby Bond Purchase
Agreement expires on January 26, 2009. If the Standby Bond Purchase Agreement is nqt renewed, and no
substitute liquidity facility is prov1ded, any bank bonds held at that time will be amortlzed 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
Series Bonds as of August 31, including $1.9 million due to mature in 2009 under the ongmal amortization

schedule and an additional $29.3 million for a total of $31.2 million.

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

Contacting the Company’s Financial Management

This financial report is designed to provide the citizens of Philadelphia, customers, investors, and creditors with a
general overview of PGW’s finances and to demonstrate PGW’s accountability for the money it receives. If you

have questions pertaining to this report or need additional financial information, please contact Ph11adelph1a Gas
Works, 800 W. Montgomery Avenue, Philadelphia, 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 and 2007
{Thousands of dollars)

Assets

Utility plant, at original cost:
In service
Under construction

Total
Less accumulated depreciation
Utility plant, net

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

Total restricted investment funds

Current assets:
Cash and cash equivalents
Accounts receivable (net of provision for uncollectible accounts
of $140,435 and $150,231 for 2008 and 2007, respectively)
Gas inventories, materials, and supplies
Other current assets and deferred debits

Total current assets

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

Total assets

See accompanying notes to financial statements.
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2008 2007
1,685,593 1,633,300
46,969 48,013
1,732,562 1,681,313
670,467 640,940
1,062,095 1,040,373
106,198 102,438
111,207 172,134
— 643
2,383 1,924
219,788 277,139
49,338 51,698
99,304 88,618
187,539 147,770
5,626 5,615
341,807 293,701
38,738 42,086
47,902 53,359
19,335 8,282
1,729,665 1,714,940
(Continued)



PHILADELPHIA GAS WORKS

(A Component Unit of the City of Philadelphia)

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 of revenue bonds
Note payable - City Loan
Accounts payable
Customer deposits
Other current liabilities and deferred credits
Accrued accounts:
Interest, taxes, and wages
Distribution to the City

Total current liabilities
Other liabilities and deferred credits
Total fund equity and liabilities

See accompanying notes to financial statements.

Balance Sheets
August 31, 2008 and 2007
(Thousands of dollars)

2008 2007
(4,466) (5,690)
108,581 105,005
122,293 123,986
226,408 223,301
1,127,163 1,201,792
1,127,163 1,201,792
90,000 51,600
76,030 43,995
— 43,000
67,508 60,615
7,325 9,049
32,581 15,524
15,821 15,088
3,000 3,000
292,265 241,871
83,829 47,976
1,729,665 1,714,940




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

Statements of Revenues and Expenses
Years ended August 31, 2008 and 2007

(Thousands of dollars)

Operating revenues:
Gas revenues:
Nonbheating
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 management
Provision for uncollectible accounts
Customer services
Marketing
Administrative and general
Pensions
Other postemployment benefits
Taxes

Total operating expenses before depreciation

Depreciation
Less depreciation expense included in operating expenses above

Total depreciation
Total operating expenses
Operating income
Interest and other income
Income before interest expense

Interest expense:
Long-term debt
Other
Allowance for funds used during construction

Total interest expense

Excess (deficiency) of revenues over (under) expenses

See accompanying notes to financial statements.
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2008 2007
78,687 90,798
19,215 12,949

733,526 736,358
831,428 840,105
8,607 9,398
9,592 9,848
849,627 859,351
511,976 539,300
14,436 16,240
37,126 36,100
17,319 17,119
15,447 15,221
37,000 40,000
12,305 11,783
2,628 2,418
60,716 56,819
14,258 15,217
25,834 26,421
5,677 6,730
754,722 783,368
42,868 39,708
3,344 3,328
39,524 36,380
794,246 819,748
55,381 39,603
15,732 13,073
71,113 52,676
56,075 52,146
12,269 17,042
(338) (408)
68,006 68,780
3,107 (16,104)




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

Statements of Cash Flows
Years ended August 31, 2008 and 2007
(Thousands of dollars)

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

Net cash provided by operating activities

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

Net cash used in noncapital financing activities

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

Net cash used in capital and related financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Reconciliation of operating income to net cash provided by operating activities:

Operating income

Adjustments to reconcile operating income to net cash provided by

operating activities:

Depreciation and amortization expense

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

Net cash provided by operating activities

See accompanying notes to financial statements.
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2008 2007
| ,

834,000 863,658
(659,969) | (631,475)
(105,596). (106,018)
(2,691). (2.958)
24,500 | 28,800
90,244 | 152,007
3,548 \ 4,766
(4,099, (8,098)
400 | (3,400)
(43,000); (2,000)
643 | (643)
(18,000) (18,000)
18,000 18,000
(4,508) (9,375)
— 245,350

— (45,450)
—_ (5,652)
— (4,133)
(61,244) (69,105)
(41,830): (38,045)
(54,076)! (46,.913)
— | (193,170)
60,926 | 60,672
8,089 4,497
3460 1,996
(3,759, (8,086)
338 | 408
(88,096) (97,631)
(2,360) 45,001
51,698 . 6,697
49,338 | 51,698
55,381 39,603
39,812 36,732
(11,215) 3,387
(39,769), 1,668
6,892 3,133
50,879 31,366
(11,736) 36,118
90,244 152,007




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

Statements of Changes in Fund Equity
Years ended August 31, 2008 and 2007

(Thousands of dollars)
2008 2007
Fund equity balance, beginning of the year $ 223,301 239,405
Excess (deficiency) of revenues over (under) expenses 3,107 (16,104)
Distribution to the City of Philadelphia (18,000) (18,000)
Grant back of distribution from the City of Philadelphia 18,000 18,000
Fund equity balance, end of the year $ 226,408 223,301

See accompanying notes to financial statements.
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Financial Statements
August 31, 2008 and 2007

Summary of Slgmficant Accounting Policies

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

As described in note 2, the Company, is a component unit of the City, and consequently follows
accounting principles promulgated by the Governmental Accounting Standards Board (GASB) as they
apply to proprietary fund-type activities. In accordance with GASB Statement No. 20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities That Usge Proprietary ‘F und
Accounting, the Company does not apply accounting standards promulgated by the Financial Accounting
Standards Board (FASB) issued after November 30, 1989. FASB Statement No. 71, Mccounting Jor the
Effects of Certain Types of Regulation, is applicable to the Company. Under FASB Statement No. 71,

certain assets or liabilities may be created by actions of regulatory bodies.

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

(a) Regulation

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

Effective July 1, 2000, and pursuant to the passage of the Pennsylvania Natur;al Gas Choice and
Competition Act (the Act), the Company came under the regulatory jurisdiction of the Pennsylvania
Public Utility Commission (PUC). Under the PUC’s jurisdiction, the Company ﬁled a restructuring
plan on July 1, 2002, which among other things, provided for an unbundled tariff perrmttmg
customer choice of the commodity supplier by September 1, 2003. Under the Act, the PUC is
required to follow the “same ratemaking methodology and requirements” that were previously
applicable to the PGC when determining the Company’s revenue requirements and approving overall
rates and charges. The PGC continues to approve the Company’s Operating Budget and review its

Capital Budget. The Company’s Capital Budget must be approved by City Council.

