PHILADELPHIA GAS WORKS

William J. Gallagher = Vice President, Budget & Strategic Development
800 West Montgomery Avenue » Philadelphia, PA 19122

Phone: 215-684-6489 » Fax: 215-684-6575

Email: wgallagher@pgworks.com

November 30, 2017

The Honorable Derek S. Green
Chairman

PHILADELPHIA GAS COMMISSION
One Parkway Building

1515 Arch Street, 9th Floor
Philadelphia, PA 19102

Re: PGW’s Fiscal Year 2018 Compliance Operating Budget
Dear Chairman Green:

Enclosed is an original along with six (6) copies of the schedules that detail the revisions
made to PGW’s Fiscal Year 2018 Operating Budget. These adjustments reflect the
Commission’s Motion adopted at the November 14, 2017 meeting.

If you have any questions regarding the enclosed schedules, please feel free to call me.

Sincerely,

Willianyd. Gallagher

WIG/mlo’b
Enclosures

cc: Service List

www.pgwarks.com
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Philadelphia Gas Works
Fiscal Year 2018
Operating Budget Adjustments

Statement of Income

a)

b)

d)

e)

The $4,017,000 overall decrease in Non-Heating Revenues is due to a downward
adjustment to Interruptible LNG Sales — Expander Liquefier revenues due to
revised sales forecast.

The $1,491,000 overall decrease in Other Operating Revenues reflects a
$3,437,000 downward adjustment to LNG Loading and Service Fee revenues due
to revised sales forecast and $1,946,000 increase to projected Finance Charge
revenues, based on the most recent three year average of 1.5% of Gas Revenues
applied to adjusted Bill Gas Revenues.

The $2,833,000 overall decrease in Natural Gas Expenses was because it was
originally based on a projected 1 Bcf in sales. A revised estimate of only 66 MMcf
in LNG sales was provided.

The $2,317,000 overall decrease in Labor and Fringe Benefits Expenses primarily
reflects the impact of the actual experience that was provided by PGW's
consultant and other related healthcare benefit expenses. The breakdown of the
savings is as follows:

¢ $176,000 increase reflects inadvertently omitted labor expenses associated
with one additional FTE in Internal Auditing;

« $902,000 increase in retirement benefit allocation expenses;

« $163,000 increase in vacation cash-out program expenses;

o $3,753,000 decrease reflects the most recent actual experience and
information provided by PGW's consultant for Active Employee Health
Insurance;

» $148,000 decrease in labor from the Officer Salaries was allocated to the
Corporate Planning Department;

¢ 378,000 decrease in labor from the Account Management Department was
allocated to the Corporate Planning Department;

e 377,000 decrease in labor from the VP Budget & Strategic Planning
Department was allocated to the Corporate Planning Department;

o 327,000 decrease in Incentive Compensation Bonus, reflects CAQ position
that will remain unfilled in FY 2018;

e $525,000 increase in labor was allocated to the Corporate Planning
Department;

The $311,000 overall increase in Bad Debt Expenses reflects a budgeted
collection rate of 96% after incorporating recommended adjustments to Operating
Revenues.



Philadelphia Gas Works
Fiscal Year 2018
Operating Budget Adjustments

The $5,242,000 overall increase in Other Expenses and Depreciation costs
reflects the following expenditure adjustments:

$311,000 increase in the Bad Debt Expenses was previously discussed in e);
$2,317,000 decrease in Labor and Fringe Benefits was previously discussed
ind);
$4,017,000 decrease in Non-Heating Revenues was previously discussed in
a);
$1,491,000 decrease in Other Operating Revenues was previously discussed
in b);
$2,833,000 decrease in Natural Gas Expenses was previously discussed in ¢);
$150,000 increase in the Gas Processing Department was for LNG Tank
Painting;
$28,000 overall increase in the Field Services Department is as follows:

= $239,000 increase for Shared Services;

= $169,000 decrease was allocated to the Corporate Pianning

Department;

» $8,000 increase for Training Courses and Supplies;

