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OUALIFICATIONS AND PURPOSE OF TESTIMOI\"Y

PLEASE STATE YOT]R NAME AND POSITION WITH TIIE COMPAII-Y.

I am Steven P. Hershey. My title is Vice President - Regulatory and External Affairs.

HOW LONG HAVE YOU IIELD THIS POSITION?

I was promoted to this position in January, 2006.

PLEASE SUMMARIZE YOT]R WORK EXPERIENCE.

I have been employed with PGW since January,2004. Prior to that, I was an attomey at

Community Legal Services from 1976 to 1998. During that time I served as the Public

Advocate, representing PGW's residential customers, from 1986 to 1998. I practiced

law, specializing in energy and utility matters, at the firm of Eckert Seamans Cherin &

Mellott from 1998 through December, 2003.

PLEASE SUMMARIZE YOTJR EDUCATIONAL BACKGROT]ND.

I earned my B.A. from Hamilton College in 1966 and a law degree from Georgetown

University Law Center in 1969.

HAYE YOU EVER TESTIF'IED BEFORE AIYY REGULATORY AGENCTES?

Yes, I testified before this Commission in PGW's last base rate case, Docket No. R-

00061931, which was filed in 2006.

WHAT IS THE PI]RPOSE OF YOITR TESTIMOiYY IN TIIESE PROCEEDINGS?

The purpose of my testimony is to provide an overview and roadmap of PGWs filing,

including a summary of the reasons for the increase, arrd a sunmary of the testimony to

be presented by other witnesses. I will also explain PGWs proposal to help customers

save money and conserve energy by implementing a multiyear Demand-Side

Management and Conservation ("DSM") program.
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OVERVIEW OF REASONS F'OR RATE FILING

WHY HAS PGW MADE TIIIS T'ILING?

PGW has filed this case for three main reasons. First, in the PUC's December, 2008

order authoinng a $60 million exhaordinary rate increase, PGW was directed to file a

general rate case by the end of 2009. This filing satisfies that requirement. Second, as

shown in the testimony of Mr. Bogdonavage, Mr. Hanley and Ms. Bisgaier, PGW has

submitted the financial justification necessary to show that the $60 million rate increase

that the Commission authorized in the Extaordinary Rate proceeding continues to be just

and reasonable and crucially necessary for PGW to be able to complete several key

financial tansactions in the upcoming months and maintain its marginally acceptable

bond rating. Thfud, as explained below, PGW is requesting arate increase in order to

fund its current post-employment benefit liability.

PLEASE EXPLAIN WI{Y IT IS IMPORTAI\T THAT PGW BE PERMITTED TO
MAINTAIN ITS CURRENT RATE LEVELS.

It is very important that the Commission continue to permit PGW to have the resources to

operate as a going concern and continue to be able to access capital markets, and thus

continue to be able to finance its annual capital improvements. This will allow the

Company to continue to provide safe and adequate service. As described in detail by Mr.

Bogdonavage, PGW has experienced a significant increase in non-gas operating expenses

and interest expense since its last fully litigated case. It is imperative that PGW at least

maintain its current rate level, including the $60 million awarded in the Extaordinary

Rate Order, so that PGW: (l) will maintain its key financial indices at appropriate levels;

(2) assure that its bond rating at least does not drop below investnent-grade; (3) assure
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that it successfully renews its short term bonowing facility; and (4) is able to sell bonds

to finance its capital program.

As Ms. Bisgaier explains, PGW must have adequate liquidity, when needed,

without having to resort solely to borrowing. PGW must break the ever-more expensive

cycle of cash deficits which require one-time fixes and even more bonowing. PGW is

billing approximately $800 million in revenues and yet, until this past year, had no

intemally generated funds since the mid- 90's. The Company has limped from one crisis

to the next, never having the resources to address its structural financial problems. In the

last few years, PGW has found itself with only the slimmest of available cash balances -
in one instance just $4 million after paying a winter gas bill - and all of it from borrowed

funds. PGW cannot survive unless it is able to borrow, but, borrowing has only pushed

PGW and its customers deeper into the hole.

The Commission's action last December, in awarding PGW a $60 million

extraordinary rate increase, was enormously helpful. It provided PGW with the ability to

avoid a series of financial crises brought on by the recession and credit crisis that had

exacerbated an already precarious financial condition. It is important to maintain the

forward motion that has resulted from the Commission's action. PGW has several key

financial hurdles still to face and any backtracking would place the Company in severe

jeopardy of not being able to complete those remaining tasks. Also, as Ms. Bisgaier

points out, were there to be an acfual reduction in PGW's existing rate level, the

Company would be atasignificant risk of being downgraded below investment qualrty.

Since PGW is already anticipating that it will have a diffrcult time selling bonds in

October of 2010 (most likely without bond insurance) such a step backward would be a
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disaster for the Company and its customers. lndeed, PGW's proposal here is designed to

resolve an issue that, if addressed, will put the Company in a position to see its bond

rating improve - the funding of PGW's significant OPEB liability. I discuss this

proposal below.

PLEASE EXPLATN TrrE BASIS FOR pcwos RATE INCREASE REQUEST.

As indicated, the third reason for the filing, and the basis for the proposed rate increase, is

to provide funding for PGW's Other Post-Employment Benefits (OPEB) liability. As

described in detail by Mr. Bogdonavage and Mr. Kikla, due to changes in accounting

standards it is necessary to filnd PGW's obligations with regard to post-employment

health care and life insurance. Just as investor-owned utilities have done in the mid-

1990's, PGW proposes to fund this obligation through rates. Projected funding will be at

an initial level of $42.5 million that will then decline to $39 million in 201l, $35.5

million rn20l2, $32 million in20l3, $28 million lrr'2014 and $7 million in 2015. To

recognize these reductions in liability, it is further proposed that there be annual rate

adjustments for what are revised actuarial projections for each period. These changes are

shown in Mr. Kikla's analysis and incorporate the benefits achieved from directing

dollars to an irrevocable ootrust" for investnent.

PLEASE SUMMARIZE PGW'S CLAIM FOR OTHER POST EMPLOYMENT
BEI\"EF'ITS.

As explained in detail by Mr. Bogdonavage and Mr. Kikla PGW now pays for these post

employment benefits on a pay as you go basis each year. PGW is required by the

Government Accounting Standards Board ("GASB") to switch to an accrual method of

accounting for these expenses and has done so. On an actuarial basis, however, PGW has

a large, $653 million, liability at the end of the test year. At present, PGW has not funded
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any of this liability and the annual accrual creates a large, continuing drain on PGW's

eamings. PGW's debt-to-total capitaliz.ation ratio continues to deteriorate. The liability

is impeding any opportunity for improvement in PGW's bond rating and creates an

additional risk that will be considered by any potential purchasers of PGW securities. As

demonstrated by Mr. Kikla, funding these obligations in the manner proposed in this

proceeding would save customers approximately $200 million over thirty years (reducing

the present value liability to approximately $455 million). In addition, such a provision

will maintain a predictable source of funding to protect the rights of workers and retirees.

As Ms. Bisgaier explains, funding this OPEB liability will have a salutary affect on

PGW's capital structure, reduce the perceived risk that the company will not be able to

satisff this substantial liability in the fufire, and eliminate a cental reason why PGW's

one-level-above-non-investnent grade, bond rating doesn't improve.

DEMAND SIDE MANAGEMENT PROPOSAL

PLEASE EXPLAIN WIIY PGW HAS PROPOSED A DEMAI\D SIDE
MANAGEMENT PROGRAM BEYOI\D TI{E MAI\DATED LOW INCOME
PROGRAM CIJRRENTLY OFFERED.

As described by Ms. Coltro, PGW has offered a low-income weatherization progfttm,

called the Conservation Works Program or CWP, since 1990. That progftIm has served

participants in the low-income Customer Responsibility Program (.'CRP") and has been

demonstrated through independent audits and PUC review to be cost-effective. PGW

believes that all customers could benefit from a dramatic expansion of PGW's

conservation eflorts and that it is appropriate to do so. As a result, earlier this year PGW

A.
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sought Commission approval of a program that significantly expands the curent

conservation program. PGW is now transferring that proposal to this case.

WHY DO YOU BELIEVE THAT IT IS APPROPRIATE?

Energy efficiency and reduction of green house gases is now the articulated policy of

this Commission and the governments of the City of Philadelphia, the Commonwealth of

Pennsylvania and the United States. This comprehensive position should be reason

enough, but there are additional reasons. As cited by Mr. Plunkett, we know that utility-

sponsored energy efficiency programs are effective in reducing fuel consumption and that

they benefit the customers with lower bills and the environment with a reduced carbon

footprint. Such programs also create jobs in the local economy. PGW's proposed

program, as designed, will result in this array of benefits.

ARE TIIERE COSTS THAT RATEPAYERS WILL HAVE TO PAY IN ORDER
TO BE ABLE TO IMPLEMENT TIIIS PROGRAM?

Yes, but this program, as demonstated by Mr. Plunkett and Mr. Chernick, will be cost

effective, will have immediate benefit for the customers teated under the program and

will begin providing benefits for all customers on a very reasonable schedule. There is

no argument that this kind of program, which will reduce the consumption of so many

who cannot now afford their bills, will be a good invesfinent. Overall, the wibresses

calculate that the benefits will outweigh the costs by a factor of two to one.

PGW would like to offer a program that is robust. In order to facilitate a program

launch, the emphasis in the early stages of the effort will be on the expansion of PGW's

existing low income Conservation Works Program.

PLEASE DESCRIBE PGW'S DSM PROPOSAL.

Management began planning this initiative during the summer of 2008. Subsequently, at
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the time of the Extaordinary Rate filing, we committed to filing a conservation progmm

as part of a long term effort to create value for our customers and the City and to reduce

PGW's business and financial risks. As explained by Mr. Plunkett, PGW's commitnent

is to reduce customer consumption of natural gas in order to achieve savings and benefits

for the customer, for the economy and for the environment.

That commitment is only qualified to the extent such reduced consumption erodes

PGW's ability to provide the reliability and safety required to serve our customers. As

explained in the testimony of Mr. Chernick, the program will reduce PGW commodity

and storage costs and thereby improve cash flow and reduce reliance on borrowing. This

cost reduction will, after an initial period, outweigh the cost of the program, enabling

PGW to reduce costs for customers. This proposal also provides means for the Company

to maintain margin lost by reductions in sales as customers conserve.

The proposed expanded plan is composed of seven separate programs, each

designed for a different segment of the customer base and each to be implemented

according to a schedule described by Mr. Plunkett. PGW proposes to spend

approximately $54 million over five years. This investment would:

. yield savings to all customers of approximately $113 million in today's dollars;

. save 1,321 billion BTU;

. reach 88,600 customers directly;

. substantially reduce greenhouse gas emissions such as carbon dioxide by one

million tons:

. create 600 to 1,000 new jobs.

&Bn$1.r\ -7 -



I The largest progftrm in this proposal is a program for low income customers. This

2 is the program that is first to be implemented, followed by the non-low-income

3 residential progrcm. The other programs, described in lvlr. Plunkett's testimony are:

4 . Premium efficiency gas appliance and heating equipment;

J . Commercial and industrial equipment efficiency upgrades;

6 . Municipal facilities comprehensive effrciency retofit;

7 . High efficiency construction;

$ r Commercial and industrial refofit.

9 a. wHY HAS pcw PROPOSED COST RECOVERY?

10 A. PGW is asking that the Commission allow PGW to implement an automatic adjustnent

l l clause that would permit full recovery of costs - the cost of implementing the program as

12 well as the non-gas revenues lost as a direct result of the measures installed under this

13 progam.

14 Both Mr. Bogdonavage and Ms. Bisgaier demonstrate in their testimony that,

15 financially, PGW is in no position to absorb either the cost of implementing the proposed

16 DSM plan or any significant portion of the revenue lost as a direct result of such

17 implementation. Even without a DSM program, PGW sales, like that of most other gas

18 utilities, have declined steadily over the last 25 years and it is anticipated that the trend

19 will continue as equipment available in the market becomes more efficient than models

20 being replaced in the ordinary course. The result is that PGW must spread costs of

2l operation over an ever shrinking sales base . Implementation of a conservation program,

22 which would exacerbate that problem, is not feasible for PGW without cost recovery.

&Bn$1.1\ -8-
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Moreover, if PGW did not implement a specific charge to recover the costs of the

DSM program, customers would still pay for it - only indirectly through future rate

requests to provide sufficient revenues to meet its required financial metics and revenue

requirement. PGW's proposed clause would allocate the costs in an appropriate manner,

assigning those costs to the rate class that receives the benefit, except for the low income

portion of the progftrm, which appropriately assigns the cost to all firm ratepayers.

This DSM proposal, if approved by the PUC, can satisff both broad public policy

objectives and enhance PGW's ability to provide cost effective service.

W}rY IS PGW PROPOSING TO ADDRESS TIIIS PROPOSAL IN TIIE RATE
CASE?

The DSM program will have a direct financial impact on PGW and should, when

possible, be reviewed with other rate-related issues. Since it is important that the DSM

progftrm be implemented as quickly as possible to provide the benefits described above,

PGW will ask this Commission to review and order implementation of the low-income

segment of the DSM plan on an expedited basis. Inclusion in the rate case also provides

the opportunity to set the proper base of pro forma revenuos by which to measure

changes in revenues due to the DSM program.

SUMMARY OF FILING

PLEASE II\DICATE WIIO THE WITI\"ESSES WILL BE FOR PGW IN THIS
PROCEEDING AIID TIIEIR RESPONSIBILITIBS FOR TIIE FILING?

PGW's witnesses and a summary of their testimony are as follows:

. Mr. Joseph Bogdonavage @GW Statement 2) is Senior Vice President -

Finance. Mr. Bogdonavage provides the financial details that support the need for

the rate increase, shows the consequences of a failure to provide rate relief and

displays PGWs financial results if it is granted the rate relief requested.

IV.

a.

A.
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I r Ms. Barbara Bisgaier (PGW Statement 3) is a Managing Director of

2 Public Financial Management, Inc. She has been PGW's financial advisor for 14

3 years and is a Financial Advisor to the Commonwealth of Pennsylvania and to the

4 City of Philadelphia. She is familiar both with PGW's history and the initiatives

5 undertaken by this management to rebuild the utility. She is an expert on

6 financial markets and financial instruments. Ms Bisgaier testifies to the level of

7 financial performance required to complete successfully the continuing essential

8 financial transactions and to maintain PGW's investment grade bond rating.

9 . Mr. Samuel Kikla (Statement 4), PGW's actuaryo explains PGW's OPEB

l0 obligations and proposal in detail.

11 . IVIr. Ken Dybalski (Statement 5), Director of Gas Planning at PGW,

12 presents the proof of revenue, describes PGW's proposal for allocation of the rate

13 increase, explains the proposed ooEfficiency Cost Recovery Mechanism,"

14 describes two minor proposed tariffchanges and explains the results of PGW's

15 review of the level of gas supply-related costs in base rates.

16 . Mr. Randy Gyory (Statement 6), Senior Vice President for Operations and

17 Customer Affairs, addresses certain tariffchanges proposed by PGW.

18 . Ms. Cristina Coltro (Statement 7), Vice President, Customer Affairs

19 describes PGWs existing universal service programs and provides data on cost

20 oflsets related to CRP requested by the PUC.

2l . Mr. Howard Gorman (Statement 8) is a Principal Consultant with R.J.

22 Rudden Associates, a unit of Enterprise Management Solutions Black & Veatch

23 Corporation. Mr. Gorman testifies to the unbundled, fully allocated class cost of

{L$n$1.r1 -10-
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service study that he performed as well as the assignment of the total costs and

other elements of the revenue requirements of the Company to each Rate Class.

The Cost of Service Study is Volume III of the Filing. ln addition to these

statements, PGW is submittingdatarequired by the PUC's filing requirements

(Volume IV) and its Tariffsupplement No. 36, (Volume I) which sets forth all of

the changes and rate increases proposed by PGW as part of this case.

. Mr. Frank Hanley (Statement 9) a Principal of Associated Utility Services

("AUS"), discusses the results of a "comparable" financial metric sfudy which

PGW commissioned that demonstrates the need to maintain PGW's existing rates

and grant PGW's proposed rate increase.

. Mr. John Plunkett (Statement l0), is a partner in and president of Green

Energy Economics Group, Inc., and has testified on a range of energy and utility

matters and advised clients, including consumer advocates, on DSM program

design, among other matters. He sponsors the DSM Plan and provides supporting

detail and documentation.

. Mr. Paul Chemick (Statement I l), is president of Resource Insight, and

has advised numerous clients, including consumer advocates, on issues related to

program design and cost recovery related to DSM programs, as well as other

utility and energy matters. He addresses cost recovery issues related to the DSM

Plan.

DOES TIIIS COMPLETE YOUR DIRECT TESTIMOI\ry?

Yes.
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OUALIFICATIONS Ai\D PURPOSE OT' TESTIMOII"Y

PLEASE STATE YOT]R NAME AI\D POSITION WITH TIIE COMPAI{Y.

My name is Joseph R. Bogdonavage. My position is Senior Vice President - Finance.

HOW LONG HAVE YOU HELD THIS POSITION?

I was promoted to this position in December 2000.

PLEASE SITMMARIZE YO[]R WORK EXPERIENCE.

I have been employed with PGW since 1973, dwing which time I have held various

positions in the Finance area. I most recently held the position of Director - Budget &

Financial Forecasting.

PLEASE SUMMARIZE YOUR PRINCIPAL RESPONSIBILITIES AS SENIOR
VICE PRESIDENT. FINAI\CE.

My principal responsibilities include the oversight of PGW's Accounting & Reporting,

Budget & Financial Forecasting, Treasury, and Procurement & Confract Services

Deparbnents. I am currently responsible for the overall preparation of the Operating and

Capital Budgets, review of operating budgets prepared by the individual departments, and

the coordination, analysis issuance and overall contol of the complete annual Operating

Budget filing. These activities include the preparation of analyses for the purposes 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 pro$am offerings and base rate case

presentations. Finally, in coordination with the Confioller, the Budget area acts as a

liaison between all departmental budget representatives regarding budgeting and financial

forecasting procedures and variances analysis reporting.

PLEASE SUMMARIZE YOT]R EDUCATIONAL BACKGROT]I\D.

{L0395r72.11



A. I received a Bachelor's Degree in Accounting from Temple University in 1972.

HAYE YOU EVER TESTIFIED BEFORE AIYY REGTTLATORY AGENCIES?

Yes, I testified before the Pennsylvania Public Utility Commission ("PUC") in

conjunction with PGW's 2001 base rate case (R-00006042),its2002 base rate case

(including its request for exhaordinary rates) (R-00017034), its 2003 Restructuring

Proceeding (M-0002 I 6 l2), the 2004 Consolidated Proceeding (P-00042090) the 2006-07

base rate proceeding (R-00061931) and the 2008 request for extraordinary/emergency

rates @-2008-2073938). I have also testified before the Philadelphia Gas Commission

("PGC") on numerous occasions, most recently on matters associated with PGWs FY

2010 Operating Budget.

WHAT IS TIM PURPOSE OX'YOT]R TESTIMOIIY IN TIIESE PROCEEDINGS?

The purpose of my testimony is to: l) provide the documentation and supporting

methodology for the schedules and exhibits that are included in PGW's base rate filing;

2) describe PGW's financial results for the test year (the 12 months ending August 31,

2010); and 3) detail and provide supporting justification for PGWs requested increase in

existing annual base rates of $42.5 million (in year one).

BACKGROT]ND FOR CONSIDERATION OF RATE REOT]EST

PLEASE PROVIDE TIIE BACKGROT'ND OF PGW'S CURRENT FINAI\CIAL
COI\DITION.

PGW last received an increase in base rates in December 2008 when the Commission

granted its request for extraordinary/emergency rate relief in the amount of $60 million.

ln that Order, the Commission directed PGW to file a base rate case by the end of 2009 in

which the reasonableness of PGW's base rates could examined, together with any other

requests for rate increase.
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WHAT HAS BEEN TIIE EFFECT OF THE EXTRAORDINARY/EMERGENCY
RATE INCREASE ON TI{E COMPA}IY'S F'INANCIAL STATUS?

The extraordinary rate increase enabled PGW to successfully maneuver through several

financial crises that it was facing at the time the Commission granted the rate increase in

December of last year. The first involved PGW's commercial paper program. As

background, PGW's rates typically do not produce suffrcient cash working capital to

satis$ all of its needs and must be supplemented by the issuance of commercial paper

notes. PGW relies on this progftrm to satisff its cyclical cash working capital needs;

mainly natural gas purchases and accounts receivable growth. The current program is

backed by an irrevocable letter of credit supplied by a consortium of banks for $150.0

million.

During the period beginning in mid-September 2008, PGW had $17.0 million of

outstanding notes maturing. As a result of the credit crisis that was being experienced,

PGW could not remarket these notes for a two week period. On October 10, 2008 PGW

did reissue the $17.0 million plus an additional $58.0 million, bringing the total level of

notes outstanding to $148.0 million maturing in February and March 2009. After the

extaordinary rate increase was granted, PGW successfully reissued $75.0 million of

notes that matured on February 12, and 13,2009 at arute of 60 and 65 basis points

through May 15, 2009. The next portion of notes, $73.0 million, matured on March 12,

2009 and was successfully reissued at a rate of 50 basis points through May 8, 2009 ,

PGW paid offthe full $148.0 million of maturing notes on May 8 and May 15,2009. It

is clear that the Commission's order providing arate increase of $60 million was very

important, if not essential, in enabling PGW to complete those transactions. At the end of
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FY 2009, PGW did not have any commercial paper outstanding (the first time in many

years).

PLEASE SUMMARIZE RECENT ACTIVITY REGARDING PGW'S LONG
TERM DEBT.

PGW cunently has approximately $1.16 billion of outstanding long term debt with

maturities through fiscal year 2039. Of that amount, approximately $900 million is in

fixed rate securities about which there is no concern. However, PGW's 6tr Series $313.4

million 1998 Ordinance debt was issued in a variable rate mode with a three bank

consortium supporting the tansaction. These variable rate bonds were set through a

weekly reset mode, are paid monthly, and were secured by a Standby Bond Purchase

Agreement which expired on January 26,2009.

PGW was informed in late August 2008 by the lead bank that the consortium

would not renew the Standby Bond Purchase Agreement. The bonds were not able to be

remarketed during the financial turmoil atthattime and the remaining portion, totaling

$311.6 million, was held by the consortium banks. The City of Philadelphia and PGW

examined all available options to remarket these bonds either in another variable rate or

of fixed rate mode. One significant obstacle was an interest rate swap agreement that had

to be terminated if the bonds were refunded in their entirety. At various points in time

the swap termination payment varied from $20.0 million to over $60.0 million reflecting

the significant swings in interest rates.

Through the efforts of the City and PGW's Financial Advisor (Ms. Bisgaier), the

City of Philadelphia and PGW refunded the full $311.6 million of outstanding 6d' Series

Bonds and reissued $255.0 million of variable rate 8n Series Bonds and $58.285 million

fixed rate bonds. The City of Philadelphia and PGW will keep the existing interest swap
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in effect as an interest rate hedge on the $255.0 million variable rate 8tr Series Bonds.

The City and PGW terminated the swap associated with $54.8 million of the fixed rated

bonds. The cost of terminating this portion of the swap agreement was $3.8 million. The

bank fees for providing a direct pay letter of credit in support of the 8tr Series variable

rate bonds was approximately $6.6 million, an increase of $5.8 million.

The current valuation of the swap termination payment for the remaining swap is

approximately $32.3 million. The $32.3 million reflects market conditions at a fixed

point in time and change not only from day-to-day but also during the course of a day. If

the bonds associated with this portion of the swap are refunded, the associated payments

will be based upon the market conditions that exist at the time of the transaction.

PGW and the City of Philadelphia closed the 8tr Series Bonds tansaction on

August 20,2009. Absent the planned refunding, the first scheduled accelerated payment

of $31 .2 million would have been due in August 2009. It should also be noted that the

fixed rate bonds (i.e., the $58.285 million) were successfully issued without bond

insurance basically because they had short term maturities. Selling bonds with longer

term maturities without bond insurance will be an issue. Nonetheless, this is the frst

time in recent memory that PGW was able to issue any portion of a bond without bond

insurance. Ms. Bisgaier explains the significance of this in her testimony.

WHA'T PLAI\S DOES PGW HAVE TO SELL BOI\DS IN TIIE FORESEEABLE
FUTT]RE?

PGW plans to access the financial markets for a new money bond issue to provide

proceeds in support of its on-going capital expenditure programs in September or October

of 2010. PGW currently has nearly $53.0 million of remaining proceeds from its 2007,

7tr Series Bond issue. PGW is reviewing its options regarding capital expenditures for

{L0395172.r1 -)-



1

2

3

4

5

6

the remainder of the 2010 period. In its recent history, PGW's capital spending has been

in the range of between $60.0 to $70.0 million annually.r Although the financial markets

may be easing access somewhat, there is no guarantee that PGW will be able to access

the financial markets at reasonable rates when the need arises. This is especially the case

because PGW expects to have to issue fully 100% of these bonds with long maturity

terms without bond insurance.

PRO FORMA FINAIICIAL RESI]LTS

HAVE YOU PREPARED A PRO FORMA TEST YEAR INCOME STATEMENT
THAT PROJECTS TIIE COMPAiTY'S STATUS IN FY 2OIO?

Yes. Exhibit JRB-1 provides the base test year dataatpresent rates. I will describe the

development of these data below. Also, I am sponsoring Exhibit JI{B-3, which is the

detailed schedules and supporting material for PGWs original budget submitted to the

Philadelphia Gas Commission ("PGC"), which form the basis for the proformc test year.

As can be seen, PGWs projected net income for the test year is just $36.8 million.

This level will permit PGW to make its required 1.5x bond ordinance debt coverage (on

its lgg8Ordinancebonds),andproducealggS coverage of2.1, times)andsatisffthe

total fixed coverage charge as calculated by S&P,2 necessary to maintain an investment

grade debt rating (l.a0x).

On an adjusted,pro forma basis PGW's year end non-borrowed cash will be

approximately $50 million and PGW will have approximately $17 million in commercial

Notably, PGW reduced its FY 2009 capitalprogrcm to $54.9 million because of its
concem that it would not be able to finance its full progam. PGW is committed to its
regular level of capital additions in FY 2010.

S&P's calculation looks at income verses all external funding.
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paper outstanding. As a result, PGW projects it will have some $22 million in internally

generated funds ("IGF") that will be available to fund its capital program.3 After FY

2009, in which PGW ended the year (on an actual basis) with $9.9 million of internal

generation, this marks the fust time since the early to mid 1990's that PGW will have

IGF available to finance a portion of its capital program. While this improvement - due

to the Commission's $60 million extraordinary rate increase - is a positive sign, PGW's

year-end cash working capital continues to fall well short of adequate levels. Moreover,

notwithstanding this improvemento for a variety of reasons, PGW continues to be very

highly leveraged (82% in the test year).

Agarq Ms. Bisgaier explains the significance of PGW's attempting to issue these

bonds fully without bond insurance and the crucial need for continued progress if PGW

is to be successful in marketing the bonds without insurance.

CALCULATION OX'PRO FORMA TEST YEAR

MR. BOGDONAVAGE, PLEASE EXPLAIN TIIE DERTVATION OF THE PRO
FORMA TEST YEAR INT'ORMATION AT PRESENT RATES.

As indicated, those schedules are displayed in Exhibit JRB-I. In that Exhibit, I have

provided schedules which show PGW's Income Statement, Cash Flow Statement, Debt

Service Coverage Statement and Balance Sheet derived from the approved budget for the

test year, the 12 months ending August 31,2010. The development of the test year starts

with the "fully forecasted" budget as approved by the PGC for that fiscal year as a

starting point and then makes certain budget and pro forma adjustnents.

PLEASE EXPLAIN TIIE REVISIONS TO PGW'S APPROYED BT]DGET THAT
WERE MADE AIID TIIE REASON FOR MAKING TIIEM?

In this context, PGW calculated internally generated funds as the difference between its
capital spending and amount withdrawn from the capital fund.

A.

22 a.
23

{L039s 1 72.1 } -7 -



A. The following adjustments were made to PGW's operating budget:

l. Administrative and General expense has been reduced by $1 million to
eliminate the inclusion of a contingency amount that reflected projected expenditures that
PGW anticipated it would incur to prepare for a work stoppage in May 2010. This
amount was removed by the PGC because it was viewed as too speculative.

2. BT Supply Chain Initiative. This $155,000 adjustrnent to net income
reflects the net eflect of amortizing over three years the costs ($4.1 million) and the
benefits ($4,6 million) over three years of PGW's "Business Transformation Supply
Chain Initiative." The difference between the one'year amounts ($1.5 million in benefits
verses $1.376 million in costs) produces the pro forma downward adjustrnent to total
operating expenses. An adjustment in non-cash working capital has also been made to
reflectthe $4.1 million Supply Chain Initiative cost.

3. New Money Bond Issuance. PGW plans to sell $150 million in new long
term bonds in the September-October, 2010 timeframe. Accordingly, PGW has adjusted
the pro formatest year to reflect the annual effect of the cost of this additional debt. The
adjustments include: a) increasing long term debt interest by $9 million (with a
corresponding adjustment to the debt service calculation to reflect increased debt service
of $11 million) and an increase of $.1 million reflecting bond discount and issuance costs
related to the $150 million issuance; b) an increase of $3.8 million in Other Income to
reflect the projected level of interest PGW will earn on the debt proceeds prior to their
expenditure as well as the funds deposited in the requisite sinking fund; and c) an

increase in PGW's pro forma'lses of funds" reflecting the $2 million increase in
revenue bond debt service resulting from the projected bond sale.

These adjustments are detailed on JRB-I, pp. 5-6.

MR. BOGDONAVAGE, WIIA'T ASSUMPTIONS Ai\D EXPENSE
ADJUSTMENTS WER,E INCLUDED IN PGW'S APPROVED BIIDGET WHICH
ALSO SERYE TO MAKE TIIE TEST YEAR REPRESENTATIVE OF FUTURE
PERIODS?

Several "pro forma" adjustments have already been made to the Budget as part of the

preparation or approval of the FY 2010 budget before the PGC. These adjustments,

which are embedded in the FY 2010 Budget figures on JRB-I, are as follows:

l. Rate Case Expense. PGWs present estimate of rate case expense has been

included on a five year amortized basis. Also included in the five-year amortization is

the remaining portion of rate case expense from the 2006-07 proceeding as well as the

2
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I rate case expense associated with the 2008, $60 million Extraordinary/Emergency rate

2 case. These too have been amortized over five years.

3 2. The cost of the PUC Management Audit, which was completed in FY

4 2009, has been amortized over seven years.

5 3. In FY 2009 PGW installed a Time and Labor Management System. The

6 expense associated with this new system was amortized over five years and the

7 budget/test year includes one-fifth of this charge.

8 Q. ARE TTIERE Arly ASSUMPTIONS CONTATNED rN TIrE F'Y 2010 BUDGET
9 THAT YOU BELIEVE MAY REQIIIRE ADJUSTMENT?

l0 A. Yes. I am concemed about a material difference in the level of LIFIEAP grants being

11 received by PGW's customers compared to past years. As Ms. Colto indicates, at

12 present, PGW is approximately $8.8 million and 21,500 grants below this same point last

13 year. If this trend continues, the actual level of LIHEAP grants in FY 2010 will be much

14 lower than projected. In turn, this lower level of grants will affect PGW's cash working

15 capital, as reflected in year end cash, and its cash receips realization. At this point, PGW

16 has elected not to make a change n tts pro forma statistics, but may need to do so in the

l7 future as this trend becomes more clear.

18 a. cAt[ You PRovrDE Ai\ EXPLANATTON OF TIrE DERTVATION OF TIrE 5-
T9 YEAR BUDGET PROJECTIONS THAT APPEAR IN YO[]R EXHIBIT?

20 A. Yes. The five year, post-test year budget projections are consistent with similar

2l projections that PGW prepared and submitted with its budget review process to the PGC,

22 although the budgets have been adjusted to reflect the above adjustnents and revisions.

23 PGW is required to prepare these five-year projections for the PGC budget process.

24 While PGW is not relying on them in any way to justiff its claimed test year revenue

25 requirement, it continues to believe that such projections are a necessary tool and provide

1L0395172.r| -9-
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the Commission with a view of what the Company expects to occur in the future as

current trends work forward.

EXPLANATION OF RATE INCREASE REOT]EST

PLEASE EXPLAIN THE JUSTIFICATION OF TIIE $42.5 MILLION RATE
INCREASE THAT PGW IS REQUESTTNG.

The rate increase reflects the revenue requirement effect of the change in the method of

calculating the expense associated with post-employment benefits other than pensions

("OPEBs"). Government Accounting Standards Board Standard ("GASB") 45 requires

government entities to use an accrual method versus the cash (pay-as-you-go) method for

recording post-employment benefits expense for financial accounting purposes. PGW

implemented this change in accounting starting in FY 2007. This change is identical to

the accounting changes mandated in the early 90's by the Financial Accounting Standards

Board in FASB 106 for nongovernment entities.

Furthermore, PGW has a substantial balance of post-employment benefits liability

associated with current employees. As PGW's actuarial consultant Mr. Kickla testifies,

the accrued liability is projected at $653 million for the test year. He also explains that,

absent funding, the expense will increase substantially each year. Therefore, to mitigate

increases in expense, PGW proposes to fund the actuarially determined present value

liability over 30 years. Because GASB 45 permits PGW to calculate its firnded liability

using a higher assumed interest rate (8.25Yo verses 5%), PGW's funded liability is

significantly reduced. PGW's funded present value liability for which ratepayers will be

responsible is approximately $200 million lower ($455 million versus $653) than its

unfunded liability

1L0395172.r\ -l0-
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Finally, in order to fully fund the projected liability it is necessary to recover ttre

difference between pay as you go and the accrued liability that has been recorded on

PGW's books since FY 2007. PGW proposes to recover the $105.1 million amount (the

total arnount anticipated to be recorded through the test year) over five years. Again Mr.

Kickla explains the need for this in greater detail. The financial effects of funding

PGW's OPEB liability are shown on JRB-2A. The effects of funding without a

corresponding rate increase are shown on schedule JRB-2B. Obviously funding PGW's

OPEB liability out of current rates would put PGW into an immediate financial crisis

because it would leave it with inadequate cash flow and liquidity. Again, funding this

OPEB liability through arate increase is consistent with the treatrnent aflorded investor-

owned utilities by the PUC to fund the liability associated with the implementation of

FASB 106.