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

(b) Operating Budget

On May 29, 2008, the Company filed its fiscal year (FY) 2009 Operating Budget. The PGC
conducted informal discovery concerning this budget in July and August 2008 and public hearings in
September 2008. The PGC authorized interim spending authority of $88,140,000 for the period
September 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, a Recommended Decision was received on
October 27, 2008 and a final budget approval was granted by the Commission on December 2, 2008.
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On July 13, 2007, the Company filed its FY 2008 Operating Budget. The PGC conducted hearings
concerning this budget in August 2007 and approved the Company’s proposed operating revenues
and expenses with net adjustments of $4,197,000.

Capital Budget

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

On January 2, 2008 the Company filed a proposed FY 2009 Capital Budget in the amount of
$73,436,000. After review and evaluation, the PGC on April 30, 2008 approved a recommendation
to City Council for a budget of $71,956,000. The Gas Commission’s recommendation was approved
by City Council on June 19, 2008 and the ordinance signed by the Mayor on July 2, 2008.

On September 27, 2007 the Company filed with the PGC a proposal to amend the approved FY 2008
Capital Budget for two new lines items totaling $1,433,000. These line items were Supplemental
Funding — Consolidate Fire Protection System — Richmond Plant for $1,171,000 and Disaster
Recovery for Richmond and Passyunk Plants for $262,000. On October 23, 2007 the Company filed
a proposal to further amend the budget by adding another new line item. Partial Reauthorization —
Customer Service Data Warehouse for $169,000. Concurrently, the Company proposed a reduction
of $1,523,000 in FY 2008 budget authorization to compensate for the additional funding requested.
The Commission, after review and evaluation, recommended that City Council approve an amended
budget for FY 2008 in the amount of $70,727,000. Subsequently, City Council approved the PGC’s
recommendation on March 6, 2008, with the Mayor signing the budget ordinance on March 12,
2008.

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

19 (Continued)



(@)

()

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

Notes to Financial Statements
August 31, 2008 and 2007

Base Rates

In November 2008, the Company filed for an extraordinary or emergency base rate increase of
approx1mately $60,000,000 or 5.2% and simultaneously requested an $85,000, 000 or 7.4% decrease
in the GCR for a net 2.2% overall rate decrease of approximately $25,000,000. The base rate
increase will serve several purposes. First, the increase will cover the additional ﬁnancmg 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 ﬁnanmal ﬂemblhty in this
tight credit market. On December 18, 2008, the PUC issued its decision approving a base rate
increase of $60,000,000 or 5.2% and a decrease in the GCR of $107,000,000 for a net decrease in
rates of $47,000,000, or 4.2%. These rates are effective as of January 1,2009. !

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

The previous increase in base rates of $36,000,000 was approved by the PUC on April 12, 2002.

- Weather Normalization Adjustment Clause

The Weather Normalization Adjustment Clause (WNA) was approved by }PUC Order dated
August 8, 2002. The purpose of the WNA is to neutralize the impact of weather on the Company’s
revenues. This allows the Company to achieve the recovery of appropriate costs as authorized by the
PUC. The WNA results in neither a rate increase nor a rate decrease, but acts as a billing adjustment.
The main benefits of the WNA are the stabilization of cash flow and the reduction of the need for
short-term borrowing from year to year. The WNA is applied to customer invoices rendered during
the period of October 1 through May 31 of each year for each billing cycle. The WNA will continue
in place unless the PUC issues an order directing that it be discontinued. The Company cannot
predict when the PUC will complete its review of the WNA, and the review was not completed as of
August 31, 2008. The adjustments for the years ended August 31, 2008 and 2007 ‘were an increase in
billings of $12,238,000 and $6,498,000, respectively.

Gas Cost Rate

The Company’s single greatest operating expense is the cost of natural gas. The rate charged to the
Company’s customers to recover these costs is called the gas cost rate (GCR) factor. The GCR
reflects the increases or decreases in natural gas costs and the cost of other raw materials. This GCR
mechanism provides the flexibility to rapidly reflect current conditions w1thout the time ‘delay
inherent in full base rate alteration. The intent is to achieve an annual balance between the costs
incurred for fuel and their pass through to customers. ‘
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At the end of the fiscal year, costs recovered through the GCR are compared to the actual cost of fuel
and other specific costs. Customers are then credited or charged for over-recovery or under-recovery
of costs. The GCR may be adjusted quarterly or in the subsequent fiscal year to reflect the
under-recovery or over-recovery. Changes in the GCR impact the reported amounts of gas revenues
and operating expenses, but do not affect operating income or net income. The Company at
August 31, 2008 deferred approximately $15,494,000 for GCR under-recovery.

GCR effective dates and rates

GCR rate
Effective date per Mef* Change
September 1, 2008 $ 12.6527 (0.3709)
June 1, 2008 13.0236 2.3010
March 1, 2008 10.7226 0.1447
December 1, 2007 10.5779 0.4671
September 1, 2007 10.1108 (0.6143)
June 1, 2007 10.7251 0.2913
March 1, 2007 10.4338 (0.4781)
December 1, 2006 10.9119 (0.3439)
September 1, 2006 11.2558 (1.3074)
Prior 12.5632 —_

* Mcf - Thousand cubic feet

Utlity Plant

Utility plant is stated at original cost. The cost of additions, replacements, and betterments of units of
property are capitalized and included in the utility plant accounts. The cost of property sold or retired
is removed from the utility plant accounts and charged to accumulated depreciation. Normal repairs,
maintenance, the cost of minor property items, and expenses associated with retirements are charged

to operating expenses as incurred.

In a previous rate order, the PGC disallowed the accrual of the net negative salvage component in
depreciation. Cost of removal in the amounts of $2,847,000 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 was 2.4% and 2.3%, 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.
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Allowance for funds used during construction (AFUDC) is an estimate of the co:st of funds used for
construction purposes. The AFUDC, as calculated on borrowed funds, reduces interest expense. The
AFUDC rate applied to construction work in progress was 4.96% in FY 2008 and FY 2007,

respectively.

The following is a summary of utility plant activity for the fiscal years ended A@gust 31, 2008 and
2007, respectively (thousands of dollars):

Land

Distribution and collection
systems

Buildings and equipment

Total utility plant,
at historical cost

Under construction
Less accumulated
depreciation for:
Distribution and
collection systems
Buildings and equipment

Utility plant, net

!

August 31, 2008
Beginning ‘Additions Retirements Ending
balance and transfers _and transfers balance
$ 5267 328 — 5,595
1,221,067 52,803 (2,47?4) 1,271,396
406,966 9,792 (8,156) 408,602
1,633,300 62,923 ¢ 0,639) 1,685,593
48,013 61,879 (62,923) 46,969
(556,620) (28,609)* 2,76j8 (582,461)
(84,320) (11,412)* 7,726 (88,006)
$ 1,040,373 84,781 (63,059) 1,062,095

and FY 2007, respectively, and is not included in accumulated depreciation.
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August 31, 2007
Beginning Additions Retirements Ending
balance and transfers  and transfers balance
Land $ 5,267 — — 5,267
Distribution and collection
systems 1,161,705 61,537 (2,175) 1,221,067
Buildings and equipment 388,697 25,500 (7,231) 406,966
Total utility plant,
at historical cost 1,555,669 87,037 (9,406) 1,633,300
Under construction 65,122 70,055 (87,164) 48,013
Less accumulated
depreciation for:
Distribution and
collection systems (532,763) (26,261)* 2,404 (556,620)
Buildings and equipment (80,380) (10,905)* 6,965 (84,320)
Utility plant, net $ 1,007,648 119,926 (87,201) 1,040,373

* 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 transportation service. Appliance and other
revenues primarily consist of revenue from the Company’s parts and labor repair program. Revenue
from this program is recognized on a monthly basis for the life of the individual parts and labor
plans. Additional revenue is generated from collection fees and reconnection charges. Other
operating revenues primarily consist of finance charges assessed on delinquent accounts.