= $50,000 decrease for Cold Weather Survey;
$1,152,000 overall increase in the Distribution Department is as follows:

=  $100,000 decrease for Box Adjustments;
$65,000 increase for Bridge Main Inspections & Repairs;
$406,000 increase for Bridge Mains Inspections & Repairs;
$22,000 increase for Contractor Services;
$24,000 increase for Coring Quality Control Services;
$170,000 decrease was allocated to the Corporate Planning
Department;
$690,000 decrease for ECDA,;
$10,000 increase for Emergency Response Services;
$29,000 increase for Safety & Training Courses;
$300,000 increase for Scattered Site Paving;
$7,000 increase for Seminars;
$137,000 increase for Shared Services;
$500,000 increase for TP-1 Line Testing;
$240,000 decrease for TP-1 Line Testing (FY2017 Revised Estimate);
$29,000 increase for Training - Equipment, Safety, Maps;
$823,000 increase for Transmission & Distribution Integrity;
$400,000 overall decrease for the Collections Department was for Collection
Agency Advising.
$105,000 overall decrease for the Customer Services Department is as
follows:

» $132,000 decrease was allocated to the Corporate Planning

Department;
» $27,000 increase for Shared Services;
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Philadelphia Gas Works
Fiscal Year 2018
Operating Budget Adjustments

$78,000 overall decrease for the Account Management Department was
allocated to the Corporate Planning Department.
$267,000 overall increase for the Corporate Communications Department is
as follows:

= $33,000 decrease for Typographical Error;

« $180,000 increase for LNG Expansion;

» $45,000 increase for Public Affairs Support Services;

»  $25,000 increase for Translation Services;

= $25,000 increase for CIMR Website;

= 325,000 increase for SMS Communications;
$2,427,000 overall increase for the Customer Programs Department is as
follows:

» $2,000 increase for Training;

=  $25,000 increase for Choice;

» $2,400,000 increase for DSM;
$6,000 overall increase for the Operation System Support Department is for
training.
$118,000 overall increase for the Security Department is for Security Guard
Services.
$403,000 overall increase in Administrative Consulting Department is as
follows:

= $225,000 increase for LNG Expansion;

= $250,000 increase for Building Consolidation;

= $72,000 decrease for Special Project Consulting;
$220,000 overall increase in VP Regulatory Compliance and Customer
Programs Department is as follows:

» $82,000 decrease was allocated to the Corporate Planning Department;
$50,000 increase for Conservation Workshop;
$50,000 increase for Soft Skills;
$200,000 increase for Impact Evaluation;
$10,000 increase for Trailer Wraps;
$2,000 increase for Customer Service Week;
$10,000 increase for Misc. VPO;
$20,000 decrease for New Customer Welcome Package;
$122,000 overall increase in Organizational Development is as follows:
$75,000 increase for Corporate Video;
$2,000 increase for Affirmative Action;
$5,000 increase for ACE Center;
$5,000 increase for Job Fairs;
$30,000 increase for Selection Testing Validation;
$10,000 decrease for Leadership Development Program;
$20,000 increase for OD Staffing/Talent Management;
$40,000 decrease for Temporary Staffing;

» $35,000 increase for Employee Certifications;
10,000 overall decrease in Internal Auditing is as follows:
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Philadelphia Gas Works
Fiscal Year 2018
Operating Budget Adjustments

$176,000 increase for Omitted Labor Expenses;
$140,000 decrease for Contractor Services;
$50,000 decrease for Temporary Agencies;
= $4,000 increase for Expense of Employees;
e $401,000 overall decrease for the PFMC Department is for Consultant
Services.
o $175,000 overall decrease in Officer Salaries is as follows:
= $148,000 decrease was allocated to the Corporate Planning
Department;
=  $27,000 decrease for CAO — Bonus;
e $800,000 overall increase in Special Legal is as follows:
»  $500,000 increase for LNG Expansion;
= $300,000 increase for Building Consolidation;
» $207,000 overall decrease for the PUC Department is for Rate Case
Amortization.
o $77,000 overall decrease for the VP Budget & Strategic Planning Department
was aliocated to the Corporate Planning Department.
¢ $890,000 overall increase in the Corporate Planning Department is as follows:
= $525,000 increase for Labor;
= $18,000 increase for Expense of Employees;
s 34,000 increase for General Material;
»  $2,000 increase for Dues & Subscriptions,