WHA'T WILL PGW DO WITH THE RATE INCREASE ASSOCIATED WITH
FT]I\DING PGWNS OPEB LIABILITY?

PGW will establish an furevocable trust fund and deposit the amounts permitted by this

rate increase into the fund in order to separately fund its OPEB liability. Thus, the ftnds

recovered due to this rate increase will not be directly available to PGW and will not be

available to provide end of year cash working capital or intemally generated funds.

These funds will be invested in roughly the same manner that pension funds are normally

invested. As noted, because of the funding, PGW is permitted to assume thatthe

investments will eam a refum of 8.25Yo over thirty years, producing a return of

approximately $200 million, an amount that customers will not have to pay toward these

requirements.

HOW WILL THE RATE INCREASE F'OR OPEB FT]I\DING AFFECT PGW'S
KEY F'INANCIAL INDICATORS?
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PGW's net income will increase by roughly the amount of the rate increase, but, since all

of the rate increase will be placed in a trust fund and is not available to pay for general

operations or for any other pulpose, the increase will have no effect on PGW's debt

service or fixed charge coverages. Also, PGW's year-end available cash is essentially

unchanged and its outstanding commercial paper will improve over the non-funded

assumption because PGW will not have to utilize its otherwise available net income to

account for the accrued amount it is booking in the test year. Thus, PGW will realize

approximately $17 million in additional liquidity by the funding and reflecting in rates of

the untunded liability.

WILL TIM FUIIDING OF PGW'S OPEB LIABILITY HAVE AIYY OTHER
SALUTARY EFFECTS ON PGWOS F'INAIICES?

Yes. By funding PGW's projected OPEB liability PGW's debt-to-total capitalization will

improve in the test year and over the next five years. As can be observed by comparing

JRB-I with JRB-2A, with funding, PGW's debt-to-total capitalizxion ratio improves

marginally, but immediately, in the test year fromS2Yo to 80%. By FY 2015, PGW's

debt to total capitalizationwill improveto 610/o debt - 39% equtty, compared to

7l%129% without furding PGW's OPEB liability. In addition, if PGW is required to

deposit its annual funding amount once yearly, the funding process may create inta-year

cash working capital for PGW. However, PGW is still exploring what the requirements

of the trust fund willbe.

YOU N\DICATED THAT TIIE FIRST YEAR REVEIITIE REQTIIREMENT TO
FT]ND OPEBS IS $42.5 MILLION. WHA'T LEVEL WILL BE NEEDED TO
FIIND OPEBS rN SI]BSEQITENT YEARS?

Mr. Kickla's analysis projects that PGW's funding requirements will steadily decrease

each vear as the OPEB trust fund eams interest on the balance in the account. As noted
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above, funding also permits PGW to assume an earnings rate of 8.25% on the fund

balance when calculating the amount needed to fully satisff funding requirements. As a

result the funding amounts in years after the test year are projected to go down each year

as follows: FY20ll: $39M; FY 2012: $35.3M;2013: $32M; 2014: $28M;2015: $7M.

(JRB-2A).

DOES PGW HAVE A PROPOSAL TO DEAL WITH THIS PROJECTED GOING
FORWARD DECREASE IN REVENUE REQUIREMENT?

Yes. PGW believes that the fairest approach would be to adjust its base rates each year to

reflect the amount needed to fund OPEBs based upon an annually updated actuarial

study. This could be accomplished either by establishing a process by which PGW files

an annual single issue rate case or by authorizing PGW to file an automatic adjustnent

clause pursuant to Section 1307 of the Public Utility Code, similar to PGW's Gas Cost

Rate or Universal Service Charge. Such filing would, of course, be subject to review by

the parties prior to Commission approval, in the same manner as the annual GCR and

USC filings. PGW sees advantages and drawbacks of each approach, but rather than

advocate for one specific method, PGW believes it more appropriate to leave it to the

Commission to determine the method that should be implemented.

IS AI\OTHER OPTION TO AUTHORIZE PGW TO RAISE ITS RATES BASED
ON TIIE FIVE YEAR AVERAGE OF TITE ANIIUAL LEVELS I\"EEDED TO
FTIIID OPEB LIABILITY?

No. As PGW will be required to actually deposit in the trust fund the annual amounts

projected to be needed to fund the liability, permitting PGW to raise rates to reflect the

five-year average annual amount will result in PGW having to fund out of its other

eamings the difference between the average and actual funding levels in the early years.

This will have a negative efFect on PGW's financial metics and could threaten its ability
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I to accomplish its key financial transactions, as described in Ms. Bisgaier's testimony. ln

2 the back years, an average rate allowance would result in a windfall above its actual

3 funding requirement and would then distort PGW's true financial status which could be

4 misleading to investors and bad for the Company.

5 Q. COT]LD PGW BEGIN TO FTIND ITS OPEB LIABILITY WITHOUT
6 RECEIVING A RATE INCREASE TO ACCOTJNT FOR THE INCREASED
7 EXPENSE?

8 A. No, as I have already stated, a failure to permit arate increase for the funding would have

9 a severe negative effect on PGW. This is shown on Exhibit JRB-2B. If PGW were

10 required to fund its liability from existing rates it would essentially reverse the effect of

11 the Extraordinary/Emergency Rate case and have an immediate and dramatically negative

12 effect on PGW's key financial statistics, plunging PGW back to the status of living on

13 borrowed funds. Ms. Bisgaier comments on the negative eflect that such a change would

14 have on the investnent community and PGW's access to the market. The PUC's

15 awarding of the extraordinary/emergency rate increase has begun to move PGW away

16 from its extremely precarious position. PGW could not and would not voluntarily move

17 back to that status.

18 a. BESTDES FIJI\DING OPEBS, WHA',T OTITER E)GENSES HAYE INCREASED
19 SINCE PGW'S LAST GEI\ERAL RATE CASE BUT FOR WHICH PGW HAS
20 NOT MADE A SPECIF'IC CLAIM FOR INCREASED RATES?

2l A. Since PGW's 2006-07 test year, material increases in costs include:

22 . Health Insurance (for current employees, for current periods) have increased by

23 $3.3 mil:

24 . Pension expense has increased by $9.0 million;

25 . Long term debt interest has gone up by $5.4 million and debt principal

26 obligations have increased by $10 million.

lL039sr72.r, -14-



I The total expense increased amount to $28.0 million. In addition, PGW expended about

2 $3.8 million in FY 2009 to pay the swap termination fee for the portion of the swap that

3 PGW terminated.

4 a. DOES THIS COMPLETE YOUR TESTIMON"Y?

5 A. Yes.

{L0395172.1 } -15-
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PHILADELPHIA GAS WORKS

FISCAL YEAR 2O1O
OPERATING BUDGET ADJ USTMENTS

Existing Rafes OPEB Reported ONLY

STATEMENT OF INCOME

A. Administrative & General ($1.000.000)

The $1.0 million reduction in Administrative & General costs reflects the elimination of
anticipated expenditures in prepar ation for a work stoppage in May 2010.

B. BT Supplv Chain Initiation ($155.000)

The net benefit of $.2 million reflects the implementation of the Business
Transformation lnitiative related to Supply Chain activities. The initiative is expected to
cost $4.1 million which was amortized over a three year period at $1.376 million
annually. Also, a three year benefit stream of $4.6 million was annualized resulting in a
reduction of $'l.5 million.

C. Other Post Emplovment Benefits $1.682.000

The added expense reflects the most recent actuarially computed annual liability for
PGWs post employment benefits.

D. Other Income $3.801.000

The $3.8 million increase in Other Income reflects the pro-forma inclusion of a
projected $150.0 million new money bond issue with the requisite sinking fund and
capital improvement fund deposits. These funds would earn interest f rom the time of
the sale.

E. Lonq-Term Debt Interest $9.000"000

The $9.0 million increase in long-term debt interest reflects the pro-forma inclusion of
annual interest cost at 6%.

F. Other Interest $64.000

The $.1 million rise in other interest costs reflects bond discount and issuance costs
related to the $150.0 m illion bond sale.
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Page 6

CASHFLOW STATEMENT

G. Sources - Temporary Financinq $12.000.000

The $12.0 million increase in commercial paper notes outstanding results from the
interest and principal payments on the proposed bond sale.

H. Uses - Revenue Bonds $2.000.000

The $2.0 million increase in revenue bon d debt service represents the payment of
principal on the proposed bond sale.

l. Non-Gash Workinq Gapital $2.752.000

The $2.8 million increase in working capital requirements represents the amortization of
the $4.1 million Supply Chain lnitiative cost over a three year period at $ 1.376 million
annually.

DEBT SERVICE COVERAGE

J. New Proposed Bond Debt Service $11.000.000

The $11.0 million increase in 1998 Ordinance revenue bond deb t service reflects the
interest and principal payments on the proposed $150.0 million new bond sale.
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PHILADELPHIA GAS WORKS

FISCAL YEAR 2O{O
OPERATING BUDGET ADJUSTMENTS

Rate lncrease to fund OPEB Liability

STATEMENT OF INCOME

A. Proposed Base Rate $42.500.0 00

The increase will begin funding of PGWs post employment benefits liability. This
funding includes the prospective annual liability and the funding of the existing
reported liabilig.

B. Unbilled Adiustment $471.000

The added revenues reflect the impact of billing the $42.5 million rate increase.

C. Other Operatinq Revenues $484.000

The added revenues reflect the impact of billing the $42.5 million rate increase.

D. Bad DebtExpense $484.000

The additional expense represents the im pact on customer accounts receivable
balances and ultimately the bad debt expense require d for the reserve for
uncol lectible accounts.

E. Administrative & General ($1.000.0001

The $1.0 million reduction in Administrative & General costs reflects the elimination of
anticipated expenditures in preparation for a work stoppage in May 2010.

F. BT Supplv Chain Initiation ($155.000)

The net benefit of $.2 million reflects the implementation of the Business
Transformation Initiative related to Supply Chain activities. The initiative is expected
to cost $4.1 million which was amortized over a three year period at $1.376 m illion
annually. Also, a three year benefit stream of $4.6 million was annualized resulting in
a reduction of $1.5 million.

G. Other Post Emplovment Benefits $1.682.000

The added expense reflects the most recent actuarially computed annual liability for
PGWs post employment benefits.



JRB - 2A
Page 6

H. Other lncome $3.801.000

The $3.8 million increase in Other Income reflects the pro-forma inclusion of a
projected $150.0 million new money bond issue with the requisite sinking fund and
capital improvement fund deposits. These funds would earn interest from the time of
the sale.

l. Lonq-Term Debt Interest $9.000.000

The $9.0 million increase in long-term debt interest reflects the pro-forma inclusion of
annual interest cost at 6%.

J. Other Interest $64.000

The $.1 million rise in other interest costs reflects bond discount and issuance costs
related to the $150.0 m illion bond sale.

CASHFLOW STATEMENT

K. Sources - Other Asseb/Liabilities ($19.340.000)

This reduction primarily reflects the annual $21.0 m illion decline in the amortization of
the $105.1 million existing liabili$ for PGWs post employment benefits.

L. Uses-Revenue Bonds $2.000.000

The $2.0 million increase in revenue bon d debt service represents the payment of
principal on the proposed bond sale.

M. Uses - Temporarv Financinq Repavment $5.000.000

This use of cash reflects the repayment of outstanding commercial paper.

N. Uses - Non-Cash Workinq Capital $5.356.000

The $5.4 million increase in working capital requirements represents the amortization
of the $4.1 million Supply Chain Initiative cost over a three year period at $1 .376
million annually. ln addition, the impact of the $42.5 million rate increase on
customer accounts receivable balances, the unbilled gas adjustment, and reserve for
uncollectible accounts results in this working capital requirement.

DEBT SERVICE COVERAGE

O. Restricted OPEB Fundinq Revenues ($42.500.000)

The restricted use of the $42.5 million rate increase reflects the funding of PGWs
post employment benefits. The rate increase has no impact on debt service
coverage requ irements.
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New Proposed Bond Debt Service $11.000.000

The $11.0 million increase in 1998 Ordinance revenue bond deb t service reflects the
interest and principal payments on the proposed $150.0 million new bond sale.
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PHILADELPHIA GAS WORKS

FISCAL YEAR 2O{O
OPERATING BUDGET ADJUSTMENTS

OPEB Funding at Existing Rafes

STATEMENT OF INCOME

A. Administrative & General ($1.000.000)

The $1.0 million reduction in Administrative & General costs reflects the elimination of
anticipated expenditures in prepar ation for a work stoppage in M ay 2010.

B. BT Supplv Chain Initiation ($155.0001

The net benefit of $.2 million reflects the implementation of the Business
Transformation Initiative related to Supply Chain activities. The initiative is expected to
cost $4.1 million which was amortized over a three year period at $1.376 million
annually. Also, a three year benefit stream of $4.6 million was annualized resulting in a
reduction of $1.5 million.

C. Other Post Emplovment Benefits $1.682.000

The added expense reflects the most recent actuarially computed annual liability for
PGWs post employment benefits.

D. Other lncome $3.801.000

The $3.8 million increase in Other lncome reflects the pro-forma inclusion of a
projected $150.0 million new money bond issue with the requisite sinking fund and
capital improvement fund deposits. These funds would earn interest from the time of
the sale.

E. Lonq-Term Debt Interest $9.000.000

The $9.0 million increase in long-term debt interest reflects the pro-forma inclusion of
annual interest cost at 6%.

F. Other Interest $64.000

The $.1 million rise in other interest costs reflects bond discount and issuance costs
related to the $'150.0 m illion bond sale.
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CASHFLOW STATEMENT

G. Sources - Temporarv Financinq $34.000.000

The $34.0 million increase in commercial paper notes outstanding results from the
interest and principal payments on the proposed bond sale.

H. Uses - Revenue Bonds $2.000.000

The $2.0 million increase in revenue bon d debt service represents the payment of
principal on the proposed bond sale.

l. Non-Cash Workinq Gapital $2.752.000

The $2.8 million increase in working capital requirements represents the am ortization of
the $4.1 million Supply Chain Initiative cost over a three year period at $ 1.376 million
annually.

DEBT SERVICE COVERAGE

J. New Proposed Bond Debt Service $11.000.000

The $1 1.0 million increase in 1998 Ordinance revenue bond deb t service reflects the
interest and principal payments on the proposed $150.0 million new bond sale.
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PHILADELPHIA GAS WORKS
STATEMENT OF INCOME

(Dollars in Thousands)

Budget
2008{9

$84,369

27,510

969,765

1,580

Estlmate
200849

$66,596

25,358

828,245

ExhlbltA-1

Budget
zIt94tt

$50,190

30,0M

742,086

Llne
No.

Actual
2002{E

$78,687

18,900

723,5U

12,238

(1,931)

831,428

8,607

9,592

18,199

$849,627

$511,938

38

OPERATING REVENUES

1. Non-Heating

2. Gas Transpor&ation Service

3. Heating

4. Weather Normalization Adjustment

5. Unbilled Gas Adjustrnent

6. Total Gas Revenues

7. Appliance Repair & Other Service Revenues

8. Other Operating Revenues

9. Total OtherRevenues

10. Total Operating Revenues

5e! _____0p9zl
1,083,?24 920,795 821,323

9,029 8,745 8,708

12,268 10,553 9,114

21,297 19,298 17,822

$1,104,521 $940,093 $839,145

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

OPERANNG EXPENSES

NaturalGas

Other Raw Material

Sub-TotalFuel

Contribution Margins

Labor & Fringe Benefits

Bad Debt Expense

Other Expenses & Depreciation

Sub-Total Other O&M & Depreciation

Total Operating Expenses

Operatlng lncome

$732,322

5

$816,951

20

$420,056

20

21. Other Income

22. lncome Before lnterest

23.

24.

25.

26.

27.

511,976

$337,651

$140,908

37,000

1A4362

282,270

$794,246

$55,381

$15,732

$71,113

$56,075

6,812

(338)

732,327

$372,194

$145,530

44,011

108,360

297,901

$1,030,228

$74,293

$11,526

$85,819

$54,968

8,017

(873)

u6,971

$393,122

$149,835

47,111

110,M1

307,587

$854,558

$85,535

$9,785

420,076

$419,069

$159,438

44,757

94,794

$95,320

$62,449

6,401

(3ee)

5,202

$73,653

298,989

$719,065

$120,080

$10,778

$130,858

$59,132

12,480

(865)

5,392

INTEREST

Long Term Debt

Other lnterest

AFUDC

Loss from Extinguishment of Debt

Total Interest Expense

5,457 5,102

$68,006 $67,214

$3,107 $18,605

-:

$76,139

28. Net Eamings $21,667 $tt,719

-:



1.

2.
3.
4.
6.
7.
8.
9.
10.

11.

Une
No.

OPERATING REVENUES
Non-Heatlng

Gas Transportation Service
Heatng
Weather Normallzatlon Adjustnent
Unbllled G as AdJustrnent

Total Gas Revenues
Appllance Repalr & Blll Pald Tum-Ons
other Operatng Revenues

Total Other Operatng Revenues

Total Operadng Revenuae

OPERATING EXPENSES
1Z Nairral Gas

13. Other Raw Materlal

14. Sub.Total Fuel

15. CONTRIBUTIONMARGINS

16. Gas Processing
17. Fleld Services
18. Disbibution
19. Collection

20. Customer Service
21. AccountManagement
2:L Bad DebtExpense

23. Marketing

24. Administattue & General

25. Health lnsurance
26. Capitallzed Frlnge Benefts
27. CapltallzedAdmlnlsbatveCharges
28. Penslons

25. To<es

30. Other Post Employement Benefits
31. BT Costs(Benefts)
32. Labor/CostSavlngs

Sub-Total Olher Oper.& Malntenance
Depreciaton
Cost of Removal

To Clearlng Accounts

38. Sub-Total Other Oper.& Malnt & Depreclaton

39. TOTALOPERATINGEXPENSES

40. OPERATING INCOME

41. Other lncome

42- INCOME BEFORE INTEREST

INTEREST

'13. Long-Term Debt

4. Other
4I'. AFUDC
8. Loss From Extingulshment of Debt

47. Total lnterest

48. NET EARNINGS

PHII.ADELPHIA GAS WORKS
STATEMENT OF INCOME
(Dollarc in Thousands)

Actral
200748

$78,687
18,900

7A,5U
't2,?.38

$511,93E
38

(1,931) 1,580 55 (1,037)

831A28 1,AA224 920,795 8213?3
8,607 9,029 8,745 E,708

9,592 12,268 10,553 9,114

1E,199 21,257 19,29E 17,8?2

$849,627 $1,104,521 $940,093 $8ti19,145

Budget Esdmab
2008.{t9 200E-{19

E)thibitA-1-i

Budget
2009-10

$50,19{t
30,084

742,0E6

420,056
20

$84,369
27,510

9@,765

732,322
5

$66,596
25,358

8m245

546,951

20

511,976 732,327 U6,971 420,076

$372,194 $393,122 $419,069$3|7,651

14436
37,126
17,319
EA+t

'12,305
7,006

37,000

2,628
44,001
u,?26

(10,3:i1)
(7,180)

14,25E

5,6n
25,84

16,265
38,375

17,982
9,450

13,510

7,548
44,011
4,04

4E,011

(10,5s2)
(74731

1441e
6,799

25,558

16,584

36,121

9,122
13,470
7480

47,'l'11

3,652
44,n3

(e2't4)
(6,731)

15,531

6,609
25,558

14,n7
u,82

20,n9 19,EE9

36,551 37,300

9,446
1441o
7,879

44,757

5,526
52,745
39,977

(10,52E)

(7,181)

2't,063
6,955

24,615

- (1,670) 3,000 (16,700)

- 

e,1rc) (1'41e) (1'450)

33.

34.
35.
36.

37.

242,746 260,652
40,02't 39,408

2,U7 3,000

2@,726 2ffi382
39,280 40,409
3,000 3,000

120,080

10,n8

(3,344) (5,159) (4,,419) (4,802)

39,524 37,249 37,861 38,607

282,270 297,901 307,587 29E,9E9

$794,246 $1,030,228 $E54,55E $719,065

55,3E1

15,732

74,83 E5,535

$71,113

1'1,526 9,785

$85,819 $95,320 $130,858

$56,075 $3{868 $62,/M9 $59,132
6,E12 8,017 6;401 12480
(338) (873) (3ee) (865)

5A57 5,102 5202 5392

68,006 67,214 73,653 76,139

-qil92- -$1E999- 
---$21'667- 

-$EZ!g-



Llne
No. SOURCES

1. Net Eamings

2. Depreclation & Amortizaton

3. Eamings on Restricted Funds

4. Eliminaffon of Accrued Interest on Refunded Debt

5. Increased/(Decreased) OtherAssets\Liabilities

6. Available From Operatons

7. Funds Required for Capital

8. Grant Income

9. Release of Sinking Fund Asset

{0. Temporary Financing

11. TOTALSOURGES

U,9ES

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

Net Capitral Expenditures

Funded Debt Reduction:

Revenue Bonds

Subordinate Revenue Bonds

Temporary Financing Repayment

City LoanRepaymenUStatus

Distribution of Eamings

Additions to (Reductions of)

Non-Cash Working Capital

Cash Needs

Cash Surplus (Shortrall)

TOTAL USES

22. Cash - Beginning of Period

23. Cash - Surplus (Shorffafl)

24. Endlng Gash

25. Outstanding Commerclal Paper

26. Ci$ Loan Outstanding

PHILADELPHIA GAS WORKS
CASH FLOW STATEMENT

(Dollars in Thousands)

Actual
200149

$3,107

46,660

(11,851)

25,403

Budget
200E49

$18,605

45,626

(4,7751

(3,928)

55,528

70,000

18,000

4,000

22,000

_ql6e,q9_

Estlmate
200E{9

$21,667

45,470

(5,1-77)

28,255

90,215

45,000

"':oo

ExhlbltA-2

Budget
2009:10

$3[,719

46,146

(5'16)

21,444

116,463

50,000

18,000

63,319

70,000

18,000

38,400

$18r,n,

$61,742

40,400

1,430

43,000

19,000

27,507

192,079

(2,360)

_ql8e49_

$51,698

(2,360)

-$4e,ggq-
$90,000

$153,215 $1&4,463

$72,745

43,125

1,500

18,000

A,W
169,714

(186)

__916e,529_

$50,217

(186)

_qE99l_

$90,000

$55,591

43,125

1,500

24,000

18,000

9,645

151,861

1,3il

_$153,319-

$49,338

1,354

__qE993-

$66,000

$72,120

46,640

1,565

37,000

18,000

9,278

194,603

_ql!1l99_

$50,692

$50,552

29,000



PHILADELPHIA GAS WORKS
DEBT SERVICE GOVERAGE

Budget
2008{9

$1,083,224

21,297

1,1M,521

6,751

18,000

873

Estlmate
2008{19

$920,795

19,298

940,093

4,608

19,000

399

ExhlbltA-3

Budget
200L10

$821,323

17,822

Llne
No.

EUND$-PROVIDED

Total Gas Revenues

Other Operating Revenues

Total Operating Revenues

Other lncome Less Resticted Funds

Grant Income

AFUDC (lnterest)

TOTAL FUNDS PROVIDED

EUNDSAPPUEP

Fuel Costs

Other Operating Costs

Total Operating Expenses

Less: Non-Cash Expenses

TOTAL FUNDS APPLIED

Net Avallable To Serulce Aggregate Debt Servlce

Aggregate Debt Servlce

Flxed Coverage Gharge on Long Term Debt

Flxed Goverage Gharge Includlng $18.0 M Glty Fee

(Dollars in Thousands)

Actual
200209

$831,428

1g,1gg

8/i9,627

3,881

18,000

338

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

839,145

4,932

18,000

865

$871,846

$511,976

282,270

794,246

68,898

$725,U9

146,498

$a,?25
4.28

$112,273

$59,695

1.88

$52,578

1,986

26,47

$136,809

$100,005

1.37

1.16

$1,130,145

$732,327

297,901

1,030,?28

68,106

$962,122

168,023

$32,313

5.20

$135,710

$64,151

2.12

$71,559

1,990

35.96

$149,499

$98,454

1.52

1.28

$963,100

$il6,971
307,587

$862,942

$420,076

298,989

854,558

67,883

719,065

68,210

13. Funds Available to Cover Debt Service

14. 1975 Ordinance Bonds Debt Service

15. Debt Serylce Goverage 1975 Revenue Bonds

16. Net Available After Prior Debt Service

17. 1998 Ordinance Bonds Debt Service

18. DebtServlce Goverage f998 Revenue Bonds

19. Net Available After 1998 Debt Service

20. 1998 Ordinance Subordinate Bond Debt Service

21. Debt Servlce Goverage Subordlnate Bond

$786,675

176,425

$32,313

5.46

$144,112

$68,601

2.10

$75,511

1,990

37.95

$159,138

$105,907

1.50

1.28

$650,855

212,087

$30,101

7.05

$181,986

$73,261

2.48

$108,725

1,986

il.75

$194,945

$107,965

1.81

1.55

22.

23.

24.

25.



E)ftlbltA4

PHILADELPHIA GAS WORKS
BALANCE SHEET

LlnE
No.

ASSETS
1. Utility Plant Net

2. Sinking Fund Reserve
3. Capital lmprovement Fund

4. Restricted Investment Worker Comp Fund

5. Cash

Accounts ReceivablE:
6. Gas Receivable

7. Other
8. Accrued GasRevenues
9. Reserve for Uncollectible
10. Accounts Receivable Net
11. Materials & Supplies

12. Other Cunent Assets
13. Defened Debits

14. Unamortized Bond lssuance Expense
15. Unamortized Extraordinary Loss
{6. OtherAssets
17. Defened Environmental

TOTALASSETS

EOUITY& LIABILITIES
City Equity

Long Term Debt:

Revenue Bonds
TECA Accretions

Unamortized Discount
Unamortized Premium

Notes Payable

City Loan

Accounts Payable:

NaturalGas
General

Customer Deposits

Other Cunent Liabilities
Defened Credits

Accrued Oedits:
lnterest

Taxes & Wages

Distribution to City
Other Liabilities

TOTAL EQUITY & LIABIL]TIES

3,350

1,174

4,997

19.

20.
21.
22.
23.
24.
25.

26.
27.
28.
29.
30.

31.

32.
3:1.

34.

35.

$254,833

1,117,830

16,818
(4,469)

27,AM
90,000

47,529
14,124

9,250

9,100

E,400

13,0E7

5,'l39
3,000

36,090

$248,075

1,119,785

16,ElE
(5,9,14)

29,875

66,000

3E,645

3,250

1,145

23,883

15,057

3,021

3,000

'1o7,o72

$302,794

1,21.sEO
'|'8,4U
(6,827)
27,278
29,000

37,250

'|.5,432

3,315

3,000

124,874

(Dollars in Thousands)

Actual
u3inooS

$1,062,095
106,198

111,207

2,383
49,338

n2,880
9,714

8,16
(140,435)

99,304

187,539

2,317

3,309

3E,738

47,902
12,650

6,685

_$!,?2gfg9_ _$1,648,541_ _$1,66eru _u,?85,65!_

$226,408

1,162,455
15,314
(4,951)

30,375

90,000

0

67,508

7,325
8,2U

24,3',17

12,391

3,430

3,000
83,829

$1,729,665

Budget
uSlnoos

$1,1O1,972
1U,097

41,769

2,383

50,031

1E1,238

250
11.142

(126,3O2)

66,328

191,743

2,505

1,479
35,534

42.800
2,326
2,674

EstimatE

E[3lnq@.

$1,078,406
109,285

68,326

2,5y1
50,692

235,5E2

9,150
8,741

(137,82O)

1{5,65:t
1U,g?2

5,989

7,317

25,U2
53,897

12,%1

3,828

Budget

EEnnu[

s1,110,117
123,0U
158,102

2,6U
50,552

?29,280
9,425
7,7U

(1U,977)
111,82
127,758

6,2WJ

8,190

23,(87
48,505

12,961

2,163

36. Debt to Equity

$1,648,541 $1,669,712 $1,785,651



2.

3.

Line
No.

1. Non-Heating

Gas Transportation Service

Heating

4. Weather Normalization Adjustment

5. Unbilled Gas Adjustment

6. Sub-TotalGas Revenues

7. Appliance Repair & Other Service Revenues

8. Other Operating Revenues

9. Sub-Total Other Revenues

PHILADELPHIA GAS WORKS
OPERATING REVENUES

(Dollars in Thousands)

Actual
2LU1-:o9

$78,687

18,900

723,54

12,238

(1,931)

831,428

8,607

9,592

18,199

Estimate
2008{9

$66,596

25,358

828,245

596

Exhibit B

Budget
200940

$50,190

30,084

742,086

(1,037)

821,323

8,708

9,114

920,795

8,745

10,553

19,298 17,822

10. TotalOperating Revenues $u9,627 $940,093 $839,145



PHILADELPHIA GAS WORKS
RECONCILI,ATION OF BILLED REVENUES

(Dollars In Thousands)

Billed
Revenues

$52,529

26,679

79,208

18,900

7M,179

$u2,287

Billed
Revenues

$50,980

16,149

67,129

25,358

834,230

$926,717

Billed
Revenues

$40,678

8,015

49,693

30,0&4

721,571

$800,348

2006-07 GCR
Over Recovery

$443

2007-08 GCR
Over Recovery

($eoa1

Exhlbtt B-1

Total
Revenues

$52,008

26,679

78,687

19,900

735,772

50,190

30,084

742,086

Line
No. 2007.08 ACTUAL

1. Firm Non-Heating

2. Interuptible

3. TotalNon Heating

4. Gas Transportation Service

5. Heating n

6. Total Revenues

2OO8{I9 ESTIMATE

7. Firm Non-Heating

8. Interuptible

9. TotalNon Heating

10. Gas Transportation Service

11. Heating

12. Total Revenues

2OO9-10 BUDGET

13. Firm Non-Heating

14. lnteruptible

15. TotialNon Heating

16. Gas Transportation Service

17. Heating

18. Total Revenues

M3

6,123

2007-08 GCR
Over Recovery

$964

(e64)

(14,530)

$6,566 ($15,494) $833,359

2008-09 GCR
Over Recovery

($1'497) $50,447

16,149

(1,497) 66,596

25,358

($20,515) 828,245

($22,0121 $920,199

2009-10 GCR Total
Revenues

$42,175

8,015

Total
Revenues

9il

14,530

$15,494

2008-09 GCR
Over Recovery

$1,497

1,497

20,515

Over4bQglBeqotlery

$22,012 - $8?2.,360

-::

" The2007-2008 fiscal period reflects a$12.2 million WNA charge to customers reflecting the impact of the

warmer winter heating season.



Line
No. I{QI{HEAIING
1. Residential
2. CRP Residential
3. CRP Shortfall
4. Commercial
5. Industrial
6. Municipal
7. NGV

8. Total Firm Non-Heating

PHILADELPHIA GAS WORKS
GAS REVENUES

(Dollars in Thousands)

Actual
200zaE
$20,165

(125)
25,794
4,265
2,424

6

$52,529

$2,642
15,493

(14)
6,605

264
331

171

Estimate
2008:09
$18,538

921
(45e)

25,422
4,279
2,273

6

Exhibit B-1-l

Budget
2ooglo
$14,633

7U
(340)

20,372
3,282
1,963

4

io''
733

243
72

iu,
1,216

351

129
230

9.
10.
11.
12
13.
14.
{5.
16.
17.
18.
19.

20.
21.

BPS - Small
BPS - Large
BPS. A/C
BPS - H Indirect
LBS-L Direct
LBS-L lndirect
LBS-S lndirect
LBS-XL Direct
LBS-XL lndirect
Co-Generation - lndirect
GTS - Sales

Total lntemrptibles

Total Non Heating

HEATNG
Residential
CRP Residential
CRP Shortfall
Commercial

'lndustrial

Municipal
Housing Authority

WNA
Total Heating

Net Billed Revenues

GTS Revenues
Total Billed Revenues

$50,980

$2,213
11,900

49

$40,678

$1,093
5,698

:u

22.
23.
24.
25.
26.
27.
28.
29.
30.

31.

32.
33.

26,679

$79,208

$666,375

(87,603)
125,399

7,609
9,167

10,994
12,238

74,179
923,387

18,900

_$u2,28?

3,746

16,149

$67,129

$569,149
197,1M
(98,211)
1U,212

8,271
8,936

14,769

8,015

$48,693

$488,995
172,910
(77,028)
109,902

6,969
7,444

12,1_79

83y'.,230

901,359

25,358

721,571

770,2M
30,084

$926,717 $800,348

34. Degree Days 4,181 4,412



Line
No. I{OILHEAIING
1. Residential
2. CRP Residential
3. Commercial
4. Industrial

5. Municipal

6. Housing Authority
7. Total Firm Non-Heating

8. BPS - Small
9. BPS - Large
10. BPS-A/C
11. LBS-LDirect
12. LBS-Llndirect
13. LBS-SIndirect
14. LBS - XL Direct

15. LBS - XL lndirect
16. Co-Generation - lndirect
17. GTS - Sales

18. Total Intemlptibles

19. Total Non Heating

HEATING
20. Residential

21. CRP Residential

22. Commercial

23. lndustrial

24. Municipal

25. Housing Authority
26. TotalHeating
27. Net Billed Sales

28. GTS Volumes
29. Total Billed Sales

30. Firm Sales
31. ResidentialSales

PHII.ADELPHIA GAS WORKS
GAS SALES

(MGF's)

Actual
ZooL=UA

802

1,395

235
153

Estlmated
200E{9

718
41

1,352
228
1U

Exhiblt B-2

Budget
200L10

653
40

1,315

215
147

133

836
6

14

101

30

2,585

141
g-23

1

535
22

25

14

130

2,473

13

12

2,370

94

563
10

I
63

22

I

1,791

4,376

a,a7

1,145

3,618

27,927

9,756
7,141

436
515
782

770

3,140

6,984

421

566
622

28,794
10,354
7,233

455
572

803

42,940

47,316
19,032

___q6349_

45,525
35,149

46,557

50,175

48,211

51,351

22,35321.731
71,906 73,7U

49,030
38,42

50,581
39,841



Llne
No.