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

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

Customers (Unaudited)

The Company’s service territory encompasses the City. Of the Company’s approximately 505,000
customers at August 31, 2008, nearly 95.0% were residential. Of the Company’s approximately
506,000 customers at August 31, 2007, nearly 94.3% were residential.
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The Company offers a discounted payment plan for current receivables with a pbssible forgiveness
of arrearages in three years. The total number of customers with discounted payment plans as of
August 31, 2008 and 2007 was approximately 77,000 and 78,000, respectively.

The Senior Citizen Discount also provides customers with a discounted payment plan. The total
number of customers receiving the discount as of August 31, 2008 and 2007 was approximately
40,000 and 44,000, respectively.

Provision Jor Uncollectible Accounts |
The Company estimates its accumulated provision for uncollectible accounts based on a financial
analysis and a collectibility study performed at the fiscal year-end. The methodology used in
performing the collectibility study has been reviewed with the PGC. For FY 2008 and FY 2007,
management has provided an accumulated provision for uncollectible accounts in excess of the
collectibility study results based on its analysis of historical aging data. The actual results of the
Company’s collection efforts could differ significantly from the Company’s estimiate.

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

Gas Inventories, Materials, and Supplies

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

2008 2007

Gas inventory § 179751 138,388
.Material and supplies 7,788 | 9,382
Total $ 187,539 | 147,770

Bond Issuance Costs, Debt Discount, and Premium

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

Losses on Reacquired Debt

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

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

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

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

Additionally, the Company adopted the provisions of GASB Statement No. 50, Pension Disclosures,
which more closely aligns the financial reporting requirements for pensions with those of OPEB, as
of September 1, 2006.

Cash Equivalents

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

Reserve for Injuries and Damages

The Company is principally insured through insurance carriers; however, the Company is required to
cover settlement of claims, which are excluded under the provisions of such insurance policies. An
estimated liability has been established, in accordance with PGC regulations, for settlements to be
paid by the Company in the next fiscal year.
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Estimated losses from claims for occurrences not covered by insurance, which will not be paid in the
next fiscal year, have been accrued and deferred. Such liabilities have been established based upon
Company history and consultation with counsel. Such expenses are expected to bé recovered through
future rates. Charges against the reserve are made as claims are settled.

Segment Information

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

Estimates

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

Pollution Remediation

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

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

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

In accordance with GASB 49, the Company revised its methodology for estlmatmg its pollution
remediation obligations to the effective cash flow method, in which measurement is based on the
outlays expected to be incurred as a sum of probability-weighted amounts in a range of possible
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estimated amounts. The Company’s liability is based on a combination of internal and external cost
estimates for the specific remediation activities agreed to as part of Act 2 and Act 32 remediation
efforts, adjusted as additional information becomes available.

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

The implementation of GASB 49 resulted in an additional $8,300,000 liability which is reflected in
other liabilities and deferred credits at August 31, 2008. Although GASB 49 requires pollution
remediation liabilities to be measured at the beginning of the first period presented in the financial
statements, because the increase in the liability related to the implementation of GASB 49 is not
material, the Company has not restated prior periods and instead recognized the effect of GASB 49
implementation in the current year.

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

(t)  Reclassifications

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

Ownership and Management and Related-Party Transactions and Balances

The Company is a component unit of the City. As of January 1, 1973, under the terms of a two-year
agreement automatically extended for successive two-year periods unless canceled upon 90 days’ notice by
the City, the Company is being managed by the PFMC. The agreement, as amended, provides for
reimbursement to PFMC of actual costs incurred in managing the Company, not to exceed a total of the
prior fiscal year’s maximum amount adjusted to reflect the percentage change in the Consumer Price Index
for All Urban Consumers (CPI-U) All Items Index, Philadelphia, Pennsylvania, United States Department
of Labor, Bureau of Labor Statistics, as most recently published and available to the Director of Finance of
the City on March 1 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 and $17,245,000 in FY 2008 and FY 2007, respectively,
relating to sales to the City. Water and sewer services and licenses are purchased from the City. Such
purchases totaled $616,000 and $615,000 in FY 2008 and FY 2007, respectively. Net amounts receivable
from the City were $375,000 and $240,000 at August 31, 2008 and 2007, 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. ‘

1

Cash, Cash Equivalents, and Investments

(@)

®)

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of bank deposits, money market accounts, and
repurchase agreements. Bank balances of such deposits and accounts at August; 31, 2008 and 2007
were $52,504,000 and $54,892,000, respectively. Book balances of such deposits and accounts at
August31 2008 and 2007 were $49,338,000 and $51,698,000, respectively. Federal 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 significantly during the
year. Excess cash balances are usually invested in money market accourts and repurchase
agreements, ?

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

&
The highest balance of repurchase agreements during the fiscal year ended August 31, 2008 was
$62,600,000. There were no repurchase agreements outstanding at August 31, 2068 and 2007.

Restricted Investment Funds

The investments in the Company’s Sinking Fund, Capital Improvement Fund, Workers

Compensation Escrow Fund, and City Loan Escrow Account consist pnmanly of a Guaranteed
Investment Contract (GIC), U.S. Treasury and government agency obligations, corporate obligations,
and money market accounts. These investments are maintained by the City or in the Company’s
name by its agent. The balance of the Capital Improvement Fund at August 31, 2008 and 2007 was
$111,207,000 and $172,134,000, respectively. The unexpended Capital Improvement Fund proceeds
are restricted to the purchase of utility plant. In FY 2008 and FY 2007, the Company utilized the
Capital Improvement Fund to provide liquidity for the additions to utility plant.

Investments are recorded at fair value except for certain money market funds recorded at amortized
cost. The adjustment to market value for the Capital Improvement Fund resulted in a loss of $71,500
at August 31, 2008. The adjustment to market value for the Capital Improvement Fund resulted in a
gain of $8,000 at August 31, 2007. The adjustment to market value for the Sinking Fund resulted in
gains of $242,000 and $214,000 at August 31, 2008 and 2007, respectively. |

Pursuant to the Pennsylvania Department of Labor and Industry Bureau of Workers Compensation
Self-Insurance policy, the Company has to establish and maintain a restricted trust account. As of
August 31, 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 Company’s investments in the Capital Improvement

