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PLEASE STATE YOUR NAME AND POSITION WITH THE COMPANY.

My name is Kenneth S. Dybalski. My position is Director - Gas Planning & Rates
at the Philadelphia Gas Works.

HOW LONG HAVE YOU HELD THIS POSITION?

I assumed the position of Director - Gas Planning & Rates in 2006. Prior to this

position, I was the Manager of Gas Planning from 2001 to 2006.

WHAT ARE YOUR VARIOUS JOB RESPONSIBILITIES?

In my present position, I am responsible for developing and coordinating short
and long term planning of gas demand, gas supply, raw material expense and
revenue; overseeing the preparation of sales, sendout, revenue and fuel expense
projections; developing peak day/hour load projections; overseeing the
development of the various filings before the Pennsylvania Public Utility
Commission (PUC) and Philadelphia Gas Commission (PGC), including the
quarterly and annual Gas Cost Rate (GCR) filings; preparing the Integrated
Resource Planning Report; and providing supporting documentation for gas costs

related to PGW’s Operating Budget before the Philadelphia Gas Commission.

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

I have received a BS and MBA from Temple University in Philadelphia,

Pennsylvania.
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HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS
COMMISSION?

Yes. I submitted testimony for the PGW 1307f Annual GCR Filings in Docket
Nos. R-2014-2404355, R-2013-2346376, R-2012-2286447, R-2011-2224739, R-
2010-20157062, R-2009-2088076, and R-2008-2021348. I have also submitted
testimony in PGW’s most recent base rate proceeding (Docket No. R-2009-
2139884) and PGW’s 2008 Extraordinary Rate Request (Docket No. R-2008-
2073938).

HOW IS YOUR TESTIMONY STRUCTURED

First, I describe PGW’s rate design and Gas Cost Rate (GCR) calculation
methodology. Second, I describe the level of heating degree-days utilized in this
filing. Third, I identify the methodology for determining the number of customers
and calculating firm sales. Fourth, I discuss the calculation for the Unaccounted
for Adjustment Factor (UAF). Fifth, I discuss Off System Sales and Capacity
Release credits. Sixth, I discuss the changes to the PGW Gas Service Tariff and
the PGW Gas Supplier Tariff. Lastly, I will discuss the reasonableness of PGW’s

gas costs.

PLEASE DESCRIBE THE IMPACT OF THE PROPOSED CHANGE IN
PGW’s GCR IN THIS PROCEEDING.

PGW’s GCR on September 1, 2014 was $5.8670 / Mcf and this rate was increased
in the Company’s first quarterly GCR filing on December 1, 2014 to $5.9976 /
Mcf. PGW’s second quarter GCR filing, also submitted to the PUC concurrently
with this filing, decreases the GCR to $4.7059 effective March 1, 2015. The
proposed rate to be effective September 1, 2015 is $4.4901.
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PLEASE SUMMARIZE THE EVIDENCE THAT PGW IS SUBMITTING
IN SUPPORT OF ITS PROPOSED GCR ADJUSTMENT.

Tab 2 of this filing contains the sheets supporting the filing requirements of
Section 53.64 (a) for the proposed GCR for the period September 1, 2015 through
August 31, 2016.

Schedule 1 identifies the Levelized Gas Cost Rate. Specifically, this schedule
identifies the GCR Firm Sales Volumes in Mcfs (“S™), Total Applicable GCR
Expense (“C”), and adjustments for Prior Year Reconciliation and Interest (“E”).
An adjustment is also included for the Interruptible Revenue Credit (IRC).
Additionally, this schedule calculates the company’s total projected recovery plus
the load balancing revenue and LNG sales demand revenue to determine if these
rates adequately cover the Net Applicable GCR Expense (a Net Over/Under
Recovery amount is displayed to prove the calculation). Schedule 1a details the

price to compare for the PGW rate classes.

Schedule 2 identifies the calculation of GCR Firm Sales in Mcfs (“S”) and the
Applicable Volumes. The company utilizes Total Volumes and subtracts the
volumes associated with Firm Transportation, Interruptible Sales, LNG Sales and
AC Sales to arrive at GCR Firm Sales (“S™). Also included in Schedule 2 are the
Applicable Volumes which is comprised of GCR Firm Sales less 20% of the sales
attributable to Senior Citizens (Senior Citizen Discount Sales) plus the Firm

Transportation Volumes.

Schedule 3 identifies the Projected Applicable Fuel Expense. Specifically, this
schedule identifies PGW’s Net Natural Gas Expense and Total Applicable
Expenses. To arrive at the Net Natural Gas Expense, the total cost of commodity
and pipeline charges for firm sales are calculated per month. Two credits are then

applied for the portion of gas costs recovered from PGW’s Interruptible Sales
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customers (i.e. the “Interruptible & A/C Credit”) and for gas used by PGW (i.e.
“Gas Used by Utility”). Next, the Company calculates the net effect of gas
supplies being transferred into and out of storage and LNG. The result is the Net
Natural Gas Expense. To arrive at the Total Applicable Expenses in Schedule 3,
the fuel expenses for Purchased Electric and miscellaneous are added to the Net

Natural Gas Expenses to arrive at Total Applicable Expenses.

Schedule 4(a) is the actual/estimated data for FY 15. Schedule 4(b) is the C factor
Reconciliation for FY 15. Schedule 4(c) is the E factor Reconciliation for FY 15.
Schedule 4(d) is the IRC Revenue Billed for FY 15. Schedule 4(e) is the
Reconciliation of Demand Charges for FY 15.

Schedule 5(a) (“Interest Rate Calculation) provides the interest rate for the
over/under recovery and is calculated on the over/under recovery in calendar year
2014. Schedule 5(b) (“Interest Calculation”) provides the calculation of the
interest expense or credit for the period of September 2014 through August 2015
for the under/over recovery of fuel costs and the interest for the natural gas
refunds. Schedule 5(c) (“Interest on Natural Gas Refunds”) provides information
on historic refunds that have been received by the Company resulting from
various cases before the Federal Energy Regulatory Commission and the interest
on these refunds. Schedule 5(d) provides the calculation of the interest for the

demand and commodity charges.

Schedule 6 presents the migration rider and load balancing revenue for the

forecast period of September 2015 to August 2016.

Schedule 7 calculates total projected recovery with the proposed GCR.
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Schedule 8 shows the changes in rates identifying the proposed changes to the
GCR and distribution charge and the impact on the proposed total commodity

rate.

Schedule 9(a) shows the calculation of the Universal Service & Energy
Conservation Surcharge to be effective September 1, 2015. Schedule 9(b) is the
reconciliation of the Universal Service & Energy Conservation Surcharge for

period of September 2014 to August 2015.

Schedule 10(a) shows the calculation of the Interruptible Revenue Credit to be
effective September 1, 2015. Schedule 10(b) is the forecasted Interruptible
Revenue Margin for Fiscal Year 2016. Schedule 10(c) is the reconciliation of the

Interruptible Revenue Credit for Fiscal Year 2014.
Schedule 11(a) shows the calculation of the Other Post Employment Benefit
(OPEB) Surcharge to be effective September 1, 2015. Schedule 11(b) is the

reconciliation of the OPEB Surcharge for Fiscal Year 2014.

Schedule 12 shows the reconciliation of the Efficiency Cost Recovery Surcharge

for the Fiscal Year 2015.

Schedule 13(a) is the calendar year 2014 reconciliation of the Supplier and
Storage Peaking Charge (SSPC) and Schedule 13(b) is the SSPC expense and
interest calculation.

Schedule 14 sets the load balancing charge to be effective September 1, 2015.

Schedule 15 identifies the natural gas prices that were used in the preparation of

this filing.
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WHAT IS THE TIME PERIOD FOR FORECASTING PGW’S FUTURE
GAS COSTS?

PGW’s forecast period is a twenty (20) month period that commences on January
1, 2015 (two months before this filing) and eight months before the effective date
of the tariff on September 1, 2015. The 2015-16 GCR year is from September 1,
2015 to August 31, 2016, however, since the required forecast covers 20 months,

it must begin eight months earlier, consistent with Commission regulations.

PLEASE PROVIDE A GENERAL DESCRIPTION OF PGW’S RATE
DESIGN AND GCR CALCULATION METHODOLOGY.

The volumetric rates charged to PGW’s customers are the distribution charge and
the Gas Cost Rate plus the Merchant Function Charge (MFC) and Gas
Procurement Charge (GPC). The distribution charge consists of the Delivery
Charge; the Universal Service and Energy Conservation Surcharge; and the Other
Post Retirement Benefit Surcharge. The Universal Service and Energy
Conservation Surcharge provides for the recovery of Customer Responsibility
Program (CRP) discounts; Senior Citizen Discounts; the costs of the Enhanced
Low Income Retrofit Program (ELIRP); and CRP arrearage forgiveness. The
Other Post Retirement Benefit Surcharge recovers the amount to fund these

obligations.