1. September

2. October

3. November

4. December

5. January

6. February

7, March

8. April

9. May

10. June

11. July

12. August

13. Total

(To)

BIllEd lnvenlos

$ 32,292 $ (14,786)

PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE

2007-08 ACTUAL
(Dollars In Thousands)

E)(htblr c-1-l

- (2,1U1 16,208

- 975 54,518

- 6,088 87,809

- 8,545 95,771

- 6,U2 86,253

- 3,123 69,280

- (1,1141 U,48

(466) (3,567) 25,624

From Seasonal
lnvenlory Refiunds Adtustment lobt

$ssa$$9,4121 $13,648

31,566

54,U8

64,694

56,478

(13,925)

(7,4761

(2,333)

(2,1121

57,267 (3,2781

52,?24 (2,6111

37,298 (9,538)

50,294 (21,350)

M,il8 (25,373)

48,141 (28,603)

751

6,971

19,360

32,860

25,922

16,544

7,9o2

713

5O4 (3,333) (4,6291 11,777

607 (3,2541 (4,5821 12,309

41,112 (22,3M1 (6,323) (3,607) (4,585) 4,293

_$_56e,e62_ _$.jg3'gqg- _$_1_qq32g_ _$_jq99q_ _q -_ _$_gl_1999_



(To) From
Btllld lnrenlory lnrenlonr

PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE

2OO8.O9 ESTIMATE
(Dollars in Thousands)

E)dlblt G-{-2

Seasonal
Refunds Adtustment lohl

(31) $ (4,M11 $13,147

(2,0761 31,171

Llne
No.

1. September

2. October

3. November

4. December

5. January

6. February

7. March

8. April

9. May

10. June

11. July

12. August

13. Total

$ 37,041

40,736

69,058

54,663

53,398 (6,404) 7,335

65,685 (2,U71 33,526

$ (21,062) $ 1,640 $

(13,315) 5,826

156 49,018

(955) 27,950

- 8,157 126,389

6,1U 87,792

- 3,646 71,713

- 1,077

- 6,151

- (7451

- (3,523)

55,406

102,515

25,150

12,457

52,299 (2,991) 18,759

29,252 (5,923) 2,566

23,9U (8,579) 655

19,950 (8,589) 608

22,505 (10,875) 629

- (4,8291 7,140

- (4,7731 7,486

21,540 (10,806) 629

$490,031 $ (92,190) $149,141 $ (31) $ - $546,951



PHILADELPHIA GAS WORKS
NATURAL GAS EXPENSE

2OO9-10 BUDGET
(Dollars in Thousands)

Exhlblt C-1-3

Seasonal
Adiustment loht

$ (4,123) $ 8,274

Llne
No.

1. September

2. October

3. November

4. December

5. January

6. February

7, March

8. April

9. May

10. June

11. July

12. August

13. Total

Billld

$ 26,011

32,3U

37,601

48,266

52,9U

47,439

46,490

33,993

29,196

20,924

20,599

(To)

lnYenlos

$ (14,220)

(13,272)

(4,599)

(1,7611

(3,443)

(8,019)

(10,250)

(8,499)

(7,875)

- (1,9721

_ 1,151

- 5,577

- 7,401

From
|nvenfon Befunds

$606$-

713

4,952

18,988

26,094

19,803

11,881

3,966

592

560

576

- 5,388 72,629

- 3,256 58,184

- (669) 29,271

- (3,099) 15,429

- (4,361) 8,624

(4,2691 9,031

17,853

39,105

71,070

86,329

19,833 (11,972',) 576

_$_414,9q9_ _S_191919_ _$_99992- _$ -- _$ -_ _qieqggg_



PHILADELPHIA GAS WORKS
LABOR & FRINGE BENEFITS

(Dollars in Thousands)

Actual
2007-08

$ 105,887

(20,726)

85,161

Estimate
2008.09

$ 108,962

(20,567)

88,395

Exhibit C€

Budget
2009.10

$ 111,764

(22,221)

99,543

6,832

1,615

140

tr,os2l
6,955

Line
No.

OPERATING ]ABOR

1. Payroll

2. To Capital & Clearing Accounts

3. TotalOperating Labor

PENSIONS

4. Beneficiaries

5. Payments to (Withdrawals from) Fund

6. Total Pensions

INSURANCE

7. Group Life

8. Health

9. Total Insurance

TAXES

10. FtcA - oAsl
11. FICA - Medical

12. State Unemployment

13. Federal Unemployment

14. Tax Rebate/Settlements

15. Allocated to Capital Projects

16. TotialTaxes

32,839

(18,581)

14,258

1,586

34,226

35,812

6,484

1,532

132

(e03)

(1,568)

5,677

6,645

'1,579

175

(214)

(1,575)

6,609

33,866 35,129

(18,335) (14,065)

15,531 21,063

2,000 1,900

37,300 39,977

39,300 41,977

17. Total Labor & Fringe Benefits $ 149,835 $ 159,438



PHII.ADELPHIA GAS WORKS
DETAIL OF DIRECT LABOR EXPENSES

(Dollars in Thousands)

Estlmate
2008.09

Exhibit G-3-1

Budget
2009-10

Actual
2007-08

Llne
No.

1. Administration

2. Finance

3. GustomerActivltles

4. Marketing & Plannlng

5, Operations

6. Systems & SeMces

7. LaborCostSavings

8. Philadelphla Gas Commlsslon

9. Total Personnel & Payroll

10. Allocated to Capital & Clearing Accounts

11. Net Operating Labor

,1,715 $ 105,997

(2O,726)

1,715 $ 85,161

1,705 $ 108,962

(20,567)

1,?05 $ 88,395

Average
Pcrsgtrncf Pavroll

55 $ 6,120

43 2,384

377 19,854

72 4,509

933 58,390

231 14,335

Average
Personnel Pavroll

59 $ 6,070

43 2,U8

368 20,866

76 4,775

942 60,319

2U 15,507

(22) (1,419)

5 296

Average
PersstuEl Payrell

se $ o,o0z

43 2,599

368 21,405

76 5,648

937 62,000

239 15,105

(22) (1,4s0)

5 390

1,705 $ 11'1,764

(22,22'.1)

1,705 $ 89,543



E)ftlblt G4

PHII.ADELPHIA GAS WORKS
DETAIL OF OTHER EXPENSES

(Dollars in Thousands)

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

LINE
NO. OIHER]EXPENSES

Estimate
2008{t9

$4,559

1,325

5,O74

3,350

5,810

3,771

1,472

22,580

2,395

50

(165)

(15,945)

42,280
(e1e)

( 1uA-ffi

Appropriation for Reserves
and Other Losses

Advertising

GeneralMaterial

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

TotalOther Expenses

Actual
2007{,8

$5,485

$1,638

$7,700

$3,228

$4,043

$3,689

$787

$20,421

$2,313

$20

($1s+1

($17,512)

$42,868
($see1

$30,418

$104,362

Budget
20O9:10

$3,5M

2,246

6,058

4,520

5,911

3,845

1,488

27,O93

2,538

255

(165)

(17,7O9)

43,409
(1,107)

13.

14.

15.

16.



DETAIL OF OTHER OPERATING EXPENSES C-4

APPROPRATION FOR RESERVE
AND OTHER LOSSES
Risk Management
Compensated Absences
Gorporate Settlements

Grand Total

ADVERTISING
Field Services
Collection
Marketing
Corporate Gommunications
VP CustomerAffairs
PUC
Organizational Development
Gas Commission
lnformation Services
Telecommunications
Materials Management

Grand Total

Actual
200zo8
v,791

633
61

Estimate
2008:09
$4,265

(40e)

703

Budget
2009:10
$3,460

4
60

__$uq!- __e!sg_

Actual
2007-08

$136
352

17
74
268

3
78
9

I
23

Estimate
200849

$154
200
368
150
308

25
76

9
1

11

23

___$3,564_

Budget
20O9:10

$167
350
670
400
503
25
85
10

1

'|2
23



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
Accountlng & Reporting
Treasury
President & CEO
Legal
VP CustomerAffairs
coo
Security
VP Reg & ExtemalAffairs
SrVP Finance
Strategic Development
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Management
VP Corporate Preparedness
IntemalAuditing
Sr VP Operations
VP Marketing
VP Supply Chain
VP Technical Gompliance
Policies & Compliance
Ghemical Laboratory Services
Organization Development
Gas Commission
Utility Gas Use
Emergency Operations
Pandemic Disease
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

DETAIL OF OTHER OPERATING EXPENSES C-4

Actual
2007-08

$3,122
1,707
8,7M

236

75
315

34
20

8
39

1

I
14

2
22
31

4
4
2
4
2
4
5
4
1

t:

1

1

I
2

10
25
4

(6,388)

527
14

192
23

1,616

Estimate
2008{)9
$1,201

1,453
8,685

257
1

89
429
30
23
4

32
2
I

12
3

24
22

5
6
2
5

5
6
4
1

u
2
1

1

1

26
1

10
30

5
(6,825)

25
581

18
198
24

1,609

Budget
200L10
$1,241

1,493
6,016

265
1

88
458
47
20

3
30
2
I

11

3
24
24

5
7
2
5

5
6
4
1

48
2
1

1

1

6
2

15
28

5
(3,940)
1,000

25
465

13
186
26

1,439
(2,721t (2,9761 (3,024)

$7,700 _$9{!9_



INSURANCE
Human Resources
Risk Management
Gas Commission

Sub-Total

Less Group Life & Health

Grand Total

CONTRACTED MAINTENANCE
Maintenance Contractors

Maintenance Softnrare

Maintenance - Gapita.

Maintenance Offtce Equipment

Grand Total

UTILITIES

Electric

Purchased Telephone

Water

Grand Total

RENTALS

Other Rents

Equipment Rentals & Leasing

Grand Total

DETAIL OF OTHER OPERATING EXPENSES C4

Actual
2007{t8
35,812
3,188

40

Estimate
2008{t9
$39,300

3,305
45

Budget
200L10
.$/.1,877

4,470
50

39,040 42,650 46,397

35,812 39,300 41,877

_$4p19_ _$qflg_ _$9911_

Actual
2002{8
$2,120

1,087

482

Estimate
2008{9
$2,300

1,080

391

Budget
200L10

$2,U1

1,113

391

$3,689

Actual
2002{E

$2e5

492

_$9Zl_

Estimate
2008{9

$594

$3,845

Budget
200L10

$622

878 866

$787 $1,472 $1,488

$3,228 $3,350

Actual
2007{8

'|,967

1,560

11

505

Estlmate
2008-09
$2,981

2,096

45

688

---_$4,52q-

Budget
2009i0
$3,028

2,175

45

663



DETAIL OF OTHEROPERATING EXPENSES C4

MAINTENANCE GONTRACTORS
Gas Processing
Distribution
Human Resources
Chemical Laboratory Services
Facilities Management
Engineering Services
lnformation Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

MAINTENANCE. CAP]TAL
Gas Processing

Grand Total

MAINTENANGE SOFTWARE
Distribution
Field Services
Customer Service
Gas Control & Acquisition
Risk Management
Rates & Gas Planning
Chemical Laboratory Services
Facilities Management
Engineering Services
lnformation 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
2002{9

$618
778

3
10

386
5

55
4

87
21

Estlmate
2008:09
$1,720

593
1

5
452

I
63

5
109
25

Budget
200940
$1,640

690
1

5
4&

7
64

5
135
27

45

Budget
2009:0

Actual
2007.08

$14
67

110
42

27
1

I
7

1,239
12
12
21

Estimate
2008{19

56
59
il
87
20
26

14
13

1,708
14
15
30

$a+
60
55
87
31

27

16
12

1,758
28
16
31

-gi.5_'66- 
Tm-

Actual Estimate
2002{E 2008{s

w
Budget

2009:-10

1

5
2

I
4

252
313

6
96

;

7
3

110
325

4
u

1

5
1

I
3

238
306

6
95

-$66r

-$il06.?- -ae8-i-
Actual

nuag
Estimate

2008{9

$3,028

Budget

2009:10
11 45_ffi -__T5

$505 $688



DETAIL OF OTHER OPERATING EXPENSES C4

ETEOIHE
Gas Processing
Distribution
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations

Materials Management
Grand Total

PUNGHASED TELEPHONE
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
20024E
$1,010

37
855

12
123

10
41

32

Estimate
2008{t9
$1,030

32
996

16
139

11

40

36

Budget
2009-10

$1,050u
1,009

15
143

11

42

Actual
2007{8

$230
201

3
29

2
10

7

Estimate
2008{t9

$250
113

2
16

1

5

4

_$2gL

Budget
200L10

$zz
5

73
981

11

21

-1;T1s
Budget
2009-10

$250
114

1

16
1

5

4

-dr 
mi- $391

Actual
209149

$18
6

57
975

10

21

Estimate
2008{9

$21
6

74
943

12

24
$1,087 $1,080



OIHERSENIS
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 & ExtemalAffairs
Strategic Development
Customer Review
Business Transformation
VP Gas Management
VP Corporate Preparedness
VP Technical Compliance
Chemical Laboratory Services
Gas Commission
Facilities Management
Engineering Services
lnformation Services
Fleet Operations

Materials Management
Grand Total

DETAIL OF OTHER OPERATING EXPENSES C4

Actual
2007{t8

$s
236
48

5

1

Actual
2091-jo9

$62
90
21

10
25
I

17

Estlmate
2008{t9

$125
u
17
33
27
I

15
1

24
I
I

15
14
19

1

1

Estlmate
2008-09

$z
277
48

211
4

29
3
8

Budget
200L10

$8
290

50
220

3
31

3
I
I

Budget
200&10

$125
u
16
41
74
11

15
1

25
I
I

14
14
19

1

31
7

10
15
I
5
6

1

6
6
1

1

6

25
91

38
92$4

;
1

1

6
7
6
3

10
2

24
352

61
ffi

4
1

1

6
7
6
6
8
3

169
158

41

$

$2e5 $5%

$866



DETAIL OF OTHER OPERATING EXPENSES C4

puncnnsE senuces
Gas Processing
Distribution
Field Services
Collection
Commercial Resource Center
Customer Service
Account Management
Marketing
Corporate Communications
Gas Control & Acquisition
Human Resources
Risk Management
Accounting & Reporting
Treasury
President & CEO
Legal
VP CustomerAffairs
coo
Securi$
VP Reg & ExtemalAffairs
Sr VP Finance
Public Utility Commission
Strategic Development
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Management
VP Corporate Preparedness
IntemalAuditing
VP Marketing
Operation System Support
VP Supply Chain
VP Technical Compliance
Policies & Compliance
Ghemical Laboratory Services
Organization Development
Gas Commission
FERC Matters
SpecialLegal
Administrative Consultants
LNG TerminalProject
Utili$ Merger
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations

Materials Management
Grand Total

Estimate
200849

$692
556
422
425

2
988

1,619
320
255

70
969
877

17
3il

5
175

2,905
1

2,487
200

5
288

121

121
620

1

61

349
3

7
45
35
67

M2
317
210
480

1,163

887
467

3,008
18

151

175

Actual
2002{8

$624
714
621
563

1

331
1,501

97
227

55
725
546

10
267

2
183

2,808

2,222
145

3
u2
27

123
115

1,493
5

55
52

1

1

41

82
49

673
349
124
235

1,490
12
10

4U
340

2,497
13
94

109

Budget
200$10

$575
il7
583
6&4

1

887
1,760

525
300

70
960
877
72

426
5

175
3,957

1

2,900
230

5
322

121
86

1,725
1

101
325

4
4

10
70
55

111
691
385
210
600

1,392

1,270
371

3,293
22

183

191

$20,421 Edd- Tr?p-b-g



DETAIL OF OTHER OPERATING EXPENSES C4

POSTAGE
Distribution
Field Services
Collection
Customer Resource Center
Customer Service
Account Management
Marketing
Corporate Communications
Human Resources
Risk Management
Treasury
President & CEO
Legal
VP CustomerAffairs
Customer Review
VP Gas Management
VP Gorporate 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

_$aflg_ _$aggg- _$2,53q_

Actual Estlmate Budget
2002:0E 200E{9 2009-10

25520 50

$20 $50 $zss

Actual
20074,8

7
136
u
19

1,814
2
2

19

14

;
*n.

1

;

Estimate
2008{t9

4
160
133

7
32

1,913
25

2
20

1

14

5
168

1

1

Budget
20O9:10

4
200
183

I
33

1,826
40

2
20

1

14
1

5
190

1

1

1
,l

5

2

1

1

5

2

Actual
2002{0

(66)
(66)
(,:)

Estimate
200E:09

(74)
(r:l

Budget
2009:-10

(74',)

(74_)

rtl
(13)

(3)

trl
(13)
(3)(6)

- ($154t



DETAIL OF OTHER OPERATING EXPENSES G4

LABOR REI.ATED FRINGE BENEF]TS &
A&G CHARGED TO CAP]TAL

Construction Additive

A & G Overhead
Grand Total

MISCELLANEOUS
Expense of Employees
Dues & Subscriptions
Taxes
PFMC - Management Fee
Defened Compensation
BT Projects CosU(Benefits)
Post Retirement Benefits
LNG Inventory

Amortization
Grand Total

Actual Estimate

200L08 2008:09

(10,332) (9,214)

(7,180) (6,731)
($17,512) ($15,945)

Actual
2002{8

$678
3,667

21

381
361

25,84
(e01)

377

Estimate
200E{9

$747
3,47

21

359
337

3,000
25,558

925

210

Budget

200L10
(10,528)

(7,181)
($17,709)

Budget
200L10
$1,116
4,022

30
360w

(16,700)
24,615
(1,2451

316
$12,858



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
coo
Security
VP Reg & ExtemalAffairs
SrVP Finance
Rates & Gas Planning
Customer Review
Business Transformation
VP Gas Managemenl
VP Corporate Preparedness
IntemalAuditing
Sr VP Operations
VP Marketing
VP Supply Chain
VP Technical Compliance
Policies & Compliance
Chemical Laboratory Services
Organization Development
Gas Commission
Relocation Expense
Facilities Management
Engineering Services
Information Services
Telecommunications
Fleet Operations
Materials Management

Grand Total

DETAIL OF OTHER OPERATING EXPENSES C4

Actual
2007-08

$28
59
u
I

Budget
2009:-10

$48
63
49
14
4
u
2

251
10
42
30
4

18
10
10
?2
u
10
10
5

24
10

1

26
3

11

4
I

12
7

18
13

5
20
2

25
11

11

198
7

10
20

__-$iI?6,-

1M
10
42
15
4

15
10
I

22
22
10
6
3

15
2
1

18
3
8
4

10
4

14
3
5

15
2

15
14
12
97
10
I

15

7

il
I

14
4
2
7
6

11

17
36
13
5
2

12
6

6
3
4
1

Estlmate
200E:O9w

63
a
11

2
45

;
1

10
12
2

11

1

17
8
5

194
27

5
I re$678



DUES & SUBSCRTPTTONS
Gas Processing
Distribution
Field Services
Customer Service
Marketing
Corporate Communications
Gas Control & Acquisition
Human Resources
Risk Management
Accounting & Reporting
Treasury
President & CEO
Legal
VP CustomerAffairs
coo
Security
VP Reg & ExtemalAffairs
SrVP Finance
PUC
Strategic Development
Rates & Gas Planning
Business Transformation
VP Gas Management
VP Corporate Preparedness
IntemalAuditing
VP Marketing
VP Supply Chain
VP Technical Compliance
Policies & Compliance
Organization Development
Gas Commission
Company Dues & Subscriptions
Facilities Management
Engineering Services
Information Services
Fleet Operations
Materials Management

Grand Total

IA;XES

Gas Commission
Grand Total

DETAIL OF OTHER OPERATING EXPENSES C.4

Actual
20074,8

$t

:

30
4
I
3
2
1

2

32

,-

1

2,539
1

24
1

Estimate
200849

$z
3
1

1

36
1

35
3
2
1

2
1

18
1

2
2
1

3
2,475

Budget
2009:10

$z
3
1

1

66
1

35
3
2
1

2
'l

18
1

2
2
1

4
2,601

2;
2
1

3
31

1

2
I
1

426
4

716
1

5
10
I

10

__$Er

27
2
1

4
31

1

2
I
1

426
4

731
2
4

11

I
10

@
Actual Estlmate

2007.0,8 200E{9

$21 $21

--T'T-3

1

27
1

4
I

272
3

681
1

2
3
7
3

Budget
20O9:10

$so
$30



DETAIL OF OTHER OPERATING EXPENSES C-4

AUORIAIION
Human Resources
Accounting & Reporting
Treasury
Public Utility Commission
VP Labor, Safety, Preparedness
Policies & Compliance
Information Services
Materials Management

Grand Total

Actual
2007.0,8

$10
:r-*,. 68'i: 

85
108

10
31
40
24

Estlmate
2008-09

,r2

Budget
200940

$2e

29

-:

$316



Line
No.

lnterest Eaminos On:

1. Capital lmprovement Fund

2. Revenue Bond Sinking Fund

3. Temporary Investments

4. Natural Gas Refunds

5. Gain/Loss on lnvestments

6. Notes Receivable - lntl House

Total Interest Eamings

7. Miscellaneous lncome
8. Rental lncome

9. Penalties Suppliers Gas Choice
10. Penalties Regulatory

11. Guaranteed Investment Contract Proceeds
12. Capacity Release Sharing

Total Other lncome

PHILADELPHIA GAS WORKS
OTHER INGOME

(Dollars in Thousands)

$ 877

57
220

625

$ 15,732

Actual
nU-=08

$ 8,089

3,587

1,809

296

171

1

$ 13,953 $ 5,693 $ 6,506

Estimate
2008{9

2,206

3,087

400

625

$ 9,785

Exhibit D

Budget
200L10

2,302

3,504

700

$ 510
57

400

$ 439

58

400

625
2,750

$ 10,778



Year
lssued

Llne
No.

PHII.ADELPHIA GAS WORKS
REVENUE BOND DEBT SERVICE

(Dollarc In Thousands)

Serles
Actual
200ZoE

Estlmate
2008-09

E)&tbtt E-l

Budget
2009-10

$1,615

1.

2.

3.

4.

5.

6.

7.

E.

9.

{0.

11.

12.

13.

14.

15.

16.

17.

18.

19.

r,itz
8,302

2,707

634

5,572

665

680

4,908

6,000

824

11,336

1,356

',:*

Interest Pavments

19E9 1lth C TECA

1990 12th ATECA

1994 15th

1999 16th

2003 17th

2004 18th

2007 19th

1998 lstA
1999 2nd

2001 3rd

2003 4th

2004 sth

2004 Sth Varlable

2006 6rh

2OO7 7th Retundlng

2007 7th NEw

2009 8th Retunding

2010 9th New

Total InterEst Payments

Interest Accruals

1989 1lth CTECA

1990 12th ATECA

1994 15th

1999 16th

2003 17th

2004 18th

2007 19th

1998 lstA
1999 2nd

2OO1 3rd

2003 4th

2004 sth

2004 5th Varlable

2006 6th

2006 7th Retundlng

2006 7th New

2009 8th Retundlng

2010 9th New

Total IntErest Accruals

$s3,520 $57,78e $56,721:

1,402

7,816

2,622

7z'3

4,969

550

551

4,805

6,000

766

16,231

1,545

t,1,

930

7,W
2,5U

723

4,374

4n
441

4,678

5,938

766

1,95
9,685

3,849

1344s

20.

21.

22.

23.

24.

25.

26.

27.

2E.

29.

30.

31.

32.

33.

34.

35.

36.

37.

3E.

$1301

1,794

8,221

2.700

722

sA71

646

669

4,900

6,000

766

10,824

1,95
9,8-71

$1,504

2,U1

1,324 930

7,744 7,322

2,6',15 2A8B

72. 7n
4,870 4,281

530 407

u2 4n
4,794 4,666

6,000 5,876

766 766

17,O15

1,il5 1,il5
9,759 9,€2

13,557

4,4E7

$55,530 $61,971 $58,724:::



E)fiibit E-2

Budget
200e-1.8

Actual
200iIoIE

Line Year
No. lsslued

PHILADELPHIA GAS WORKS
OTHER LONG TERM DEBT SERVICE

(Dollars in Thousands)

Estlmate
200E-09

Interest Pavments

1. 1998 1st C Subordinate

2. Total Interest Payments

lnterest Accruals

3. 1998 1st C Subordinate

4. Total Interest Accruals

$478 $4os

$478 $408



Line
No. Qthellnlerest

1. Tax-Exempt Commercial paper

2. Variable Rate - Sth Series A-2

3 Variable Rate - 6th Series

4 LOC (Letter of Credit) Fees

5 Bond Discount, lssuance & premium Expense

6. Customer Deposits

7. Miscellaneous Interest Expense

Total Other Interest

Extraordinary Loss

AFUDC *

" TotaIAFUDC

PHILADELPHIA GAS WORKS
OTHER INTEREST
(Dollars in Thousands)

Actual
ngr:0/l

$3,993

331

834

1,193

471

Estimate
200E49

$3,002

331

679

a7

987

555

___qffg]-

$5,202

($3001

($3001

Exhibit E-3

Budget
2009:-10

$2,618

552

8,413

u5

552

8.

9.

10.

$6,812

$5,457

($sael

($sa1

$12,480

$5,392

($80s1

($80s1



PHILADELPHIA GAS WORKS
GAPITAL FUNDING & EXPENDITURES

(Dollars In Thousands)

Actual
20024E

Estimate
2008:09

Exhibit F

Budget
2OO9-=14

$50,000

22,120

$72,120

$4,992

51,684

4,654

2,393

1,327

7,080

$72,120

Line
No.

SOURGES:

1. Capital lmprovement Fund

2. Other Funding Sources

Total Sources

USES:

Capital Expenditures:

4. Gas Processing

5. Distribution

6. Field Services

7. Information Technology

8. Transportation

9. Field Operations Initiative

10. Other Departments

11. Total Uses

$70,000
(8,258)

$61,742

$45,000

10,951

$55,951

$2,515

47,748

5,813

1,139

2,128

2,399

$61,742 $55,951

$2,816

40,208

5,633

599

3,184

3.511



Year
lssucrl Serie'E

Actual
200L0f

Estimate
4OHE

Exhiblt G-l

Budget
2008.09

PHILADELPHIA GAS WORKS
REVENUE BOND DEBT SERVICE

(Dollars in Thousands)

Line
No.

Principal Pavments

1.

2.

3.

4,

5.

6.

7.

8.

9.

10.

11.

12.

1999 16th

2003 17th

2004 18th

1998 lstA
1999 2nd

2001 3rd

2003 4th

2,004 sth

2003 6th

20a7 7th

2009 8th Refund

2010 9th New

Total Principal Payments

$ 8,945

9,714

2,055

10,955

2,420

2,465

2,075

1,775

$ 8,990

9,650

2,110

10,820

2,535

2,590

2,540

1,845

3,045

$

7,550

10,980

10,680

2,655

2,700

2,670

2,480

3,170

2,500

1,255

_$_9199- $ 43,125 $ 46,640



PHILADELPHIA GAS WORKS
OTHER LONG TERM DEBT SERVICE

(Dollars in Thousands)

Estimate
2002{E

$ 1,500

$ 1,500

Exhibit G-2

Budget
2008{9

1,565

1,565

Actual
2!0642

Line
No.

Year
lssucd Serics

Principal Pavments

1. 1998 1st C Subordinate $ 1,430

2. Total Principal Payments $ 1,430



Line
No.

PHILADELPHIA GAS WORKS
WORKING CAPITAL DETAIL

(Dollars in Thousands)

Actual
Balance
EBIIOE

$231,595

8,145

(140,435)

99,305

187,539

5,626

Estimate
Balance
8/3{/09

$244,732
8,741

(137,820)

115,653

134,922

13,306

Exhibit H-l

Budget
Balance
8tEU79

$238,705

7,704

(1U,977)

111,432

127,759

14,486

$253,676

ASSETS

1. Accounts Receivable

2. Accrued Gas Revenues

3. Uncollectible Reserve

4. Net Accounts Receivable

5. Materials & Supplies

6. Other Cunent Assets

7. TotalAssets

LIABILITIES

Accounts Payable:

Natural Gas

General

TotalAccounts Payable

$292,470 _$2ffi,gql_

8.

9.

10.

11. Other Cunent Liabilities

12. Total Liabilities

13. TotalWorking Capital

14. Net Increase/(Decrease)

$41,300

26,208

67,508

55,727

$123,235

$169,235

($8,OoA1

$21,540 $19,833
17.105 17.417

38,645

46,356

$85,001

$178,880

$9,645

37,250

29,269

$65,518

$188,158

$9,278



PHILADELPHIA GAS WORKS
WORKING CAPITAL CHANGES

(Dollars in Thousands)

Actual
Ghange
EAllOS

$2,821
(1,930)

9.796

10,687

39,769

11

$50,467

$9,475
(2,582)

6,893

16,066

$22,959

$27,508

Estimate
Ghange
EE1l09

$13,137

596

2,615

16,348

(52,617)

7,680

__$?qsqgr

($19,760)

(9,103)

(28,863)

(9,371)

_($38,2341

__$qq1s_

Exhibit H-2

Budget
Ghange
EB1l10

($6'ozz1

(1,037)

2,843

(M'zzty

($7'164)

$1,180

($1,zoz1

312

($1'sss;

($18,088)

r$lg€qt

_$9t29_

Line
No.

ASSETS

1. Accounts Receivable

2. Accrued Gas Revenues

3. Uncollectible Reserve

4. Net Accounts Receivable

5. Materials & Supplies

6. Other Current Assets
7. TotalAssets

LIABILITIES

Accounts Payable:

8. Natural Gas

9. General

10. TotalAccounts Payable

11. Other Cunent Liabilities

12. Total Liabilities

13. Total Working Capital



PHILADELPHIA GAS WORKS
MATERIALS & SUPPLIES BALANGE @ 8/31

Estlmato
2008-09

Dollars

$ 80,000
60,000

2,444,000
571,000
927,000
36,000

''091:333
2,297,000

62,000

'?!,333

$ 8,012,000

Estlmate
2008{r9

Volume (Mcfl Dollars

2,905,943 $ 21,805,896 $
2,420,772 22,453,418
1,859,625 14,785,855
2,743,796 17,559,271
367,200 1,924,384
240,48 1,729,172

1,729,687 14,548,559
300,575 2,775,736
408,419 3,312,695 8.11 400,473 2,610,239

Budset
2009-10

Dollarc

$ 79,000
59,000

2,423,U5
504,900
917,900

36,000
1,050,005

73,000
2,2U,350

61,000
3&4,000

12,0O0

$ 7,945,000

Budoet
2009-10

Avo. Prlce Volume (Mcfl Dotlars

Exhiblt H€

Avo. Prlce

$ 6.74
7.89
6.87
6.27
5.86
6.40
7.03
6.70
6.52

Non.Gas Inventorv

Storerooms:

Belfleld
Gastor
Fleld Operatlons / Tloga
Meter Shop
Montgomery
Passyunk Mlni
Passyunk Plant
Porter
Rlchmond Plant
StaUonery
Transportatlon
Other Miscellaneous

Sub Total

Natural Gas Storases

GSS -Transco
wss
ss 1A
GSS - Tetco
Equltrans - Keystone
s-2
ss 18
Emlnence 1

Eminence 2

Sub Total

Rlchmond LNG
Passyunk LNG
Processlng Gosts

Sub Total

Total Gas Storage

Total Materlal & Supplies

7.50 2,916,982 $ 19,660,725
9.28 2,359,703 18,613,117
7.95 1,821,150 12,517,64
6.40 2,772,140 17,3U,057
5.24 364,535 2,136,483
7.19 239,606 1,533,384
8.41 1,693,900 11,900,127
9.23 294,728 1,973,289

12,976,465 $100,894,986 $

2,439,268 22,033,879
134,699 1,287,439

- 2,693,696

2.573.967 26.015.014

15,550,412 $126,910,000 $

_$134,e22,999_

7.78 12,863,217 $ 88,329,065 $

9.03 3,114,932 25,696,365
9.56 2A4,779 1,849,699

- 3,937,871

3,319,711 31,483,935

8.f6 16,182,928 $ 119,813,000 $

_$ 12ry9qr99-

6.87

8.25
9.03

7.40



PHILADELPHIA GAS WORKS
DETAIL OF NON.CASH EXPENSES

(Dollars in Thousands)

Actual
2002{rE

$42,968
(583)

42,295

788

616

25,9U
(625)

26,613

-_$68,ggg_

Estlmate
2008-09

$42,280
(76e)

41,511

777

662

25,558

(625)

26,372

_q%qqg-

Estimate
200E{D
39,290

988

5.202

$,45,470

Estimate
200EiOg

2,3U
24,417

1,504

_$49q_

sD-l

Budget
2009:-10

$43,409
(836)

42,573

958

688

24,615

(625)

25,637

-_$68219_

Budget
2009-10

40,409

u5
5,392

$46,146

Budget
2009-a10

1,625

18,2M

1,615

$21,444

Line
No.

DEPRECIATION

1. Depreciation on Historical

2. Less to Capital

SUBORDINATE PAYMENTS

3. Gas Commission

4. Gity Payments

5. Other Post Employment Benefits

6. Swap Option Proceeds

7. Total Non-Cash Expenses

DETAIL OF DEPRECIATION
& AMORTIZATION Actual

200L08
40,021

1,192

5,457

$46,660

8.

9.

10.

11.

Depreciation Excluding Cost of Removal

Discount, Premium & lssuance Expense

Extraordinary Loss

Total

NET GHANGE OTHER
LONG TERM

12. (lncrease/Decrease OtherAssets
13. Increase(Decrease) Other Liabilities

14. TECA Accretions
15. Total

Actual
2002{E
(11,851)

35,853

1,401

_$25,49-



Line
No.

lnsurance Tvpe

Property

Public Liability

Workers' Gompensation

Miscellaneous

Sub-Total

Employees' Health

Employees'Group Life

Sub-Total

9. Total Insurance

PHILADELPHIA GAS WORKS
INSURANGE EXPENSE

( Dollars in Thousands )

Actual
2007.0,8

$1,014

1,902

372

40

$3,228

34,226

1,586

Estimate
2008-09

$1,070

1,965

370

45

$3,350

37,300

2,000

_q4eg!g_

sD-2

Budget
200L10

$1,231

2,832

407

50

$4,520

39,977

1,900

$46,397

1.