Fund (thousands of dollars):
August 31, 2008
Weighted
average
Fair maturity Credit Rating
Investment type value (years) rating agency
U.S. government agencies
and instrumentalities:
Federal Home Loan
Mortgage Corporation
medium term notes 32,244 0.4608 Aaa/AAA Moody’s/S&P
Federal Home Loan
Mortgage gold
partner certificate 491 1.6694 N/A
Federal National
Mortgage Association
global benchmark notes 7,129 0.2794 Aaa/AAA Moody’s/S&P
Federal National
Mortgage Association
medium term notes 1,248 1.8506 Aaa/AAA Moody’s/S&P
Federal Home Loan Banks 9,405 0.8250 Aaa/AAA Moody’s/S&P
Total U.S. government
agencies and
instrumentalities 50,517
Corporate obligations:
Goldman Sachs Group senior
unsubordinate 968 0.7083 Aa-/AA3 Moody’s/S&P
Prioca Global 997 0.2917 Aa/AA3 Moody’s/S&P
Societe Generale National
Association commercial paper 4,950 1.6694 N/A/A-1+ S&P
HSBC Finance Corporation
commercial paper 985 0.2403 P1/A-1+ Moody’s/S&P
American Express commercial
paper 985 0.2403 Pl/A-1+ Moody’s/S&P
Banco Santander PR San Juan
certificate of deposit 98 0.0280 FDIC Insured
Bank of Florida certificate of
deposit 99 0.1043 FDIC Insured
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August 31,2008 |
Weighted i
average
v Fair maturity Credit | Rating
Investment type value (years) rating agency
Bridgewater Savings Bank
certificate of deposit 98 0.0208 FDIC Insured
Countrywide Bank certificate |
of deposit 99 0.0180 FDIC Insured
Eurobank Hato Rey ‘
certificate of deposit 99 0.0205 FDIC Insured
First Suburban National Bank 1
certificate of deposit 98 0.1876 FDIC Insured
Ironstone Bank certificate of |
deposit 98 0.1298  FDIC Insured
Mutual Bank certificate of deposit 99 0.0745 FDIC Insured
Ravenswood Bank certificate ‘
of deposit 97 0.1835 FDIC Insured
Total corporate !
obligations 9,770
Total fair value of
investments 60,287
Cash and cash equivalents:
Citigroup Funding Inc. ;
commercial paper 4,966 0.1474 N/A/A-1+ S&P
UBS Finance Delaware LLC
commercial paper 2,988 0.0595 N/A/A-1+ S&P
Total cash and cash
equivalents 7,954
Money market:
Morgan Stanley Prime Portfolio
Institutional Class Funds 21,772 N/A N/A
First American Government
Obligations Fund Class Z 13,884 N/A N/A
First American Prime Obligations
Class Z 6,847 N/A N/A
Total money market 42503
Accrued interest 463
Total fair value of
investments,
including
cash deposits 111,207
Portfolio weighted modified duration 0.5898
30 (Continued)



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

Notes to Financial Statements

August 31, 2008 and 2007
August 31, 2007
Weighted
average
Fair maturity Credit Rating
Investment type value (years) rating agency
U.S. government agencies and
instrumentalities:
Federal Home Loan Banks
discount note $ 2,369 0.1917 Aaa/AAA Moody’s/S&P
Federal National Mortgage
Association note 3,293 0.4194 Aaad/AAA Moody’s/S&P
Total U.S.
government
agencies and
instrumentalities 5,662
Corporate obligations:
American Express commercial
paper 492 0.2861 P1/Al Moody’s/S&P
General Electric commercial
paper 1,004 0.2889 P1/Al Moody’s/S&P
HSBC Finance commercial
paper 1,003 0.2972 P1/Al Moody’s/S&P
JP Morgan Chase & Co
Global Sr Holding Co note 992 0.4194 Aa2/AA- Moody’s/S&P
Goldman Sachs Group global
note 994 0.3750 Aa3/AA- Moody’s/S&P
Total corporate
obligations 4,485
Total fair value of
investments 10,147
Money market:
First American Prime
Obligations Fund Class Z 161,965 N/A N/A
Total money market 161,965
Accrued interest 22
Total fair value of
investments,
including
cash deposits $ 172,134
Portfolio weighted modified
duration 0.3304
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The following is a schedule that details the Company’s investments in the Sinkiﬁg Fund (thousands
|
of dollars): i
August 31, 2008
Weighted |
average -
Fair maturity Credit { Rating
Investment type value (years) rating | agency
Guaranteed investment contracts $ 48129 12.5000 x| .
U.S. government obligations:
U.S. Treasury notes 16,806 2.5158 Aaz/AAA Moody’s/S&P
Total U.S. government »
obligations 16,806
U.S. government agencies and
instrumentalities:
Federal Home Loan Mortgage ;
Corporation medium term notes 10,176 2.0177 Aaa/AAA Moody’s/S&P
Federal National Mortgage
Association medium term notes 5152 2.1446 Aaa/AAA Moody’s/S&P
Federal Home Loan Banks 16,514 1.9511 Aaa/AAA Moody’s/S&P
Total U.S. government agencies 3
and instrumentalities 31,842 |
|
Corporate obligations: |
Wells Fargo note 2,688 0.5861 Aal/AA+  Moody’s/S&P
Associates Corp National Association 2,610 0.1694 Aa3/AA- Moody’s/S&P
Procter & Gamble Company 1,293 0.2917 Aa3/AA- Moody’s/S&P
Total corporate obligations 6,591 ‘
Total fair value of investments 103,368
Cash and cash equivalents:
U.S. Treasury bills 1,860 0.0111 Aaa/AAA Moody’s/S&P
Total cash and cash equivalents 1,860
Money market: N/A ¢ N/A
Fidelity Institutional
Government Portfolio Class II 970
Total money market 970
Total fair value of investments,
including cash deposits $ 106,198
Portfolio weighted modified duration 1.9002

* The credit rating of this investment is unrated.
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August 31, 2007
Weighted
average
Fair maturity Credit Rating
Investment type value (years) rating agency
Guaranteed investment contracts $__ 49504 13.5000 * *
U.S. government obligations:
U.S. Treasury notes 7,294 1.6153 Aaa/AAA Moody’s/S&P
Total U.S. government
obligations 1294
U.S. government agencies
and instrumentalities:
Federal National Mortgage
Corporation debentures 6,973 2.0417 Aaa/AAA Moody’s/S&P
Federal Farm Credit Bank bonds 4,680 1.3717 Aaa/AAA Moody’s/S&P
Federal Home Loan
Mortgage Corporation bonds 10,396 1.9650 Aaa/AAA Moody’s/S&P
Federal Home Loan
Mortgage Corporation
debentures 8,810 1.8329 Aaa/AAA Moody’s/S&P
Federal National Mortgage
Association notes 5,861 2.3328 Aaa/AAA Moody’s/S&P

Federal Home Loan
Mortgage Corporation notes 6,358 1.3568 Aaa/AAA Moody’s/S&P

Total U.S. government

agencies and
instrumentalities 43,078
Corporate obligations:
Procter & Gamble note 1,265 1.2917 Aa3/AA- Moody’s/S&P
U.S. Bank National Association 1,105 0.8750 Aa2/AA Moody’s/S&P
Total corporate
obligations 2,370
Total fair value
of investments 102,246
Money market:
Fidelity 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 modified duration 1.7806
* The credit rating of this investment is unrated.
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The following is a schedule that details the Company’s investments in the Workers' Compensation

Fund (thousands of dollars):
August 31, 2008
Weighted
average
Fair maturity Credit . Rating
Investment type value (years) rating . agency
Money market: .
First American Treasury ,
Obligations Fund $ 2,383 N/A N/A ; N/A
Total money market 2,383 1
Total fair value of ‘
investments,
including cash
deposits $ 2,383
August 31, 2007
Weighted '
average !
Fair maturity Credit Rating
Investment type value (years) rating agency
Money market:
First American Treasury |
Obligations Fund $ 1,924 N/A NA N/A
Total money market 1,924
Total fair value of
investments,
including cash
deposits $ 1,924