The second element of the rate is the Gas Cost Rate or GCR factor. This charge is
a mechanism used to flow through the costs of natural gas costs and other raw
materials in a timely and equitable manner. The specific elements of PGW’s

GCR are set forth in PGW’s Tariff,

Generally, the cost of gas purchased to serve the requirements of PGW's

customers constitutes the largest single item in the delivered price of gas. In the
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past, all natural gas costs were recovered through base rates (distribution charge).
However, in the early 1970's, the price of gas lost its stability and underwent rapid
escalation during and after a worldwide oil crisis. To combat this instability and
prevent the economic harm to all parties caused by regulatory lag in reflecting
these price fluctuations in base rates, the concept of a fuel adjustment surcharge
mechanism was introduced by PGW. This mechanism provides the flexibility to
rapidly reflect current conditions without the time delay inherent in a full-scale
base rate alteration. The intent is to achieve an annual balance of the costs
incurred for fuel and its pass-through to customers. The costs for pipeline
transportation, storage capacity and related fuel prices charged by the interstate
pipeline suppliers are largely outside of distributor control. The State Public
Utility Commission oversees the pass-through of these charges and the balancing
activity. The Gas Cost Rate Section in PGW’s Tariff identifies the appropriate
formula for such a balance and the charges that may be recovered through this
mechanism. Charges for natural gas and other raw materials are included in the
GCR. In addition, the interest expense for the over or under recovery of gas costs
and natural gas refunds are also included in the GCR. No labor or profit
component is added by PGW. The GCR represents the direct pass-through of

actual costs incurred.

Only costs related to meeting customer sendout requirements, including
associated plant fuel, may be included as a fuel expense for GCR purposes.
Purchases diverted into storage and/or LNG become an expense only when
withdrawn for customer delivery. Costs associated with purchases made to supply
interruptible customers are excluded from the Total Applicable GCR Expenses
used to calculate the GCR. Also, demand costs for pipeline transportation for the

firm transportation customers are excluded from the GCR.

Various adjustments are then made to the total applicable expenses eligible for the

GCR. Natural gas refunds and interest on the refunds are credited in the
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calculation of the GCR in the fiscal year received. An adjustment is made to
correct for any over or under recovery during the previous period resulting from
differences between rates used to project the prior GCR and those actually
experienced. The interest expense or credit on the over or under recovery is
applied to calculate the total adjustment. An additional adjustment is also made
for the Interruptible Revenue Credit which is a credit that firm sales customers

receive for the interruptible sales margin.

To determine the unit level of the GCR, the remaining total expenses must be

divided by the sum of the volumes over which they can be effectively distributed.

WHAT IS THE BASIS FOR THE PRICES USED IN DETERMINING THE
GAS COSTS USED IN THIS FILING?

The pricing methodology utilized by the Company is consistent with that used in
the recent quarterly filings with the inclusion of the additional months in the 20-
month forecast. Specifically, the company utilized actual prices for January 2014
and the NYMEX Futures close data (as of January 20, 2015) for the 19 forecast
months of February 2015 through August 2016.

HOW DOES THE GCR FOR THE FORECAST PERIOD COMPARE
WITH THE GCR FORECASTED IN THE COMPANY’S LAST ANNUAL
GCR FILING?

The GCR forecasted for 2015-2016 is lower than the level PGW had forecasted

for the 2014-2015 GCR. The level of costs in the 2015-2016 period are being

influenced by the decrease in prices for natural gas compared to the prior year.
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DESCRIBE THE LEVEL OF HEATING DEGREE-DAYS THAT WERE
USED IN YOUR ANALYSIS.

The Company utilizes the temperatures recorded at the PGW Richmond Plant to
calculate the average temperature for a given day. The Company subtracts the
average temperature from 65 degrees to calculate the number of degree-days for
the day. The degree-days for all of the days in the year are aggregated to arrive at
the total number of degree-days for the year. Next, the Company calculates the
average heating degree-days for the past 30 years to arrive at the forecasted
heating degree-days in a normal year and in this filing PGW is using the 30 year

average of 4,237 degree days.

HOW HAS THE COMPANY CALCULATED THE NUMBER OF
CUSTOMERS IN EACH RATE CLASS?

PGW determined the actual number of customer billings on December 31, 2014
using the PGW Gas Sales and Revenue Reports. Next, the Marketing Department
load forecast was used to factor in the addition and loss of customers. Finally, the
customer numbers were adjusted for the loss of customers due to non-payment

terminations.

WHAT IS THE METHOLOGY FOR CALCULATING THE WEATHER
NORMALIZED BILLED SALES?

PGW used a two step process to arrive at the appropriate level of usage
per customer. First, a trial domestic factor is developed by class of
customers from sales reported for the previous year's summer months.
This average factor is then utilized in the sendout formula with the
customer counts for the months of July, August and September. A

comparison between what the formula calculates and the actual
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experienced for those three months is ascertained and the trial domestic
factors are finalized to replicate the total sendout experienced. The
finalized domestic factors (DOMS) are then utilized in conjunction with
the actual sales and customer counts for the months of December,
January and February to determine the average Mcf per degree day for
each of the individual months for the remaining temperature sensitive
load. The results are weighted by degree-days to give an average value

which is utilized as a trial value for the heating factor.

The finalized domestic factor and the trial heating factor developed, as
such, are then applied in the sendout calculations together with
customer counts for the months of December, January and February (the
peak winter cold period) to project an estimated sendout for each of
these months. The projected sendout is then compared with the actual
sendout experienced. Any variation between the projected and actual is
adjusted to force the replication of the actual sendout experience, thus
resulting in the determination of a finalized heating factor. The finalized
heating factor was then averaged with the heating factor for the previous

year.

Utilizing these domestic and heating factors, billed sales are then

forecasted using 4,237 degree days and the number of customers.

WHAT IS THE UNACCOUNTED FOR GAS PERCENTAGE USED IN
THIS FILING?

The level of unaccounted for gas used in this filing is 2.7 % and is based on a 3-

year average.
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WHAT IS THE TOTAL AMOUNT OF OFF SYSTEM SALES, CAPACITY
RELEASE CREDITS, AND ASSET MANAGEMENT CREDITS THAT
ARE INCORPORATED INTO THE GCR?

PGW has projected that the amount of off system sales, capacity release credits,
and asset management credits within the GCR period of 2015-16. This amount is
based on a 3 year average. Of that amount, $ 6,838,812 (75%) was credited to the
GCR.

PLEASE EXPLAIN THE FACTOR “E” CLARIFICATION IN THE PGW
GAS SERVICE TARIFF

Due to the settlement in the 2012-13 GCR, PGW began crediting or recovering
the previous year factor “E” over the Company’s Fiscal Year. Previously, PGW
had credited or recovered the factor “E” over the 12-month forecast period in each
quarterly GCR filing. The proposed language “Credit or recovery of the factor
“E” is completed over the Company’s Fiscal Year.” would memorialize the

current practice with respect to the factor “E”.

PLEASE EXPLAIN THE CHANGE TO THE FORMULA FOR
BALANCING SERVICE COSTS IN THE GAS SUPPLIER TARIFF.

The PGW Gas Supplier Tariff formula for Balancing Service Costs is

BSC = ((C-E) / S) where “C” is the cost in dollars for all types of storage and
related services; “E” is the net overcollection or undercollection of Balancing
Service Costs; and “S” is the projected MCF of storage gas/LNG to be delivered
to all customers. This formula provides for the crediting or recovering of the “E”

to all Mcf of storage gas/LNG when the crediting or recovering of the “E” should
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be applied to the forecasted Mcf of load balancing volumes. PGW is proposing

that the Balancing Service Costs formula be changed to BSC = (C/Sy)-(E/S,)

where S is the projected Mcf of storage gas/LNG to be delivered to Customers
to meet design day needs during the projected period when rates will be in effect
and S, is the forecasted Mcf of load balancing volumes during the projected
period when rates will be in effect. This will effectively distribute the

overcollection or undercollection of the Balancing Service Costs.

PLEASE EXPLAIN THE GAS SUPPLIER TARIFF CORRECTION.

A typo was discovered in PGW’s Gas Supplier Tariff. The definition section on
page 10 of the tariff provides a definition for Daily Delivery Quantity as follows:

DAILY DELIVERY QUANTITY (“DDQ”) - The daily quantities
of natural gas supplies a Supplier is required to deliver in Dths for
a Firm Pool, as forecasted and communicated by Company, and
may specify the required points of delivery. Such forecast shall be
calculated to include volumes needed for end-use requirements,
prior imbalances and provide return of balancing service quantities
and unaccounted for gas, which amount shall not exceed the DDQ.
This quantity will include corrections for Volume Adjustments.

The reference to “DDQ” at the end of the second sentence is incorrect. The
correct reference is “DCQ” which is the acronym for Daily Contract Quantity.