2.

3.

4

5

6

7

I $35,812 $39,300 $4',,,977

$39,040



sD -3

DEPARIUENTS

ADiIINISTRATIOII
Offica/s Salaries
Inconllve Bonus
Prcident & Chief Executive Officer
Intemal Auditing
LsSal
Human R€ources
VP Corporate Propar€dne8s
OrganEalional Development
Policies & Gompliance
corporato Communlcatons

Total

FINAIiICE
Chief Flnanclal Officer
Accounting & Reporting
SR VP Flnanco
Risk Managemenl
Tr€asury

Total

CUSTOMERACTMNES
VP CustomerAffalrc
Colledions
Bonus Awardg
Commerdal Resourcs Center
Accounl Managemenl
Cuslomer Revisw Unit
CuslomarSsMce
PMO

Total

IIIARKETIilO A PLAI| NI]IO
VP Marketlng
Marketing
Sllategic Plannlng
VP Regualtory & Exlomal Affairs
Gas Conlrol & Acquisitlons
Senior VP BusinN Transformalion
Rales & Gas Planning

Total

OPERATIONS
Chlef Operaflng Offlcer
S€nlorVP Oporallons
VP Gas Management
Fisld SsMcss
Dlstribulion
Gas Processlng
Operatlons q/stems Support

Total

sYsTElf,s & sERvtcEs
Informallon SEMC6
VP Technical Compllance
VP Supply Chain
Procul€mgni
Englneodng SoMces
Fadllli6 Managoment
Telecommunicallons
Security
Matorials ManagEment
Chomlcal Servic€s
Fleet Operalior

Total

SU&TOTAL

LaborSavlngs

SUSTOTAL

Phlhdelphla Gas Commisslon

GRAND TOTAL PAYROLL

Capflaltred Full Time Equivalenls

2007{8
AYoEgo
PeEonnal Pavrotl

- $ 2,902

6;
178
904
820
201
376
%1
389

6,120

915
w
4o!l

Esdmab
2008{9

Average
Pslsonnsl Pavrpll

- $ 2,675

267
2 ',178

14 6E9
17 949
5zJ.2
9#1
4 282
6347

59 6,070

PIIILAI'B."PHIA OAS WORKS
PERSONNEL & PAYROLL DETAIL

(Dolla|8 ln Thousands)

Astral BdS6t
zxt9.10

Avorrge
Pe]!5onnel PaYrBll

- $ 2,675

261
2 178
14 911
17 949
52o4
s4a7
4W
6 312

59 qO{87

179/4
E 497
7 412

11 76
43 es$

36 4232
91 6,18
- 100

15 942u zB7
12 6€0

't8o 9,256

-

;
2

14
15
5
7
4
6

908
497
zt@

7?411 676

43 43€.r'.

55

1;
7
7

38
101

14

35
13

,t:

17
I
7

11

e3d)
5,5n

1(xl
7q)

1,E51

681
8,492

It3

41
92

13

u
12

176

4%

4w
6,F5

95
620

2,O12
41

8,49t

377 19,854

251
n 1,753
3 168
26

2, ,t,493

8 566
64o.2

72 4,609

3S 20,865

51

't,974

52
1,568

637
It98

36E 21,85

51

?-sao

52
1,535
s7
rtgl

2
a
2

24
I
7

2
32

2
24
I
7

76 4,775

2d2
23
242

341 21,TSg
472 8,627
119 8,553
4m

76 5,648

t
2

65
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38 4565
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1,711 tot592

1,711 105,592
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1,715 $ 105,887

1,72, 114824.
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24,732

Actual
2007-{18

$ a28,774

84.2,287

873,424

95.48o/o

(833,960)

10,153

(46,797)

(870,604)

231,594

231,594

231,594

15.98%

37,000

(46,2481

(54e)

149,207

(46,248)

37,000

139,959

877

(401)

$ 140,435

Estlmate
2008.09

I 231,594

926,717

33,533

960,250

94.00o/o

(902,635)

5,650

(50,127)

(947,1121

24,732

24,732

19.25o/o

47,111

(50,000)

(1271

139,959

(50,000)

47,111

137,070

750

sD-5

Budget
2009-10

s 24,732

800,348

30,116

830/64

95.00%

(788,941)

50

(47,600)

(836,491)

238,705

238,705

238,705

18.75o/o

M,757

(47,500)

(100)

137,070

(47,500)

4,757

1U,327

650

Accounts Recelvable

Beglnnlng Recelvable Balance

Billed Gas Revenues

Proposed Rate Increase

Other Operating Revenues/Adjustrnents

Total Revenues

Collections Cunent Revenues

Adjustnents

NetWrite-Offs

Total Credit / Reductions

Endlng Recelvable Balance

Bad Debt Expense

Cunent Year Net Receivable

Prior Period Adjustments

Adjusted Net Receivable

Reserve Factor

Total Bad Debt Expense

Wrlte Off Gas Accounts

Wrlte OffOther

Reserye Balance

Beginning Reserve Balance - Gas

NetWrite-Off - Gas

Appropdation to Reserve - Gas

Ending Reserve Balance Gas

OAR Reserve

M & J Reserve

Total Reserve Balance $ 137,820 $ 1U,977



sD.6

PHILADELPHIA GAS WORKS
COLLECTIBILITY STUDY - May 2009

Balance Per Study

Glassiflcdon
Defaulted Non-Budget Agresment

Commercial
Residential
Total

Active Non-budget Agreement
Commercial
Residential

Total

Off- Gurb & Dlg
Commercial
Residential

Total

Finals
Commercial
Residential

Total

Non-Budget Non-Agreement
Commercial
Residential

Tobl

Not Glasslfled
Total

EMPP

Active Budget Agreements

Sub-Total Before GRP

CRP AGREEMENTS
GRP Gurrent Program
GRP Program *

GRP Arrears
GRP RegulatoryAsset
Total GRP

lnac'tlve Accounb
Gredit Balances

729,7il.88 451,683.21
'19,2il,4!;1.62 16,100,481.94

19,9U,212.50 16,552,165.15

124,137.39
3,400,400.76 970,63/'.43

3,524,538.15 970,634.43

$
Uncollectlble

1.90o/o

38.10%

16.€%
17.17%

100.007o
71.460/o

72.&o/o

67.03

278,07',|.67
3,153,975.68

3,4i12,|M;1.35

124,'137.39
2,429,766.33

2,553,903.72

86.il% 8,093,019.53

-7o 

40,935'720.45

83.55% 49,028,739.98

32.15o/o 8,025,327.69
U[.12o/o 31,006,065i06

33.70o/o 39,031'392.75

WYo 44,858.86

24.060/o 44,858.86

47.470h 94,091,009.69

44.29o/o 4,8418,44'0.01

49.82Yo 413,314.07
49.82o/o U,W2,537.17

-----
49.07% 39,3U,2!11.24

u.og% 2,6U,247.31

___L!t0.089,548,4

Recelvable

3,525.73
3,525.73

9,352,2U.04
49,327,517.99

58,679,781.92

24,959,082.07
90,862,424.41

115,821,506.4E

186,458.93

186,458.93

139.lo

Golles{ble

3,458.70
3,458.70

1,259,24.51
8,391,797.43

9,651,041.94

16,933,754.38
59,856,359.35

76,790,113.73

141,600.07

14{,600.07

139.40

Reselve
o/o

Uncollecfible

__19!4qJ$,!- __104l0sJg.42

10,946,150.54 6,097,710.53
829,570.07 416,256.00

68,387,599.54 U,315,062.37

g0,{63,320.{5 40,829,028.91

2,831,551.21
(13,626,603.90)

167,309.90

GrandTotaf* =-2OL5E&4!0,5Z --1fi195,4n?A
Gycle212,23 GTS & Unfrozen Pay. 2,865,287.24
Flrm Transportaton Charges
TotalAR -2I9At3il2LE7

'GRP Program Includes GRP Llheap Make-Up (CRP.LL), GRP Retlef Loan (GRP-RL), Non€as Gharges Bllled
(CRP-LN) and Non€as Gharges from Gurrentyear not billed (GRP-LD)



N.G. Utilization (Mcfl

COMMODITY

Average Price

DEMAND

Total Demand & Commodity

Average Price

REFUNDS

TOTAL

CHANGE DUE TO:

Commodity Price

Volume

Demand

Total Demand & Commodity

Refunds

TOTAL CHANGE

Budget

2009-2010

54,606,319

$347,433,115

6.3625

$72,622,725

$420,055,940

7.6924

_$420,055,94q_

Estimate

2008-2009

55,048,317

$472,194,139

8.5776

$74I97,3U
$546,981,523

9.9364

(30,893)

_$@9s9p9q_

sD-7

Budget 2010

Over(Under)

Estimate 2009

(M1,999)

($124,751,024)

(2.2151)

($2,174,65911

($126,925,683)

(2.243e)

30,893

-(t1zqJ%ZgqI

NATURAL GAS
PRIGE . VOLUME ANALYSIS

($120,959,720)

(3,791,304)

(2,174,6591

(126,925,683)

30,993

_t (]zq,8%zgql

(2.2151)

(441,999)

(2.243e)

-25.82o/o

-0.80o/o

-22.58o/o



PHILADELPHIA GAS WORKS
DETAIL OF OTHER OPERATING REVENUES

(Dollars in Thousands)

Actual
2007-08

$ 9,240

201

7

1M

Estimate
2008-09

$ 10,166

221

I
1

157

SD.8

Budget
2009-10

$ 8,780

191

7

1

135

Finance Charges

Returned Check Charges

Credit Card Charge Back Fees

Suspended Service Revenues

Customer Contract Obligation

$ 9,592 $ 10,553 $ 9,114
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o.

A.

a.

A.

a.

A.

PREPARED DIRECT TESTIMONY

OF

JOSEPH R. BOGDONAVAGE

ON BEHATF OF

PHITADETPHIA GAS WORKS

Pleose slole your nome ond business oddress.

My nome is Joseph R. Bogdonovoge. My business oddress is 800 West

Montgomery Avenue, Philodelphio, PA 19122.

By whom ore you employed ond in whot copocity?

I om employed by the Philodelphio Gos Works in the copocity of Senior

Vice President - Finonce.

Whot qre your principol responsibilities os Senior Vice President - Finonce?

My principol responsibilities include the oversight ond direction of PGW's

Accounting & Reporting, Budget & Finonciol Forecosting, ond Treosury,

Deportments. I om cunently responsible for the overoll preporotion of

PGW's Operoting ond Copitol Budgets, review of Operofing Budgets

prepored by the individuol deportmenfs, ond the coordinotion, onolysis,

issuonce ond overoll control of the complete onnuol Operoting Budget

filing. These octivities include the preporotion of onolyses for the purpose

of generoting finonciol doto to support the compony's finonciol plonning

ond decision-moking processes. In oddition, documentotion is prepored

regording finonciol initiotives; i.e., proposed revenue bonds, commerciol

poper progrom offerings, bose rote cose presentotions ond the monthly

finonciol stotements. Finolly, in coordinotion with the Controller ond

Director of Fiscol Oversight, the Budget oreo octs os o lioison between oll

deportmentol budget representotives regording budgeting ond finonciol

forecosting procedures ond vorionce onolysis reporting.

Poge I
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Hove you previously presented tesiimony before the Philodelphio Gos

Commission?

Yes, on numerous occosions. I hove mosf recenlly presented testimony

before this Commission on motters ossocioted with PGW's 2008-2009

Operoting Budget proceedings ond Five Yeor Forecosl. Prior to the

obove occosion, I presented testimony on PGW's proposed onnuol

Operoting & Copitol Budgets ond bose rote increose requests.

Whot ore your responsibilities in connecfion with PGW's filing fhot is fhe

subject of these heorings?

I om responsible for the overoll development ond preporotion of the

finonciol documentotion, exhibits, ond port of the supporting

documentotion included in PGW's proposed 2009-2010 Operoting Budget

filing.

Pleose describe lhe foctors thot impocied lhe cunent 2008-2009 Esiimote

ond olso weni into the developmenl of the 2009-2010 Operoting Budgef

ond your involvemenf.

My direct involvement hos been to focilitote the deportmentol interoction

ossocioted with PGW's Operoting Budget process. This includes the

review of oll Operoting Budgets prepored by the individuol deportments,

updotes to thot informofion ond the coordinotion, onolysis, control ond

issuonce of the complete 2009-2010 Operofing Budget documenf. I hove

interocted with the City Finonce Director ond City Treosurer, PGW's Senior

Teom, ond, in porticulor, Mr. Joseph F. Golden, Jr., PGW's Controller, in

developing PGW's finonciol plon. PGW hos developed o finonciol plon

for the 2009-2010 Operoting Budget which tokes into occounl ihe

Pennsylvonio Public Ufility Commission (PoPUC) opproved December 2008

$60.0 million bose rote increose which wos precipitoted by the ongoing

uncertointy in the finonciol morkets. In Fiscol Yeor 2010, PGW onticipotes

Poge2
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thot it will continue the process to tronsform its business operotions for the

future benefit of its customers ond the City of Philodelphio. Also, fhe Fiscol

Yeor 2010 Operoting Budget provides funding for certoin corporote

initiotives ond expense increoses, including resources to further onolyze o

reol estofe (Focilities) optimizotion plon, on increose in the funding for

PGW's octuoriol pension liobility ond employee heolth insuronce

coveroge. In oddition, PGW expects increosed bonking fees for providing

liquidity support for its 8m Series refunding bond issue ond Commerciol

Poper Progrom. PGW continues its commitment to moinioining o sofe

ond relioble disfribution system, while keeping the enferprise in o position

of finonciol stobility ond competiliveness. PGW olong with mony other

municipol bond issuers experienced significonf difficulties reloted to
vorioble rote bond tronsoctions. PGW wos informed by the consortium of

bonks thot provided liquidity support for the 6m Series vorioble rote bonds

thot the cunent ogreemenl would not be renewed in Jonuorv 2009. In

oddition, thot tronsociion hod on interest rote swop thot could hove

resulted in o substontiol terminotion poyment. The City of Philodelphio

ond PGW emborked on o plon to remorket or refund the existing 6tt Series

vodoble rote bonds to minimize risk reloted to the interest rote swop ond

higher projected interest costs. The Fiscol Yeor 2010 Operoting Budget

includes projected interest costs ond fees ossocioted with o fixed rote ond

vorioble rqte tronsoction. As of this dote, the City ond PGW ore

negofioting with four bonks io provide letters of credit in support of q full

vorioble rote tronsoction fo refund the 6m Series outstonding bonds. This

tronsoction is expected fo close of the end of July 2009. Once interest

rofes ond costs ore identified, PGW plons to revise its Fiscol Yeor 2010

Operoting Budget to include the most up fo dote doto. During the 2008-

2009 Fiscol Period, PGW's bond roting with Moody's lnvestors Services,
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Stondord ond Poor's (S&P) ond Fitch Rotings remoined obove investment

grode with S&P ond Fitch Rotings ossigning o stoble outlook, while

Moody's ossigned o negotive outlook reflecting the ongoing economic

downturn ond collection ond liquidity issues. The roting ogencies

continue to look for o strengthening of PGW's liquidity position insteod of

relying on externol bonowings from its commerciol poper progrom.

PGW's c ommerciol poper progrom which is currently of $.|50.0 million

continues to be ovoiloble to meet working copitol requirements, while ihe

copitol construction fund is onticipoted to hove $68.0 million ond $158.0

million in proceeds ovoiloble oi August 2009 ond August 2010,

respectively, to fund ongoing copitol requirements. The current plon of

finonce onticipotes the issuonce of $'150.0 million of revenues bonds to

support the copitol construction progrom. PGW's overoll liquidity position

is odequofe to meet the projected working copitol requirements for the

upcoming winter period which cunently reflects subslontiolly lower prices

for noturol gos. The compony continues to strive to mointoin os high o

collection rote os possible considering the stote of the United Stotes

economy ond its impoct on customers' obiliiy to poy during Fiscol Yeor

2009. Currently, the collection rote stonds of opproximotely 93.1% through

Moy 2009, with on expected August 2009 yeor end level of 94.0%.

The 2008-2009 heoting seoson reflected on opproximotely 6.3% wormer

thon normol winter. The 2008-2009 Fiscol Period reflected declining

noturol gos prices compored to originol projections, however customer

qccounts receivoble bolonces ore expected to be higher due fo the

onticipoted reduction in the collection rote. The impoct of higher

customer occounts receivoble bolonces on bod debt expense,

oddilionol operoting ond mointenonce costs reflecting the concerted

effort to decreose copitol expenditures, higher pension expenses ond

27

28
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deloyed benefits ossocioted with business tronsformotion initiotives,

occounted for the $9.7 million or 3.2% increose in overoll operoting ond

mointenonce costs in the 2008-2009 Estimote compored to the 2008-2009

Budget Yeor os detoiled on Exhibit A-1, Line I8. Some of the underlying

ossumptions thot present o risk in the 20A9-2010 Operoting Budget ore

PGW's obility to sustoin or improve upon its recent collection foctor of

94.0% in the foce of the current economic climote, ond the timely

oitoinment of the sovings onticipoted in the business tronsformotion

project. These foctors combined with the opproved bose rote increose

will impoct PGW's gools of reducing short term debl, providing internol

funds for copitol ond the longer term objective of reducing PGW's debt to

equity rotio.

Whol is the purpose of your festimony in this proceeding?

The purpose of my testimony is to provide the documentotion ond

supporting methodology for the schedules ond exhibits, provide detoiled

informotion regording certoin income ond expense items, ond, where

necessory, exploin the reosons for voriotions between lhe fiscol periods.

Pleose describe ihe finonciol stotemenfs which support lhe 2009-2010

Operoting Budget submission.

The Operoting Budget for the 2009-2010 Fiscol Yeor hos been summorized

to indicote the functionol expenses similor to previous Gos Commission

presentotions for comporotive purposes. To focilitote on understonding

ond to illustrote the trend ond level of operoting expenditures by key

functionqlity, doto is provided on the Stotement of lncome, Exhibit A-1, of

the Operoting Budget presentolion for the 2007-2008 Actuol, the 2008-

2OOg Budget ond Estimote ond the proposed 2009-2010 Budget periods.

The Cosh Flow Stotement, Exhibii A-2, reflects the sources ond uses of cosh

ond is one of the bosic documents for finonciol plonning of PGW. The

25

26

27

28
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Revenue Bond Debt Service Coveroge Stotement is prepored in

occordonce with the Rote Covenont of the .|975 
Generol Ordinonce, os

omended, ond the .|998 
Generol Ordinonce, outhorizing the issuonce of

revenue bonds. In complionce wifh the provisions of ihe Ordinonces,

PGW prepores ond forwords o reporf to the Director of Finonce of the City

of Philodelphio within 120 doys of the conclusion of eoch fiscol yeor

detoiling complionce with the revenue bond debt service requirements

for such fiscol yeor. A colculotion for the 2008-2009 ond 2009-2010 Fiscol

Periods is included with the Compony's filing on Exhibit A-3.

Who will exploin the detoils of these documents?

I will present o finonciol summory of the impocts of the revenue ond fuel

cost doto, which were filed ond subsequently revised os port of the on-

going Gos Cosl Rote (GCR) filings with the PoPUC, ond will continue

fhrough the Stotement of lncome to exploin the impocls of finoncing ond

other finonciol considerotions on the Cosh Flow Stotement ond Revenue

Bond Debt Service Coveroge schedule.

Would you proceed wilh your explonotion of lhe Slotement of lncome.

The Stotement of Income, presenled os Exhibit A-1, includes projecied

operoting revenues for Fiscol Yeor 2009-2010 of $839..| billion.

Totol Operotins Revenues (Line I0) ore forecosted to decreose by $101.0

million to $839.1 million o 10.7% decline when compored to the 2008-2009

Estimole of $940.1 million. The mojor portion of the reduced revenues

reflects the significontly lower projected cost of noturol gos, offset in port

by the return to o normol heoting seoson with the commensurote increose

in soles to firm heoting customers ond the full yeor impoct of the $60.0

million bose rote increose. The 2009-2010 Budget Yeor represents 4,412

degree doys, which is PGW's new 30 yeor overoge level, while the

Estimote for the 2007-2008 Fiscol Period reflected 4,181 degree doys,283

Poge 6
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degree doys or opproximotely 6.3% less thon the cunent normol level of

4,464 degree doys. The 2009-2010 Budget Yeor ossumes thot firm heoting

soles ore expected to be 1.7 Bcf greoter ihon the 2008-2009 Estimote

reflecting o return to o normol heoting seoson. These foctors will result in

on increose in the projected morgin to cover fixed costs. The projected

2009-2010 GCR of $7.29 per Mcf is substontiolly less thon the overoge rote

in effect for the 2008-2009 Fiscol Period, while revenues from gos

tronsportotion ore onficipoted to increose reflecting customers

tronsferring from firm gos supply cotegories.

Non-Heotinq Revenues (Line f ) for ihe 2009-2010 Budget Yeor ore

projected of $50.2 million, o decreose of $16.4 million or 24.67", compored

to the $66.6 million expected during the 2008-2009 period. A reduction in

soles to interruptible customers totoling .4 Bcf, ond o $3.69 decline in the

overoge price per Mcf is onticipoted to result in on $B.l million reduction

in revenues. A decreose in firm non-heoting billed revenues of $10.3

million is moinly due to the projected lower GCR in effect combined with

the slighily lower soles. The GCR, the Universol Service Chorge {USC), ond

the lnterruptible Revenue Credit (lRC) for Fiscol Yeor 2008-20A9 ore

onticipoted to be over recovered by $22.0 million with $1.5 million

opplicoble to non-heoting revenues. The impoct on firm non-heoting

revenues of the opplicoble chorges for the Fiscol Periods 2007-2008 ond

2008-2009 is onticipoted to increose reported revenues by $2.0 million.

Gos Tronsporlolion Service Revenues (Line 2l ore onticipoted to rise by

$4.7 million, or 18.6%, to $30..| million from the prior yeor's level of $25.4

million due primorily to on odditionol .6 Bcf rise in the projected volumes of

gos being tronsported for customers.

Heqtins Revenues (Line 3) during the 20A9-2010 Budgei Yeor ore

projected to totol $742.1 million, $86.2 million, or 10.4% below the $828.2

PogeT



I

2

3

million expected in the 2008-2009 period. The mojor foctors for the $112.7

million decreose in billed revenues in the 2009-2010 Budget Yeor reflect o

lower GCR in effect ond o 1.7 Bcf increose in usoge due to the return to o

new 30 yeor overoge 4,412 degree doy heoting seoson. The GCR, USC

ond the IRC ore expected to be over recovered by $22.0 million with

$20.5 million opplicoble to heoting revenues. The impoct on firm heoting

revenues of the opplicoble chorges for the Fiscol Periods 2007-2008 ond

2008-2009 is onticipoted to increose reporfed revenues by $26.5 million.

The Weoiher Normqlizolion Adiuslmenl (Line 4) is not expected to result in

ony substontiol impoct on heoting customers during the 2008-2009 Fiscol

Period. The 2009-2010 Budget Yeor onticipotes o normol winter heoting

seoson which would not result in o WNA odjusfment.

The Unbilled Gos Adiustment (Line 5) is onticipoted to decline by $1.0

million to o totol of $7.7 million due moinly lo o lower overoge price per

Mcf of gos used but not yet billed ot August 2010. At August 2009,

unbilled gos revenues of $8.7 million ore expected to be $.6 million obove

the prior period level reflecting o higher overoge price per Mcf of gos

used but not yet billed.

Whqt ore lhe mojor components of Applionce Repoir & Other Service

Revenues?

The mojor components of Applionce Repoir & Other Service Revenues ore

os follows:

Applionce Repoir ond Olher Service Revenues (Line 7) totoling $8.7 million

in the 2009-2010 Budget Yeor ore ossocioted with the ports ond lobor plon

controcts for house heoters, outomotic woter heoters ond other

opplionces. Also included in this cotegory ore reconnection chorges

generoted by customer bill poid turn-ons. The projected revenues for the

2009-2010 Budget Yeor ore expected fo opproximote the current yeors'
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Ports & Lobor Plons

Reconnection, Turn on Chorges

TOTAT

level. The 2009-2010 Budget Yeor projects opproximotely 59,000 Ports &

Lobor Plons fo be in force, the some level os fhe previous yeor.

The following schedule detoils opplionce repoir ond other service

revenues for the three fiscol yeors:

Applionce Repqir ond Other Service Revenues

(Dollqrs in Thousonds)

Actuol Eslimote Budset

2007-08 2008-09 2009-10

$6,926 $7,000 $7,ooo

1,781 1,745 1,708

SSJOZ S8,Zt5 sLZ08

Olher Operotins Revenues (Line 8) principolly reflects finonce chorges on

delinquent customer occount bolonces. The 2009-2010 Budget Yeor

projects o decreose of $1.4 million to $9.1 million due to lower customer

gos billings reflecting the projecled declining fuel prices.

Would you proceed with your explonoiion of the Stolemenf of tncome?

The Stotement of lncome includes projected Toiol Operotinq Expenses

(Line l9) for the 2009-2010 Budget Yeor of $719.1 million, o $.|35.5 million or

15.9% decreose from the prior yeor. The mojor reosons for lhe voriotion in

costs ore exploined below.

Nolurql Gos (Line I I ) - Noturol gos costs ore forecosted to totol $420.1

million in the 2009-2010 Budget Yeor, $126.9 million or 23.2% less thon the

$547.0 million level projected for the 2008-20098 Fiscol Period. The

decreose from the 2008-2009 Estimote of noturol gos costs primori[

reflects lower commodity pipeline prices of $2.22 cents per Mcf totoling

$120.9 million, while slightly lower supply requirements of .4 Bcf ore

expected to result in o $3.8 million decreose. Demond chorges ore

Poge 9
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forecosted to decline by $2.2 million. The 2OO8-2OO? Fiscol Period

reflected the receipt of noturol gos refunds totoling $30,893. No noturol

gos refunds ore projected to be received in the 2009-2010 Budget Yeor.

Contribution Morsins {Line l4) - PGW forecosts thot the morgins to cover

fixed overheod ond other costs ond interest expense ore expecled lo
totol $419.1 million in the 2009-2010 Budget Yeor, o rise of $26.0 million from

the $393.'l million level projected in the 2008-2009 Estimote. This morgin

represents the funds (totol operoting revenues less the cost of fuel)

ovoiloble to meet PGW's operofionol ond finonciol requirements.

Lobor ond Frinoe Benefifs (Line l5) - This expense item, the second lorgest

expense thot PGW incurs, is budgeted to increose by $9.6 million or 6.4%

to $159.4 million. The moin foctors thot contribute to the odded lobor ond

benefits costs ore os follows: (1) Operoting lobor costs in the 2009-2010

Budget Yeor ore onticipoted fo increose by $1.1 million to $89.5 million

from the cunenf yeor level of $88.4 million. The 2009-2010 Budget Yeor

reflects on overoge PGW personnel level of 1,700 employees. Currenfly,

PGw hos 1,706 employees os of Moy 2009. As shown on ExhibitA-l-'l (Line

32), PGW hos projected lobor cost reductions totoling $.|.4 million in the

2009-2010 Fiscol Period. This decreqse con be ottributed, in port, to
onticipoted ottrition in the workforce. During the 2008-2009 Fiscol Period

the unionized workforce received o31/z7o generol woge increose effective

Moy 15,2009, the 2009-2010 Budget does not include funding for ony

future woge increoses for unionized or non-union employees. PGW's

collective borgoining ogreement with unionized employees expires

Moy 15,2010. A rise in copifolized lobor chorges is onticipoted for the

2009-2010 Budget Yeor lowering operoting lobor by $1.6 million, while

overtime costs ore projected to rise by $.8 million compored to the 2008-

2009 estimoted period. (2) Pension expenses ore onticipoted to rise

Poge l0
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significontly by $5.5 million to $21.1 million in the 2009-2010 Budget Yeor.

(3) The $2.7 million rise in heolth insuronce reflects premium increoses for

prescription drug ond medicol coveroge for both octive ond retired

employees. (4) Poyroll toxes ore expected to totol $6.9 million in the 2OO9-

2010 Budget Yeor, on increose of $.3 million from the prior yeor. The 2008-

20Og estimoted period reflects o $.2 million refund ossociofed with prior

period soles tox liobility. A more detoiled explonotion of lobor ond fringe

benefits (Exhibit C-3) will be provided loter in my testimony.

Bqd Debt Expense (Line 16) - PGW hos provided seporote supporting

documentotion for the Accounts Receivoble ond Bod Debt expense

colculotions (SD-S) ond the most recent collectibility study os of Moy 2009

identifying the bod debt reserve requirement (SD-6). PGW onticipotes o

$44.8 million expense reloted to bod debf for the 2009-2010 Budget Yeor

ond $47.1 million for the curreni 2008-2009 Fiscol Period. The forecosted

reduction in this expense reflecfs the lower customer billings ossocioted

with the decreosing fuel prices. PGW expects to ottoin o g4.O% collection

rote for the 2008-2009 Fiscol Period, while o 95.0% collection rote torget is

reflected in the 2009-2010 Budget Yeor. PGW's focus on bill collection

continues to remoin of the forefronl of oll compony octivities os

improvemenl in overoll customer collections is poromount to improving

cosh flow ond liquidity.

Olher Expenses ond Depreciolion (Line l7) - The principol reosons for the

$'f 5.8 million decreose in these expense cotegories for the 2009-2010

Budget Yeor of $94.8 million resulied from reductions in the oppropriotion

for losses, odditionol lobor reloted chorges to copitol projects ond
projected benefits derived from business tronsformotion initiotives. These

decreoses were portiolly offset by higher costs for odvertising, generol

moteriol, insuronce, controcted mointenonce, utilifies, rentols, purchosed

Poge I I
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services, postoge, promotion, ond depreciotion expenses. A more

detoiled explonotion of olher expenses ond depreciotion (Exhibit C-4) will

be presented loter in my testimony.

Other Income (Line 21) - PGW expects o $1.0 million increose in other

income during the 2009-2010 Budget Yeor primorily os o result of eornings

on restricted funds (bond proceeds ond sinking fund deposits) reflecting

on increose in investoble bolonces ond higher interest rotes.

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

2009-2010 Budget Yeor represents on increose of $2.5 million from the

2008-2009 Fiscol Period. Lono-term debt (Line 23) inferest costs ore

budgeted to decreose by $3.3 million due moinly to the scheduled long-

term debt moturities ond reduced interest costs ossocioted with PGW's

interesl rote swop ogreemenf . Other interest (Line 24) expense is

onticipoted to rise by $6.1 million in the 2009-2010 Budget Yeor primorily os

o result of costs ossocioted with providing bonk liquidity support for the

plonned 8m Series refunding bond issue ond with PGW's commerciol

poper progrom which is expecfed to be mointoined of fhe $150.0 million

level in the 2009-2010 Fiscol Period. The Loss from the Extinouishment of

Debt (Line 261 of $5.4 million in the 2009-2010 Budgei Yeor is expecfed to

be $.2 million higher thon the prior period reflecting the continued

expense omortizotion of prior bond refundings.

Nef Eorninss (Line 28) - The net eornings from Operotions ore forecosted

ot $54.7 million for the 2009-2010 Budget Yeor. This reflects o $33.0 million

improvement from the 2008-2009 Fiscol Period projected eornings of $21.7

million.

Proceeding to Exhibit A-2, lhe Cosh Flow Slotement, would you pleose

idenlify the individuol items which occount for lhe totol sources of 5184.5

million for the 2009-2010 Budget Yeor shown on Line l1?

Poge 12
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The Cosh Flow Stotement is one of PGW's primory finonciol plonning ond

control documents. Through this formot, the lronsition from on occruol

occounting methodology opplied in the Stotemenl of Income is now

presented on o cosh bosis. The principol sources of funds for PGW ore net

income, bonowings to support copitol expenditures, ond the commerciol

poper progrom.

Nel Eorninqs (Line 1) totoling $54.7 million is o tronsfer from Line 28, Exhibit

A-1, Stotement of Income. lt is the net resulf of PGW's operotions ofter

combining revenues ond other income, less operoting ond interest

expenses.

Depreciotion ond Amortizqfion (Line 2) ore sources of funds, os these items

represent those (non-cosh) costs chorgeoble to expense in the cunent

period, olthough the octuol cosh poyments were mode primori[ in prior

periods. ln the 2009-2010 Budget Yeor, this cotegory is projecled to rise by

$.7 million to $46.1 million os o result of higher depreciotion expense on

utility plont.

Eorninss on Reslricted Funds (Line 3) represent cosh withdrowols from

restricted funds, principolly the revenue bond sinking ond copitol

improvement funds. ln the 2008-2009 ond 2009-20]0 Fiscol Periods no

cosh wiihdrowols from these funds is expected. Eornings on these

restricled occounts totoled $5.2 million ond $5.8 million, in the 2008-2009

ond 2009-2010 fiscol periods, respectively.

Increosed/(Decreosed) Olher Assets/Liobililies (Line 5) reflects o chonge

between the 2008-2009 qnd 2009-2010 Fiscol Yeors of $6.8 million. The

moin components thot ore reflected in this cotegory ore deferred

operoting expenses including environmentol remediotion, injury ond

domoge reseryes, interest occruols thot continue to be mode on the long

term debt portion of Tox-Exempt Copitol Appreciotion (TECA) bonds.
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Also, other post employmeni benefits thot ore now being reporled ore

included in the liobilities.

The sum of net income ond the previously mentioned odjustments is

reported on (Exhibit A-2, Line 6) os ovoiloble from operotions ond totols

$l 16.5 million in the 2009-2010 Budget Yeor, $26.2 million greoter thon

forecosted in the 2008-2009 Fiscol Yeor.

Funds Required for Copitql (Line 7) represents one of the components of

PGW's cosh monogement process. The funds withdrown from the copitol

improvement fund ore utilized to fund PGW's copitol expenditures. The

2008-2009 ond 2009-2010 Fiscol Periods onticipote $45.0 million ond $50.0

million, respectively, being withdrown from the copiiol improvement fund

to support copitol spending.

Gronl Income (Line 8) - The $18.0 million represents the gront bock of the

City poyment to PGW to be used os project revenues ovoiloble to cover

debt service.