(c) Interest Rate Risk

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

The City has adopted an investment policy relating to the investments of the Company. Per the
investment policy, the Company’s allowable investments are: (1)bonds or notes of the
U.S. government; (2) U.S. Treasury obligations, including STRIPs; receipts indicating an undivided
interest in such U.S. Treasury obligations; and stripped coupons held under book-entry with the New
York Federal Reserve Bank; (3) U.S. agency obligations rated Aaa/AAA by Moody’s Investor
Services or Standard & Poor’s; (4) collateralized certificates of deposit; (5) bankers acceptances,
Eurodollars deposits, and Euro certificates of deposit that are collateralized; (6 ) commercial paper
rated M1G1 or Al+ by Moody’s Investor Services and Standard & Poor’s, respectively; (7) general
obligation bonds of corporations rated AA or better by Moody’s Investor Services or Standard &
Poor’s, with a maturity of two years or less (except the Sinking Fund); (8) collateralized mortgage
obligations and pass-through securities rated AA or better by Moody’s Investor Services or Standard
& Poor’s or collateralized with securities that meet the Company’s own investment criteria, with a
maturity of two years or less (except the Sinking Fund); (9) money market mutual funds, as defined
by the Securities and Exchange Commission; (10) repurchase agreements collateralized either
through actual delivery of eligible collateral or through segregation of collateral by a depository that
is holding the counterparty’s securities, provided such collateral meets the Company’s own
investment criteria; and (11) obligations of the Commonwealth of Pennsylvania
(the Commonwealth) or any municipality or other political subdivision of the Commonwealth,
registered or otherwise as to principal and interest, with a maturity of two years or less (except the
Sinking Fund).

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

Custodial Credit Risk

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

Concentration of Credit Risk

More than 5.0% of the Company’s investments are in the First American Government Obligations
Fund Class Z, U.S. Treasury notes, Morgan Stanley Prime Portfolio Institutional Class Fund, Federal
Home Loan Banks, Federal Home Loan Mortgage Corporation medium term notes and the GIC with
Financial Security Assurance Inc. (FSA) Capital Markets Services, LLC. These investments
represent 6.32% and 7.65%, 9.91%, 11.79%, 19.30% and 21.90%, respectively, of the Company’s
total investments,
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Deferred Costs

In compliance with orders issued by the PGC, the cost of projects that produce benefits over an extended
period is deferred. Such costs are being amortized to expense over a period matching their useful lives,
which range from two to ten years. There is no return on the asset being charged to the customers. During
FY 2008, there were costs of $157,000 incurred for rate case expenses and $437,000 incurred for the
PUC’s management audit that will be amortized over a four-year period and a ‘seven-year period,
respectively. The unamortized costs included in other assets and deferred debits were $607,000 and
$324,000 as of August 31, 2008 and 2007, respectively. The unamortized costs mcluded in other current
assets and deferred debits were $210,000 and $397,000 as of August 31, 2008 and 2007 respectively.

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

Deferred Compensiition Plan

The Company offers its employees a deferred compensation plan (the Plan) created in accordance with
Internal Revenue Code Section 457. The Plan, available to all Company employees with six months of
service, permits them to defer a portion of their salary until future years. The Company provides an annual
10.0% matching contribution up to $500 that immediately vests to the employee. The Company
contributed $361,000 and $365,000 for the years ended August 31, 2008 and 2007, respectlvely

Notes Payable

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

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

The notes outstanding at August 31, 2008 had a weighted average interest rate of 1. 63% and remaining
weighted average time to maturity of 61 days. The principal amount outstanding at August 31, 2008 and
2007 was $90,000,000 and $51,600,000, respectively. ‘
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Commercial paper activity for the years ended August 31, 2008 and 2007 was as follows (thousands of
dollars):

Year ended August 31, 2008

Beginning Ending
balance Additions Deletions balance
Commercial paper $ 51,600 87,900 49,500 90,000
Year ended August 31, 2007
Beginning Ending
balance Additions Deletions balance
Commercial paper $ 55,000 94,900 98,300 51,600

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

GCR Tariff Reconciliation

During the fiscal years ended August 31, 2008, 2007, and 2006, the Company’s actual gas costs were
below its billed gas costs by approximately $30,503,000, $24,904,000, and $8,466,000, respectively.

Natural Gas Pipeline Supplier Refund

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

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

Long-Term Debt and Other Liabilities

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

August 31, 2008 August 31, 2007
Current - Current
portion Long-term Total portion Long-term Total
Revenue bonds $ 73,941 1,103,828 1,177,769 41,830 1,176,368 1,218,198
Unamortized discount (482) (4,469) (4,951) (511) (4,951) (5,462)
Unamortized premium 2,571 27,804 30,375 2,676 30,375 33,051
Total revenue bonds 76,030 1,127,163 1,203,193 43,995 1,201,792 1,245,787
Note Payable ~ City Loan — — — 43,000 — 43,000
Total $ 76,030 1,127,163 1,203,193 86,995 1,201,792 1,288,787
e W B _—_————______ W
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The following is a summary of activity related to revenue bonds and other liabilities and deferred credits
and the respective balances for the fiscal years ended August 31, 2008 and 2007 (thousands of dollars):

Year ended August 31, 2008

Beginning Ending
balance Additions Reductions balance
Revenue bonds $ 1,218,198 — (40,429) 1,177,769
Other liabilities and deferred “
credits:
Forward rate agreement $ 8,431 — (624) 7,807
Claims and judgments 3,111 2,966 — 6,077
Environmental clean-up 10,013 7,677 — 17,690
Other postemployment
benefits 26,421 25,834 — 52,255
Total other '
liabilities and ‘ ’
deferred credits $ 47,976 36,477 (624) 83,829
Year ended August 31, 2007.
Beginning ; Ending
balance Additions Reductions: balance
Revenue bonds $ 1,055,038 246,655 (83,495) 1,218,198
Other liabilities and deferred |
credits: i J
Forward rate agreement $ 9,056 — (625) 8,431
Claims and judgments 3,899 — (788) 3,111
Environmental clean-up 9,074 939 — 10,013
Other postemployment !
benefits — 26,421 — 26,421
Total other !
liabilities and ; ‘
deferred credits $ 22,029 27,360 (1,413) 47,976

Liability amounts due within one year are reflected in the other current liabilities and deferred credits line
of the balance sheet. ‘
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Principal maturities and scheduled interest payments for revenue bonds are as follows (thousands of

dollars):
Revenue bonds
Net swap
Principal Interest amount Total
Fiscal year ending August 31:
2009* $ 44,625 53,233 5,717) 92,141
2010 46,365 50,965 (5,682) 91,648
2011 46,977 48,677 (5,648) 90,006
2012%* 41,787 46,915 (5,611) 83,091
2013 45,055 45,269 (5,573) 84,751
2014 -2018 229,865 192,562 (25,374) 397,053
2019-2023 242,520 137,093 (19,042) 360,571
2024 — 2028 244,915 81,657 (9,787) 316,785
2029 -2033 140,565 35,093 (976) 174,682
2034 - 2038 95,095 8,175 — 103,270
Total $ 1,177,769 699,639 (83,410) 1,793,998

*k

(@)

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

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

swap amount.

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

Bond Issuances
2007 Ordinances

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

1998 Ordinance Seventh Series Bonds

On May 15, 2007, the Company issued $230,900,000 of Seventh Series Bonds, for the purpose of
providing funds for the financing of the capital projects included in the cap1ta1 program of the
Company, and for the purpose of redeeming and refunding, on a current basm 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%. The interest rate on: the $93,180,000 of
Term Bonds was 5.0%. The bonds, consisting of Serial Bonds and Term Bonds, have maturity dates
through 2037. ‘

1975 Ordinance Nineteenth Series Bonds

On May 15, 2007, the Company issued $14,450,000 of Nineteenth Series Bonds for the purpose of
redeeming and refunding, on a current basis, the outstanding Fifteenth Series Bonds previously
issued under the 1975 Ordinance. This new debt was issued under the 1975 Ordinance. The interest
rate on the Serial Bonds was 5.0%. The bonds, consisting of Serial Bonds, have maturity dates
through 2023.