DCQ is defined on the same page as follows:

DAILY CONTRACT QUANTITY (“DCQ”) - The firm
transportation capacity (“Pipeline FT Capacity”) in Dths assigned
by the Company to the Supplier and required to deliver Natural
Gas Supply to Supplier’s Firm Transportation Customers.
A firm supplier is not permitted to deliver more gas than can be transported on the

assigned capacity, therefore, the correct reference is “DCQ”. Accordingly, PGW
has changed the Daily Delivery Quantity definition in this filing.
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PLEASE EXPLAIN THE CHANGE PGW IS PROPOSING FOR THE
COGENERATION “CHARACTER OF SERVICE”

PGW’s Cogeneration Service is a bundled interruptible service. The Character of
Service section for Cogeneration Service sets forth the following (on page 131):

CHARACTER OF SERVICE

Service under this rate schedule is interruptible, and shall be
subordinate to all firm services. Customer is advised of their
responsibility to maintain capability of satisfying their
requirements during any period when service is interrupted.
Interruptions may occur for economic or operational considerations
at any time; however, service under this rate schedule will be
interrupted based upon the price priority of rate schedule LBS, No.
6_fuel oil alternate service; the service providing the lowest net
contribution to be interrupted first.

As discussed in my testimony submitted in last year’s proceeding with respect to
the LBS rate, the posted price for No. 6 fuel oil (which is used to calculate the
LBS rates) is no longer published in the Oil Price Daily. Additionally, PGW does
not see the need to rank the interruptions of LBS and Cogeneration customers in
this manner. As a result of the foregoing, the Gas Service Tariff included with
this filing includes the deletion of the underlined section of the tariff provision set

forth above.

PLEASE EXPLAIN THE CHANGE PGW HAS INCLUDED IN THE
NATURAL GAS VEHICLE SERVICE RATE

During the most recent audit by the Public Utility Commission’s Bureau of
Audits, the auditors noticed that the OPEB surcharge’ is not included in the
distribution charge for Rate NGVS but is included in the distribution charges for
all of the other firm sales service rates.” The OPEB surcharge was established in

PGW?’s last base rate case® and the surcharge was not included for Rate NGVS

! Other Post Employment Benefit Surcharge — Gas Service Tariff — Page 82.

? The other firm sales service rates included in the Gas Service Tariff are Rate GS (page 83), Rate MS
(Page 87) and Rate PHA (Page 90).

* PaPUC v. PGW (Docket No. R-2009-2139884).
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(which is a firm sales service rate) in PGW’s compliance tariff filing. As a result
of the foregoing, PGW is including the OPEB surcharge in the NGVS distribution

charges.

BASED UPON THE ABOVE SUPPORTING DATA, DO YOU BELIEVE
THAT PGW’S GAS COSTS ARE REASONABLE?

Yes, PGW’s GCR only contains the direct pass-through of actual costs incurred
and projections of the same (for both gas costs and certain non-gas costs that were
previously approved by the PUC). As stated by Mr. Snyder in his testimony,
PGW follows a least cost gas procurement strategy.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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INTRODUCTION

PLEASE STATE YOUR NAME AND CURRENT POSITION WITH PGW.

My name is Raymond M. Snyder. My position with PGW is Vice President of Gas
Management.

PLEASE SUMMARIZE YOUR BACKGROUND AND EXPERIENCE.

I received a Bachelor of Science degree in Civil Engineering from Pennsylvania State
University in 1979. I have also received a Masters in Engineering Management from
Drexel University in 1988. I am a registered Professional Engineer in Pennsylvania.

I have held the following positions at PGW: Engineering Assistant; Assistant Staff
Engineer; Staff Engineer; Senior Staff Engineer; Assistant Manager, Engineering;
Manager, Engineering; Director, Operations Systems Administration; and Director, Gas
Processing.

HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS COMMISSION?

Yes. I submitted testimony for the PGW 1307f Annual GCR Filings in Docket Nos. R-
2013-2346376 and R-2014-2404355.

WHAT IS THE FOCUS OF YOUR TESTIMONY IN THIS PROCEEDING?

My testimony discusses:

e PGW’s gas purchasing policies and strategies applicable to FY 2016 (September
1, 2015 to August 31, 2016) and FY 2015 (September 1, 2014 — August 31,
2015);

e PGW’s design day requirement;
e (Capacity release, off-system sales and asset management fee sharing;
e Price analysis and buying advisory service; and

e The capacity collaborative.
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PLEASE PROVIDE A GENERAL DESCRIPTION OF PGW’S GAS
DISTRIBUTION SYSTEM.

PGW’s gas distribution system is located in Southeastern Pennsylvania in the County and
City of Philadelphia. Since this is not a gas-producing area, PGW and its natural gas
customers are dependent upon the interstate natural gas pipeline system to deliver natural
gas into the PGW gas distribution system. PGW relies on the interstate pipeline for all
natural gas supply, storage, and transportation services, except for PGW’s own on-system
peak shaving facilities. PGW owns and operates two LNG facilities that are used
primarily both to meet intraday, daily and seasonal supply needs as well as to meet peak
day requirement.

PLEASE IDENTIFY PGW'S CURRENT INTERSTATE SUPPLIERS.

Spectra Energy’s Texas Eastern Transmission pipeline and Williams® Transco Gas
Pipeline comprise the two interstate natural gas pipelines that deliver gas to PGW’s city
gates. In addition, PGW uses natural gas storage services to meet winter peak

requirements.

GAS PURCHASING POLICIES AND SUPPLY STRATEGY

DOES PGW UTILIZE A LEAST-COST PROCUREMENT POLICY IN ITS GAS
PURCHASING POLICIES AND SUPPLY STRATEGY?

Yes.

PLEASE DESCRIBE PGW’S SUPPLY STRATEGY.
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PGW’s supply strategy' (which is currently being used during the FY 2015 GCR
period and which the Company intends to use for the FY 2016 GCR period) is a portfolio
approach in both contract structure and pricing. The portfolio approach of purchasing gas
supply allows PGW to remove some of the volatility in purchasing natural gas supplies
for its ratepayers. Without the use of the portfolio approach, firm ratepayers would be
totally at the mercy of market volatility.

The Company’s gas supply portfolio is divided into four distinct categories: (1)
daily index price swing contracts; (2) physical forward purchased contracts; (3) storage;
and (4) LNG.

(1) The advantage of daily index priced swing contracts are their operational
flexibility which allows PGW to increase or decrease the volume in response to changes
in sendout requirements. During certain time periods, these types of contracts also
provide security of supply.

(2) The Company enters into physical forward purchased contracts for summer
and winter baseload supplies. These contracts permit the Company to make discretionary
physical forward purchases on a year-round basis.

(3) The Company utilizes storage fields which act as additional sources of supply.
The gas procured under these contracts also act as a physical fixed price counter to
market conditions.

(4) The Company operates its own LNG peak shaving liquefaction, vaporization,

and storage facilities.

L All natural gas supply strategies are presented to the Company’s internal Supply Committee for review and
approval. The Supply Committee is comprised of senior corporate management as well as Gas Supply, Gas
Planning and Regulatory departmental management. The Supply Committee meets monthly.
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Spectra Energy and Williams Gas Pipeline represent the only interstate pipeline
facilities with physical connections to the PGW service territory. As a result, all of
PGW’s supply contracts utilize these pipelines and the contracts also recognize pipeline
receipt and delivery rights. These contracts contain the ability to “lock up” the price for
upcoming months or to have the pricing default to an agreed upon market index if there is
no market advantage in fixing a price before the month begins. As a result, PGW not
only ensures security of supply from the pipelines but also can take advantage of varying
basis differentiated pricing in the market. This differentiated pricing results from the fact
that all shippers of natural gas receive their gas at varying locations along the pipeline.
PGW uses a city-gate delivered price in comparing the various alternatives available.
The city gate delivered price is computed considering the “into the pipe price of gas” plus
all incremental charges levied by the transporting pipeline to deliver the gas to the city
gate. These prices include, but are not limited to, reservation fees, fuel, transportation
charges and FERC Annual Charge Adjustment (“ACA”) charges.

Additionally, PGW utilizes storages and LNG to meet operational requirements.
Bundled storage contracts provide for the right both to storage of the gas and its delivery
to PGW via bundled pipeline capacity. Unbundled storage contracts provide storage
rights for gas which is transported on PGW firm pipeline transportation capacity. These
storages provide off-system storage and LNG provides on-system storage. While both
types of storages are important to fulfill operational requirements, PGW’s on-system
LNG storage is vital during peak days when customer demand exceeds the amount of gas

that can be physically provided through PGW’s city gates.
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Once operational requirements are met, these assets are then used in the overall
cost saving strategies. For example, once design winter sendout requirements are
ensured, the Company may utilize bundled storage and LNG as a substitute for higher
priced gases. PGW’s summer gas procurement policy uses a similar approach to address
system supply and storage refill. The Gas Supply department also uses forecasted prices
as a benchmark to purchase gas volumes for both system supply and storage refill below
the projected cost (when possible) on a proportional basis, while leaving a portion of its
needs to default to first of the month pricing.

DOES PGW PURCHASE GAS FROM ANY AFFILIATED INTEREST?
No. PGW does not have any affiliated gas suppliers or pipelines.

WHILE PGW IS ENSURING THE LEAST COST PROCUREMENT, HOW DOES
IT PROVIDE FOR SYSTEM RELIABILITY?