Temporory Finoncins (Line l0) - In the current 2OOB-2009 Fiscol Period,

PGW's outstonding level of commerciol poper notes is onticipoted to be

$66.0 million of August 31, 2009. During the 2008-2009 Fiscol Period, the full

omount of commerciol poper notes wos repoid on Moy 15,2009. PGW,

for the remoining portion of the fiscol yeor, onticipotes reissuing notes, os

needed, to ossisf in meeting projected working copitol requiremenls. The

level of outstonding notes between August 2008 ($90.0 million) ond August

2009 ($65.0 million) (Line 25) decreosed by $24.0 million. The 2009-2010

Budget Yeor onticipotes ihot commerciol poper notes in vorying levels will

be outstonding to ossist in meeting working copitol requirements. The

outstqnding level of notes of August 2010 is forecosted to be $29.0 million.

The overoll impoct of PGW's operotions, including the opproved $60.0

million bose rote increose, improved customer collecfion levels, lhe

27

28

Poge 14



I

2

3

4

5

6

7Q.

84.
I

l0

ll

12

l3

l4

l5

l6

t7

l8

l9

20

21

22

23

24

25

26

27

28

forgiveness of the $'18.0 million City poyment, is projected to leove pGW

with o cosh bolonce of 950.6 million of AugusI 2010, compored to the

$50.7 million onticipoted ot the close of the 2oo}-2009 Fiscol period.

The Tolol Sources (Line I 1) of $184.5 million in the 2009-2010 Fiscol Yeor ore

expected to be $31.2 million higher thon the level projected in Fiscol Yeor

2008-2009 moinly reflecting the odditionol net eornings from Operotions.

How ore these Totol Sources opplied within PGW?

The Totol Sources ore utilized os detoiled on the lower port of Exhibit A-2

under the cotegory Totol Uses (Line 21) of $184.5 million. The primory

oreos of expenditures ore os follows:

Nef Copitol Expenditures (Line 12) represent expenses for opproved

copitol budget projects. These costs totoling $72.1 million in fhe 2009-2010

Budget Yeor ore projected to increose by $16.5 million from the 2008-2009

Fiscol Period level of $55.6 million. These expenditures include: (l) direct

chorges for lobor, moteriol, equipment, controctors ond tronsportotion

services; (2) ollocoted expenses for fringe benefits ond odministrotive ond

generol expenses; ond (3) on Allowonce for Funds Used During

Construction (AFUDC). The totol costs ore reported net of contributions,

reimbursements ond solvoge.

Funded Debl Reduction (Lines 13 & 14) - This expense represents the

poyment of the principol portion of PGW's long-term debt under pre-

determined debt omorfizotion schedules. These poyments include

revenue bond debt service principol repoyments. In the 2009-2010

Budget Yeor, these poyments ore expected to totol $48.2 million, o rise of

$3.6 million from the $44.6 million expected to be poid in the 2008-2009

Fiscol Period.

Temporqrv Finoncins Repoymenfs (Line 15) - The 2008-200? Fiscol Period

onticipotes thoi $24.0 million of outstonding commerciol poper will be
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repoid leoving <r bolonce of $66.0 million outstonding of August 2009,

while the 2009-2010 Budget Yeor projects thot on odditionol $37.0 million

will be repoid by August 20.|0, resulting in on outstonding bolonce of $29.0

million.

Dishibution of Eqrninqs (Line l7) - This represents the onnuol $18.0 million

poymenf mode to the City of Philodelphio under the Philodelphio

Focilities Monogement Corporotion AgreementlOrdinonce. This poyment

will be mode to the City of Philodelphio ond it will then be gronted bock

to PGW to be utilized os project revenues.

Additions to (Reductions ofl Non-Cqsh Workinq Copitol (Line 18) - This

cotegory represents PGW's continuing effort to shift from the occruol

method of occounting to o cosh bosis. The detoil of working copiiol is

presented on Exhibit H-I, ond the onnuol chonges in working copitol,

which specificolly support Line l8 of Exhibn A-2 ore detoiled on Exhibit H-2.

Would you pleose exploin lhe mojor foctors lhol resulfed in the working

copitol requirements for the 2008-2OOg Fiscol Yeor ond the continuing

impoct on the proposed 2009-2010 Budgel Yeor?

The $9.6 million net increose in working copitol requirements during the

2008-2009 Fiscol Period (Exhibit H-2, Line 13) reflects chonges in both ossets

ond liobilities. The 2008-2009 Fiscol Period onticipotes on increose in

occounts receivoble (Exhibit H-2, Line l) of $,|3..| million ond o chonge in

the reserve for bod debf (Exhibit H-2, Line 3) of $2.6 million resulting in o

net gos occounts receivoble increose of $15.7 million. Unbilled gos

revenues (Exhibit H-I, Line 2) of $8.7 million of August 2009 ore projected

to increose by $.6 million. The increose in occounts receivoble moinly

reflects the projected decline in the collection of customer billings. PGW

will be consulting with its externol ouditors to oscertoin the required

reserye for uncollectible occounts ond hos presented seporote supporting
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documentqtion, which detoils the occounts receivoble bolonce, reserye

for uncollectible occounts ond bod debt expense. Moteriols ond Supplies

(Exhibit H-2, Line 5) ore onticipoted to decreose by $52.6 million principolly

due to o lower overoge price ($2.39 per Mcf, or 22.7%) ond volume of

noturol gos in storoge inventories (1.5 Bcf), while Other Current Assets

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

higher occrued copitol reloted costs ond reimbursoble projects ond

increosed prepoid insuronce premiums for public liobility ond property

coveroge. Liobilities, nomely occounfs poyobles (Exhibit H-2, Line l0), ore

expecled to decline by $28.9 million principolly due to reduced prices for

noturol gos purchoses, ond generol trode poyobles. In oddition, Other

Current Liobilities (Exhibit H-2, Line I I ) ore expected to decreose by $9.4

million moinly due to lower reserve requirements for the reserve for injuries

ond domoges ond o reduced level of customer deposits of yeor end.

These decreoses were portiolly offset by o net increose of $7.5 million in

the liobility for the projected $22.0 million over recovery of fhe 2008-2009

GCR, USC ond IRC costs. The net impoct of these working copitol

chonges resulted in on increosed working copitol requirement for the

2008-2009 Fiscol Yeor.

The 2009-2010 Budget Yeor projects overoll working copifol requirements

will roise by $9.3 million (Exhibit H-2, Line l3). Net Accounts Receivoble

(Exhibit H-2, Line 4) ore onticipoted to decline bV $a.2 million moinly due to

the projected lower GCR ond its impoct on lower customer receivoble

bolonces, while providing the necessory requirement for the reserve for

bod debt ond reduced occrued gos revenues os o result of the

decreosed price of noturol gos. Moteriols ond Supplies (Exhibit H-2, Line 5)

ore forecosted to decreose bV $7.2 million principolly due to lower

overoge prices for noturol gos in storoge of neorly 76.0 cents per Mcf or
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9.3%. This decreose wos offset, in port, by o .6 Bcf rise in the volume of

noturol gos in sforoge of August 20.|0. Other Cunent Assets {Exhibit H-2,

Line 6) ore expected to increose by $l.l million reflecting slightly higher

occrued copitol reloted costs ond reimbursoble projects. Accounts

Povoble (Exhibit H-2, line l0) ore expecfed to decline by gl.4 million

reflecting lower yeor end noturol gos purchose costs. Other Cunent

Liobilities (Exhibit H-2, Line I 1) ore onticipoled to decreose by $18..| million

reflecting the return to customers of the $22.0 million 2008-2009 over

recovery of GCR, USC ond IRC costs, offset by higher environmentol

remediotion costs. These osset ond liobility chonges result in on increosed

net working copitol requirement of $9.3 million for the 2009-2010 Budget

Yeor (Exhibit H-2, Line l3).

PGW's ending Cqsh Bolonce (Exhibit A-2, Line 24) of August 2009 is

expected to totol $50.7 million, $15.3 million less thon the outstonding level

of $66.0 million of commerciol poper notes. This yeor end cosh bolonce is

$1.4 million greoler thon the $49.3 million octuol cosh bolonce in 2OO7-

2008 which wos $40.7 million below the $90.0 million level of outstonding

short term borrowings. The 2009-2010 Budget Yeor projects o cosh

bolonce of yeor end of $50.5 million, which is onlicipoted to be g2l .5

million greoter thon the outstonding level of $29.0 million of commerciol

poper notes. The ultimote gool for PGW in the future is to improve on its

recent collection rote ond portiolly support the finoncing of its copitol

progroms with internolly generoted funds ond minimize fhe use of short

term borrowings.

Could you exploin the income ond expense componenfs lhqt ore ulilized

when computing the Revenue Bond Debf Service Coveroge Rolio for the

2OO9-20'a0 Budget Yeor on Exhibit A-3?

The coveroge rotio is colculoted bosed on the 1975 Ordinonce ond the

Poge l8
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1998 Ordinonce which sets the priority of poyments of outstonding long-

lerm debt. In deriving doto for the coveroge colculotion, severol non-

cosh odjustments ore mode to both revenue ond expense ifems:

Tolql Funds Provided (Line 7) - The funds provided in the proposed 2009-

2010 Operoting Budget totol $862.9 million ond ore comprised of: (1) totol

gos ond other operoting revenues, (2) other income odjusted to include

ocf uol cosh withdrowols from both f he Copitol lmprovement ond

Revenue Bond Sinking Funds (rother thon only the interesf eorned in the

fiscol period), the $ I 8.0 million in Gronf Income, ond (3) AFUDC on

borrowed funds for copitol expenditures.

Totol Funds Applied (Line 12) - The funds opplied reflect operoting

expenses from Exhibit A-.|, Line 19, totoling $719.0 million, less certoin non-

cosh ond subordinote expenses (Line I 1) totoling $68.2 million. The

components of the non-cosh expenses include: (l ) depreciotion expense

included in operoting expenses, (2) poyments to the Cily of Philodelphio

for miscelloneous services rendered, including Philodelphio Gos

Commission expenses, ond (3) other post employment benefils.

Funds Avoilqble fo Cover Revenue Bond Debt (Line 13) ore projected to

be $212.1 million for the 2009-2010 Budget Yeor.

Revenue Bond Debt Service (Line 14) - The totol funds opplied to 1975

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

cosh poyments of principol which ore due onnuolly with interest poid

semi-onnuolly.

Debl Service Coveroqe Rotio 1975 Revenue Bonds (Line 15) - The debt

service coveroge rotio tor 1975 Ordinonce Revenue Bonds is obtoined by

dividing Funds Avoiloble to cover 1975 Debt Service ($212.1 million) by

Funds Applied to 1975 Debt Service Revenue Bonds ($SO.l million). The

result produces o coveroge rotio of 7.05 times. The mondotory coveroge
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rotio for 1975 Senior Debt Service is I .5 times. The remoining coveroge

rotios, os set forth in the l99B Ordinonce, ore now colculoted. Net

ovoiloble otter 1975 Debt Service (Line l6) totoling $l82.0 million is utilized

to colculofe the coveroge rqtio on 1998 Ordinonce Senior Debt Service

(Line 17) of $73.3 million of o mondotory I .5 times. The projected

colculotion for this rotio is shown ol 2.48 times (Line l8). The finol

component of the coveroge colculotion under the 1998 Ordinonce is

shown on (Lines l9 through 21). Net ovoiloble ofter the l99B Debt Service

(Line l9) of $108.7 million is used to colculote coveroge on '1998

Subordinote Debt Service (Line 20) of $2.0 million. The result is shown on

(Line 2l ) os Debt Service Coveroge Subordinote Bonds of 5475 times. The

mondotory requirement is .|.0 
times on subordinote debt service. The

projected coveroge rotios for the cunent 2008-2009 Fiscol Period ore

expected to be 5.46 times on 1975 Ordinonce debf service ond 2.10 times

on 1998 Ordinonce debt seryice, while the coveroge rotio on 1998

Subordinote debt service is expected to be 37.95 times.

Refurning to the Slofemenf of lncome (Exhibif A-l), could you exploin in

detoil the items thqt ore included under lhe cotegory Lobor ond Fringe

Benefits on Exhibit A-1, Line l5?

This cotegory includes poyroll costs (excluding thot portion chorgeoble to

copitol octivities), poyments mode to beneficiories of PGW's employee

pension plon ond corresponding withdrowols from the pension fund. This

cotegory olso includes the cost of premiums poid for employees' (both

octive ond retired) heolth ond group life insuronce coveroge, poyroll

toxes ossocioted with FICA ond Medicore ond Stote unemployment toxes

(exclusive of those toxes chorgeoble to copitol octivities) os detoiled on

Exhibit C-3.

Are controcluol lobor escolotions included in the periods covered ona.
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Yes, o controct is in effect with the Gos Works Employees' Union for the

period from Moy 16,2007 to Moy 15,2010. A 2y2% generol woge increose

wos effective for unionized employees on Moy .|5, 2008. The remqining

generol woge increose of 3V27" wos effective Moy 15,2009. The 2009-2010

Budget does not provide funding for ony woge increose for unionized or

non-union employees.

Could you exploin lhe difference in lobor ond fringe benefil expenses

(Exhibit C-3) behreen the 2008-2009 qnd 2009-2010 Fiscol Periods?

The 2009-2010 Budget Yeor reflects poyroll costs of $1 
'l l.B million, on

increose of $2.8 million from the 2008-2009 Fiscol Yeor level of $109.0

million (Line l). Operoting loborcosts (Line 3) ore projected to rise by $l.l
million to $89.5 million, while lobor chorged to copitol projects ond other

octivities rose by $.|.7 million.

The 2009-2010 Budget Yeor projects pension beneficiory poyments (Line 4)

to totol $35.1 million, with o $14.0 million (Line 5) withdrowol from the

pension fund to meet the onticipoted poyments. This will result in on

octuoriol pension expense of $2'1.'l million. The 2008-2009 Estimote for

pension beneficiory poyments is expected to be $33.8 million. with on

$.|8.3 million withdrowol from the pension fund to meet the scheduled

poyments. The octuoriol pension expense for PGW in the 2008-2009 Fiscol

Yeor is forecosted to totol $15.5 million. The octuoriolly computed pension

expense for the 2008-2009 ond 2009-2010 Fiscol Periods wos bosed on

updoted informotion bosed on PGW's existing pension study prepored by

its octuoriol consultont. Heolth insuronce costs (Exhibit C-3, Line 8) ore

onticipoted to be $37.3 million in the 2008-2009 Fiscol Period, while the

2009-2010 Budget Yeor expects o $2.7 million increose to $40.0 million.

PGW continues exploring woys to reduce costs for oll employees' heolth

25

26

27

28
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coveroge with its primory heolth core providers. Poyroll ioxes (Line 16) ore

onticipoted to be $6.9 million in the 2009-2010 Budget Yeor on increose of

$.3 million, the 2008-2009 estimote of $6.6 million included o prior period

soles tox refund of $.2 million. The following schedule detoils the mojor

components of the Lobor ond Fringe Benefits expense:

Lobor ond Frinqe Benefits

(Dollors in Thousonds)

Operoting Lobor

Pension Poyments

Pension Fund Withdrowols

Group Life Insuronce

Heolth Insuronce

Soles Tox Refund

Poyroll Toxes

TOTAT

Actuol

2007-08

$85,161

32,839

(18,581)
.|,596

34,226

(e04)

6,581

sr40908

Estimote Budset

2008-09 2009-10

$88,395 $89,543

33,866 35,128

(18,335) (14,065)

2,000 1,900

37,300 39,977

(214)

6,823 6,955

st4l835 slltul,l8
Could you exploin ihe personnel levels included on Exhibit C-3-1, ond

why PGW feels fhol the 2009-2010 Budget Yeor level is reosonoble?

PGW, in the 2009-2010 Budget Yeor, expects to ottoin qn overoge level of

1,700 employees. PGW cunently hos 
.|,706 

employees ond os of Moy 2009

hod on overoge personnel level of 1,716. The compony will most likely be

slighlly obove its gool of 1,700 employees during the 2008-2009 Fiscol

Period. PGW recognizes thot certoin oreos of the compony thot provide

criticol functions need odditionol stoffing ond continued troining; the

2009-2010 Budget provides lhe necessory resources. PGW is committed io

odhering to the highest level of sofety in the work ploce, while of the

some time reducing overoll workers' compensotion cloims through
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coniinued troining.

Pleose deioil fhe items included in Olher Expenses ond Depreciotion on

Exhibit A-1, Line 17.

The expenses of $94.8 million for the 2009-2010 Budget Yeor include on

oppropriotion for reserves ond other losses (excluding the opproprioiion

for uncollectible gos occounts), odvertising, generol moteriol, property

ond liobility insuronce, conirocted mointenonce, utilities, rentols,

purchosed services, postoge, promotion, depreciotion ond miscelloneous

expenses.

Also included in this cotegory ore credits to operoting expenses for lobor-

reloted fringe benefits such os insuronce, toxes, pension expenses, ond

odministrotive ond generol costs chorgeoble to copitol projects. ln

oddition, non-utility revenues ore olso contoined in this cotegory. The

detoil of these expenses con be found on Exhibit C-4, Detoil of Other

Expenses.

Hove ony odjustments been mode to the expense cotegories deloiled on

Exhibit C-4 to reflecl posf Regulolory Commission orders?

Yes, PGW hos complied with Regulotory Commissions' post orders which

omortized certoin non-recuning costs ond normolized other expense items

for rotemoking ond budgeting purposes. The purchosed services

cotegory moinly reflects these odjuslments. Schedule (SD-4) provides

documentotion of the occounting for the remoining non-recurring

expenses ond projected costs ossocioted with PGW's bose rote increose

ond monogement oudit.

Pleose exploin whot is included in the Appropriotion for Reserves ond

Other Losses on Exhibif C-4, Line l?
This expense cotegory includes oppropriolions to the Injuries ond

Domoges Reserve for PGW's estimote of outstonding suits ond cloims ond
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workers' compensotion settlements, corporote loss settlements, ond o
provision for employees' compensoted obsences. As stoted previously,

this item excludes the oppropriotion for uncollectible occounts.

Whot foclors conlributed to lhe increqse in setllemenis during fhe 2008-

2009 Estimole compored to fhe 2007-OB ocluol, ond ihe higher projected

level of setllemenls for the 2009-2010 Budgef yeor?

PGW's settlements for suits ond cloims ond costs for workers'

compensotion were $2.7 million during the 2007-2008 octuol period ond

combined with the oppropriotion of $4.8 million resulted in o yeor-end

reserye bolonce of $7.5 million of August 2008. PGW's cunent projection

of lotol reseryes for oulstonding suits ond cloims ond workers'

compensotion settlements is expected to totol neorly $3.1 million ot

August 2009, o decreose compored to the $6..| million thot wos projected

of August 2008. The 2008-2009 Fiscol Yeor primorily reflects the setllement

of severol suits ond cloims ond long term workers' compensotion cloims.

The oppropriotion to the Reserve for Injuries ond Domoges is expected to
totol $4.3 million during the 2008-2009 Fiscol Period resulting in on ending

reserye bolonce of $5.8 million. Settlements for the 2008-2009 Fiscol Period

ore onticipoted to totol $5.9 million. The reserye bolonce of August 2009 is

expected to provide coveroge for suits ond cloims ond workers'

compensotion settlements during the 2009-2010 Budget Yeor.

The 2009-2010 Budget Yeor projects settlements totoling $6.5 million, which

includes costs ossocioted with on outstonding closs oction suit during the

upcoming period, while the oppropriotion of $3.5 million represents the

required level necessory to provide o yeor-end reserve bolonce of $2.8

million. This forecosted reserye bolonce of August 2010 is expected fo

provide coveroge for outstonding suits ond cloims ond workers'

compensotion settlements onticipoted during the 2010-201I Fiscol Yeor.
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PGW continues, through the Humon Resources, Risk Monogement ond

Legol deportments, ond the use of o third porty provider to hondle its

workers' compensotion progrom, to identify oll potentiol sovings thot con

be ochieved through on effective coordinotion of these octivities.

The following schedule detoils the Injuries ond Domoges Reserve:

lniuries ond Domoges Reserve

(Dollqrs in Thousonds)

Actuol Esiimote Budsef

2007-08 2008-09 2009-10

Beginning Bolqnce 95,357 97,456 95,810

Settlements (2,691) (5,91 I ) (6,507|l

Appropriotion 4,790 4,265 3,460

Ending Bolqnce SZJ5C S5,8il)1 nft3f.
*The required reserve bolonce represents the current portion of the totol

outstonding liobility of the end of the fiscol period.

Would you exploin lhe items included in the Advertising expenses shown

on Exhibit C-4, Line 2, qnd lhe increose of 70% comporing the 2009-2010

Budget Yeor to the 2008-2009 Eslimofe?

The mojor components of the odvertising expenditures in the 2009-2010

Budget Yeor totoling $2.2 million ore reloted to corporote compoigns to

inform eligible customers of the ovoilobility of low income heoting

ossistonce progroms, collection octivities reloted to customer bill

poyment, PGW's Ports ond Lobor Repoir Plons ond customer opplionce

sofefy ond corporote customer informotionol odvertising. A mojor portion

of the odded spending reflects odvertising costs in the 2009-2010 Fiscol

Period reloted to o morketing compoign to promote noturol gos os o

cleon oir solution for potentiol customers. ln oddition, odvertising is

ossocioted with Regulotory octivities reloted to rote ond toriff chonges,
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I meeting notices ond heorings.

z Q. Whot ore lhe mqin components of the Generqt Mqteriot costs inctuded on

s Exhibit C-4, line 3 for fhe 2009-2010 Budgei Yeor ond the 2OO8'2OOS Fiscol

t Period?

s A. In the 2009-2010 Budget Yeor, the three mojor operoting deportments ore

6 onticipoted to utilize $5.3 million (net) of moteriol in their operotions (pipe,

7 volves, opplionce ond replocement ports, efc.) opproximotely $.'l million

8 or 2.5% greoter thon in the cunent period. The I9.4% overoll increose in

e moteriol moinly reflects o $1.0 million provision for moteriol purchoses

ro ossociofed with o possible work stoppoge in Moy 2010. Without this cost

It overoll moteriol costs would be relotively unchonged ol $5..| million. PGW

12 remoins committed to on overoll cost contoinment initiotive to lower the

13 overoll deportmentol moteriol utilizotion.

14 O. Whot type of Insuronce Premiums ore included in lhe Insuronce cosls

15 reporled on Exhibil C-4, line 4, ond whot is fhe reoson for lhe $1.2 million

16 or neorly 35% increose projecfed in the 2009-2010 Budgei Yeqr?

17 A. Insuronce expense includes premiums for property, public liobility, ond

I8 workers' compensotion coveroge. Public liobility coveroge for the 2008-

re 2009 ond 2009-2010 Fiscol Yeors is expecfed to be mointoined of the

20 current $200.0 million level with o self-retention level of $1.0 million per

2t occurence. The renewol premiums for overoll public liobility insuronce

22 ond workers' compensotion coveroge ore onticipoted to rise by neorly

23 $1.0 million or 45% to $3.2 million in fhe 2009-2010 Budget Yeor up from the

24 $2.2 million level experienced in the 2008-2OOg Fiscol Period. The 2009-

25 2010 Budget Yeor includes the impoct of 'lst porty environmentol ond

25 Cyber liobility coveroge thot is expected to be in ploce. In the 2007-2008

27 fhrough 2009-2010 Fiscol Yeors, the cost of providing insuronce coveroge

28 is reflected os follows:
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lnsuronce Expense

(Dollqrs in Thousonds)

Property Insuronce

Public Liobility & Workers' Comp.

Miscelloneous

Actuol Eslimole Budqef

2007-08 2008-09 2009-10

$1,014 $1,070 $1,231

2,174 2,235 3,239

40 45 50

s3228 s3J50 s!t^520TOTAT

Other lobor reloted insuronce expenditures for employee heolfh ond

group life insuronce were previously referenced os o componenf of the

lobor ond fringe benefit expenses.

Whof expenses ore included in Controcted Mointenonce on Exhibil C-4,

line 5?

Controcted mointenonce represenls fhe cost of work performed by

outside personnel, who ore retoined for their speciolized experience in

porticulor tosks. Softwore mointenonce ond/or licensing fees ore olso

included in this cotegory. This controcted work includes poving, pointing,

inspections ond chorges for mointenonce of such items os gos engines,

piping insulotion, instrument repoirs, tools, outomobiles, elevotors, oir

conditioning equipment, olorms, fire protection equipment, office ond

computer equipment ond computer softwore mointenonce, etc.

Costs qssocioted with Conhqcled Moinlenonce on Exhibil C-4, Line 5, ore

projecled to rise by $.t million or 27" in the 2009-2010 Budget Yeqr. Pleose

exploin the reoson for the increosed expense.

The primory reosons for the odditionol controcted mointenonce costs

reflect plonned mointenonce octivities on gos moins totoling $.1 million

ond higher moinlenonce softwore costs tololing $.1 million in Informotion

services. PGW expects controcted mointenonce expenses overoll to totol
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A.

$5.8 ond $5.9 million in the 2008-2009 ond 2009-2010 Fiscol Periods,

respectively.

Whot services ore included within the cotegory of Utiliiies on Exhibil C-4,

Line 6?

Utilities include the cost of electric, telephone ond woter service. In the

2007-2008 through 2009-2010 Fiscol Yeors, the octuol or projected costs for

these services ore:

Utilifu Expense

(Dollors in Thousonds)

Acluol Eslimole Budsei

2007-08 2008-09 2009-10

Electric

Telephone

Woter

TOTAT

$2,120 $2,300

1,087 1,080

482 391

$ie? $J21,

$2,341

l,l l3
391

s3.845

a.

A.

The 2% increose in utility expenditures projected for the 2009-2010 Budget

Yeor moinly reflects higher costs for purchosed electricity of PGW's

focilities. The utility expenses included obove exclude the cost of gos

used by the compqny. This gos expense, in occordonce wifh the

prescribed FERC occounting methodology, is included in Noturol Gos

expense on Exhibit A-1, Line I 1.

Whot costs ore included in Renfol expenses, os presented on Exhibit C-4,

Line 7?

Renfol expenses include the rentol ond leosing of such items os computer

reloted ond telephone equipment, hond held microprocessors,

tronsportotion ond construction equipment ond PGW's customer service

centers. This expense cotegory in the 2009-2010 Budget Yeor is expected

to remoin relotively constont of $1.5 million.
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Pleose detoil the type of expenses included within the cotegory

Purchosed Services on Exhibit C-4, Line 8.

This expense cotegory primorily includes professionol ond technicol

services such os: legol, engineering, oudiiing, consulting ond compuler

reloted seryices, os well os, certoin speciolized services, e.9., odvertising,

production, collection ogencies, ormored cor services, weother

forecosting, bonking ond finonciol services ond home weotherizotion

services, etc., which ore not normolly ovoiloble within the compony's

internol orgonizotion. The 2009-2010 Budget Yeor onticipotes fhot

purchosed service costs will totol $27.1 million, on increose of $4.5 million

or neorly 20% obove the 2008-2009 Estimote of $22.6 million. The mojor

increoses in the 2009-2010 Budget Yeor result from higher costs for o
plonned reol estote optimizotion study, business process improvemenfs,

legol seryices, corporofe troining, technicol informotion service support

ond jonitoriol ond security services. The 2009-20.|0 Budget onticipotes thot

weotherizotion ond conservotion expenditures will totol $2.2 million,

opproximoting the 2008-2009 Estimote. These costs ore port of the non-

fuel chorges thot ore currently recoveroble through the Universol Service

Chorge.

Does the Postqge Expense on Exhibil C-4, line 9, include the cosf of

moiling oll of the gos bills ond nolices being sent to customers?

Yes. PGW moils oll of its monthly customer gos bills. ln oddition, this

expense includes the cost for the moiling of collecfion notices, ports ond

lobor plon controcts ond generol business correspondence. The 2009-

2010 Budget Yeor totol of $2.5 million is $.1 million greoterthon the $2.4

million expected to be incurred in the cunent fiscol period.

Pleose describe the ilems included in the cotegory Promotion on Exhibit

C-4, Line 10.
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The promotionol expenses ore ossocioted with the Morketing
deportmenl's initiotives to expond the use of noturol gos in oll morket
segments. The Morketing deportment included g.3 million for customer
incentives in fhe 2009-2010 Budget Yeor for o burner tip conversion
compoign.

Whot ore lhe components of Non-Utility Revenues presented on Exhibit C-
4, Line ll?

A. The moin component of these revenues is ossocioted with the
commission poid by the Commonweolth of Pennsylvonio for soles

collection.

On Exhibil C-4, line 12, whot expenses ore chorged lo copifol ond whot is

lhe bosis for the ollocoted chorges to copilot ond corresponding credits lo
Operotions?

Certoin lobor-reloted fringe benefit expenses, such os employee group life
qnd heolth insuronce, pensions ond poyroll toxes ore chorged initiolly to
PGW's operoting occounls on the Stotement of Income, Exhibit A-l . In

order to ossign o proportionol shore of these costs to copitol projects thot
utilize PGW personnel, o percentoge of the totol cost of fhe lobor ond
fringe benefit expenses to the totql direct poyroll is colculoted. On the
bosis of this colculotion, these expenses ore ollocoted to copitol projects

ond operoting expenses ore reduced on the bosis of the direct lobor
chorges to copitol. Also, odministrotive costs ore ollocoted to copitol
bosed on the percentoge of odminisfrotive ond generol expenses to totol
expenditures, excluding fuel costs. Copitol projects ore chorged ond
operoting expenses lowered on the bosis of the tolol chorges on o
monthly bosis to copitol projects. The 2009-2010 Budget yeor onticipotes
on ollocotion of $17.7 million in lobor reloted fringe benefits ond
odministrotive ond generol costs fo copitor projects, o $.1 .g million

1%

tox
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Increose compored to the 2008-2009 Fiscol Period, reflecting the

odditionol copitol spending forecosted.

How ore Depreciotion rotes determined ond how do they retote fo lhe

expense listed in Exhibif C-4, line 13?

PGW currently depreciotes plont-in-service bosed on o 2OO4 depreciotion

study performed by the firm of Block & Veotch. The 2oog-2010 Budget

Yeor projects the utilizotion of o 2.4% composite depreciotion rote ond
when opplied to the projected plont-in-service bolonces occounts for the

$43.4 million depreciotion expense.

Miscelloneous expenses included on Exhibil C-4, Line 15, ore forecosled

lo decline by 522.'l million in the 2009-2010 Budgel Yeor. Pleose exptoin

fhe reosons for the reduced costs ond the moin components of this

cotegory?

Miscelloneous expenses ore forecosled to totol $12.9 million in the 2OO9-

2010 Budget Yeor o decreose of $22.1 million primorily due to the $16.7

million net impoct of onticipoted benefits derived from Business

Tronsformotion initiotives, while o higher credit reloted to LNG inventory

processing octivities further contributed to the reduction. Also, o
decreose of $.9 million in the reported expense for post employment

benefits is expected in the 2009-2010 fiscol period. A detoil of the

components of the miscelloneous expense cotegory is listed below:

Poge 3l
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Expense of Employees

Dues & Subscriptions

Toxes

PFMC Monogement Fee

Other Post Employment Benefits

Amortizotion Non-Recurring Expense

Deferred Compensotion

Business Tro nsformotion Costs/( Benefits)

(Additions)/Reductions LNG Inventory

TOTAT

Miscelloneous Expenses

(Dollors in Thousonds)

Acluol

2007-08

$678

3,667

21

381

25,834

377

361

(e0r )

s30418

Does this conclude your testimony in fhis proceeding?

Yes, if does. Thonk you.

Esiimole

2008-09

$747

3,847

21

359

25,558

210

337

3,000

925

s35004

Budqel

2009-10

$1,1 l6

4,022

30

360

24,615

316

344

(16,700)

(1,2451

fle8s8
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RESOLUTION
AUTHORIZATION TO SI'BMIT THE

PGW FISCAL reAR 2OTO OPERATING BUDGEI TO THE
PHILAI'ELPHIA GAS COMMISSION FOR REVIEW AND APPROVAL

I, ABBY L. POZEFSI(Y, Assistant Secretar5r of PHILADELPHIA
FACILITIES MANAGEMENT CORPORATION, do hereby certiff 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(bl of the Non-Profit Corporation Law of the Commonwealth
of Pennsylvania.

RESOLUTION
AUTHORIZATION TlO SI'BMIT THE

PGW FISCAL Y'EAR 2OLO OPERATING BI'DGET TO THE
PHILADELPHIA GAS COMMISSION FOR RTVIE.T AND APPROVAL

WIIEREAS, pursuant to that certain Management Agreement by
and between the Philadelphia Facilities Management Corporation
("PFMC") and the City of Philadelphia dated December 29, L972, as
amended, PFMC is the manager and operator of the Philadelphia Gas
Works ("PGW");

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

WIIEREAS, according to the Management Agreement $IV.2(a),
PGW's Operating Budget must be prepared with the aid of tJle Director of
Finance and be consistent with the accounting methods described in the
Management Agreement SW.1, in a form and extent that is satisfactory to
the Director of Finance and the Philadelphia Gas Commission;

WIIEREAS, PGW has prepared its Fiscal Year 2OIO Operating
Budget and is currenfly developing the Forecast Fiscal Years 2OLI
through 2OI5 through the evaluation of the current needs and outlook of
the municipally owned utility; and

WIIEREAS, PFMC has conducted a review of PGW's Fiscal Year
2OIO Operating Budget and finds it in satisfactory form and content, and
will review the Forecast Fiscal Years 2OLL through 2OI5 when they are
fully developed;

NOW THEREFORT, BE IT



RESOLVED, that PFMC approves PGW's Fiscal Year 2OLO
Operating Budget, subject to further refinement by PGW mamagement,
should that become necessarJr or desirable; and that PGW is authorized
to file with the Philadelphia Gas Commission for its approval and with
the Director of Finance for his approval, as to form and content, the PGW
Fiscal Year 2OIO 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
l"t day of June, 2OO9.

PHILADELPHIA FACILITIES
MANAGEMENT CORPORATION
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PLEASE STATE YOUR NAME, POSITION AIID BUSII\ESS ADDRESS.

Barbara C. Bisgaier, Managing Director, Public Financial Management, Irc., 2Logan

Square, Suite 1600, Philadelphi4 Pennsylvania 19103-2770, Ql5) 567-6100. I am a

Financial Advisor to state and local govemments and authorities.

BY WHOM ARE YOU EMPLOYED AIID IN WHA'T CAPACITY?