2006 Ordinances

On December 22, 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, Th1rd Series, Fourth
Series, and Fifth Series; (b) paying the costs of issuing the bonds and making any required deposits
to the Sinking Fund Reserve; and (c) paying any other Project Costs, which may include, without
limitation, the repayment to any fund of the City or to accounts of the Company of amounts
advanced for Project Costs.

1998 Ordinance Sixth Series Bonds

On January 26, 2006, the Company issued $313,390,000 of Sixth Series Bonds, maturing at various
dates through 2031, for the purpose of redeeming and refunding, on a current basis, all of the First
Series B and a portion of the outstanding Second Series A, Third Series, and Fourth Series City of
Philadelphia, Pennsylvania, Gas Works Revenue Bonds previously issued under the 1998 Ordinance.
The refunded par amounts of the First Series B, Second Series A, Third Series, and Fourth
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Series Bonds were: $103,550,000, $79,355,000, $99,915,000, and $2,295,000, respectively. As of
August 31, 2007, there were no Fifth Series Bonds refunded. The $313,390,000 of Serial Bonds have
a variable rate set through a weekly reset mode and are paid monthly and are secured with a Standby
Bond Purchase Agreement, which expires January 26, 2009. As discussed in note 15, substantially
all of the Sixth Series Bonds are held by banks under the Standby Bond Purchase Agreement at
December 18, 2008.

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

Debt Coverage and Sinking Fund Requirements

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

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

Ordinance in any fiscal year.

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

The revenue bonds are, and will be, equally and ratably 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 of certain revenue bonds were issued as zero-coupon securities. Interest on these securities
is accrued and compounded on the payment dates of the current interest bonds within the issue. The
accrued interest is reported as long-term debt.

Interest Rate Swap Agreement

Objective - In January 2006, the City entered into a swap to synthetically refund all or a portion of
several series of outstanding bonds. The swap structure was used as a means to increase the City’s
savings, when compared with fixed-rate bonds at the time of issuance. The intention of the swap was
to create a synthetic fixed rate structure.
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Terms — The swap, executed with the counterparty, commenced on January 26, 2006 and will mature
-on August 1, 2031. Under the swap, the City pays a fixed rate of 3.6745% and receives a variable
- rate computed as the lesser of (i) the actual bond rate and (ii) the SIFMA Mummpal Swap Index until

September 1, 2011 on which date the variable interest rate received will switch to 70% of one month

LIBOR until maturity. The rates are based on an amortizing notional schedule (with an initial

notional amount of $313,390,000). As of August 31, 2008, rates were as follows: |

Terms ’ Rates
Interest Rate Swap T
Fixed payment to counterparty under Swap Fixed : 3.6745%
Variable payment from counterparty under Swap SIFMA , (1.8400)
Net interest rate swap payments ; 1.8345
Variable rate bond coupon payments Weekly resets . 2.0400
Synthetic interest rate on bonds 5 3.8745

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

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

Risks - As of August 31, 2008, the City is not exposed to credit risk because the swap had a negative
fair value. Should interest rates change and the fair value of the swap become positive, the City
would be exposed to credit risk in the amount of the swap’s fair value. The swap includes an
additional termination event based on credit ratings. The swap may be terminated if the ratings of the
counterparty falls below A3 or A- (Moody’s/S&P), unless the counterparty has: (i) assigned or
transferred the swap to a party acceptable to the City; (ii) provided a credit support provider
-acceptable to the City whose obligations are pursuant to a credit support document acceptable to the
City; or (iii) executed a credit support annex, in form and substance acceptable to the City, providing
for the collateralization by the counterparty of its obligations under the swap.

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

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

Forward Rate Agreement and Guaranteed Investment Contracts

On August 23, 2002, the City entered into GICs in connection with a portion of its 1975 and 1998
Ordinance Sinking Fund Reserves for the Company. At settlement, approximately 65.0% of the
Sinking Fund Reserves, from the two ordinances, totaling $61,396,000 were invested in the GICs. In
exchange for this investment, the Company received an up-front payment of $21,800,000 in lieu of
receiving interest payments over the life of the GICs. The life of the Forward Rate Agreement is 185
years, with 12 years remaining at August 31, 2008.

The GICs are recorded at fair value in the Sinking Fund and had fair values of $48,129,000 and
$49,504,000 at August 31, 2008 and 2007, respectively.

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

City.

Under the 1998 Ordinance, the Company is entitled to the earnings on the portion of the Sinking
Fund allocated to bonds issued under the 1998 Ordinance. Therefore, the $11,554,000 received under
the 1998 ordinance was deferred and is being amortized on a straight-line basis over the life of the
agreement. The unamortized balance of the proceeds was $7,807,000 and $8,431,000 at August 31,
2008 and 2007, respectively.

Note Payable — City Loan

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

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

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:

Latest date : Bonds

maturing to Interest rate | _ outstanding
7th Series 3/15/13 6.00% $ 10,675,000
12th Series B 5/15/20 700 47,910,000
2nd Series 7/1/29 500 | 84,640,000
3rd Series 8/1/31 550 99,445,000

4th Series 8/1/32 525 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 of this existing debt resulted in an accounting loss of $2,218,000. This loss is being deferred and
amortized as interest expense over the life of the new bonds. The refunding generated a present value
savings of $2,146,000. |

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

The assets pledged, primarily noncallable U.S. government securities, had a market value of $278,271,000
at August 31, 2008, bearing interest on face value from 4.30% to 5.89%. !

Pension Costs
(a) Plan Description

The Company sponsors a public employee retirement system (PERS), a single-employer
defined-benefit plan, to provide pension benefits for all of its employees, whose annual covered
payroll (which was substantially equal to fotal payroll) was $105,596,000 and $106,018,000 at
August 31, 2008 and 2007, respectively.
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At September 1, 2007, the beginning of the plan year of the last actuarial valuation, the Pension Plan
membership consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to benefits, but

not yet receiving them $ 2,151
Current employees:

Vested 1,395

Nonvested 270

Total current employees 1,665

Total membership $ 3,816

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

. 1.25% of the first $6,600 of Final Average Earnings plus 1.75% of the excess of Final Average
Eamings over $6,600, times years of credited service, with a maximum of 60% of the highest
annual earnings during the last 10 years of credited service, or

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

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

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

The City issues a publicly available financial report that includes financial statements and required
supplementary information for the Pension Plan. The report may be obtained by writing to the
Director of Finance of the City.
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Annual Pension Cost, Contributions Required, and Contributions Made

Amortization
of the
Normal underfunded .
cost balance  Contributions
Fiscal year:
2008 $ 8,085,000 6,173,000 14,258,000
2007 7,693,000 7,524,000 15,217,000
2006 7,617,000 9,946,000 17,563,000

Withdrawals from pension assets of $18,564,000 and $16,776,000 in FY 2008 and FY 2007,
respectively, were utilized to meet beneficiary payment obligations.