PGW physically sources the gas in accordance with its firm pipeline paths. The pipelines
give PGW firm entitlements on their systems for the sourcing of gas for which PGW pays
a demand charge. By sourcing supply this way, PGW ensures its sole entitlement to this
space on the pipeline and can not be accused of infringement. Transporting gas from
different locations also mitigates the impact of potential regional disruptions because not
all of the supply enters the pipe at the same location. As a result, if there is a disruption

at one location, not all of PGW’s supply will be affected.

PGW’s Gas Planning Department also runs a supply status model during the winter
operating season which recognizes normal and design winter conditions and the latest

actual balance of gas in all storage facilities. Gas Management utilizes the output of this
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IV.

model to make recommendations or changes in its supply operating strategy to ensure
that peak day needs and design winter conditions can be met from that point forward.

DOES PGW PERIODICALLY REVIEW ITS EXISTING CONTRACTS TO
DETERMINE IF THEY ARE APPROPRIATE?

Yes. PGW reviews each of its existing contracts on a regular basis to ensure that none of
the contracts are adverse to its customers’ interests. Whenever appropriate, PGW

initiates renegotiations (if the contract permits) to change the terms.

IN YOUR OPINION, ARE THE GAS COSTS INCURRED BY PGW
REASONABLE?

Yes. The 2013-2014 gas costs and the gas costs incurred to date during the 2014-2015

period are the result of the least cost gas procurement strategy outlined in my testimony.

DESIGN DAY REQUIREMENT

PLEASE PROVIDE AN OVERVIEW OF THE DESIGN DAY REQUIREMENT.

Details of PGW’s design day methodology and an account of the 2014/2015 winter
design day requirement can be found in the responses to items 53.64 (c)(13) and

53.64(c)(14) which were provided in PGW’s February 1, 2015 GCR Filing.

CAPACITY RELEASE, OFF-SYSTEM SALES MARGIN AND ASSET
%—1\
MANAGEMENT FEES

HAS PGW BEEN RETAINING A PORTION OF NET PROCEEDS FROM
CAPACITY RELEASE CREDITS, OFF-SYSTEM SALES MARGIN AND
ASSET MANAGEMENT FEES?

Yes. During the 2008-2009 GCR proceeding (Docket No. R-2008-2021348), the parties

agreed that PGW will retain 25% of all off-system sales margins and capacity release
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credits with the remaining 75% applied as an offset to purchased gas costs for the
retention period of September 1, 2008 to August 31, 2011, Likewise, the parties agreed
that PGW will retain 25% of all off-system sales margins, capacity release credits and
asset management margins/credits/fees with the remaining 75% applied as an offset to

purchased gas costs for the following GCR proceedings and retention periods:

GCR Proceeding Docket No. Retention Period
2011-2012 R-2011-2224739 9/1/11 to 8/31/12
2012-2013 R-2012-2286447 9/1/12 to 8/31/13
2013-2014 R-2013-2346376 9/1/13 to 8/31/14
2014-2015 R-2014-2404355 9/1/14 to 8/31/15

The Company also agreed to include an off-system sales margin, capacity release credit
and asset management margins/credits/fees retention proposal for the Purchased Gas Cost
period(s) beginning on September 1, 2015 in its March 1, 2015 annual 1307(f) filing.

DOES PGW HAVE A RETENTION PROPOSAL FOR THE PGC PERIODS
BEGINNING ON SEPTEMBER 1, 2015?

Yes. PGW proposes to continue the retention of 25% of capacity release credits, off
system sales margin and asset management margin/credit/fees and the application of the
remaining 75% to the gas cost rate.

DO OTHER PENNSYLVANIA NATURAL GAS DISTRIBUTION COMPANIES
(“NGDCs”) HAVE SHARING MECHANISMS FOR CAPACITY RELEASE AND
OFF SYSTEM SALES CREDITS?

Yes. Please see Exhibit RMS-1 for a chart which provides a description of the sharing

mechanisms currently in place. Six of the largest NGDCs have sharing mechanisms

similar to PGW’s and the sharing percentage for all of the NGDCs is 25%.
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HOW ARE SHARING MECHANISMS BENEFICIAL TO BOTH RATEPAYERS
AND UTILITES?

The ratepayers and the utility receive benefit from the policy because it creates an
incentive to maximize efforts to make off system sales and capacity release transactions,
thereby increasing the amounts applied to the gas cost rate and the lesser portion retained

by the utility.

PRICE ANALYSIS AND BUYING ADVISORY SERVICE

PGW CURRENTLY USES PLANALYTICS ENERGY BUYER SERVICES AND
IS CURRENTLY PERMITTED TO RECOVER THE ANNUAL $125,000 FEE VIA
THE GAS COST RATE DURING THE 2014- 2015 GCR PERIOD. WHAT TYPES
OF SERVICES DOES PLANANYTICS PROVIDE TO PGW?

Planalytics provides the following services:
¢ Price feed from Nymex and Globex for natural gas, crude oil, heating oil and
RBOB (reformulated gasoline);
* Buying suggestions up to 18 months in the future;
* A charting tool for technical analysis;
* Short and medium range weather forecasts;
® Weather alerts (issued in advance of significant weather events);
¢ Planalytic’s pre-season hurricane forecast and in-season updates; and
e Additional energy buyer features include reporting (i.e. mark-to-market,
transaction history, etc.) and portfolio/hedging parameters.
WHAT WAS INCORPORATED INTO PGW’S 2014-2015 GCR PROCEEDING

SETTLEMENT AGREEMENT WITH REGARD TO THE PLANANLYTICS
ENERGY BUYER SERVICES?

PGW agreed to the following:
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PGW is permitted to recover the Planalytics fee for price analysis and buying
advisory services (not to exceed $125,000) for the 2014-2015 GCR period.
Continued recovery of the fee beyond the 2014-2015 GCR period must be
addressed in next year’s Purchased Gas Cost proceeding.

DOES PGW WANT TO CONTINUE THE PLANALYTICS BUYING ADVISORY
SERVICES?

Yes. The Planalytics’ service provides a comprehensive amount of information that the
Company finds useful in the procurement of all gas supply. Nonetheless, PGW
understands that it must reach a new agreement as to the continuing recovery of the
Planalytics fee and the Company looks forward to discussing this issue with the parties

involved in this year’s proceeding.

CAPACITY COLLABORATIVE

PLEASE EXPLAIN THE ORIGIN OF PGW’S CAPACITY COLLABORATIVE?

On February 20, 2014, the Commission approved a settlement agreement in which PGW
agreed to implement a purchase of receivables program, consolidated billing and an
electronic data interchange (“EDI”).? The parties to the settlement agreement are PGW,
the Office of the Consumer Advocate, the Office of the Small Business Advocate,

Interstate Gas Supply, Inc., Dominion Retail, Inc. and Hess Corporation. > PGW also

2 Pennsylvania Public Utility Commission v. Philadelphia Gas Works, Docket Nos. R-2008-2073938 and R-2009-

2139884 (Order issued Feb. 20, 2014).

3 The Bureau of Investigation and Enforcement ("I&E"), Tenant Union Representative Network and Action Alliance

of Senior Citizens of Greater Philadelphia (“TURN, ef al.”), Direct Energy Services, LLC (“Direct
Energy”) and the Philadelphia Industrial and Commercial Gas Users Group (“PICGUG™) did not join in
this Settlement but authorized the Settling Parties to state their non-opposition to the Settlement.
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agreed to convene a capacity collaborative within 30 days of the Commission’s approval.

More specifically, paragraph 8 of the settlement agreement set forth the following:

PGW agrees to form a collaborative (“The Capacity Collaborative”) with
interested parties regarding capacity and capacity related issues. The
Capacity Collaborative will be charged with exploring modifications to
the following PGW processes and procedures: 1) transportation capacity
assignment; 2) storage capacity allocation; and 3) the Daily Delivery
Quantities (“DDQ”) and Daily Contract Quantities (“DCQ”) calculations.

The Capacity Collaborative will initially convene within 30 days of the
entry of an order by the Commission approving this Settlement. In the
initial session, NGSs and any other Party who chooses to do so shall
identify all of the specific concerns that they have with PGW’s
procedures, and make specific alternative proposals. A second session
shall be held within 90 days of the approval of this Settlement, at which
time PGW will respond to the concerns raised by the Parties and offer its
own proposal to resolve any issues raised. Also at this second session, or
at any time prior to this session, the NGSs or any other Party may make a
formal proposal concerning modifications to the Company’s processes and
procedures regarding matters subject to this Settlement. The Parties will
then endeavor to reach consensus regarding the proposals put forward. It
is the intent of the Parties to conclude this Collaborative by December 31,
2013. [FN1] To the extent consensus can be achieved, PGW will propose
any necessary tariff changes in its March 1, 2014 annual 1307(f) filing.
[FN2] If the Collaborative participants do not reach an agreement
regarding tariff modifications, the participants retain any rights they
otherwise might have to raise the aforementioned issues in that (or any
other) proceeding.

FN1: Depending upon when the order is entered approving this
Settlement, it may not be feasible to conclude this Collaborative by
December 31, 2013. If it is not feasible, the parties may either: 1)
make their best effort to reach a consensus in time to include tariff
changes in the March 1, 2014 annual 1307(f) filing; or 2) conclude
this Collaborative during 2014 and, to the extent consensus can be
achieved, PGW will propose any necessary tariff changes in its
March 1, 2015 annual 1307(f) filing.