I am employed by Public Financial Management, Inc. I am a Managing Director and

shareholder in the firm.

SUMMARIZE YOUR PROFESSTONAL QUALTFICATTONS.

I have been employed by PFM for more than 28 years. For approximately 26 of those

years, I have had the title of managing director and have managed the firm's municipal

utility practice. During my career at Public Financial Management, klc., I have served as

a Financial Advisor to a broad range of state and local governments and authorities. In

particular, my experience has been concenfiated in the area of publicly-owned utility

systems. In addition to the Philadelphia Gas Works, my utility clients have included the

Water Deparbnent of the City of Philadelphi4 the Pittsburgh Water and Sewer Authority,

the Ha:risburg Water and Sewer Authority, the New Jersey Water Supply Authority, the

North Jersey District Water Commissioners, the New Jersey Environmental Infrastructure

Trust, the Passaic Valley Sewerage Commissioners, the Middlesex County (NJ) Utilities

Authority, the Ocean County (NJ) Utilities Authority, the Atlantic County (NI) Utilities

Authority, the Southeast Morris County Water Authority, the District of Columbia Water

& Sewer Authority and the Atlantic City Sewerage Authority.

In addition, I am currently the Financial Advisor to the City of Philadelphia and to

the Commonwealth of Pennsvlvania.

a.

A.

a.

A.
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Over the course of my career, I have served as the advisor for the issuance of

long-term debt having a par value in excess of $30 billion.

I have served as the Financial Advisor to the Philadelphia Gas Works since 1992.

In that capacity, I have worked with the senior management of PGW and the City of

Philadelphia on every debt financing completed by PGW during that time period, on the

implementation and maintenance of PGW's tax-exempt commercial paper program, on

each of PGW's rate cases before the PUC and with PGW in regard to its rating agency

and credit provider (i.e. bond insurance and letters of credit) relations.

In the course of these various engagements, my responsibilities include general

financial planning and the management of the debt issuance process. With regard to the

financial planning aspect of my work, I assist clients with their development of capital

financing strategies, debt policies, budgets and rate setting issues. With regard to the

debt issuance process, I frequently serve as the liaison between my clients and the bond

rating agencies, the municipal bond insurers and other credit-providing agencies. I also

advise my clients throughout the debt issuance process as to the costs and benefits of

various alternative approaches to business and financial issues under consideration. I am

also frequently responsible for working with my clients to prepare disclosure documents,

offering circulars and presentations to the bond rating agencies and credit enhancers.

DESCRIBE YOUR EDUCATIONAL BACKGROT]ND.

I have an A.B. degree from Mount Holyoke College and a Masters of City and Regional

Planning degree from Rutgers University.

HAVE YOU EVER TESTIFIED BEF'ORE AIYY REGIILATORY AGENCIES?

Yes, I have testified before the Philadelphia Gas Commission and the Pennsylvania

Public Utility Commission in PGW's Interim Rate Proceeding (R-00005654), and the

lL03%72s.rl -2-
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associated base rate case and its Extraordinary Rate Proceeding (R-00017034F0002) and

associated base rate case. I have also testified in PGW's 2006'07 base rate proceeding

(R-00061931) and the 2008 request for emergency/exhaordinary rates (R-2008-

2073938).

WHAT IS TIIE PI]RPOSE OF YOI]R TESTIMOII"Y?

The purpose of my testimony is four-fold: 1) to provide an update to the PUC on the

financial events that have tanspired since the PUC granted PGW an extraordinary rate

increase in December 2008 to assist PGW in weathering the storm of the national

economic crisis and the attendant uedit and liquidity confaction;2) to describe the

financial events PGW is facing in the next 12 months and the risks that still face the

Company as it continues to try to persevere during the current recession; 3) to explain

why it is crucial that the Commission needs, at a minimum, to maintain the current level

of rates and take steps to insure that PGW's key financial indicators are stable or

improving; and 4) to explain why it is prudent and necessary for the Commission to

recognize the actions the Company is proposing to fund its existing liability related to

other post employment benefits (other than pensions) ("OPEBs").

PLEASE PROVIDE AII OVERVIEW OF THE KEY FINAI\CIAL
TRANSACTIONS AI\D EVENTS THAT HAYE OCCT]RRED SINCE TIIE PUC'S
EXTRAORDINARY RATE DECISION IN DECEMBER 2008.

The PUC granted extraordinary rate relief to PGW in December 2008 at what was,

perhaps, the low point in the national financial crisis. The immediate crisis facing PGW

had to do with its $313,390,000 Gas Works Revenue Bonds, Sixth Series (the "Sixth

Series Bonds").

The Sixth Series Bonds were originally issued in January 2006 inthe principal

amount of $313,390,000 for the purpose of refinancing certain previously issued Gas

t5

T6

a.

23

24

25
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Works Revenue Bonds to achieve debt service savings. To achieve the lowest possible

interest rate expense for PGW, the Sixth Series Bonds were issued as variable rate

demand bonds in a weekly reset interest rate mode. The Sixth Series Bonds were insured

by FSA with liquidity in the form of a Standby Bond Purchase Agreement provided by

JPMorgan, the Bank of Nova Scotia and Wachovia Bank, N.A. Concurrently with the

issuance of the Sixth Series Bonds, PGW executed a floating-to-fixed rate swap

agreement with JPMorgan Chase Bank, N.A. (the "Swap"), a transaction that was

common to many municipalities and public agencies because it was considered a prudent

means of reducing the net interest cost of the bonds.

In August 2008, JPMorgan advised the City and PGW that they would not renew

the Standby Bond Purchase Agreement upon its scheduled expiration onJantnry 22,

2009. The consequence of this expiration, absent a replacement with a new liquidity

facility, would be a mandatory tender of all Sixth Series Bonds on the expiration date and

the conversion of the Sixth Series Bonds from a 3O-year obligation to a five-year term

loan. Pursuant to the terms of the Standby Bond Purchase Agteement, that term loan

would be amortized over a five year period in ten semi-annual installments. The first

payment (in the principal amount of $31,610,000 plus interest) would have been due on

August 3,2009.

At the January 22,2009 expiration date of the Standby Bond Purchase

Agreement, no substitute liquidity facility had been found and there was a mandatory

tender of the Sixth Series Bonds; the obligation became the term loan described in the

preceding paragraph.
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In order to avoid the accelerated payments mandated by this term loan, the City

and PGW determined that the best altemative was to refinance the Sixth Series Bonds on

a variable rate basis. While the decision and best direction were clear, the actual

execution of the refinancing was complicated by a number of factors. First among these

was the fact that shortly after the City and PGW were notified that the Standby Bond

Purchase Agreement would not be renewed, FSA, the bond insurer of the Sixth Series

Bonds, was downgraded by each of the rating agencies. This meant that any refinancing

to be done on a variable rate basis would require the replacement of both FSA and the

liquidity provider; however, given the dismal state of municipal bond insurer credit

ratings, this could only be done by the successful procurement of one or more direct pay

letters of credit. The City began its search for direct pay letter of credit capacity for this

pulpose at precisely the same time that the implications of the world financial crisis were

being evidenced by the collapse of Lehman Brothers and the lack of liquidity being

experienced in the banking community. These external factors militated heavily against

the possibility of finding letter of credit capacrty for PGW.

An alternative means of refunding the Sixth Series Bonds was the issuance of

fixed rate refunding bonds (i.e., bonds that would replace the variable rate bonds) since

this approach would not have required the procurement of letter(s) of credit. But this

alternative also presented a number of critical challenges, the most important of which

were the uncertainty as to whether there would actually be a market for such a large issue

of fixed-rate BBB rated bonds and the interest rates at which such bonds could be sold.

This challenge was a function of the fact that the financial crisis had created a "flight to

quality" and there was, through the first half of 2009, only avery small and very costly

lL039472s.tl -5-
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market for BBB-rated municipal bonds.

A further complication and expense presented by the fixed rate refrrnding

altemative was the existence of the Swap. Were PGW to have executed a fixed rate

refunding for 100% of the Sixth Series Bonds, it would have been necessary to terminate

the entire Swap. The cost of terminating the entire Swap reached a high point of

approximately $70,000,000 in November 2008. Had PGW been forced to do the entire

refunding on a fixed rate basis, it would have also been necessary to increase the par

amount of bonds outstanding by the amount of the Swap termination payment (to, in

essence, finance the swap termination payment over time)o whatever that amount

ultimately was. This would have resulted in a bond issue of, at least, approximately

$400,000,000.

In light of these various issues, the City and PGW concluded that they would

follow a dual track that would consist of doing the largest possible variable rate refunding

combined with the smallest possible fixed rate refunding. By keeping to a minimum the

size of the fixed rate refunding, PGW would be able to minimize the cost of terminating

the Swap and the potential difficulties and interest rate expense associated with the

marketing of a large BBB rated offering. As firther described below, the Company was

successful in refunding the bonds with approximately 80% variable and 2D%ofrxedrute

bonds.

The ability to accomplish the goals of this dual tack depended upon obtaining a

letter of credit to cover the variable rate bonds as well as the willingness of FSA to

continue to insure PGW's payments under the portion of the Swap that would remain in

place despite the fact that it would no longer be insuring the Sixth Series Bonds.

{L039472s.t} -6-
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Relatively early in the process, FSA agreed to remain as the Swap insurer, a major

positive development.

With the passage of time, through two separate procurement processes and

through a last minute decision by JP Morgan to participate in the transaction, the City

was ultimately successful in finding fow banks that were willing to provide direct pay

letters of credit for the proposed refinancing transaction. They were Wachovia Bank,

N.A. ($105,000,000), Scotia Capital ($50,000,000), Bank of America ($50,000,000) and

JPMorganChase ($50,000,000). With this credit capacity, PGW was able to issue

$313,285,000 Gas Works Revenue Refunding Bonds, Eighth Series (the "Eighth Series

Bonds") in August 2009, the proceeds of which were used to refinance a total of

$255,000,000 of the Sixth series Bonds on a variable rate basis with the balance of

$56,610,000 refunded on a fixed rate basis.

The portion of the Swap (in the notional amount of $54,765,000) associated with

the Sixth Series Bonds that were refinanced on a fixed rate basis was terminated while

the balance of the Swap (in the notional amount of $255,000,000) remained (and still

remains) in place although it was restated so as to reflect the four series of variable rate

bonds that were necessitated by the four separate credit facilities. The cost of the Swap

termination was $3,791,000. PGW was able to achieve this lower-than-anticipated level

of termination payment because only a portion of the Swap was terminated, because

market conditions had improved since the NovemberlDecember 2008 cost estimates had

been made and because the refinancing was structured so that the fixed rate portion of the

Eighth Series Bonds covered the earliest years of the loan and thus were associated with

the lowest swap termination cost. The various parts of the fansaction were priced on

{L03%72s.rl -7 -
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August 12 and settled on August 20,2009. Because of a three week extension granted by

JPMorgan, the term loan amortizationpayment that had been due on August 3 was

avoided.

The four direct pay letters of credit that now support $255,000,000 of Eighth

Series Bonds will expire in August 20ll; it will at that time be necessary to renew or

replace them in order to maintain the Eighth Series Bonds in a variable rate mode and

avoid an early swap termination payment.

DID PGW EXPERIENCE AII-Y DIFF'ICULTIES MARKETING TIIE FIXED
RATE BONDS?

The fixed rate portion of the Eighth Series Bonds was marketed on behalf of PGW by

Goldman Sachs. Throughout the pre-sale process, PGW was wamed continually by

Goldman that there was only a very small market for BBB-rated bonds and that they

anticipated the need for PGW to pay a significant interest rate premium to meet customer

requirements. They also expressed concern about PGW's ability to sell the bonds at all.

Ultimately, the diffrcultly in selling the fixed rate portion of the Eighth Series Bonds was

most clearly manifested in the exceptionally high rates of interest demanded by the

market (despite the fact that the fixed rate bonds were structured with a relatively short

amortization schedule). PGW's difficulties in marketing the relatively small-sized

($54,765,000) fixed-rate Eighth Series Bonds were, unforhrnately, fairly typical of what

the entire municipal bond market has been experiencing since the middle of 2008, that is

that the market has demonstrated little appetite for lower-rated bonds and is in the midst

of a major "flight to quality". Recent financial events in all sectors of the market have

created deep levels of concern about lower rate credits and, as a result, market

participants will either avoid lower-rated credits all together or will demand significant
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interest rate penalties to pay them for taking this perceived risk. Another market dynamic

that is also being felt most acutely by the issuers of lower-rated bonds is the fact that

potential bond purchasers (who formerly would have relied upon bond insurance to

mitigate risk and upon the rating agencies for accurate credit evaluation) are now being

forced to examine more closely underlying credit risk themselves. The rating agencies,

as a result of the fall-out from their ratings of pools of collateralized mortgage

obligations, are experiencing a credibility crisis of their own. All of this market

sensitivity to recent events has made the prospective bond purchaser that much more

demanding of sound underlying financials that can be relied upon over an extended

period of time.

HOW IS PGW'S F'INAI\CIAL PERFORMANCE COMPARED TO WIIERE IT
WAS PRIOR TO TIIE PUC'S EXTRAORDINARY RATE DECISION IN
DECEMBER 2008.

The decision issued in the exfaordinary rate case by the PUC in December 2008 was

absolutely essential to each of the following elements of PGW's financial performance

since December 2008:

1) As described above, PGW was able to refinance the Sixth Series Bonds.
Without the extraordinary rate relief it is unlikely that this could have

occurred as the rate decision was essential both to the maintenance of an
investnent-grade credit rating and to PGW's ability to obtain the four
direct pay letters of credit that were essential to the transaction. Absent
this outcome, PGW would have been faced with the financial catastrophe

of a $31 .6 million term loan payment in August 2009 and a$62 million
term loan payment in each of calendar years 2010 through 2013.

2) PGW was able to.sustain its access to the commercial paper market.

3) For the first time since the mid-9O's, PGW actually ended its fiscal year
2009 with internally generated funds from operations, an indication of
needed financial stength that will be crucial to support the Company when
it attempts to market uninsured bonds this fall (as is discussed below).
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4) PGW was able to pay down its outstanding commercial paper balances to
zero (as it is required to do annually) without having to rely upon inta-
fund bonowing from the capital account to achieve this end and was able
to end fiscal year2009 with no commercial paper outstanding.

In my view, it is not too stong a statement to say that the PUC $60 million rate grant

saved the Company.

DOES THIS MEAII THAT PGW IS NO LONGER F'ACING A F'INAIICIAL
CRISIS?

No it does not. PGW faces a number of specific financial issues with which it must deal.

These specific issues, which are detailed below, can only be satisfied if,ataminimum,

PGW retains its investment grade credit rating and is able to demonstate to a variety of

investors and credit providers that it will continue to meet its financial obligations, will

reduce its continued reliance on debt and will deal with the looming issue of its unfunded

post-retirement benefits.

WHAT F'INAI\CIAL TRANSACTIONS IS PGW FACING Ai\D WHICII
CONTINUE TO BE AT RISK DT]E TO TIIE CREDIT CRISIS?

In May 2010, PGW will face the fust of its specific financial hurdles in that it will be

necessary to renew the $150,000,000 letter of credit (provided jointly by JPMorgan,

Scotia Capital and Wachovia) that supports the commercial paper program. Any

deterioration in either PGW's financial outlook and/or a recurrence of the recent national

liquidity crisis could be threatening to this requirement. While there is nothing that PGW

can do to avoid another national liquidity crisis, the maintenance of PGW's improved

financial picture that has resulted from the implementation of the extaordinary rate relief

and other management actions will be critical to insuring that the banks in question

remain willing to support the commercial paper program.
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Further, in order to continue making capital improvements, including the essential

main replacement program, PGW must continue to have market access for the sale of its

bonds. The current plan calls for the sale of approximately $150 million of new money

bonds in the fall of 2010. Because it is highly unlikely (if not impossible) that municipal

bond insurance will be either available and/or cost-effective. PGW will be forced to sell

its bonds based solely upon the strength of its own credit rating. It is my opinion, that the

revocation of the extaordinary rate decision of December 2008 would seriously

jeopardize not only the improving financial health of PGW but also PGW's inveshent

grade credit rating. It will, at best, be extremely difficult and cosfly for PGW to sell $150

million of fixed rate bonds into a credit market that is deeply committed to the "flight to

quality". Affirmation by the PUC of the extraordinary rate relief will put PGW in a

position to access the credit markets although there can be no guarantee that the bond

issue will be accomplished in a single attempt or without the need to pay a significant

interest rate premium.

The four direct pay letters of credit that support the four variable rate series of

Eighth Series Bonds discussed above are scheduled to mature in the summer of 2011.

The best alternative from PGW's perspective will be to renew each of the letters of credit

(hopefully, on a more cost-effective basis). A failwe to renew or replace one or more of

the letters of credit will place PGW back in the same position it was in when it was

initially unable to renew the Standby Bond Purchase Agreement that supported the Sixth

Series Bonds: i.e.,itwould become necessary to convert some or allof the Eighth Series

bonds to fixed rate bonds (if market access were available) and to terminate the portion or

portions of the Swap associated with the converted bonds. The actual cost of such a

lL03%725.t1 - 11-
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conversion and Swap termination is unknowable at the curent time, but it is an absolute

certainty that PGW would be better served by being able to maintain the status quo with

regard to the Eighth Series Bonds. That status quo depends upon the willingness of the

four supporting banks (JPMorgan, Wachovia, Scotia Capital and Bank of America to

continue providing credit support for the Eighth Series Bonds. Deterioration of PGW's

financial picture and/or a loss of the investnent grade credit rating could severely

jeopardize the likelihood of these renewals. Worst case, a failure of these renewals and

an inability to refinance some or all of the Eighth Series Bonds with fixed rate bonds

would replicate the risk of the term loan scenario described above. Again, worst case,

this would result in a $25.5 million term loan payment coming due dwing calendar 2012

with $51 million term loan payments then becoming due ua2013-16.

Finally, if the PUC were to fail to sustain all of the $60 million of exffaordinary

rate relief, PGW would, in my opinion, be forced to issue a Material Event Notice which

is the legally-required formal notice to the market tlnta significant deterioration in an

issuer's financial position has occurred. Such a notice would immediately alert the

market to an impending financial crisis at PGW, In tum, this would put the commercial

paper renewal in jeopardy, would certainly result in the rating agencies taking negative

actions and would be a significant (or perhaps fatal) barrier to the sale of new money

bonds in 2010. There would also, potentially, be a risk of increased rates on PGW's

variable rate debt (the Fifth Series A-2 Bonds and the Eighth Series B, C, D and E

Bonds).

DO YOU BELIEVE THAT PGW MAY HAVE TROUBLE REI\"IWING ITS
COMMERCIAL PAPER LETTER OF' CREDIT?

{L039472s.t\ -12-
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At the current time, and in the expectation that the extraordinary rate relief will be

sustained, I am cautiously optimistic that the commercial paper letter of credit will be

renewed. Absent the maintenance of the extraordinary rate relief, however, I do believe

there is a substantially increased risk that it will not be renewed. Even under the most

favorable circumstances. there can be no doubt that the cost of the letter of credit will

increase materially.

IS TIIERE EVIDENCE THAT PGW MAY HAVE DIFFICI]LTY SELLING $150
MILLION OF'NEW MOIIEY BOIIDS IN SEPTEMBER OR OCTOBER,2O1O
(WITHOUT BOND INSURANCEX

Yes. A major sea-change has occurred with respect to the prospects for marketing

PGW's bonds, the full impact of which has yet to be determined. The recent financial

crisis has created a so-called *flight to quality" meaning that prospective bond purchasers

are evaluating each investment with a level of scrutiny that essentially has been absent

from the municipal market for a number of years. With the fixed rate sale of a portion of

the Eighth Series Bonds, PGW accessed the credit markets without the benefit of

municipal bond insurance for the first time in more than 20 years. Before the essential

collapse of the municipal bond insurance business, PGW had relied on bond insurance

(however costly, but necessary) to insure that it was able to sell its bonds because it has

always been difficult to find buyers for bonds that are just one step above investment

grade. Absent the availability of bond insurance, PGW will have an extremely difficult

time selling bonds in the planned amount (approximately $150,000,000) and with a

normal (30 year) amofiizatron schedule. At best, the market will accept such a

transaction only if it is rewarded for doing so with a significant interest rate premium.

The sale of the fixed rate portion of the Eighth Series Bonds was difficult and, despite the

relatively smaller size of $58,285,000, proved a challenge that was reflected in

lL039472s.rl -13-
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substantially above-market interest rates. The market is currently seeking bonds in the A-

rated and above category. Very few transactions in the BBB-range are being completed.

At best, and that best assumes the maintenance of its existing credit ratings, PGW will

have a difficult and ultimately costly time in selling its bonds in 2010.

Additionally, PGW has expressed an interest in issuing a new type of bonds that

are available through the federal stimulus program. These so-called Build America

Bonds ("BABs") are being used throughout the country to achieve material interest rate

savings. For example, the State of Delaware recently sold $200 million BABs in a

competitive process that produced $l I million of present value savings for them. PGW

will have significant difficulty in taking advantage of this program because of its long-

term credit rating. Although literally hundreds of BABs tansactions have been

completed since the prograrn was authoriz-edinthe spring of 2009, to date only five of

those transactions have been for issuers with credit ratings in the BBB category. If PGW

is able to access this market, it is unlikely to experience anywhere near the level of

benefit that is being achieved by higher-rated issuers like Delaware.

WHAT IS TIIE OVERRIDING FACTOR THAT WILL AF'FECT WHETIIER
PGW IS ABLE TO SELL ITS NEXT BOND ISSTIE?

In my opinion, PGW needs to improve its financial results and be in a position to

improve its bond rating. As noted above, the market is becoming more and more

demanding of strong credit quality; PGW's access to the capital markets will increasingly

depend upon its abillty to demonstrate an improving rather than a static financial position.

On the flip side, any deterioration in PGW's credit rating into junk bond status would be

absolutely fatal to its ability to sell bonds to support the funding of the capital

improvement program (and, in turn, continue to operate as a going concern).

{L03%72s.rl -14-
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WHAT COULD CAUSE PGW'S CREDIT RATINGS TO DROP TO JUNK BOI\D
STATUS?

A roll back of the extraordinary rate relief granted in December 2008, in whole or in part,

would send a staggering message to the rating agencies and would, certainly with regard

to Fitch and Standard & Poor's and perhaps Moody's as well, result in the loss of PGW's

investment grade credit ratings because there would be no way for PGW to demonstate

that it could continue to meet its basic cash-flow and debt service coverage requirements.

Such a loss would virtually guarantee that the 2010 renewal of the commercial paper

letter of credit and the issuance of bonds at the end of 2010 would not be achieved. I

believe this would occur despite PGW's maintaining, at least on an interim basis, the

minimum fixed coverage rating that at least one rating agency (S&P) has indicated is

required for PGW to maintain an investment grade credit rating.

CAII YOU DISCUSS,IN PARTICULAR, WI{Y YOU CONTII\UE TO BE
WORRIED?

The market continues in a state of flux with unknowns at every tum. Any new external

financial crisis (the failure of Dubai World or the crisis facing Greece's sovereign debt

seem far aJield of PGW, but so did the collapse of Lehman Brothers and the

collateralized mortgage market ayear ago) will seriously impact lesser-rated credits like

PGW. PGW's limited liquidity, high debt burden and looming OPEB issue give it very

limited flexibility in the face of market uncertainties. With three big hurdles (commercial

paper renewal, the 2010 bond issue and the 2011 renewal of the letters of credit

supporting the Eighth Series Bonds) on the immediate horizon, there is nothing that PGW

can do to alter world financial affairs, but it must be given the chance to present the best

possible picture to the financial markets so that it can take advantage of the limited

financial strength that PGW currently enjoys.
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cAN YOU EXPLAIN THE QUATITITATM STAI\DARDS THAT S&P IS
USING TO EVALUATE PGW AND TIIE RESULTS OF THAT ANALYSIS AS
YOU T]NDERSTAI\D IT?

Aside from the basic requirement that PGW meet all of its bond covenants (including

150% coverage of debt service of senior lien debt), S&P applies a standard that requires

lower-rated credits to have annual revenues sufficient to cover all expenses, including

debt service, in the range of 1.2 to 1.3 times. The lower the credit rating of the issuer, the

more rigorously S&P applies the standard. Standard & Poor's believes that a failure to

meet or exceed this standard means that any financial burnp in the road will be fatal to a

poorly rated credit that does not have much or any financial flexibility. Prior to fiscal

year 2009, PGW had struggled (and in some yeaxs, failed) to meet this standard; the 2008

extraordinary rate relief put PGW above this threshold (at 1.27) for the first time in

several years. A revocation of the extraordinary rate relief would certainly cause PGW to

fall back to or below this threshold and would, once again, place the investment grade

credit rating at risk. This is particularly true given S&P's often-expressed concern that

market conditions, deteriorating collections as a result of the country's economic distress,

or any unanticipated financial event would leave PGW unable to meet its obligations.

HOW DOES S&P'S FD(ED CHARGE COVERAGE CALCIJLATION TRBAT
THE PAYMENT OF TIIE $18 MILLION AIINUAL PAYMENT OBLIGATION
THAT THE CITY IN RECENT YEARS HAS FORGIVEN?

S&P includes that payment in its calculation because it is still an obligation of PGW that

it could be required to remit at arry time. Indeed, given the City's present financial

condition there is certainly the prospect that the City could retract its forgiveness.

WHAT FINAI\CIAL INDICES CONTINUE TO CREATE RISK THAT PGW
WILL BE DOWI\GRADED OR WILL NOT BE ABLE TO SELL ITS BOI\DS
WITHOUT BOND INSURANCE?
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A. Aside from the specific market issues and rating maintenance concerns discussed above,

there are a number of other financial issues that continue to threaten PGW's credit rating

and hence its ability to sell bonds based, as must be, without municipal bond insurance on

its own credit rating. These include its inordinately high debt to equity ratio, its lack of

liquidity as measured by levels of cash and the growing focus of the markeplace on

PGW's unfunded OPEB liability.

CAI\ YOU EXPLAIN HOW T]NFTJI[DED OPEB LIABILITY IS CAUSING RISK
THAT PGW COULD BE DOW}IGRADED OR NOT SELL ITS BOIIDS IN THE
FALL?

It is my opinion that there will be increasing focus on this issue by the rating agencies,

both positively and negatively, in the next several years. Several of the rating agency

reports have already referenced PGW's accrued OPEB liability as a material risk factor in

evaluating PGW's creditworthiness. For example, in its August,2009 report S&P

commented as follows:

In our opinion, PGW has an above average debt burden. Debt
represents about 86% of the utility's capitaJrization and average
debt per customers about $2,800. The debt burden includes
deferred funding of PGWs annual required contribution (ARC) to
frurd its other post employment benefits (OPEB). The ARC is
about $25 million per year. We believe the continued defenal of
the ARC will constain PGWs future financial flexibility....
We believe PGW has a high debt burden. We expect debt levels to
continue inueasing in the short term because PGW does not
generate excess margins and because the utility is not funding its
ARC to amortize OPEB. PGWs OPEB liability totals $635
million. It expensed, but did not fund $26 million in OPEB
liabilities in each of fiscals 2007,2008 and 2009.

It is my opinion that a failure to deal with the issue will be viewed both as a financial

threat to the well-being of an entity and as a failure of management and regulators to be

proactive with regard to the issue. Conversely, an affirmative, implemented OPEB

funding strategy will address both of those points and will be favorably viewed by the
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rating agencies. Large authorities around the country that may be considered PGW's

peers are increasingly adopting various OPEB funding strategies. The more widely that

this occurs elsewhere, the more it will become a rating agency standard to which PGW is

held; a failure by PGW to deal with the OPEB issue will then become a material credit

quality negative.

Moreovero PGW's OPEB funding proposal actually reduces the amount of debt in

the capital structure by almost 200 basis points.(from almost 82o/oto 80%). PGW's

historic over-reliance on debt financing combined with the magnitude of its unfunded

OPEB liability continues to be the greatest sources of risk facing the Company, but if

PGW's OPEB funding proposal is approved, PGW's Debt-to-Total Capitalizatronratio

will continue to improve over the five year planning period so that, by FY 2015 (on a pro

forma basis) it is projected to reach 6l% debt-39% equity. This positive improvement

over time will ahnost certainly be viewed as a very favorable development by the rating

agencies and will enhance the chances that PGW could be upgraded from its present

marginal level. At the very leas! these projections will help to keep the Company from

being downgraded if other events would create such a potential.

WHAT COTJLD BE DONE TO PROTECT PGW'S CREDIT RATINGS IN
ORDER TO ENHANCE ITS ABILITY TO SUSTAIN ITS COMMERCIAL
PAPER PROGRAM, MAINTAIN OR IMPROVE ITS BOI\D RATING AIID
INCREASE TITE LIKELIHOOD THAT IT WILL HAVE ACCESS TO THE
LONG-TERM CREDIT MARKETS AT TIIE END OF 2O1O?

First and foremost, PGW must maintain the previously granted $60 million rate increase.

Failure to do this would, in my opinion, precipitate a downgrade by each of the three

agencies with atl the problems attendant to that as I have described. The following items

should not be viewed in order of priority, but rather each is critical to the financial well

being of PGW and integral to any prospect of an improved credit rating. PGW must

{L039472s.r1 -18-



1 sustain its improved collection rate. PGW management must continue to demonstrate the

2 efficacy of the Business Transformation Initiative. PGW must continue to improve its

3 debt to total capitalizationratio by funding its OPEB liability and increasing eamings,

4 continuing to produce some level of internally generated capital funding and reducing

5 reliance on debt financing for capital expenditures. PGW must begin to implement a

6 program that begins to firnd its OPEB liability. PGW must have rates sufficient to

7 generate an improved level of liquidity as measured by the maintenance of more robust

8 cash balances.

9 a. LOOKING AT PGW'S pRO FORMA FINAI\CIAL DATA AND ASSUMING
IO THAT TIIE RATE INCREASE IT IS REQTIESTING TO FUND ITS ACCRUED
11 OPEB LIABILITY IS GRANTED ARE PGWNS F'INAIICIAL STATISTICS
L2 REASONABLE?

13 A. Just barely, but with the funding of OPEBs and a continuation of the positive results due

14 to the extraordinary rate case, the company will be moving in the right direction.

15 a. WHAT CRTTERTA SHOULD BE USED TO JUDGE TrrE REASONABLENESS
16 OF PGW'S CLAIMED RATE INCREASE?

17 A. PGW filed a petition for policy statement which set out a series of financial metrics that

l8 should be examined when determining whether PGW's revenue requirement is

19 reasonable. They are as follows:

20 In determining such just, reasonable and adequate rate levels for
2l PGW, the Commission will consider PGW's test year and (as a
22 check on test year results) projected futtre levels of non-borrowed
23 year end cash, available short-term borrowing capactty, intemal
24 generation to fund Capital additions and debt-to-equity ratios.
25 These measures will be considered (i) in comparison to the
26 financial performance or requirements of comparable municipal or
27 investor-owned utilities and (iD from the standpoint of financial
28 performance levels needed to maintain or improve PGW's bond
29 rating thereby permitting PGW to access the capital markets at the
30 lowest reasonable costs to customers over time.
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HOW DOES PGW'S FINAIICIAL REST]LTS AT PROPOSED RATES
COMPARE T]NDER TIIESE STAi\DARDS?

Based upon my experience these results continue to be very tenuous. For example:

Cash Flow and Liquidity: On a pro forma basis, assuming the first year funding

of OPEBs, PGW is projecting that it will have 27.l "days" of O&M expensest and 104

days of liquidlty. I have testified in the past that, in my experience, rating agencies

expect municipal utilities to have cash working capital represented by at least 200 days of

liquidity

Debt Service Coverage. On a pro forma basis, PGW will meet its minimum debt

service coverage requirement on its 1998 Ordinance bonds, but only by 68 basis points.

Similarly, PGW's S&P coverage results for the test year exceed the minimum required to

produce an investnent grade rating - but by very little: 1.4 times where the required

range is 1.2 to 1.3 times.

Internally generated Funds for Construction. PGW anticipates that it will

have $22 million in intemally generated funds in FY 2010. FY 2009 was the first time

PGW had any internal generation to fund construction since 1993. $22 million is still

low. IGF should grow and it must continue in future yea"rs.

Debt -to-Total Capitalization. PGW'spro forma test year shows a Debt -to-

Total Capitalizationratio of 80% debt,20Yo equrty. While this continues to be a major

source of risk and concern for the rating agencies, PGW's OPEB funding proposal

actually ameliorates the amount of debt in the capital structure by almost 200 basis

points.(from almost 82Yoto 80%) Moreover, with OPEB funding, PGW's Debt-to-

Total Capitalizatlonratio will continue to improve over the five year planning period so

Total Operating and Maintenance expenses, less depreciation, divided by 365.
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I that, by FY 2015 (on a pro forma basis) PGW is projected to reach 6l% debt-39%

2 equity. This positive improvement over time will ahnost certainly be viewed as a very

3 favorable development by the rating agencies and will enhance the chances that PGW

4 could be upgraded from its present marginal level. At the very least, these projections

5 will help to keep the company from being downgraded if other events would create such

6 apotential.

7 A. CAN YOU DISCUSS HOW TIIESE RESULTS COMPARE TO COMPARABLE
8 MUNICIPAL AI\D PRTVATE UTILITIES IN GREATER DETAIL?

9 A. Looking atdatafor comparable municipal and private utilities, PGW's results also fall

l0 short of the results for other such companies in many areas. This is explained in greater

11 detail by Mr. Hanley.

12 a. DoEs Tlrrs coMpLETE youR TESTIMOT\-Y?

13 A. Yes.
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I Q. PLEASE STATE YOUR NAME AI\D BUSINESS ADDRESS

2 A. My name is Samuel M. Kikla. My business address is, One Commerce Square,

3 2005 Market steet, suire 3510, Philadelphia" PA 19103.

4 A. BY WHOM ARE YOU EMPLOYED AIID IN WHAT CAPACITY?

5 A. I am employed by Brown & Brown Consulting as a Consulting Actuary.

6 a. WHAT ARE YOUR pRrNCrpAL RESPONSIBILTTTES WITH BROWN
7 AI\D BROWN CONSULTING?