The Company’s annual pension cost is equal to its annual required contribution (ARC). The ARCs
were determined based on an actuarial study, or updates thereto, using the projected unit credit
method. Significant actuarial assumptions used for the above valuation include a rate of return on the
investment of present and future assets of 8.25% per year compounded annually; projected salary
increases of 3.0% of the salary at the beginning of the next three years, then 4.25% of the salary at
the beginning of the fourth and subsequent year; and retirements that are assumed to occur prior to
age 62, at a rate of 10.0% at ages 55 to 61 and 100% at age 62. The assumptions did not include
postretirement benefit increases. These actuarial assumptions are consistent with the prior fiscal year.

The actuarial asset value is equal to the value of the fund assets as reported by the City with no
adJustments The unfunded actuarial accrued liability is being amortized over 10 years

The Pension Plan funding policy provides for periodic employer contnbutlons at actuarially
determined rates that, expressed as percentages of annual covered payroll, are sufficient to
accumulate assets to pay benefits when due. Level percentages of payroll employer contribution
rates are determined using the Projected Unit Credit actuarial funding method. The Pension Plan had
an actuarial value of assets of $416,183,000 and an actuarial accrued hablhty of $482,380,000
resulting in a funded ratio of 86.28% based on a biennial actuarial valuation of the pension fund as of
September 1, 2007. The resulting unfunded actuarial accrued liability of $66,197, 000 was 62.69% of
covered payroll of $105,596,000.

Historical Trend Information (Unaudited)

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

(@)

(B

Plan Description

The Company sponsors a single employer defined benefit healthcare plan and provides
postemployment healthcare and life insurance benefits to approximately 1,920 and 1,935
participating retirees and their beneficiaries and dependents for FY 2008 and FY 2007, respectively,
in accordance with their retiree medical program. The Company also provides such benefits to
approximately 1,699 and 1,720 active employees and their dependents for FY 2008 and 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 August 31,
2008 and 2007, respectively.

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

Total expense incurred for healthcare amounted to $34,226,000 and $36,111,000 in FY 2008 and
FY 2007, respectively, of which approximately 48.1% and 52.0%, respectively, represents payments
on behalf of retired employees and their dependents. Employees and retirees contributed $1,477,000
and $1,470,000 in FY 2008 and FY 2007, respectively, towards their healthcare. These contributions
represent the additional cost of healthcare plans chosen by employees and retirees above the basic
plan offered by the Company. Total premiums for group life insurance were $2,103,000 and
$2,080,000 in FY 2008 and FY 2007, respectively. The amount attributed to retirees was
approximately 71.0% and 76.3% in FY 2008 and FY 2007, respectively. The contribution
requirements of nonunion plan members are established by management and may be amended. The
contribution requirements for union plan members are subject to collective bargaining.

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

Actuarial Valuation and Assumptions

The Company engaged an actuarial consulting firm to provide an actuarial valuation of the
Company’s OPEB obligations as of August 31, 2007. The actuarial valuations involve estimates of
the value of reported amounts and the assumptions about the probability of events far into the future.
Actuarially determined amounts are subject to continual revision, as actual results are compared to
past expectations, and new estimates are made about the future. The calculations were based on the
types of benefits provided under the terms of the substantive plan at the time of the valuation.

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

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

. Economic assumptions — the discount rate and healthcare cost trend rates

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

Plan for FY 2008.
Healthcare Cost Trend Rates
Medical . Prescription Dental
Year: ;
1 10.0% 10.0% - 4.5%
2 9.0 9.0 : 4.5
3 8.0 8.0 4.5
4 7.0 7.0 ' 4.5
5 6.0 6.0 4.5
6 5.0 5.0 45
7 45 4.5 4.5
" 8 and beyond 4.5 4.5 ‘ 4.5

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

. Demographic assumptions — including the probabilities of retiring, dying, términating (without
a benefit), becoming disabled, recovery from disability, election (participation rates), and
coverage levels

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

The ARC for FY 2008 is estimated to be $44,114,000 which is also the annuhl OPEB cost. The
amount paid by the Company for retiree benefits in FY 2008 was $18,280,000, consisting of
$16,788,000 of healthcare expenses and $1,492,000 of life insurance expenses. The difference
between the ARC and the expenses paid resulted in an increase in the OPEB liability of $25,834,000.
This amount has been recorded in other liabilities and deferred credits and has been expensed in
FY 2008.

As of August 31, 2008, the actuarial accrued liability for benefits was $591,599,000, all of which
was unfunded and the ratio of the unfunded actuarial accrued liability to the covered payroll was
560.3%. Historical trend information reflecting funding progress and contributions made by the
Company is presented in the Schedule of Other Postemployment Benefits. Funding Progress
(unaudited).
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(d)  Other Coverage Information

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

Pollution Remediation

Total pollution remediation obligations at August31, 2008 are $21,600,000, which reflect the
implementation of GASB 49 as described in note 1(t). The Company’s prior year liability was $13,349,000
as measured prior to the implementation of the effective cash flow method under GASB 49.

Risk Management

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

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

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

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

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

Current year Current
Beginning of  claims and Claims End of year liability
year reserve adjustments settled reserve amount
Fiscal year ended August 31:
2008 $ 8,468 7,757 (2,691) 13,534 7,456
2007 8,059 3,367 (2,958) 8,468 5,357
2006 8,510 2,808 (3,259) 8,059 4,159
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Commitments and Contingencies

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

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

Fiscal year ending August 31:
2009 $ 440
2010 79
2011 42
2012 6

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

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

The Company has entered into seasonal contracts with suppliers providing the Company the ability to fix
the price of the purchase of natural gas during the period from November 1, 2008 through March 31, 2009.

The. Company’s FY 2009 Capital Budget was approved by City Council in the amount of $71,956,000.
Within this approval, funding is provided to continue the implementation of an 18-mile Cast Iron Main
Replacement Program. Main replacement cost for this program in FY 2009 is expected to be $15,606,000.
The total six-year cost of the Cast Iron Main Replacement Program is forecasted to be approximately
$99,256,000. ‘

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

Subsequent Events
(a) Commercial Paper

As discussed in note 6, $90,000,000 of commercial paper was outstanding at August 31, 2008.
‘Subsequent to year-end, all outstanding commercial paper matured, and additional commercial paper
was issued. As of December 18, 2008, $148,000,000 of commercial paper was outstanding which
matures on February 12, February 13 and March 12, 2009..
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Emergency Rate Relief

As discussed in note 1(d), in November 2008 the Company filed for an extraordinary or emergency
base rate increase of approximately $60,000,000 or 5.2% and simultaneously requested an
$85,000,000 or 7.4% decrease in the GCR for a net 2.2% overall rate decrease of $25,000,0000. On
December 18, 2008, the PUC issued its decision approving a base rate increase of $60,000,000 or
5.2% and a decrease 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 of January 1, 2009.