FN2: Id.

10
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DID PGW CONVENE THE CAPACITY COLLABORATIVE?

Yes. PGW convened the first meeting on March 18,2014 and held two follow-up
meetings on May 14, 2014 and June 23, 2014. PGW included the parties to the
settlement agreement (both the joining parties and the non-opposing parties) and the
suppliers which provide gas supply to PGW’s customers. During the meetings and via
email, the collaborative participants posed questions and PGW provided responses and
explanations during meetings and followed up via email. In response to the requests of
some parties, PGW is now providing a quarterly schedule for its load balancing charge
and a monthly capacity allocation calculation to each firm supplier operating on PGW’s
system. Some firm suppliers also requested capacity allocations on a per customer basis
and PGW explored the possibility of providing this information through its current
applications. PGW encountered certain limitations in its current applications and
determined that it will pursue providing capacity allocation, including design day and
average day, on a per customer level, to firm suppliers as part of a new gas management

system which the Company will begin implementing during 2015 and complete in 2016,

WERE THERE ANY FORMAL PROPOSALS FOR TARIFF MODIFICATIONS?

No.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

11
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS

My name is William J. Patti. My business address is, 601 Walnut Street Suite 805
Philadelphia, PA 19106.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Brown & Brown Consulting as a Senior Consulting Actuary.

WHAT ARE YOUR PRINCIPAL RESPONSIBILITIES WITH BROWN
AND BROWN CONSULTING?

My principal responsibilities include consulting on all aspects of defined benefit
postretirement welfare and retirement plans for the public and private sectors.

WHAT ARE YOUR PROFESSIONAL QUALIFICATIONS?

I am a Member of the Academy of Actuaries, and an Enrolled Actuary under
ERISA. My Curriculum Vitae is attached as Exhibit WJP-1.

WHAT IS YOUR RELATIONSHIP WITH PGW?

I have served as Brown and Brown’s lead actuarial consultant to PGW since 2012
and worked on the PGW account in a support role prior to that back to 2007. My
responsibilities include overseeing and preparation of the actuarial valuation
under Government Accounting Standards Board (“GASB”) 45 of the Philadelphia
Gas Works Health and Life Insurance Plan for Retired Employees. Additionally
Brown and Brown serves as benefit consultant which includes assisting PGW
with respect to the medical, prescription drug, dental, and disability benefits
provided to active and retired employees. We assist PGW management in
securing insurance coverage for these benefits, reviewing service providers on
self-insured benefits and negotiating union benefits. Our firm has prepared the

2007, 2009, 2011, 2012, 2013, and 2014 actuarial valuation reports for the PGW
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Health and Life Insurance Plan for Retired Employees obligations and expense
under GASB 45.

PLEASE EXPLAIN THE PURPOSE OF YOUR TESTIMONY.

The purpose of my testimony is to review and update the annual funding amount
for PGW’s Other Post-Employment Benefits (“OPEB”) Rider, as required by
Paragraph 20 of the Joint Petition for Settlement, which was approved by Order of
the Commission (entered July 29, 2010) at Docket No. R-2009-2139884
(collectively, the “Settlement”). Paragraph 20 provides that the funding amount
used for the OPEB Rider “shall not change until reviewed and updated ... after
the initial 5-year period.” Settlement, at § 20. The OPEB Rider was implemented
on September 1, 2010, and the initial five-year period ends on August 31, 2015.

WHAT ARE OPEBS?

OPEBs are health and life insurance benefits provided to employees after
termination or retirement. PGW provides eligible retirees with medical,
prescription drug, dental coverage, and life insurance coverage.

WHY DOES PGW HAVE AN UNFUNDED LIABILITY FOR OPEBS?

As a result of the issuance of GASB 45, in FY 2007 PGW began to record on its
financial statements a liability for the cost of providing OPEBs to employees in
the year in which the benefit is accrued. This accounting change resulted in PGW
having an annual OPEB cost that consisted of both its payouts to retirees plus the
amount accrued for existing employees, that will be paid out upon their
retirement. As a result PGW had a large unfunded liability for current and future
years (“Unfunded Actuarial Accrued Liability”, or “UAAL”) as well an amount

of accrued liability associated with several prior years (“Net OPEB Obligation”™).

{L0584097.2} 2
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HOW WAS THIS OPEB LIABILITY TREATED IN THE LAST PGW
RATE PROCEEDING?

The Settlement permitted PGW to make payments into a trust fund to begin to
fund its unfunded liability. It was also permitted to amortize its UAAL and Net
OPEB Obligation over thirty years.

WHAT IS PGW’S ANNUAL CONTRIBUTION TO THE OPEB TRUST
FUND.

Under the Settlement, PGW’s total annual contribution to the OPEB Trust Fund is
$18.503 million. That amount has two components: $15 million annually to fund
the Unfunded Actuarial Accrued Liability and $3.503 million annually, which
represents a 30-year amortization period for the Net OPEB Obligation of $105.1
million as of FYE 2010.

IS THE ENTIRE $18.5 MILLION CONTRIBUTED TO THE OPEB
TRUST FUNDED BY THE OPEB RIDER?

No. The Settlement provides that the funding amount for the OPEB Rider “shall
be $16 million annually (except for over/under collection true-ups).” Settlement,
at § 20. The remaining $2.5 million is contributed by PGW from general rate

revenues.

HAVE YOU PREPARED AN ACTUARIAL VALUATION OF PGW’S
OPEB OBLIGATIONS AND ANNUAL EXPENSE?

Yes. The Settlement provided that PGW submit “a current actuarial study to
determine the level needed to fund any remaining Unfunded Actuarial Accrued
Liability and OPEB obligation funding ... .” Settlement, 9 20. Accordingly, we
prepared an actuarial study (“Study”) dated November 2014 , a copy of which
Study is attached as Exhibit WJP-2. The 10-year projection of GASB 45 Costs

and Other Items (Appendix 4 to the Study) was completed prior to the release (by

{L0584097.2) 3
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the Society of Actuaries' Retirement Plans Experience Committee) of the final
report of the RP-2014 mortality tables and MP-2014 future mortality
improvement factors. So, I updated that Appendix to use the RP-2014 mortality
table with mortality improvements after 2014 using generational projections with
scale MP-2014, and the updated results are attached as Exhibit WJP-3.

PLEASE DESCRIBE WHAT THE STUDY SHOWS.

The Study shows that PGW continues to have a significant UAAL, approximately
$360 million as of the end of FY 2014. See, Exhibit WJP-3. Even though the
UAAL has been reduced since 2010 (my colleague, Mr. Kikla, had projected that
the Settlement funding would reduce the UAAL to $455 million in 2014, it
remains a material amount. In addition, PGW is only in year 6 of the 30 year
amortization of the UAAL and Net OPEB Obligation.

IN LIGHT OF THESE FACTS, DO YOU RECOMMEND ANY CHANGE
TO THE FUNDING AMOUNT FOR THE OPEB RIDER?

Not at this time. Based on our Study, the funding amount for the OPEB Rider
should remain at $16 million annually (except for over/under collection true-ups)
in order to “fund any remaining UAAL and OPEB obligation funding... .”
Settlement, § 20. PGW shall continue to deposit this amount ($16 million),
together with its contribution of $2.5 million annually into the OPEB Trust.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

Settlement, PGW Statement in Support, App. B, Exhibit SMK-6.

{L0584097.2} 4



Exhibit WJP-1

William J. Patti

Mr. Patti has over twenty four years of experience in Employee Benefits Actuarial
Consulting and is an Enrolled Actuary under ERISA and is also a member of the
American Academy of Actuaries. Mr. Patti graduated with a bachelor degree in
Mathematics with a Computer Science concentration from Shippensburg University in
1990.

Mr. Patti consults on retiree health and welfare defined benefit plans for the public and
private sector, including actuarial valuations for purposes of determining financial
statement expense and year-end balance sheet adjustments and footnote disclosure items
under FASB and GASB, and analyzing the cost effect of alternative assumptions and plan
designs, and cash flow (pay as you go) and financial statement expense and liability
forecasting. Mr. Patti also consults on and prepares actuarial equivalency testing for the
Medicare Part D Retiree Drug Subsidy, and the development of health insurance rates
and reserves for self-insured plans and actuarial analysis of health claims experience and
cost effect of health plan design changes.

Mr. Patti is also responsible for consulting on all aspects of defined benefit retirement
plans for the public and private sectors, including determining minimum funding
requirements and maximum tax deductible limitations, determining financial statement
expense and year-end balance sheet adjustments and footnote disclosure items under
FASB and GASB, analyzing alternative plan designs including defined contribution
supplemental and/or replacement plans and supplemental executive retirement plans,
performing nondiscrimination testing on controlled group and non-controlled group
employers for purposes of satisfying benefit amount and coverage requirements,
designing and analyzing the funding and financial statement costs of early retirement
windows and implementation thereof, multi-employer plan participation and withdrawal
liability analysis, and pension plan administration.