8 A. My principal responsibilities include management of the office's employee

9 benefit and actuarial consulting practice and accounting for the practice's profit

10 and loss. Additionally, I provide employee benefit and actuarial consulting

I 1 services to clients.

12 a. WHA'T ARE yOrJR PROFESSTONAL QUALTTTCATTONS?

13 A. I am a Fellow of the Society of Actuaries, a Member of the Academy of

14 Actuaries, and an Enrolled Actuary under ERISA. My Cuniculum Vitae is

15 attached as Exhibit SMK-I.

16 a. WHAT rs YouR RELATIONSHTP WITH PGW?

17 A. I have served as Brown and Brown's lead benefit consultant to PGW since 2001.

18 Our responsibilities include PGW's medical, prescription drug, dental, and

19 disability benefits provided to active and retired employees. We assist

20 management in securing insurance coverage for these benefits, reviewing service

2l providers on self-insured benefits and negotiating union benefits. Our firm has

22 prepared the2007 and 2009 actuarial valuation reports developing PGW's Retiree

23 Welfare Plan obligations and expense under Government Accounting Standards

24 Board ("GASB") 45.
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PLEASE EXPLAIN TIIE PT]RPOSE OT'YOT]R TESTIMOIVY.

The purpose of my testimony is to present to the Commission:

l. the impact of GASB 45 on PGW's annual operating expenses and balance
sheet liabilities; and

2. the financial advantages to PGW and ratepayers of pre-funding the Retiree
Welfare Plan obligations

WHA'T IS TIIE GOVER}IMENT ACCOUNTING STAI\DARDS BOARI)
Ai\D WI{Y IS IT APPLICABLE TO PGW?

In order for PGW to obtain an unqualified financial opinion from its auditors it

must maintain its books of account in accordance with generally accepted

accounting principles. The Government Accounting Standards Board ("GASB")

is the source of generally accepted accounting principles for government entities.

Accordingly, PGW follows GASB principles, as does the City of Philadelphia.

WHA'T IS GASB STATEMENT 45?

GASB Statement 45, Accounting and Financial Reporting by Employers for

Postemployment Benefits Other Than Pensions,is an accounting and financial

reporting provision requiring government employers to measure and report the

liabilities associated with other (than pension) postemployment benefits (or

OPEB). Reported OPEBs may include post-retirement medical, prescription drug,

dental, vision, life, long-term disability and long-tenn care benefits that are not

associated with a pension plan. Government employers required to comply with

GASB 45 include all states, towns, education boards, water districts, mosquito

districts, public schools and all other government entities that ofler OPEB and

report under GASB.

WHY WAS STATEMENT 45 ON OPEB ACCOTINTING BY
GOVER}IMENTS NECESSARY?
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A. Statement 45 was issued to provide more complete, reliable, and decision-useful

financial reporting regarding the costs and financial obligations that governments

incur when they provide postemployment benefits other than pensions ("OPEB")

as part of the compensation for services rendered by their employees.

Postemployment healthcare benefits, the most common form of OPEB, are a very

significant financial commitnent for many govenrments.

WHEN DID PGW HAVE TO COMPLY WITH GASB 45?

Implementation of Statement 45 was required for PGW's financial statements for

the first fiscal year beginning after December 15,2006. Since PGW is associated

with the City of Philadelphi4 PGW elected to comply when the City began to

comply, beginning with the fiscal year September 1,2006 through August 31,

2007.

WHAT DOES STATEMENT 45 REQUIRE?

When PGW implemented StatemerLt 45, it had to report, for the fust time, annual

OPEB cost and the unfunded actuarial accrued liabilities for past service costs.

Statement 45 methodology requires PGW to:

o Accrue the estimated cost of OPEB benefits each year during the years that
employees are providing services to PGW and its customers in exchange for
those benefits.

Provide, to the diverse users of PGW's financial reports, more accurate

information about the total cost of the services that PGW provides to its
customers.

Clariff whether the amount PGW has paid or contributed for OPEB during
the report year has covered its annual OPEB cost. Generally, the more of its
annual OPEB cost that PGW defers, the higher will be: (a) its unfunded
actuarial accrued liability; and (b) the cash flow demands on PGW and its rate
payers in future years.
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o Provide better information to report users about PGW's unfunded actuarial
accrued liabilities (the difference between PGW's total obligation for OPEB
and any assets it has set aside for financing the benefits) and changes in the

funded status of the benefits over time.

HOW WAS OPEB ACCOT]NTING AND FINAIICIAL REPORTING
DONE PRIOR TO STATEMENT 45?

Prior to Statement 45, PGW followed a "pay-as-you-goo'accounting approach in

which the cost of benefits is not reported until after employees retire. This

approach fails to account for costs and obligations incured as PGW receives

employee services each year for which PGW has promised future benefit

payments in exchange.

DOES GASB 45 REQIIIRE PGW TO F'UI[I) TI{E OPEB OBLTGATIONS?

Statemenl45 establishes standardsfor accounting andfinancial reporting. How a

government actually finances benefits is a policy decision made by the

government's officials. The objective of Statement 45 is to more accurately reflect

the financial eflects of OPEB transactions, including the amounts paid or

contributed by the govemment, whatever those amounts may be.

WHAT OPEB BENEFITS DOES PGW PROVIDE TO RETIREES?

PGW provides medical insurance, prescription drug benefits, life inswance, and

dental insurance to retirees and their dependents. A summary of these benefits is

contained in Appendix 3 of our September 1,2009 valuation attached as Exhibit

SMK-2.

HAVE YOU PREPARED AI\ ACTUARIAL VALUATION OF PGW'S
OPEB OBLIGATIONS AND AI\NUAL EXPENSE IN ACCORDAIICE
WITH GASB 45

l5
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A.
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Yes. We prepared valuations at September 1,2007 and September 1, 2009. As

indicated, a copy of our September 1,2009 valuation is attached as Exhibit SMK-

2.

HOW IS PGW'S AIINUAL OPEB EXPENSE DETERMIII"ED?

From an accrual accounting standpoint (the basis of accounting required for all

tansactions in PGW's financial statements), the reported annual expense relates

entirely to transactions (exchanges of employee services for the promised future

benefits) that already have occurred. Statement 45 requires PGW to report costs

and obligations incurred as a consequence of receiving employee services, for

which benefits are owed in exchange. The normal cosl component of annual

expense is the portion of the present value of estimated total benefits that is

attributed to services received in the curent year. The annual expense also

includes an arrrcrtization component representing a portion of the unfunded

actuarial accrued liability ("UAAL"), which relates to past service costs. PGW's

unfunded actuarial accrued liability as of August 31,2010 is $653,753,000. PGW

is amortizing UAAL over a 30 year open period. The OPEB cost for the fiscal

years ending August 31,2009 and August3l,z}l} is $46,009,000 and

$48,975,000 respectively. The components of PGW's annual OPEB Cost for

fiscal years2007 through 2010 is shown in Exhibit SMK-3, with a projection

through fiscal year 2016.

DID PGW HAVE TO BOOK A FINAI\CIAL-STATEMENT LIABILITY
FOR THE ENTIRE T]NFI.]NDED ACTUARIAL ACCRUED LIABILITY?

a.

{L03%7s6.1}
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A. Statement 45 does not require immediate recognition of the UAAL as a financial-

statement liability. The requirements regarding the reporting of an OPEB liability

on the face of the financial statements work as follows:

r Govemments may apply Statement 45 prospectively. At the
beginning of the year of implementation, PGW started with zero
financial-statement liability.

o From that point forward, PGW accumulates a liability called the net
OPEB obligation, if and to the extent its actual OPEB contibutions
are less than its annual OPEB cost or expense.

o The net OPEB obligation (not the same as the UAAL) will increase
rapidly over time if, for example, PGW's OPEB financing policy is
pay-as-you-go, and the amounts paid for current premiums are

much less than the annual OPEB cost.

o Since PGW's financing policy is pay-as-you-go, at August 31,2009
PGW has accrued a net OPEB obligation of $78,207,000. The net
OPEB obligation is expected to growto $105,112,000 at August 31,

2010 if PGW continues on a pay-as-you-go firnding basis @xhibit
sMK-3).

HOW SIGIIIFICAI\T IS TIIE DISCOT]NT RATE IN DETER]VIING
PGWOS ACCRTIED OPEB OBLIGATIONS?

Paragraph 13 of the GASB 45 standard describes the discount rate selection

(italics added).

"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

pmyment of benefits. ... For this purpose, the irwestments expected to be used to

finance the payrnent of benefits are (1) plan assets for plans which the employer's

funding policy is to contribute an qmount at least equal to the ARC, (2) assets of the

employer for plans that hove no plan assets or (3) a combination of the two for plans
that are being partially funded. The discount rate for a partially funded plan should
be a blended rate that reflects the proportionate amounts of plan and employer assets

that are expected to be used."

At the present time, the discount rate selected by management is 5Yo and is based

on a continuation of PGW's policy to fund OPEB obligations on a pay-as-you-go

basis. If PGW receives arate increase which begins at $42,500,000 (and

27
28
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15

t6

t7

decreases thereafter) for the five year period commencing September l, 2010, it

can begin to fund the OPEB liability and revise its funding policy to establish a

Trust and commence funding the OPEB liabilities. By contibuting the Annual

Required Contibution determined under the GASB methodology, a discount rate

equivalent to the long term earnings rate on pension trust assets can be used.

Currently this rate is 8.25Yo for PGW's pension plan. Using 8.25% for the

discount rate decreases the unfirnded actuarial liability to $455,491,000 as of

September 1, 2010 (on a present value basis) and reduces the fiscal year 2010-11

Annual Required Contribution from $50,I79,000 to $45,853,000.

Further, funding will improve PGW's balance sheet and debt to equity ratio to

tansfer the net OPEB obligation of $105,112,000 as of August 31, 2010 to the

Trust. This can be accomplished by contibuting an additional$21,022,000 in

excess of the Annual Required Contribution over a five year period. (Exhibit

sMK-s)

WHAT ARE THE ADVAI\TAGES OF F'I]IIDING VERSES PAY-AS.YOU.
GO?

Financially, funding the OPEB obligations allows the plan to earn higher

invesffnent returns since the funds are not held intemally in general PGW assets.

This enables PGW to use a higher discount rate for determining plan liabilities,

producing a significantly lower actuarial accrued liability ($198,262,000

decrease) and lower annual expense ($4,326,000 decrease). Future funding

requirements (rate actions) will be lower due to the higher investnent returns on

the invested assets. Essentially this means that, by funding nowo ratepayers will

have to pay some $200 million less (on a present value basis).

{L03%756.r }
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Further, public entities that fund their GASB plans often see a favorable

reflection in their bond ratings due to a perception of increased solvency and

reduced risk. Additionally, funding the plan provides an asset to employees and

the commitment to funding can have a positive effect on employee morale.

HOW DOES FUNDING TIIE OPEB OBLIGATIONS CIIANGE PGW'S
X'INAIICIALS GOING FORWARD ?

Exhibit SMK-4 shows ow projection of the financial effects of revising PGW's

funding policy to contribute at least the annual required confibution commencing

with the 2010-11 fiscal year. Exhibit SMK-5 shows our projection of the financial

effects of contributingS2l,022,000 in excess of the annual required contribution

for five years in order to transfer the net OPEB obligation to the Trust.

HOW DOES FI'NDING THE OPEB OBLIGATIONS AFF'ECT PGW'S
RATE INCREASE?

PGWs rate increase for OPEBs is made up of 3 elements:

l. PGW's annualized cost for OPEB using the higher discount rate (8.25Yo)
is expected to average $ 46,823,000 over the five fiscal years ending2Ol0
through 2014 under accrual accounting, which is higher than its
$26,187,000 average "pay-as-you-go" cost by $20,636,000 during this
period.

2. PGWs transition cost at August 31,2010 is expected to be $455,491,000.
It is proposed that this cost be amortized over a 30 year closed period
beginning September 1,2010. The average amortiz.ation cost including
interest, rolled into each year's annualized OPEB accrual cost over the five
year period is $41,300,000.

The total for items I and2 for the test year is $21.5 million

3. PGW's defened OPEB cost accrued as of August 31, 2010 is expected to
be $105,112,000. It is proposed that these costs be amortized over a 5 year
period, which would result inll5 of the total ($21,022,000) in its base rate
claim.
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I PGWs total OPEB actuarial accrued liability as of August 31,2010 was

2 $653,753,000 (unfunded). PGW's actuarial accrued liability would be reduced to

3 $455,491,000 if PGW adopted a policy of funding.

4 a. DOES THIS CONCLIIDE YOUR TESTIMOI\W

5 A. Yes.

{L03%756.1}



Exhibit SMK-1

RESUME oF SAMUEL nrl tr(trqd. F.S.A- IW.A.A.A.

Mr. Kikla has over forty yoars of orporlence in tho employee benefits arena. A gradusf€ of
Cotgato University, he is a Fellow of the Sociely of Aotuaries, a Membor of the Amsrican
Aoademy of Aotrories, and an Bnrolled Astuary wieBRISA.

Expglence

Mr. Kftla's exportise spans the Employeo Benefits, Indivtdual Lifq and Casualty Insurance
fields, including:

. Consultant on Employee Benefit Plan deign, fuding, and Adninisbafioo inoluding
Pension, Group Lifo, Health and Dieabillty;

. Actuarial valuations of Retirement plans; calculations of liabilities and orpnso mdsr FAS
87 and 88, GASB 25 tnd?il,

' Analysis of oost and fimding implic*ions of alternative Pensioq Profit Sharing and 401(k)
Plan designq

r Actuarial analysis and design of Rstireo Medical Plans; Developmont of FAS 106 and

GASB 45 obligadons and ocponse;

. FeasibilrtX studiff, analysis of ogerionoo and dwelop'rnent of rcserves and premiums for
insured and self-insured Grcup Lifo, Health and Disability Plans; pnoing options under
cofeteria ond flexible benefit plans;

r Consulhnt on ERISA and Internal Revenue Code compliaoce for Employee Benefit Plans;

. Acnrarial studies to detennine the finanoial impaot of Fede'ral Oocupational Disese @laok
Luog), and Social Seqrity legisldion; ud Dwelopment of \lrorkers' Compensation ralo
filing for Black Lung Insuranoo rates in Ponnsylvania;

. Executive Diregtor and Actuary of a lrge sslf lnsured Joint Health InsuranoE Fund.

. Analysis of Medicare Part D Presoripion options for employers with rptiree mediml
bemefin; affstation of actuarial equivalonce.

. Acaladal Consultant and Appointsd Asuary to Insuranse companies on Workers'
Componsalion, Medicel Malpractice, rales and ttlscrres;

r Development of business plans for eshblishing oaptivo instranca companios in ths U.S.,
Berrmuda and other offshore domioiles.

Mr. Kikla has tesfffid as an expert wibess before the PA State lnsurance Departnent on rde
filings, at union arbihation houings relded to omployoe welfare benefits, as well as on ponsion
liabilities litigation in various courb.



Education

Mr. Kikla graduated frorr Colgale Univelstty wlth aBachelor of Arts dogeo h matlemaqcs.

Emplovment History

' 1ee6 - Present 
S#tB*mt"*"ltine; phnaderphia" pA

' te7e-ree6 
Iff"ff$3*ft#T.rloyeo Benefit Actuariar and consulting
Servioca
Sedgwiok James Consulting Group, Philadelphia, PA

. 1978- 1979 Manager
Touohe Ross & Co, Mnneapolis, MN

' 1974-197E ConsultingActuaryand\danagerofAotuarialServics
Johnson & Higgins ofPennsytrnania,Ino., Pifisburgh' PA

. 1972- 1974 Consulting Ac'tu,ary
William M. Mocer Company, Pittsburgb, PA

. 1968 - 1972 Actuarial Assishrt, Group Departnent
Massachuseffs Mutual Life Insuranse Co., Springfiel4 MA

hofpssional Aff iliations

. Fellow ofthe Sooiety ofActuaries. EnrolledActuaryundenERISAr Member ofthe American Academy of Acfiuries. Pennsylvqnia and Minnesota Life and Heafth Insuranoe Brokerago Hcense

. NASD Seriss 6licenrse.

Mr. Kikla has ssrved on ths pension sommitt€e of th,e American Academy of Astuaries
from 1989 to 1991 and was Chairman of the Pension Committes Chairman for 1992 and
1993.

Publications

. 'nAccounting for RetbeEs"; Public Riskr .TIow to make tte BestUse of Your Actuary/,; Pensiou World. Avlergers and Aoquisfions: How They Impact Pendon Plans"; Pension Managemant
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PHILADEIPHU GAS 7fO8,I6 REflREE WELFARE PI'aN
SEFIEMBER I. 2OO9 AAUARIAL VAA'ANON

ACTTJ.A$IAL STATEMENT

We present in this repod tbe results of he aohuial vuluation of the Pbladelpbia Gas Worls

Retir€€ Wel&re Plan for the fiscal year beglnning S€pt€mbsr l, 2009. This rcport prc€ds ow

determinadon of PGW's Septenrber l, 2009 obligpflons anrl accrual q(peule under Goverommt

Aocounting $taodards Bord $htement 45 (CASB 40. Use of the valuation report for purposw

othsr thao fulfllling the lq{rftemenb of GASB 45 may not bo appropriate,

The actuarial calculadons and acco,'ntlng figgrgs shown tn this repod ue based upon the c,€trsul

dab subnttted by the plan sponsor, and the plan provisions and aotuarial assrupU,ms

sumnarizod in tho Appendicc. We have not p€rformd a couprebensirte adit of the data

providd but have rwiewed 6e drta for reasonablenw.

This valuationhas been conducted ln accordance with g€n€fially aooepted actuaid prinoiples and

prastices. The calculatims repo'rted hersin 6e onsist€nt with our urtqstuding of 6e

prcvidons of GASB 45. The as{aarial assunptions employed i! tb€ devdop'ment of the

postsetirement welfare cost haw bem s€lect€d by Brown & Broqm Cmsilting wifr tF
consurrence of &e plan sponror. In our op,lnion, these asrmptions aro indivi&nlly reasonable

on thdr own meriB and consiste,nt in thp aggegSe.

The consulting actuaries are mmbers of the Americm Academy of Astuai€s and meet tb'e

Qualifietion Staodard of the Amorican Aedemy of Astuaris to rpndar the actudal opiniou

contained in &is report

r\
l-
r
L
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l.

BnrcUed Aotuy Nunbs: 08-01290 Enrclled AafiEry Nrmber: 08-06221
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Exeq$iveSurntry

$mmary of Valuadon Results

Fiscal Yer 2009 Annual OPEB Cost

Rstirw H€lth lO-Yec Expeoted Cash Payout

Appendix

Appenrdix 1 : Srmmary of Redrw Welfrre Benefits

Appendix 2: Acrtrarial Assmpdons and Mdods

Appadix 3: De'nographics Ctmcteristics
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PHII,ADEIPHA OAS VORI6 &,EITNEE TTEI'FANS PIAN
SEPIEMBER I. 2NN ACTUARTAL YAATANON

E){ECUT[I{E SIJMIT|ARY

THs rqort pr€senb Philadelphia Gas Works (PC!V) mmagement wift information ooncsming
tb€ h@lth and wel&rE b€n€fib povided to mployec after trrmination or rdirement POW

f provid,es eligible r€drc6 wie nedical, proscripdon rhry; d€'liat co\rerags, and life insnrrmso

I coverago.

f We performed an actuarial valua$on as of Septeurber l, 2009 of ths cost ed liabilities
t atfitutaUe b thee postemplolmeot welfare beneffE rsing ths methods and proce&reo under

GASB 45 Statem€nt for Acoor:uting 8nd Finaucial Repo*ing by Enploprs for Postemployneot
f Benrefie Otherthan Pendous.
t,

f- Tho fo[owing aethehiehligbs of ourreport:

L: r TheAcfirarial Aconred Liabilityd
r:
L Sqtmber L 2m9 qdpmb€rl'2q97

Rstirea $345J65,000 $343'453,000

f Activeenrploles $290.027.000 S230-25l.ggg

t. Total $635,?9a000 $573,734'@0

I o The projected ca$ cost for rahee mediel b€n€6b for the nq4 yg be.giming
L, s€$&b€r t, 2009 is $23,752,0q). By 2018, this anormt is pmjectd to be

approxinately $41,749,000,
r"
L g The Anntral Required Conrihnioo (ARC) for the fiscal iq begindng Sqtemba 1,

2@9 rmder tbe GASB accordng stmdad ts $5Q152000 assuning a 3&ym open

t- p6iod mortizEtion of 6e Urfindsd Actuaial Accrued Liability. Tbe Anilat OPEB
L' Costis $4t,975,m0.
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{ PilktDw.Pflul eAlt VORre REIIREE VEIEA&E PI"AN
SEmItiBER I - 2Nn ACTUARAL VALUAflON

SITMMARY Or VAI{UATION RE$IttrE
fin thousauds)

T
IL

Medical and

l- Ihnbl PressdPttss L[s Toal
I

:
I{ Actuartal Accruedliabillty

Retiree $ 164,649 $ 167'612 $131504 $345J65

f Aotive t 176,420 $ 110,195 $ 3,412 E 2?9,9?1t Toal -$ 341,069 $ 277,EW $ 16916 8 $sJn
r
II Assets $ - $ __ - $ - S -

f UnfindedActuarialAcuudUability $ 341,069 I n7,8VI $ 16816 $ 635,792
t-

l.L DiisouotRde 5.fi)70

{"
L. Healthcare Trsrd 9/o grading doqm to 4.5o/oovo 6 years (p0S6O

r l3%gradlngdownb4.57oovsr l0yqn(plt'65)
I
L,
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PHILADE PHA G$t VORrc REnnW VEIEABB PI/4N
SEPTEMEER I, 2OO9 ACNilRAL VAAhNON

AT{NUAL REOIJIRED CONIRIBTrIION AIIID OPEB COST

0n thousaqds)

(l) Normal Cost with lntelcst

(2) Amortization of Unfinded Acttarial
Acsrud Uability (30 year open piod)

(3) Annual Requircd Contibtsion (ARC)

(4) Net OPEB Obligation * beginnineofyear

(5) hterwt onNet OPEB Obligation

(Q AdjusmenttotheARC

(7) Annul OPEB Cost(AOC)

FlsetYeorEndhg
v31/2010 8l3il2009

8,7y3 $ SJll

$ 4L359 _ 38,484

$

$

$

s

$

50,152 $

78,2A7 $

3Bl0 $

(5,087) $

4f,975 $

rc;79s

s22ss

2,613

(3,399)

46,009

.6

AnnualOPEBCOSI Sunnan
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RETIREp WETTTARE Pr"AN T|tsYEABIr.:TPECTED CAIIH PAYOI,T

l:
t-'
t

Yw
2009
2010
20t I
20t2
2013
20t4
2015
2016
2017
20t8

Year .

2009
2010
201 I
20t2
2013
20t4
20t5
20t6
2017
2018

Year
?N9
2010
201 I
2012
20t3
20t4
2015
20t6
20t7
2018

CurrentRsth€

Medical and Prescdpdon
Denal Drug

l\nl,T?s 9,137,74E
r163t32t 9$983n
t3,107,t56 101159,395

13,332,560 10,531,07E
13,453,770 10,757,025
t3,tu,23z 1q865,4E3
12,513,750 10,899,057

I t,928J55 l0,9l2dt3
It,t34,4ot 10914753
10,403,028 10,86E,E9E

Future Rsdrsss

Mdical and Prcscrlptlon
DErbl Drug

!J7E,3E0 4713n
a506dt| 7E4,84t
3,800814 1,147279
5,321:116 1,594,7i28

4955J02 2,961,027
t,654299 2,567,518
loa?ft,€tg 3,W323
I I,EE3,50E 3,619,690
13365,365 4.210:159

14,6ll,7$ 4,E59J33

U& Tobl
772p23 21,E81,691

712,612 23,129,332
809,914 24,V17,165
g2/.,1n 24,6Et,3@
837937 25,A8,732
846,610 24,819325
E5t,256 2421i4,063
852,U5 23,6y3,43'
851,027 2aiw4lEl
v7,349 1z4'|19275

tt& Torsl
20,306 |,ti'/0,013
29J77 332tW
40,888 49E9pEl
54,W 6,n09u
6E,848 9,0t5,177
84,540 | 1"306357
l@,89t 13394.E93
u9p85 rS,@4E3
t3ru36 17,613,60
t58,4S2 19'.629,961

tifc Total
792F29 23l5r,7tl
822389 ?,r,ASAS%
t5o,E02 29,066246
879?52 31,659344
906,785 34,133,9@
g3l,tso %,125,6V2
952,147 37,65E,9fty^,73O 39Jl5Bt6gEtJdl 40J15,841
t.@5.t31 41.749236
9,l0l,l8E wr4?:l43'
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Currgnt and Future Rcdrsa

Medlcal and
Dental

13,350,103
15,14/.,9ffi
16808,770
t8,654.276
zO,M,0'n
21,761,531
n74l,4X'
23,8t t,E63
24,3W,766
25.0t4774

2V2,196,553

Prescriptlon
Drug

9,609,075
toA8324o
llpM,674
t4t25,t06
ta818,052
13,433,001
t3,965J80
14,5323zJ
$,1n,512
rs.7285?!
129,t29.694
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.qITSrpp( I

EUdbllttv

fui enployee rust retiro direcily ftom acdvs service ln ordsr to b€ efglble fo1ryst
retiremint- welfoe bensfits. All nonunlon and union emplopo who sadsfy the

fonowing eligibility re+rirements will reeive post-retireurent welftfs bmefits:

Nonnal -ago 65 snd 5 yms of s€rvice

Erly - age 55 md 15 Srers of sarvico, or 30 years of service

Spocial Erly- Age 55 ad 25 yerr of servlco

Disability- age45 and 15 yers of service ardnrle of 65, or20l'oars of s€wico

PreRetir€,n€ot Spotse's B€n€fit - tge 45 gnd 15 years of service ud nrle of 65, or 20

ywsof scvioe

If a rcthee s€l€cts a joint and srvirnr amuity withlis or ng plr1* as tbe bensficiary

u"d; tht p€nsio! piuo, Aut tro spogse reseives tifedme heat& beirefit$ Otheflise'

spousal coverage sbps ontho dedhoftherctire'

Eedtr Boefrb

& MedielBenefib

Fotpre-65reft€6,achoiceofptansofub-V!$ggaenceBlueCross
indfiing personal Ltoi* Opdoa i, Blus Cross B[ue Shisld lvlajor Medical' or

fsy$o$ Ift1O's, Enployeeo v,&o ;€dre afts lU I lqt are providd the Kqstone

S ptan at fte oompmy *i*u and they cm buy Ip !o 8-9ore expasftrc plan

Employse$ clho ;.,rtrs aier glOtlyl ire povided tn9 fpntono l0 Pla! at

company exp6se, md &gy am brry W to a morc €Drpenslve plslt.

Post-65 rctil€ss aro covoed by the Independence Blue Clloss Seqnity 65 plas'

b. PrecriptiouDnrgBanrefrts

Employw nho refud a,fter Aprll 15, 1976 8nd ptiol to l?Jlrcl, aro ofrcmd a

Preioripdon Plan &at hss ben sA upfor nflrces and is separde ftoP e"-PtP
that is iet up for active €mployes. lle rcdffi Prcsuiptionplan onststs-of a $2

oop"y fot $ounio dnrgs, a 3Z bpoy for brand name dnrp whs no generic drugS

*6 ivaifuSfu, ang a $fS co'paf fi; brand namo dnip wbeer genedc drugs re
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avnilable. Thsrs are no rlerluc.tibtes snd no li&time maximuurs. Euployea who
rdrcd prior to qrcn6 s afr€r lUll0l havs a $5 copay for gosrics and a Sl0
corpay for brand dnrg. Enployes who rctirc sfrlr glOLlW pay a $5 copay for
gen€rie md a $15 mpey br b,md thugB.

De,nE!-Eenefib

For employe who retir€d afferr April 15, 1978, a basic denrtal plm is ofrgf€d d
!o co$to theretires.

Fo'r enplolees who retired assrJuo l, 1984, an enhancoil demtal plan is offered.

for eligibie rstitw who euoll in the ephsoced d€otal plan' a souribution of
$4.82 per month is reqgird 6r sirglo oovgtag€ md $22.89 per mouih for
emptoieVOep@d€nt coverago. lto company pays the addldonal cosb of the

eohmceddenfal plan
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DeathEenefrb

a. Nonunion emplopos recstwdmlhbenefitcoverageegualtotwo timcsalary. At
age 65, ths d;th b€odt reduces So/og yar for 15 years until th€ treoefit quals_

230/o ;f the age 65 d@th b@€6t Fcw pays the coet of the ffrst v5'000 0f
covemgp. Retirees pay $0.35 per l@0 for coverap in etrcsss of $75,000'

b. Union employe are oftr€d vohmftry life tnsurance at lx pay d relirunent
Dsft b€tient eouut decreares 10% p€r yw for 5 r'ers sntil 5flo of origirat

mount Retireos pby $0.35 per l0{D, PCIW payo the tst
c. Uponthe deth ofan active enployeepriorto being stgitleto rettewithmedicat

coemge, surviving spowel ;d -d4edenb 
arre entitled to receive 2 years of

medical coverage paid by PGW.

Confibudons

PGW pays the firll ost of medical, basic d€nhl, and presciptiol coy€rage for e'qr-lo-pes

who retirerl prior to l?Jlt}l, Euployes who retire afts lUllOl are provided tbe

Keyetoue S/Keystone l0 plan at 6e coryoy €rpeose and gn boy 
-qp 

to a more

expensive ptan-Redrs also contlbutc towsd enhmced dental Ph tod Ufe covtrage as

OeisiteA above. PGW pays lOOflo of the aost for tbe preeoriptiou drug plan aftc drug

co-Pa)ts.
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ACTUARIAL ASSIJI/ryTIONS AI{D METHPDS

Asqsndsss

The acfircial asumptionsusd to value thepostedrcnedmealiel liabitide caobs sdegsdzd
ico tbreogroups:

I Economic assrryUrous- the diswunt16e andhealth ss ost frud tdec.

r Benefit assumptions - the lnitial per capita cost rat€s for uedical cov€ragp, and &e faoe

arnount of employer-paid lifp insurance.

r Demographic assurrptions - including tbe p'robabilities of retiring dyitrg' tominoting
(witbrs I taoantl, toeming dimble4 r@very &om dtsability' el€ction (pardcipatine

rates) and ooverago levols,

Acfi:arial asnrmptions were basd on ths adul oxpci€nce of fte mvered Soup, to tls extmt
that gedlable e*pai** data was anailable, with an emphasis on €xpt€d toleitern $nre
belrds rather thargiving unduo weigh to rw€nt past eorpaime. Tbe resonablenecs of each

actuarial assumptioi wai consid€s€d indepenrdentli based on in ovnrrueritq ib consistencywith

eacb other assurydon, and tho oombined impact of a[ aswmptions

ECONOITdIC AIISI'MPTIONS

The two snomiq used in &s valuation ce the discount rate and the health cse
cost Eend rdes. The €c;rcritis asunptions re ussal b amunt for c&onges in the cost of
benefits over time ard to discorm frnns bensfit palm€nb for the tims wlue of money.

DlscountRsls

The investnent refirn assrrytion (discountruts) should bsthe €sdmat€d long-tem inr&at
yield on the investo€nb thst're efoeCeO to bo used b finarce &e palmcnB of be!€fits.. Tbe

iouegnettts expted to be us€al to ftraoss tho paymenb of bqefiS would bs plail asett for
funded plans, asser of tbe errployor fc pay-CI-you-go plms, or a proprdonar comblnsHon of
Oe two for itans tlat hing psrdatty nriaif. We asslmcd a disount r*e of 5.0 p€td for
purposes of-dwoloping ths-U;bilti* and Amral Reguircd Contibudon on thE basis that tb€

Fbi would not be frndsd and with usnagpdr€nt's concurrenrce that 5% reprscnts their erPeed
long term yield on geire'ml amployterinvestm$.
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Eealth csre fund rsteg

Year Medical
ftre65)

Medi€l
(oost-65)

Dnrs Dental

I 13.07o 9.@/o 9.V/o 4.5o/o

2 L2.00/o 8.Wo t.@/o 4.5o/o

3 ll.V/o 7.0% 7.Wo 4.5%
4 10.0% 6,00/o 6,4% 4.5%
5 9.@/o 5.0% 5.@/a 4.5o/o

6 8.070 4,50/o 4S% 4.So/c

7 7.V/o 4.5o/o 45e/o 4.5o/o

8 6.@/o 4.5% 4.50/o 4.5o/o

9 5.V/o 4.SYo 4.5o/o 4.5o/o

l0 and bsvond 4.5% 4.5o/o 4.5% 4.5o/o

-t

M&DICALASSITMPTIONS

Ths valuation proj@rts the ost to PCW of prroviding E€dical b€n€fi6 to eruployeos wbo t€main
in the medisl plm after retir€mat (po$emplolment cov€mgs). PG\il offers vulous medcal
plils at Do cost to the retlrees. Retirces can buy up to Bors expensivo plans d€pstdhg on their
rEtireruernt dates. We have dwel@ irqrrred eleins ao$ for the beuefits Foyid€d by PG\il at
no cost to the retires. Following acrtucial standasds, speclfie[y ASOP 4 l€ads ru to dovelop

agp-sp€cific health care aost €Etimstos.

Annual Age Spffic Per Captb Clalms Cost
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*PGW has applied for tbe redres dnrg substdy nnder Medicase Put D; tho above
prescription dnrg costs ars not rduc€d nor do tbs liabilitie reflec any anticipated

retiree drug subsidy rcfirod"

Morbtdtty

The above helthore Nr€flectlhe following chmges
dusto incqsedunge as arsult of aging:

Aee Amullncrease
65-69 9,V/o
to-74 2.5o/o

75-79 2.0%
EO- t4 l.V/o

t5+ 0.5o/o

DEMOGRAPSIC ASSI'MPTIONS

Morta[ty
Hel&ymortality is assumed to foltow the RP200 Conbined HealthyMordity Table for@les
and fs;ab& nisati[ty mortatity is assumd to follow tbe hble speified in IRS Rwenre Rullng
96-7 for disabilities oocuning after Dmbs 31, 1994.

Satary Scale 3.0% forthe ftstthree years, thm4.5% therca'fter.