$10,000 increase for Purchased Services;
$176,000 increase for Facilities Management;
= $155,000 increase for Information Services;
o $3,753,000 overall decrease to Health Insurance Expenses is for Active
Employee Health Insurance.
» $483,000 overall increase to OPEB is for OPEB Expense - Change Retiree
Insurance.
o $1,065,000 overali increase to Labor Savings is as follows:
= $163,000 increase for Vacation Payout;
» $902,000 increase for Retirement Allocation;

Cash Flow Statement

g) Netincome decreases by $5,911,000 which is described in detail in the previously
mentioned adjustments.

h) Depreciation & Amortization increases by $20,000, this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance.

i) Earnings on Restricted Funds decreases by $501,000, this is due to the revised
2017 estimated balance being adjusted, which changed the 2018 rollover
balance.

i) Other Assets/Liabilities decreases by $826,000, this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance.
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Philadelphia Gas Works
Fiscal Year 2018
Operating Budget Adjustments

k) Revenue Bonds decreases by $15,000,000, this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance.

I} Non-Cash Working Capital decreases by $7,988,000, this is due to the revised
2017 estimated balance being adjusted, which changed the 2018 rollover
balance.

m) Cash Surplus (Shortfall) increases by $15,770,000, this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance.

n) Cash - Beginning of Period decreases by $3,201,000, this is due to the revised
2017 estimated balance being adjusted, which changed the 2018 rollover
balance.

Debt Service Coverage

o) Total Gas Revenues decreases by $4,017,000; please reference a) for the
explanation.

p) Other Operating Revenues decreases by $1,491,000; please reference b) for the
explanation.

q) Other Income Inc. / (Dec.) Restricted Funds decreases by $501,000; please
reference i) for the explanation.

r} Fuel Costs decreases by $2,833,000; please reference c) for the explanation.

s) Other Operating Costs increases by $3,236,000; please reference d),e) and f) for
the explanation.

t) 1998 Ordinance Bonds Debt Service decreases by $15,000,000; this is due to the
revised 2017 estimated balance being adjusted, which changed the 2018 rollover
balance.

Balance Sheet

u) Utility Plant Net decreases by $24,834,000; this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance.

v) Sinking Fund Reserve decreases by $45,000; this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance,

w) Capital Improvement Fund increases by $9,787,000; this is due to the revised
2017 estimated balance being adjusted, which changed the 2018 rollover
balance.

x) Restricted Investment Worker Comp Fund & Health Insurance Escrow increases
by $7,000; this is due to the revised 2017 estimated balance being adjusted,
which changed the 2018 rollover balance.

y) Cash increases by $12,569,000; please refer to the previously mentioned
adjustments on the Cash Flow Statement

z) Gas Receivables increases by $1,130,000; this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance.

aa)Accrued Gas Revenues increases by $128,000; this is due to the revised 2017
estimated balance being adjusted, which changed the 2018 rollover balance.
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Philadelphia Gas Works
Fiscal Year 2018
Operating Budget Adjustments

bb)Reserve for Uncollectible decreases by $1,671,000; this is due to the revised
2017 estimated balance being adjusted, which changed the 2018 rollover
balance.

cc)Deferred Debits decreases by $207,000; this is due to the revised 2017 estimated
balance being adjusted, which changed the 2018 rollover balance.

dd)City Equity increases by $3,057,000; this is due to the revised 2017 estimated
balance being adjusted, which changed the 2018 rollover balance.

ee)Interest decreases by $6,193,000; this is due to the revised 2017 estimated
balance being adjusted, which changed the 2018 rollover balance.