Mr. Patti also has significant experience analyzing the feasibility of defined benefit
retirement plan terminations and performs any or all of the steps necessary to implement
a plan termination, including analyzing offering lump sum payments, single premium
group annuity purchases, or some combination of the two. Plan termination analysis
includes continually evaluating whether to annuitize or offer lump sums to certain
population or liability segments. Our single premium group annuity purchase service
includes data analysis, including death audit, preparation of insurance company bid
specifications (considering the size of individual participant benefits and/or the size of the
annuity purchase to minimize insurance company insolvency risk), analysis of insurance
company proposals and due diligence on insurance companies to comply DOL



Interpretive Bulletin 95-1, and assistance with insurance company contract review and
installation.

Mr. Patti also is responsible for all Form 5500, participant disclosure, and other
government filing compliance for Brown & Brown Consulting. These responsibilities
include preparation and providing direction to other Brown & Brown staff on the
completion of Form 5500 filings, as well as completing and providing Form 5500 counsel
to other Brown & Brown offices.
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ACTUARIAL STATEMENT

We present in this report the results of the actuarial valuation of the Philadelphia Gas Works Health
and Life Insurance Plan For Retired Employees as of September 1, 2014. This report presents our
determination of PGW’s obligations and accrual expense under Government Accounting
Standards Board Statement 45 (GASB 45) for the fiscal years ending August 31, 2014 and 2015.
Use of the valuation report for purposes other than fulfilling the requirements of GASB 45 may

not be appropriate.

The actuarial calculations and accounting figures shown in this report are based upon the census
data submitted by the plan sponsor, and the plan provisions and actuarial assumptions summarized
in the Appendices. We have not performed a comprehensive audit of the data provided, but have

reviewed the data for reasonableness.

This valuation has been conducted in accordance with generally accepted actuarial principles and
practices. The calculations reported herein are consistent with our understanding of the provisions
of GASB 45. The actuarial assumptions employed in the development of the postretirement
welfare cost have been selected by Brown & Brown Consulting with the concurrence of the plan
sponsor. In our opinion, these assumptions are individually reasonable on their own merits and

consistent in the aggregate.

The undersigned credentialed actuaries of Brown & Brown Consulting meet the Qualification
Standards of the American Academy of Actuaries to render the actuarial opinion contained in this
report. There is no relationship between the Plan Sponsor and Brown & Brown Consulting that

impacts our objectivity.
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William J. Patti, Curt R. Evans, FSA
Enrolled Actuary Number: 14-06221 Enrolled Actuary Number: 14-05239
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EXECUTIVE SUMMARY

This report presents Philadelphia Gas Works (PGW) management with information concerning the health
and life insurance benefits provided to employees after termination or retirement. PGW provides eligible
retirees with medical, prescription drug, dental coverage, and life insurance coverage.

We previously performed an actuarial valuation as of September 1, 2013 of the cost and liabilities
attributable to these postemployment welfare benefits using the methods and procedures under GASB 45
Statement for Accounting and Financial Reporting by Employers for Postemployment Benefits Other than
Pensions. GASB 45 requires a valuation every two years unless there are significant plan provisions,
demographic, or actuarial assumption or method changes. PGW has determined that no significant
changes have occurred since the prior valuation; thus, the following valuation results as of September 1,
2014 are based on a roll forward of the valuation results as of September 1, 2013, modified to incorporate
revised per capita claims costs and to reflect the resulting impact on the high-premium excise tax
(“Cadillac Tax”) under the Affordable Care Act.

Following are the highlights of our report:

o The Actuarial Accrued Liability at:
September 1, 2014  September 1, 2013
Retirees $264,643,000 $291,171,000
Active employees $185.646.000 $145.356.000
Total $450,289,000 $436,527,000
o The reported market value of plan assets at August 31, 2014 was $90,837,700 resulting in an

Unfunded Actuarial Accrued Liability of $359,451,300. The net OPEB Obligation (NOO) as of
August 31, 2014 is $101,788,000.

o The Annual Required Contribution (ARC) for the fiscal year ended August 31, 2014 is
$38,062,000. The Annual OPEB cost (AOC) is $37,090,000.

o The ARC for the fiscal year beginning September 1, 2014 is $37,980,000. The AOC is
$37,073,000.

® The estimated ARC and AOC for the fiscal year beginning September 1, 2015 is $37,314,000 and
$36,487,000, respectively, based on a zero gain or loss and expected PGW contributions for the
fiscal year ending August 31, 2015. These estimates will need to be updated to reflect actual PGW
contributions during the fiscal year ending August 31, 2015 and actual NOO and market value of
assets as of August 31, 2015.
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SUMMARY OF VALUATION RESULTS

Actuarial Accrued Liability
Retiree
Active

Total
Assets
Unfinded Actuarial Accrued Liability
Normal Cost
Discount Rate

Healthcare Trend

(in thousands)

Medical, RX

and Dental ~ Cadillac Tax Life Total

$ 249,995 $ 1,396 $ 13,252 $ 264,643

$ 174,943 $ 3,834 $ 6,869 $ 185,646

$ 424,938 $5,230 $ 20,121 $ 450,289

$ - $ - $ - $ 90,838
$ 359,451

$ 5,266 $ 203 $ 275 $ 5,744

7.95%

7% grading down to 4.5% over 4 years (post-65)

9% grading down to 4.5% over 8 years (pre-65)
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ANNUAL REQUIRED CONTRIBUTION AND OPEB COST

(in thousands)
Fiscal Year Ending
8/31/2013 8/31/2014 8/31/2015
(1) Normal Cost with interest $ 5230 $ 4933 § 6,201
(2) Amortization of Unfunded Actuarial
Accrued Liability (30 year open period) $ 3598 $ 33,129  $ 31,779
(3) Annual Required Contribution (ARC) $ 41,216  $ 38,062 $ 37,980
(4) Net OPEB Obligation at beginning of year ~ $ 111,067  $ 109,060 $ 101,788
(5) Interest on Net OPEB Obligation $ 8,885 §$ 8,670 9§ 8,092
(6) Adjustment to the ARC $ 9,866) $ 9,642) $ (8,999)
(7) Annual OPEB Cost (AOC) $ 40235 $ 37,090 $ 37,073
Discount Rate 8.00% 7.95% 7.95%

Annual OPEB COST Summary

Anuual Percentage of Annual Net
Fiscal Year OPEB Cost OPEB OPEB Obligation
Ending (S thousands) Cost Contributed ($ thousands)
8/31/2007 $44,501 42.3% $25,685
8/31/2008 $44,850 40.8% $52,255
8/31/2009 $46,009 43.6% $78,207
8/31/2010 $48,975 53.7% $105,476
8/31/2011 $45,691 91.3% $109,448
8/31/2012 $46,105 96.5% $111,067
8/31/2013 $40,235 105.0% $109,060
8/31/2014 $37,090 119.6% $101,788
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10-YEAR EXPECTED CASH PAYOUTS

Current Retirees

Year Medical, Rx and

Beginning 9/1 Dental Life Total
2014 23,707,283 1,275,844 24,983,127
2015 24,064,851 1,268,280 25,333,131
2016 24,281,281 1,257,612 25,538,893
2017 23,947,184 1,247,142 25,194,326
2018 23,566,720 1,237,112 24,803,832
2019 23,249,844 1,223,186 24,473,030
2020 22,824,174 1,205,988 24,030,162
2021 22,327,972 1,187,493 23,515,465
2022 21,626,939 1,169,489 22,796,428
2023 21,070,706 1,151,079 22,221,785

Future Retirees

Year Medical Rx and

Beginning 9/1 Dental Life Total
2014 2,453,173 119,647 2,572,820
2015 3,789,299 161,308 3,950,607
2016 5,256,320 204,238 5,460,558
2017 6,941,194 247,043 7,188,237
2018 8,851,333 295,527 9,146,860
2019 10,784,392 347,910 11,132,302
2020 12,761,273 396,963 13,158,236
2021 14,325,633 446,546 14,772,179
2022 15,581,075 495,867 16,076,942
2023 17,030,538 546,174 17,576,712

Current and Future Retirees

Year Medical, Rx and

Beginning 9/1 Dental Life Total
2014 26,160,456 1,395,491 27,555,947
2015 27,854,150 1,429,588 29,283,738
2016 29,537,601 1,461,850 30,999,451
2017 30,888,378 1,494,185 32,382,563
2018 32,418,053 1,532,639 33,950,692
2019 34,034,236 1,571,096 35,605,332
2020 35,585,447 1,602,951 37,188,398
2021 36,653,605 1,634,039 38,287,644
2022 37,208,014 1,665,356 38,873,370
2023 38,101,244 1,697,253 39,798,497

328,441,184 15,484,448 343,925,632
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APPENDIX 1
SUMMARY OF BENEFITS

An employee must retire directly from active service in order to be eligible for
postretirement welfare benefits. All nonunion and union employees who satisfy the
following eligibility requirements will receive post-retirement welfare benefits:

Normal — age 65 and 5 years of service

Early — age 55 and 15 years of service (pension plan benefit is reduced 3% per year for
each of the first 5 years, and reduced 5% per year for each of the next 5 years that
commencement of payment precedes Normal retirement)

Special Early — age 55 and 25 years of service (pension plan benefit is unreduced for the
first 3 years, reduced 3% per year for each of the next 2 years, and reduced 5% per year for
each of the next 5 years that commencement of payment precedes Normal retirement)

Thirty & Out - 30 years of service (pension plan benefit is unreduced)
Disability — age 45 and 15 years of service and rule of 65, or 20 years of service

Pre-Retirement Spouse’s Death Benefit — age 45 and 15 years of service and rule of 65, or
20 years of service

If a retiree selects a joint and survivor annuity with his or her spouse as the beneficiary
under the pension plan, then the spouse receives lifetime health benefits. Otherwise,
spousal coverage stops on the death of the retiree.