Sixth Series Bonds

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

Swap — Sixth Series Bonds

As discussed in note 8(c), the City entered into a swap related to the Sixth Series Bonds. The fair
value of the interest rate swap as of December 18, 2008 was negative $72,600,000. This means that
the Company would have to pay this amount to terminate the swap. Per the swap agreement, the
refunding or defeasance of the Sixth Series Bonds, in whole or in 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 agreement if
the Company’s bond rating falls below Baa2 or BBB (Moody’s/S&P). Because the City’s swap
payments are insured by FSA as long as FSA is rated at or above A2 or A (Moody’s/S&P)
the termination event based on the City’s rating is stayed. Neither the Company’s credit rating
nor FSA’s credit rating has declined below the levels required in the agreement as of
December 18, 2008.
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PHILADELPHIA GAS WORKS
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Required Supplementary Information (Unaudited)
Schedule of Pension Funding Progress

(Thousands of dollars)
(b) (b)-(a)
(a) Actuarial Unfunded UAAL (OAAL)
Actuarial accrued (overfunded) (a/b) as a percent
Actuarial valuation value of Hability AAL Funded Covered of covered
date assets (AAL) (UAAL [OAAL]) ratio payroll payroll
September 1, 2003* $356,000 $427,006 $71,006 83.37% $101,200 70.16%
September 1, 2004** 366,783 436,255 69,472 84.08 102,500 67.78
September 1, 2005+ 383,517 450,866 67,349 85.06 102,544 65.68
September 1, 2006++ 411,886 474,250 62,364 86.85 106,018 58.82
September 1, 2007+++ 416,183 482,380 66,197 86.28 105,596 62.69

* The required supplementary information is based on a biennial actuarial valuation of the pension fund for the plan year September 1,
2003 through August 31, 2004,

** The required supplementary information is based on a biennial actuarial valuation of the pension fund as updated for the plan year
September 1, 2004 through August 31, 2005.

+ The required supplementary information is based on a biennial actuarial valuation of the pension fund for the plan year September 1,
2005 through August 31, 2006.

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

++ The required supplementary information is based on a biennial actuarial valuation of the pension fund for the plan year September 1,
2007 through August 31, 2008. !

See accompanying independent auditors’ report.
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PHILADELPHIA GAS WORKS

(A Component Unit of the City of Philadelphia)
Required Supplementary Information (Unaudited)

Schedule of Other Postemployment Benefits Funding Progress

(Thousands of dollars)
(b) (b)-(a)
(a) Actuarial Unfunded UAAL (OAAL)
Actuarial accrued (overfunded) (a/b) as a percent
Actuarial valuation value of liability AAL Funded Covered of covered
date assets (AAL) (UAAL [OAAL)]) ratio payroll payroll
August 31, 2007 — $573,734 $573,734 — $106,018 541.17%
August 31, 2008 — 591,599 591,599 — 105,596 560.25

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

Required Supplementary Information (Unaudited)
Schedule of Other Postemployment Benefits Employer Contributions

(Thousands of dollars)
Annual ‘
required Percentage
Year-end contribution contributed
August 31, 2007 $ 45,237 41.60%
44,114 4144

August 31, 2008

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

Supplemental Statements of Net Assets (City Format)
August 31, 2008 and 2007

(Thousands of dollars)
2008 2007
Assets:
Cash on deposit and on hold $ 49,332 - 51,692
Equity in pooled cash and investments — —
Equity in treasurer’s account - —
Investments — —
Internal balances — —
Amounts held by fiscal agent 6 6
Notes receivable — 48
Taxes receivable — —
Accounts receivable — net 99,304 88,570
Interest and dividends receivable — -
Due from other governments — —
Restricted assets 219,788 277,139
Inventories 187,539 147,770
Unamortized loss and discount 52,852 58,818
Other assets 63,699 55,982
Property, plant, and equipment 1,732,562 1,681,313
Accumulated depreciation (670,467) (640,940)
Total assets $ 1,734,615 1,720,398
Liabilities:
Notes payable $ 90,000 94,600
Vouchers and accounts payable 67,508 60,615
Salaries and wages payable 3,430 2,797
Accrued expenses 107,484 67,425
Funds held in escrow — —
Due to other governments — —
Deferred revenue 31,641 20,411
Current portion of long-term obligations 73,942 41,830
Noncurrent portion of long-term obligations 1,103,827 1,176,368
Unamortized gain and premium 30,375 33,051
Total liabilities $ 1,508,207 1,497,097
Net assets:
Invested in capital assets, net of related debt $ (4,466) (5,690)
Restricted for:
Capital projects — —
Debt service 108,581 105,005
Community development projects — -
Behavioral health programs — —
Intergovernmental financing — —
Emergency phone system — —
Rate stabilization — —
Unrestricted 122,293 123,986
Total net assets $ 226,408 223,301

See accompanying independent auditors’ report.
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Supplemental Statements of Activities (City Format)
Years ended August 31, 2008 and 2007
(Thousands of dollars)

August 31, 2008

perating Capital
Charges for grants and grants and.
Expenses services contributions contributions Total
Gas services $ (740,819) 840,035 25,324* — 124,540
Interest on debt (56,075) — — — (56,075)
Unallocated depreciation (39,524) — —_ — (39,524)
Other postemployment
benefits (25,834) — — — (25,834)
Total $ (862,252) 840,035 25,324* —' 3,107
* Includes $15,732 of interest and other income and $9,592 of other operating revenues.
August 31, 2007
Operating Capital
Charges for grants and grants and
Expenses services contributions contributions Total
Gas services $ (773,581) 849,503 22.921* — 98,843
Interest on debt (52,146) — — — (52,146)
Unallocated depreciation (36,380) — — — (36,380)
Other postemployment
benefits (26,421) — — — (26,421)
Total $ (888,528) 849,503 22,921* — (16,104)

* Includes $13,073 of interest and other income and $9,848 of other operating revenues.

See accompanying independent auditors’ report.
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Supplemental Statements of Revenues, Expenses, and Changes in Fund Net Assets (City Format)
Years ended August 31, 2008 and 2007

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

Total operating revenues

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

Total operating expenses

Operating income
Nonoperating revenues (expenses):

Operating grants
Passenger facility charges
Other income

Interest income

Debt service — interest
Other expenses

Total nonoperating expenses
Income (loss) before transfers

Transfer in
Transfer out
Capital contributions

Change in net assets

Net assets — beginning of year

(Thousands of dollars)
2008 2007

$ 831,428 840,105
18,199 19,246

849,627 859,351

73,351 74,054

75,640 76,299

6,216 4,290

41,488 41,863

42,868 39,708

511,976 539,300

751,539 775,514

98,088 83,837

1,834 1,262

13,897 11,811
(56,075) (52,146)
(54,637) (60,868)
(94,981) (99,941)
3,107 (16,104)

18,000 18,000
(18,000) (18,000)
3,107 (16,104)

223,301 239,405

$ 226,408 223,301

Net assets — end of year

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

Supplemental Schedule of Interfund Transfers
Year ended August 31, 2008

(Thousands of dollars)
Due to the City, September 1, 2007 $
Accrued distributions ;
Payments to the City !
Due to the City, August 31, 2008 $

See accompanying independent auditors’ report.
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Philadelphia Gas Works’ Base Rate Filing

III. BALANCE SHEET AND OPERATING STATEMENT

II.A.47—II1.A.49
RESPONSE: Not applicable.



Philadelphia Gas Works’ Base Rate Filing

ITI. BALANCE SHEET AND OPERATING STATEMENT

III.A.50. Provide a schedule of federal and Pennsylvania taxes, other than
income taxes, calculated on the basis of test year per books, pro forma at
present rates, and pro forma at proposed rates, to include the following
categories:

@he e P

social security
unemployment
capital stock
public utility realty
P.U.C. assessment

other property
any other appropriate categories

RESPONSE:

a.

social security

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 $8,166,227
Fiscal Year Ended August 31, 2010 $8,477,000

unemployment

PGW’s Employer Pennsylvania Unemployment Tax Reimbursable 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

capital stock — Not applicable
public utility realty — Not applicable
PUC Assessment — Not applicable
other property — Not applicable

any other appropriate categories — Not applicable