Union employees hired on or after May 21, 2011 and Non-Union employees hired on or
after December 21, 2011 are entitled to receive post—retirement medical, prescription, and
dental benefits for five years only (for Normal or Early, Disability, and Pre-Retirement
Spouse’s Death).

Health Benefits
a. Medical Benefits

For pre-65 retirees, a choice of plans self-funded through Independence Blue Cross
including Personal Choice, Blue Cross Blue Shield with Major Medical, or
Keystone HMO’s. Employees who retire after December 1, 2001 are provided the
Keystone 5 Plan at the company expense and they can buy up to a more expensive
plan. Employees who retire on or after September 1, 2007 are provided the
Keystone 10 Plan at company expense, and they can buy up to a more expensive

10
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plan. Union employees who retire after January 1, 2012 are provided the Keystone
15 Plan at company expense and can buy up to a more expensive plan. Management
employees who retire after August 31, 2011 continue to receive the Keystone 10 as
the base plan and can buy up to a more expensive plan.

Reinsurance provides specific stop loss coverage of $275,000 on pre-65 Medical
and Prescription Drug claims.

Eligible pre-65 retirees who relocate outside of the Keystone coverage area may
elect to participate in the PGW Retiree Health Reimbursement Arrangement
(HRA). Under the HRA, the Keystone base plan premium-equivalent will be
credited to a participant’s HRA account and will be available to reimburse the
participant for eligible medical insurance premiums.

Medicare eligible retirees are provided a fully-insured Medicare Supplement Plan
through Independence Blue Cross.

Opt-out benefits of $1,500 per year for Single coverage and $3,000 per year for
Husband/Wife coverage are available to eligible retirees. This benefit is not
available to a Husband/Wife who both retired from PGW and who are eligible for
Medical benefits. Retiree can maintain Prescription Drug and Dental coverage
even if they opt out of Medical coverage.

Prescription Drug Benefits

Employees who retired on or after April 15, 1976 and prior to December 1, 2001,
are offered a Prescription Drug Plan that has been set up for retirees and is separate
from the plan that is set up for active employees. The retiree Prescription plan
consists of a $2 co-pay for generic drugs, a $2 co-pay for brand name drugs when
no generic drugs are available, and a $15 co-pay for brand name drugs when generic
drugs are available. There are no deductibles and no lifetime maximums.
Employees who retired prior to April 15, 1976 or on or after December 1, 2001 but
before September 1, 2007 have a $5 co-pay for generics and a $10 co-pay for brand
drugs. Employees who retire on or after September 1, 2007 have a $5 co-pay for
generics and a $15 co-pay for brand drugs.

Effective, January 1, 2012 PGW moved Medicare eligible retirees into an EGWP
arrangement through Caremark. Covered drugs and co-pays remain the same.
Prescription Drug benefits are self-funded for all retirees.

Dental Benefits
For employees who retired after April 15, 1978, a basic dental plan is offered at no
cost to the retiree. For employees who retired after June 1, 1984, an enhanced

dental plan is offered. For eligible retirees who enroll in the enhanced dental plan,
the retiree must pay the difference between the basic and enhanced plans.

11
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The dental plans are fully-insured through United Concordia.

Death Benefits

a. Nonunion employees are offered voluntary life insurance equal to two times their
salary at retirement. At age 65, the life insurance benefit decreases by 5% per year
for 15 years until the benefit equals 25% of the original life insurance benefit at age
65. PGW pays the cost of the first $75,000 of coverage. Retirees pay $0.35 per
$1,000 for coverage in excess of $75,000.

b. Union employees are offered voluntary life insurance equal to one times their salary
at retirement. At retirement, the life insurance benefit decreases by 10% per year
for 5 years until the benefit equals 50% of the original life insurance benefit at
retirement. Retirees pay $0.35 per $1,000, PGW pays the rest.

c. Upon the death of an active employee prior to satisfying the requirements for Pre-
Retirement Spouse’s Death Benefits, surviving spouses and dependents are entitled
to receive 2 years of health coverage paid by PGW. Upon the death of an active
employee on or after satisfying the requirements for Pre-Retirement Spouse’s
Death Benefits, surviving spouses and dependents are entitled to receive health
coverage for life (or for 5 years if hired on or after May 21, 2011 if Union or hired
on or after December 21, 2011 if Non-Union) paid by PGW.

Contributions

PGW pays the full cost of medical, basic dental, and prescription coverage for employees
who retired prior to December 1, 2001. Employees who retire after December 1, 2001 are
provided the Keystone 5/Keystone 10/Keystone 15 plan at the company expense and can
buy up to a more expensive plan. Retirees also contribute toward enhanced dental plan and
life insurance coverage as described above. PGW pays 100% of the cost for the
prescription drug plan after drug co-pays.

12
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APPENDIX 2
ACTUARIAL ASSUMPTIONS AND METHODS

Assumptions

The actuarial assumptions used to value the postretirement medical liabilities can be categorized
into three groups:

¢ Economic Assumptions — the discount rate and health care cost trend rates.

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

e Demographic assumptions — including the probabilities of retiring, dying, terminating
(without a benefit), becoming disabled, recovery from disability, election (participating
rates) and coverage levels.

Actuarial assumptions were based on the actual experience of the covered group, to the extent that
creditable experience data was available, with an emphasis on expected long-term future trends
rather than giving undue weight to recent past experience. The reasonableness of each actuarial
assumption was considered independently based on its own merits, its consistency with each other
assumption, and the combined impact of all assumptions.

ECONOMIC ASSUMPTIONS

The economic assumptions used in the valuation are the discount rate and the health care cost trend
rates. The economic assumptions are used to account for changes in the cost of benefits over time
and to discount future benefit payments for the time value of money.

Discount Rate

The investment return assumption (discount rate) should be the estimated long-term investment
yield on the investments that are expected to be used to finance the payments of benefits. The
investments expected to be used to finance the payments of benefits would be plan assets for
funded plans, assets of the employer for pay-as-you-go plans, or a proportionate combination of
the two for plans that are being partially funded. Effective for the fiscal year beginning September
1, 2010, PGW has established an Other Postemployment Benefit Trust and has committed to
funding $18,500,000 per year through August 31, 2015 and $3,500,000 per year through August
31, 2040 over and above the actual retiree costs for a fiscal year. We assumed a discount rate of
7.95% for purposes of developing the liabilities and Annual Required Contribution on the basis
that the Plan is being funded and with management’s concurrence that 7.95% represents their
expected long term investment return on Trust assets.

13
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Health care trend rates

Cadillac Tax
Premium
Medical Medical Equivalent
Plan Year (pre-65) (post-65) Drug Dental | Expenses (pre-65)
2014 9.0% 7.0% 7.0% 4.5% 4.5% 8.333%
2015 8.0% 6.0% 6.0% 4.5% 4.5% 7.333%
2016 7.0% 5.0% 5.0% 4.5% 4.5% 6.333%
2017 6.5% 4.5% 4.5% 4.5% 4.5% 5.833%
2018 6.0% 4.5% 4.5% 4.5% 4.5% 5.500%
2019 5.5% 4.5% 4.5% 4.5% 4.5% 5.167%
2020 5.0% 4.5% 4.5% 4.5% 4.5% 4.833%
2021+ 4.5% 4.5% 4.5% 4.5% 4.5% 4.500%
BENEFIT ASSUMPTIONS

The valuation projects the cost to PGW of providing medical benefits to employees who remain
in the medical plan after retirement (postemployment coverage). PGW offers various medical
plans at no cost to the retirees. Retirees can buy up to more expensive plans depending on their
retirement dates. We have developed age-adjusted claims costs for benefits provided by PGW
based on incurred claims for retirees under the self-funded coverages and premium rates for fully
insured coverage for the period September 1, 2012 to August 31, 2013. The developed rates are
projected at the assumed trend rates for future years. Following actuarial standards, specifically
ASOQP 6, leads us to develop age-specific health care cost estimates for the period September 1,
2013 to August 30, 2014 as follows:

Annual Age Specific Per Capita Claims Cost

Current Retirees:
Medical Prescription Drug * Dental

Age Retiree Dependent Retiree Dependent Retiree Dependent

<50 5,039 5,039 1,814 1,814 174 295
50-54 6,126 6,126 2,005 2,005 174 295
55-59 7,663 7,663 2,508 2,508 174 295
60-64 9,231 9,231 3,021 3,021 174 295
65-69 2,308 2,308 2,716 2,716 174 295
70-74 2,491 2,491 3,102 3,102 174 295
75-79 2,662 2,662 3,457 3,457 174 295
80-84 2,777 2,777 3,742 3,742 174 295
85-90 2,837 2,837 3,893 3,893 174 295

90+ 2,909 2,909 3,952 3,952 174 295

14
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Future Retirees:

Medical Prescription Drug * Dental

Age Retiree Dependent Retiree Dependent Retiree | Dependent
<50 5,271 5,271 1,814 1,814 174 295
50-54 6,407 6,407 2,005 2,005 174 295
55-59 8,016 8,016 2,508 2,508 174 295
60-64 9,656 9,656 3,021 3,021 174 295
65-69 2,252 2,252 2,716 2,716 174 295
70-74 2,423 2,423 3,102 3,102 174 295
75-79 2,582 2,582 3,457 3,457 174 295
80-84 2,688 2,688 3,742 3,742 174 295
85-90 2,744 2,744 3,893 3,893 174 295
90+ 2,812 2,812 3,952 3,952 174 295

*Prior to 2012, PGW received the retiree drug subsidy under Medicare Part D. For GASB
45 valuation purposes, prior to 2012, prescription drug costs were not reduced nor did the
liabilities reflect any anticipated retiree drug subsidy refund. PGW implemented an
EGWP arrangement effective January 1, 2012.

Post-65 medical costs are based on September 1, 2013 Medicare supplement premium rates of
$203.60 for the Special 65 Plan and $214.19 for Security Plan F and the commercial insurance
premium rate of $542.45. The Special 65 and commercial insurance are grandfathered plans that
are closed to new retirees. New retirees receive coverage under Security Plan F.

Expenses
Plan expenses include claims administration and reinsurance costs for the self-funded coverage.

The annual per capita expenses for the plan year beginning October 1, 2013 are $941 for retiree
pre-65 coverage, $433 for dependent pre-65 coverage, $180 for retiree post-65 coverage and $180
for dependent post-65 coverage.

Morbidity
The above healthcare costs reflect the following changes due to increased usage as a result of

aging:

Age Annual Increase
65 — 69 3.0%
70-74 2.5%
75-79 2.0%

80 -84 1.0%

85+ 0.5%
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DEMOGRAPHIC ASSUMPTIONS

Mortality
Healthy mortality is assumed to follow the 2014 Static Annuitant and Non-Annuitant Mortality

Table as set forth in Treasury Regulation Section 1.430(h)(3)-1(e). Disability mortality is assumed
to follow the table specified in IRS Revenue Ruling 96-7 for disabilities occurring after December
31, 1994.

Salary Scale 3.0%

Retirement Rates

It is assumed that 10% of eligible participants retire at each age from age 55 to 61. It is assumed
that 100% of eligible participants retire at age 62.

Withdrawal

Turnover rates applicable before an employee is eligible for retirement benefits vary by age and

service with illustrative rates as follows:

Years of Service

Age 0 1 2 3 4 3

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 22
45 7.2 5.4 4.6 3.6 2.8 1.8
50 52 3.8 32 2.6 2.0 1.2
55 0.0 0.0 0.0 0.0 0.0 0.0

Disability Rates

Disability rates vary by age with illustrative rates as follows:

Percent Expected to
Become Disabled in

Age the Next Year
30 0.06%
35 0.07
40 0.11
45 0.22
50 0.46
55 1.02
60 1.62
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SEPTEMBER I, 2014 ACTUARIAL VALUATION

Participation Rates

We have assumed 100% of future retirees who meet the eligibility requirements will participate in
the postemployment welfare plans upon retirement. Current retirees who have opted out of
coverage are assumed to elect coverage at the next open enrollment period.

Decrement Timing
Plan benefits are assumed to be paid mid-year.

Data Assumptions

For retirees, actual data was used for type of coverage and spouse’s date of birth. For Active
employees, 65% of those who become eligible for coverage at retirement are assumed to have
spousal coverage, with wives three years younger than husbands, and 100% of those with spousal
coverage are assumed to have elected a joint & survivor pension benefit.

Based on information provided by PGW, we have assumed that 5% of current retirees are disabled
retirees.

Health Care Reform

In March 2010, the Patient Protection and Affordable Care Act (as modified by the Healthcare and
Education Reconciliation Act, collectively the “Act”) was signed into law. The Philadelphia Gas
Works Health and Life Insurance Plan for Retired Employees is considered a standalone plan not
subject to the mandated provisions of the new law.

Cadillac Tax

The high cost excise tax (“Cadillac tax”) provisions of the Act, which become effective January 1,
2018, are applicable to the Plan. We reflected the Cadillac tax provisions in the valuation. The
Cadillac tax is based on annual pre-65 premium equivalent rates for the period September 1, 2013
to August 31,2014 of $10,259 for retiree coverage and $13,552 for dependent coverage and annual
post-65 premium equivalent rates of $5,710 for retiree coverage and $5,710 for dependent
coverage. For projecting the Cadillac tax thresholds, we have assumed that the Consumer Price
Index (CPI) will increase at 3.5% per annum. The results of the valuation do not consider the
impact of the non-deductibility of the excise taxes on future plan costs, noting that our
understanding is that IBC is a not-for-profit organization and Caremark is a for-profit organization.

Changes since Last Valuation

The claims age-adjustment factors were revised to better reflect actual plan experience and our
best estimate of future plan experience.

Mortality assumption was updated from the 2013 Static Annuitant and Non-Annuitant Mortality
Table to the 2014 Static Annuitant and Non-Annuitant Mortality Table as set forth in Treasury
Regulation Section 1.430(h)(3)-1(e).

Decrement timing was changed from beginning of year to mid-year.

The data assumption includes a 5% probability that a current retiree is disabled.
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Methods

Cost Method

The projected unit credit actuarial cost method was used in this valuation to develop the actuarial
accrued liability and normal cost. Under the projected unit credit 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 service 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 to date of first fully eligible for retirement benefits. The normal cost
amount is expected to increase annually at the discount rate.

Asset Method
The actuarial value of assets is equal to the market value of plan assets, as reported by PGW.

Amortization Method and Period
The unfunded actuarial accrued liability is amortized as a level dollar amount using an open period
of 30 years.



PHILADELPHIA GAS WORKS HEALTH AND LIFE INSURANCE PLAN FOR RETIRED EMPLOYEES
SEPTEMBER 1, 2014 ACTUARIAL VALUATION

APPENDIX 3

DEMOGRAPHIC CHARACTERISTICS

Demographic data as of June, 2013 for current retirees and for active employees was provided by
PGW. Information used includes gender, dates of birth, hire and retirement, and coverage status.

Number Average Age
1. Retirees* 1,404 69.9
Beneficiaries** 501 79.0
2. Active Employees
- Union 1,155 43.5
- Management 495 47.1

*There are 804 retirees with dependent coverage that will continue after the death of the retiree,
100 retirees with dependent coverage that will not continue after the death of the retiree and 17
retirees who have opted out of coverage.

**Includes 4 beneficiaries who have opted out of coverage.

Retiree and Beneficiary Age Distribution

Age Group Male Female Total
<60 198 77 275
60-64 232 73 305
65-69 227 73 300
70-74 128 73 201
75-79 134 88 222
80-84 113 124 237
85+ 176 189 365
Total 1,208 697 1,905
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Active Age and Service Distribution

Union
0-4 5-9 10-14 15-19 20-24 25-29 30+ Total

<25 72 2 0 0 0 0 0 74
25-29 120 41 1 0 0 0 0 162
30-34 51 38 19 0 0 0 0 108
35-39 40 30 21 1 1 0 0 93
40-44 23 15 18 10 20 2 0 88
45-49 18 18 15 13 28 76 1 169
50-54 14 6 12 13 31 87 43 206
55-59 7 6 4 9 21 62 74 183
60-64 3 3 1 2 5 21 19 54
65-69 1 1 0 0 0 5 7 14
70-74 0 0 0 1 0 0 3 4
75-79 0 0 0 0 0 0 0 0
80-84 0 0 0 0 0 0 0 0

85+ 0 0 0 0 0 0 0 0
Total 349 160 91 49 106 253 147 1155

Non-Union
0-4 5-9 10-14 15-19 20-24 25-29 30+ Total

<25 9 0 0 0 0 0 0 9
25-29 31 10 0 0 0 0 0 41
30-34 24 15 5 0 0 0 0 44
35-39 11 15 11 1 1 0 0 39
40-44 12 8 7 2 6 0 0 35
45-49 6 18 14 4 17 19 3 81
50-54 9 6 10 3 12 26 29 95
55-59 4 9 0 9 7 18 47 94
60-64 4 5 4 7 1 6 16 43
65-69 1 1 3 1 1 0 4 11
70-74 0 2 0 0 0 0 0 2
75-79 0 0 1 0 0 0 0 1
80-84 0 0 0 0 0 0 0 0
85+ 0 0 0 0 0 0 0 0
Total 111 89 55 27 45 69 99 495
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Exhibit WJP-3

Updated Appendix 4 for OPEB Valuation Study
(Using RP-2014 Mortality Table)
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