RedremcntRrts
It is assumed that l07o of eligible pardcipant retire at esch age &ou ago 55 to 61. It is 8s$um€d

tbat 100% of eligible pssddpans retiro at W 62,



Aee

2A
25
30
35
40
45
50
55
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Withdrawct
Ttnaover rates vary by ege and sen lce with ilhrsbative mtes att follows:

Years of S€rvice

lZlg

23.2o/o

18.8
t4.E
tt2

8.E

7.2
52
0.0

t7.4%
14.0
11.0

8.4
6.6
5.4
3,8
0.0

14.4o/o ll,6a/o
11.8 94
92 7,4
7.0 5.6
5.6 4.4
4.6 3.6
92 2.6
0,0 0.0

8.E70 5.8o/o

7,A 4.6
s.6 3.6
4.2 2,8
3.4 2,2
2,8 1.8
2.0 12
0.0 0.0

It.;

I
Dlsablltty Rates Disability rat6 vary by age with illrrs[stiw rates as followe:

Percent Expegtd to
BeconeDisabled in

Ae theNe4Year

25 0.6o/c
35 0.97
40 0.ll
45 022
s0 0.46
55 1.02
60 1.62

Perdctpodon Rates
We have assumd 10tr/o of ftrttre r€dres wiU prdcipsts in tho postemployment welfaro plans

uponretiremot

Ilata Assumpdonr
For retirees, ;ctual data was nsed for tl'p of overagp and epouso's dale of blrth" For Acdve

emrployees, 65% of those who become aigiute for goveragp at rsdrcmot are assuned to hsve

spousal coveragq with wive three 1ms pugerthaa hsbands.
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There are ssvtral acceptabte actuarial methods listed ln lhe GASB shdsrd, The pojry!{ unlt
credit actuariat cost method was used in this nraluation to develo'p the aduarial accfird [eility
and norsal oost. Undar the p'rojced unit credit cost metho{ the prsent rralue of benefib is
allocrted rmiformly ovor the employee's expected wo*ing lifetime

The Actucial Accrud Liabillty is that prtion of tho pment value of proJected beneffts wbich

has bemaccrued duringthe employeo's working lifetime fiom hireO rmluadon date.

The nomal cost represenb the amotmt charged for senviae earned drhg the arrent reporting
p€riod" lbe normalcost is calsulated by dividing tbe D'res€nl rnlue of projected benerfib for an

ernployee by the total sEnica. Tbe mrmal cost mormt is expced b increase at the discolmt

ra!o, ourotly5%.
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f Demographic data as of Msiph 1, 2@ for <rrr€ot nrtirccs and fon acdvo employee was
L provided-W PG\il. tnformstion usd includGs gender, dales of tlirtlq bils ad reitireumt, md

t_, oov€ragp shhrs.
It Numh AverageAge

r- 1. Retim* and Suniving Sporses I'yt7 72.9

Ir" 2. Active Employees

r -Yi#ru-*, '*il tl.i
l

r *There sre 838 retirees wltlr depmdont cover4go'

t
ra Retiree and Surviving Soorse Ase Disbibt$iou
IL" 

Aee Cr.oup lvlale Female Toal

r'I <60 t8o lm 2v-r'J 60-64 ?24 55 279

i. 65-69 154 64 218
I tutq vs 74 n3k 7s-79 l6t lo9 no
r": 8G84 lEl t4l 3?2

l, 85+ t6s. lzg 42r Total lpl4 723 I'Y37
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I PGW Acdves for the2009 Valuadon

t- uuion
t. 04 5-9 ts'14 l5-t9 2A-24 25-29 3ft Total

45 7l 2 0 0 0 0 0 73
?J,-29 60 34 0 0 0 0 0 94
30-34 38 25 0 0 0 0 0 63

35-39 24 30 0 n I 0 0 82

404 19 l8 2 n 74 3 0 t45
4549 t6 20 I 34 110 66 7 254
5G54 t2 E I 25 76 n 53 n2
55-59 3 2 I 9 4l 35 6r t52
6044 5 0 0 5 l4 n 27 78

6549 2 I 0 3 2 2 3 13

7{U..74 0 I 0 0 0 I I 3

75-79 0 0 0 0 I 0 0 1

80{4 0 0 0 0 0 0 0 0
85+ 0 0 0 0 0 0 t I

Total 250 t4l 5 t32 319 231 153 1231

Non-Union
0.4 5:9 t0-14 L5:19 2V24 25-29 30t Total

45 8 0 0 0 0 0 0 8

25-29 23 0 0 0 0 0 0 29

3G34 l5 6 0 0 .o 0 0 3l
35-39 12 t5 I 0 0 0 0 23

4OF44 2l 8 0 2 1 0 0 7t
4549 6 t7 3 13 t7 2 0 EO

50-54 r0 l3 4 4 24 ?2 7 l4E
55-59 5 5 4 9 28 52 N n
6064 4 5 6 4 6 IE 33 30

6569 I 4 7 I I 2 ll I
7G.74 0 4 2 0 0 I I 2

75-79 0 2 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 105 79 27 33 77 97 92 5t0

"t7
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I I. OUALIFICATIONS AI\D PT]RPOSE OF TESTIMOIYY

2 A. PLEASE STATE YOUR NAME AIID POSITION WITH TIIE COMPAII"Y.

3 A. My name is Kenneth S. Dybalski. My position is Director, Gas Planning & Rates at the

4 Philadelphia Gas Works.

5 Q. HOW LONG HAVE yOU IIELD THrS POSITION?

6 A. I assumed the position of Director - Gas Planning & Rates in2006. Prior to this position,

7 I was the Manager of Gas Planning from 2001 to2006.

8 Q. WIIAT ARE YOUR JOB RESPONSIBILITIES?

9 A. In my present position, I am responsible for developing and coordinating short and long

l0 term planning of gas demand, gas supply, raw material expense and revenue; overseeing

I I the preparation of sales, sendout, revenue and fuel expense projections; developing peak

12 daylhour load projections; overseeing the development of the various filings before the

13 Pennsylvania Public Utility Commission (PUC) and Philadelphia Gas Commission

14 (PGC) with respect to the quarterly and annual Gas Cost Rate (GCR) filings, the

15 lntegrated Resource Planning Repor! and supporting documentation for gas costs related

16 to PGW's Operating Budget before the PGC.

17 a. PLEASE SIIMMARTZE YOUR EDUCATTONAL BACKGROUI\D.

l8 A. I received both a BS and MBA from Temple University in Philadelphia, Pennsylvania.

19 a. HAVE YOU EYER PROVIDED TESTIMOI\W BEFORE THrS COMMTSSION?

20 A. Yes. I submitted testimony in the following proceedings:

2l o 2007 PGW 1307(D Annud GCR Filing at Docket R-000721l0;

22 o 2008 PGW 1307(D Annual GCR Filing at Docket R-2008-2021348;
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. 2008 PGW ExtraordinarylEmergency Rate Proceeding at Docket R-2008-

2073938: and

o 2009 PGW 1307(0 Annual GCR Filing at Docket R-2009-2088076.

a. WHAT rs TIIE PURPOSE OF yOIiR TESTIMON-Y?

The purpose of my testimony is to describe and support:

l) the process used to develop the sales forecast for the test year;

2) the allocation of the proposed base rate increase by customer class;

3) the Efficiency Cost Recovery Mechanism;

4) PGW's proposal to create an LNG Rate for Liquefied Natural Gas Service;

5) a modification to PGW's Gas Service Tarifffor the Weather Normalization

Adjustnent; and

6) gas supply-related costs in base rates.

SALES FORECAST PROCEDT]RBS

WHAT PROCEDTJRES DID PGW EMPLOY WHEN FORECASTING SALES
F'OR TIIE TEST YEAR?

The total system-wide demand is a function of the projected gas demand per customer

and the anticipated number of customers in each class. In determining customer demand,

PGW projects customer usage, giving consideration to significant gains or losses in each

of 47 homogeneous groups for the period being projected. PGW's Gas Planning

Departrnent attempts to determine for each customer class the level of demand related to

experienced temperatures and the level of demand that is not aflected by changes in

temperature. Within each class the most recent summer and winter usage pattems are

established from historical records. Summer data provides each class of customer's non-

II.

a.

{L03951 5s. l } -2-
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A.

a.

A.

temperature sensitive load requirements (baseload) which can be expressed in terms of

thousands of cubic feet (Mcf) per day, per customer. Similarly, winter data, after

removal of the daily baseload level, determines the temperature sensitive load

requirements for each class of customer.

This temperature sensitive usage primarily reflects space heating, but also includes

such other temperature sensitive usage as water heating attributable to colder water inlet

temperafures due to colder ground temperatures and similar process variations, as well as

supplementary heating. This overall heating requirement can be expressed in terms of the

cubic feet of gas utilized per degree of temperature change on a per customer basis for

each separate customer classification. In addition, consideration is given to the variation

of customer utilization patterns for space heating over the year, recognizing the

transitional fall start-up of heaters, the deep winter period needs and the tapering offand

shut-down which occurs in the late spring. These usage patterns, taken in conjunction

with anticipated customer counts and average temperature, form the basis of determining

customer class and total system demands.

WHAT IS A DEGREE DAY?

The term "degree days" quantifies the daily average degrees of temperature below a base

level of 65 degrees Fahrenheit and is used as a tool to measure heating requirements, i.e.,

on a day experiencing an average temperature of 40 degrees Fahrenheit, there would be

25 degree days.

PLEASE EXPLAIN THE USE OX' ''NORMALTZED" TEMPERATURES.

Due to the inconsistencies of weather and weather forecasting techniques, and because

test year data are required to reflect "normal" conditions, no attempt is made to predict

the specific daily temperatures of the projection period. Instead, PGW has developed a

{L039s l 55.1 } -3-



I normal monthly temperature pattern by analyzing statistical records of actual temperature

2 patterns over a 30-year period. This pattem reflects 4,412 degree-days annually.

3 The annual 4,412 degree-days which compose the PGW normal monthly

4 temperature patterns form the basis of the calculation of the temperature sensitive

5 component of demand. Exhibit KSD-I documents Philadelphia's 30 year monthly

6 degree day history. The application of the above-described baseload and space heating

7 factors and customer counts, when applied to a calendar-based daily temperature pattern,

8 produces a daily total of customer requirements identified as sendout.

9 a. AFTER APPLYING THESE FORECASTING PROCEDIIRES, WrrA*T SALES
10 VOLUME DID PGW DETERMII\'E WAS APPROPRIATE FOR TIIE TEST
1I YEAR?

12 After considering the relevant factors, it was determined that customer usage would

13 remain static from FY 2009 to FY 2010 (the test year). Therefore, PGW has modeled test

14 year sales based on FY 2008-09 sales experience. As shown on KSD-2 normalized firm

15 sales and firm tansportation are 54,155,459 Mcf.

t6

I7 III. ALLOCATION OF'PROPOSED RATE INCREASE BY CUSTOMER CLASS

18 a. WHAT WERE THE GOALS OF THE COMpANl"y'S PROPOSED REVENITE
19 ALLOCATION AI\D RATE DESIGN?

20 A. The Company's goals in its proposed revenue allocation and rate design were:

2l o To gradually move the Rate Classes closer to their full cost of service while

22 recovering the additional revenue requirement; and

23 o To avoid the oorate shock" that would occur if all customers were moved immediately

24 to their fulI cost of service.

25 a. PLEASE DESCRTBE HOW TrrE COMPATYY IMPLEMENTED TI{ESE GOALS.

{L0395 155.1 } -4-



1 A. The Company implemented its revenue allocation goals by directing Mr. Gorman to

2 adhere to the following general directives:

3 l) Observe the principles of gradualism and avoid rate shock by allocating the rate

4 increase in such a way that carefully moves all classes closer to the system rate of

5 retum when compared to PGW's 2006 base rate case compliance filing @ocketNo.

6 R-00061931). Mr. Gorman prepared Exhibit HSG-7D which shows the relative

7 return for each rate class from the 2006 compliance filing and the presently proposed

8 rate allocation. For each rate class except the Municipalrate class, the relative refurns

9 are moving closer to the system rate of return. PGW did not move the Municipal

10 class closer to the system rate of return because simply maintainingthe2006

I I Municipal relative retum at l.l7 already required a reduction in the Municipal rate. It

12 is important to note that in order to move towards the system rate of return, the

13 proposed Residential and Indushial rates increased more than if the rate increase were

14 allocated on an equal percentage basis while the proposed Commercial, Municipal,

15 PHA-GS and PHA rates decreased.

16 2) Maintain the GTSiIT Rate Class ma:rimum rates at cost basis rates as required by the

l7 Commission's decision in PGW's 2006 base rate case.t

18 3) Make no change to Intemrptible Sales volumetric rates because these rates are based

19 on the price of alternative fuels.

20 Mr. Gorman used these directives to produce the proposed rates that are displayed

2l in his testimony, as presented on Exhibit HSG-7C and in TaritrSupplement 36.

' PoP(lCv. PGll,DocketNo.R-00061931 (September 28,2007).

(L03951s5.1 ) -5-



I Q. HOW DID TIIE COMPAIYY USE TI{IS T\FORMATION IN ITS PROPOSED
2 RATE DESIGN?

3 A. The Company specified the following for developing proposed rates for firm sales

4 classes:

5 1) No changes in Customer charges.

6 2) Delivery charges were set in order to recover the additional, fust year additional

7 revenue requirement and move all classes closer to the system rate of return.

8 The results of these computations, which also display PGWs Proof of Revenue are

9 presented on Exhibit KSD-3. The proposed rates used to prepare the proof of revenue at

10 the Company's proposed rates, are displayed in Exhibit HSG-7C.

l l a. Do TrrE PROPOSED REVEi\LE ALLOCATION AND RATE DESIGN MEET
12 TIM, COMPAIIY'S GOALS AS YOU STATED TIIEM EARLIER?

13 A. Yes, they do. The goals were accomplished as follows:

14 o To implement a gradual process of moving the rate classes closer to their full cost of

15 service while recovering the additional revenue requirement:

16 o This has been accomplished - Exhibit HSG-7D shows that each rate class has

17 made considerable progress toward unity based on relative rates of return while,

l8 on an overall basis, PGW's proposed rates will enable it to realize its claimed

19 additional revenue requirement.

20 . To minimize the impact on low load factor customers:

2l o This was accomplished by keeping the Customer Charge the same as at present.

22 o To avoid the "rate shock" that would occur if all customers wsre moved immediately

23 to their full cost of service:

24 o This has been accomplished by not attempting to progress to unity in one single

25 base rate proceeding.

{L0395155.1 } -6-



I

2 IV. EFFICIENCY COST RECOVERY MECHANISM

J

4 a. PGW WTTNESS CTTERN'rCK DTSCUSSES AI\ EFFTCTENCY COST RECOVERY
5 MECHAIYISM - HOW WILL THAT MECHAIVSM WORK?

6 A. Included in Tariff Supplement No. 36 are tariffpages which were originally filed with its

7 DSM petition in April 2009. They are also attached to my testimony as KSD-4. Mr.

8 Chemick has already testified as to the costs which PGW will seek to recover via the

9 mechanism, but I'll discuss the mechanism itself. Essentially, it willbe substantially

10 similar to the 1307(0 recovery mechanism which recovers PGW's gas costs. PGW will

I I track the Demand Side Management Program costs2 specifically related to each customer

12 class as outlined in KSD-4 and seek recovery of the costs from only the customer class to

13 which the costs are related. Additionally, PGW will only seek to recover the costs after

14 they are incurred. For example, PGW will accumulate costs of the implemented DSM

15 measures on a quarterly basis and calculate the lost revenue related to the implemented

16 measures and then seek to recover these costs over the following year. Furthermore, just

17 like the 1307(D mechanism, PGW will base the per Ccf surcharge on projected sales

18 volume and to the extent that the costs are over or under collected, PGW will also factor

19 in the over or under collection into per Ccf charges in subsequent quarters.

20 V. LIOUEFIED NATURAL GAS SERVICE - RATE LNG

2l

22 a. rs PGW PROPOSTNG A rlEW RATE?

2 The Surcharge will recover the following costs: 1) the incremental direct program costs; 2) the
administative costs of the energy efficiency program; and 3) the program-related revenue loss.

{L03951s5.1 } -7 -



I A. Yes. PGW is proposing to provide liquefied natural gas for customers able to arrange for

2 transportation via truck from its liquefied natural gas facilities.

3 Q. WIIY rS PGW PROPOSTNG TO OFFER TI{IS SERVICE?

4 A. Recently, PGW has received inquiries about the possibility of selling LNG, but not

5 within the context of an off-system sale. Rather, there has been interest in taking

6 possession of the LNG at PGW's liquefied natural gas facilities and transporting the LNG

7 by truck. For example, PGW was contacted by a current PGW customer considering

8 LNG for its vehicle fleet.

9 a. IS pcw AWARE OF ATYY POTENTIAL CUSTOMERS WHO CURRENTLY
10 HAYE TIIE ABILITY TO EITIIER STORE OR VAPORIZE LNG?

I I A. No. The inquiries have been limited to parties who are considering projects using LNG

12 but none of these parties have confirmed to PGW that they are proceeding with any of

13 these projects.

t4 a. wHy TrrEN DoEs pcw pRoposE A LNG sERvIcE AS PART OF TIIIS
15 FILING?

16 A. The Company would like to have a tariffprovision permitting the sale of LNG in this

17 manner should any of these projects come to fruition in the future. Exhibit KSD-5

18 provides the proposed tariffpages.

19 VI. WEATIIER NORMALIZATION TARIFF PAGES

20

2l a. wHY rs pcw PRoposrNG A CHANGE TO ITS WEATITER
22 NORMALIZATION TARIFX'PAGE?

23 A. PGW's Weather Normalization Adjustnent Clause (ooWNA") was approved in the

24 Company's 2001 base rate case (Pa PUC v. PGW, R-00017034) in order to permit PGW

25 to recover lost margin related to warmer than normal weather or retum margin to

{L03951s5. l } -8-
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customers related to colder than normal weather. More specifically, PGW's base rates

are based on the average temperatures during a 30 year period but Philadelphia's weather

fluctuates from the 30 year average. PGW proposed the WNA because the weather

appeared to be trending towards temperatures that were wafiner than the thirty year

average and PGW was losing margin revenue because base rates were based on sales

volumes normalized for 30 year weather. In order to assure that PGW could recover

some of the margin lost during wanner than normal weather and, conversely, not permit

the Company to collect a margin windfall during colder than normal weather, the parties

to the 2001 base rate case reached a settlement permitting PGW's WNA (which was later

approved by the Commission).

At the time PGW implemented the WNA, PGW's base rates were based upon the

30 year period ending August 31,2001and PGW factored in this 30 year period in its

Gas Service Tariffdefinition ofNormal Heating Degree Days. Of course, every time

base rates change pursuant to a 1308(d)3 base rate case, the Normal Heating Degree Day

30 year period changes. Although PGW changed the Normal Heating Degree Days for

the WNA calculation in its billing system so that it properly matched the new base rates

that were implemented in its last 1308(d) base rate case (i.e. PaPUC v. PGW, Docket No.

R-00061931), the Company inadvertently did not change the related tariffpages. PGW

proposes the following changes to its Gas Service TariffNo. 2 in order to properly define

the 30 yearNormal Heating Degree Day period:

Page 149:

66 Pa.C.S.A. 1308(d).

{L0395 1 5s.1 ) -9-
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NHDD - nonnal heating degree days for any given calendar day within a
month are based on the thfuty year average for the given calendar day
based on the thirty year period @ applied in the
Companyts most recent base rate case.

Page 150:
Normal IIDD are calculated for each day of the fiscal year based upon the
thirly year average for the thirty year period @
applied in the Company's most recent base rate case.

12 VII. GAS ST]PPLY RELATED-COSTS IN BASE RATES

13 a. wHY IS PGW ADDRESSING THIS ISSUE IN ITS BASE RATE FILING?

14 A. The reason is twofold:

15 l) The parties to PGW's 2008-2009 Purchased Gas Cost (*PGC") Proceeding

16 incorporated the following into the PGC Settlement Agreement:

17 PGW agrees that in its next base rate taritr filing with the Commission, it
l8 will provide schedules depicting gas supply-related costs included in base

19 rates for the historic and future test years and the related impact of those
20 costs on base rates. The filing of such schedules does not commit PGW to
2l any position regarding the appropriateness of removing these costs from
22 base rates.

23

24 2) The Commission has ordered natural gas distibution companies that do not offer or

25 propose to offer a purchase of receivables program to "include, in its next base rate case

26 ... a fully allocated cost of service study by which the Commission can investigate the

27 unbundling of natural gas procurement costs from base rates."4

28 a. HAS PGW PROYIDED THrS DATA IN THIS FILING?

a 
Ordering Paragraph No. 9 of the September 11, 2008 Order issued in the SEARCH Froceeding @ocketNo.

I-00040103F0002).

{L03e5l5s.l} -10-



I

2

a
J

4

5

6

A. Yes, in his exhibit HSG-8, PGW witness Howard Gorman (PGW St. 8) provides the

impact on base rates if commodity related bad debt expense and the commodity related

PUC assessment were removed from base rates. Additionally, Exhibit HSG-8 also shows

the impact on base rates if the PUC assessment is removed entirely from base rates

because a pending PUC rulemaking has proposed the recovery of the entire PUC

assessment via a surcharge.5

ARE TIIERE AII-Y OTITER GAS SI'PPLY-RELATED COSTS IN BASE RATES?

Other gas supply-related costs are minimal. More specifically, if PGW were to parse the

employee related costs of gas procurement, the amount would be immaterial.

Additionally, PGW does not have any employees who exclusively procure natural gas.

The personnel involved with procurement have varied responsibilities such as dealing

with PGW's upstream assets (i.e. pipeline and storage capacity) and issues related to firm

transportation customers and their suppliers. If PGW's firm customers were to switch to

other suppliers, the responsibilities of the aforementioned employees will not decrease

because PGW always remains the Supplier of Last Resort ("SOLR"). As part of the

SOLR function, PGW maintains the same level of pipeline and storage capacity and

assigns it to the natural gas supplierso therefore, none of the responsibilities related to

PGW's upstream assets will diminish. In fact, responsibilities will likely grow in order to

deal with capacrty assignment issues and the growth in other customer choice related

responsibilities.

DOES THIS COMPLETE YOTJR DIRECT TESTIMOi\"Y?

Natural Gas Distribution Companies and the homotion of Competitive Retail Markets, Docket No. L-
2008-2069114, Proposed Rulemaking Order dated March 27,2009.

74.

8A.

9
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NORMALIZED SALES
/T4JI2IEGREEDAYS

Exhibit KSD-2

6&6
Actual ESTIMATEDACTUAL ACTUAL ACTUAL

2005-06 2006.{,7 2007-08 2008{19 2009-10---ifr"o- -1rrr6- (Mfr- -mco- Tco-
Non-Heatino

Residential
CRP
Gommercial
Gommercial AG
lndustrial
Municipal
Municipal AG
Housing Authority
NGV Firm

Total Firm Non-Heatlng

lntemrotible
BPS Small
LBS-L Direct
LBS-XL Direct
BPS Large
LBS-L Indirect
LBS€
LBS-XL lndirect
CO-GEN lndirect
GTS Sales
BPS A/C
NGV

Tobl lntemtptlble

Total Non-Heafng

Heatinq
Residential
Residential AG
CRP
Housing Authority - GS
Commercial
Gommercial AC
Industrial
Municipal
Housing Authodty - PHA

Total Heating

Total Firm

Iofal Gas Sales

FIrm Tnnsport
FT.RES
FT.COM
FT.IND
FT.MUN
FT.PHA

TOTAL

TOTAL & FIRM IRAATSPORT

GTS TRANSPORT

TOTAL &ALI. TRANSPORT

Degree Days (SepMay)

1,459,212
{70,406

1,732,9,12

326,570
280,407

197

3,969,004

138,990
12,859

5,530
1,4U,U7

147,920
375,222
188,569

16,741
12,987
92,193

2,425,959

6,395,461

27,756,799

8,tfs,198
270,40

8,253,980

669,154
975,030
581,350

47,051,952

51,021,555

53,47,413

:

53,U7,413

10,727,087

64,174,500

3,819

1,034,988
76,488

1,606,237

300,703
270,728

347

3,289,490

13{,056

16,740
1,375,6U

23,524
727,791

61,839
12,172

270,975
u,:04

2,704,526

5,994,0{5

29,469,349

9,970,1 t8
248,238

8,410,686

629,508

959,237

655,64t

50,340,778

53,630,268

56,334,793

467,861
92,848
49,665

610,374

56,945,167

12,569,417

69,514,585

3,773

815,959
48,172

1,M6,864

248,965
,167,927

357

2,728,2U

140,799

22,180

920,745
043

534,615
24,902
14,309

130,046
2,4-80

1,790,720

4,518,964

28,710.881

10,067,469
137,41

7,760,286

466,075
65/,627
699,622

48,502,402

5l,230,645

53,021,365

11,38'l
1,079,135

248,885
499,046

1,838,47

54,859,812

17,425,385

72,285,197

3,744

728,833
42,817

1,298,692

653,072
39,994

1,314,572
11,E67

224,411 215,U5
179,663 146,486

5,2U

485 327

2,492,023 2,369,790

126,237 93,804

857,227 562,907
21,246 8,587
99,130 63,584
32,805 22,294
14,310 9,290
14,710
4,4:8 9,6-94

1,170,130 770,160

3,662,152 3,139,955

29,062,706 28,793,526
57

10,198,397 10,35/',462
203,752 209,424

7,296,256 7,232,733
4,461

425,402 45{,809
614,361 571,935
670,498 593,669

47,465,889 48,210,557

49,957,912 50,580,353

51,128,042 51,350,513

12,U7
1,45,923 1,906,833
219,180 318,991
471,9U 579,123

2,149,841 \8M,U7

53,277,883 54,155,460

20,530,851 19,il8,273

73,808,7A 73,703,732

4,181 4,412
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PHILADELPHIA GAS WORKS

KSD-4

Supplement No. 36 to
Gas Tariff - Pa P.U.C. No. 2
Second Revised Pg. No.80

Canceling First Pg. No. 80

EFFICIENCY COST RECOVERY SURCHARGE

The cost of the energy efficiency programs (i.e. the demand side management programs) for the firm
customer rate classes listed below will be recovered by an Efficiency Cost Recovery Surcharge applicable
to all volumes of Gas delivered.

1) The Surcharge will recover the following costs: 1) the residual direct program costs and the
administrative costs of the energy efficiency program; and,2) the program related revenue loss.

2) Computation of the Efficiency Cost Recovery Surcharge factors will be in accordance with the
automatic adjustment procedures utilized under Section 1307(f) of the Public Utili$ Gode and will be
filed and approved in conjunction with the Company's annualSection 1307(f)-GCR filing.

3) Once the surcharge is in place, it will be automatically adjusted effective March 1, June 1, September
't, and December 1 of each year in accordance with Section 1307(0 quarterly adjustment procedures.
No interest will be included in such surcharge computations. The basic component of the surcharge
will be determined by dividing the totalenergy efficiency program costs approved for annual recovery
by the estimated applicable throughput in Mcfs. The costs related to customers other than low
income residential customers are tracked and recovered separately from each of the following firm
customer rate classes served by the energy efficiency program:

a) Residential and Public Housing Customers on Rate GS;
b) Commercialand Municipal Customers on Rate GS;
c) IndustrialCustomers on Rate GS;
d) MunicipalCustomers on Rate MS; and
e) The Philadelphia Housing Authority on Rate PHA.

The surcharge shall be a cents per Ccf charge calculated to the nearest one-thousandth of a cent
(0.00001) which shall be added to the distribution rates for billing purposes for all customers in each
of the above rate classes. The rate shall be calculated separately for each rate class.

The energy efficiency program costs related to low income customers shall be incorporated into the
Conservation Works Program and recovered through the Universal Services Surcharge.

4) The Efficiency Cost Recovery Surcharge shall take effect upon the effective date of this Taritf.

lssued: December 18. 2009 Effective: February 16, 2010



PHILADELPHIA GAS WORKS

KSD-5

Supplement No. 36
Gas Tariff - Pa P.U.C. No. 2

First Revised Pg. No. 142
Canceling Original Pg. No. 142

LIQUEFIED NATURAL GAS SERVICE . RATE LNG

Rate: Applicable to Liquefied Natural Gas Service as described below.

AVAILABILITY

Available at the Company's sole discretion where the Customer is able to arange for the transportation of
Liquefied Natural Gas via truck from the Company's Liquefied Natural Gas facilities.

RATES and TERMS OF SERVICE

Contracts stipulating the negotiated rate and negotiated terms of Liquefied NaturalGas Service may be
entered into between the Company and Customer when the Company, in its sole discretion, deems such
offering to be economically advantageous to the Company. Service under this rate is interuptible, and
the Company reserves the right to interrupt service at Company's discretion.

The Company reserves the right to determine whether the customer will be charged the current Gas Cost
Rate (GCR) or the current Weighted Average Cost of Gas (WACOG). The charge will not be less than
the current GCR or the current WACOG.

lssued: December 18, 2009 Effective: February 16, 2010
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1 L INTRODUCTION AJ\D PT]RPOSE OF TESTIMOI\"Y

2 a. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

3 A. My name is Randall Gyory. My business address is 800 West Montgomery Avenue,

4 Philadelphia, PA 19122.

5 Q. BY WHOM ARE YOU EMPLOYED AI\D IN WHAT CAPACITY?

6 A. I am employed by the Philadelphia Gas Works ('PGW" or the "Company") in the

7 capacity of Senior Vice President - Operations and Customer Affairs.

8 Q. WHAT ARE yOuR PRTNCIPAL RESPONSIBTLTTTES AS SEITTOR YrCE
9 PRESIDENT?

l0 A. My principal responsibilities include Field Services, Distibution Operations, Customer

1l Aflairs and Supply Chain.

12 a. PLEASE DESCRTBE YOUR EDUCATTONAL BACKGROUND AND
13 PROFESSIONAL EXPERIENCE.

14 A. I attended the University of Pittsburgh and graduated with a Bachelor of Science degree

15 in Engineering in 1979. I accepted a job at PGW shortly after graduation as an

16 Engineering Assistant in the Distibution Deparfinent. Since that time, I have held the

17 following positions: Assistant Supervisor (1981); StaffEngineer (1984); Senior Staff

18 Engineer (1988); Major Accounts Manager- Marketing Department (1999); Manager-

19 Program Management Office (2000); and Vice President of Customer Aflairs (2001). In

20 2007,I was promoted to my current position as Senior Vice President - Operations and

2l Customer Affairs.

22 a. HAVE YOU PREVTOUSLY PRESENTED TESTTMOI\"Y BEFORE THE
23 PENNSYLVANIA PUBLIC UTILITY COMMISSION ("PUC")?

24 A. Yes. I submitted testimony in PGWs Restructuring Proceeding (M-00021612). I also

25 submitted testimony in the Investigation into Financial and Collections Issues Proceeding

26 which was a consolidated proceeding involving PGWs Gas Cost Rate (GCR) filing,

{L0393033.1 )
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J

4

PGWs Petition regarding Cash Receipts Reconciliation Clause (CRRC), PGW's Senior

Citizen Discount Petition, and PGWs request to approve various tariffprovisions.

("Consolidated Proceeding") (P-00042090, et. al.). I also testified before the

Commission in the Company's 2006 base rate request (R-2008-2073938) and the

Company' s 2008 emergency/extraordinary rate case (R-2008-207 3938).

PLEASE EXPLAIN TIIE PTTRPOSE OF' YOUR TESTIMOI\"Y.

I will introduce and explain PGWs proposed tariff changes in the areas of debt collection

and unauthorized usage of service.

PROPOSED TARIFF CHANGES

a. PLEASE DESCRTBE WHAT TARTFF CHANGE pcw IS PROPOSING
REGARDING APPLICAI\T LIABILITY.

A. After service is terminated at a particular location, PGW is frequently faced with new

applicants for residential service who appear to have lived for some time at the premises

for which service has been requested or other premises and are attempting to avoid

responsibility for the arrearage, or to assist another occupant in avoiding gas debt liability

by applying for service as a new applicant. Chapter 14 acknowledges this problem and

permits utilities to establish that an applicant previously resided at the location for which

he or she is applying for service through the use of a mortgage, deed or lease information,

a commercially available consumer credit reporting service or other methods as approved

as valid by the Commission. Through our proposed tariffrevision, PGW is seeking to

prove occupancy through the following methods in addition to those specifically

identified in Chapter 14:

1) a driver's license or other government issued identification card which
requires an address update, including, but not limited to a Commonwealth
or State issued Driver's License, Leamer's Permit or Identification Card;

2) a Commonwealth or State issued vehicle registation;

5

6

7

8

9

l0
ll
t2

t3

t4

l5

t6

t7

18

t9

20

a.

A.

2l

22

23
24
25

26
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a.

1

2

3

4

5

6

7

8

9
10

t1

t2

13

l4

l5

l6

t7

federal, state or Commonwealth tax records;

a CRP application;

a medical certificate;

a filed PUC complaint;

a CrisislLIIIEAP application;

a bankruptcy petition; and

a personal check.

WHY IS PGW PROPOSING TO ATILIZE TIIESE OTIIER METHODS TO
ESTABLISH PRIOR OCCT]PAI\CY?

Allowing prior customers to avoid liability for arrearages that were incurred for gas

service which benefitted them increases PGW's uncollectibles, places unnecessary

burdens on customers who pay their bills, and is unfair to those paylng customers. As

just one example of how this can occur, in2006, an applicant applied for service at a

particular location which had a prior arearage of almost $1,000 and had service

terminated twice including once for unauthorized use. While the prior service had been

provided under a diflerent name (subsequently determined to be the new applicant's

fianc6e), the applicant claimed that he had just moved in the month before and provided a

recently dated sales contract for the property as proof. PGW determined from the

driver's license of the applicant that he had used the premises as his residence since at

least December 2005 and PGW assigned liability to the applicant. While this assignment

was ultimately upheld as a result of a subsequent informal complaint filing, the Bureau of

Consumer Services, nonetheless, cited PGW for its reliance on the driver's license to

establish residency. Without the ability to utilize all legitimate methods to establish prior

occupancy, such as a state issued driver's license which legally must show the current

residence, PGW's ability to assign appropriate cost responsibility is unnecessarily

3)

4)

s)

6)

7)

8)

e)

l8

t9

20

2l

22

23

24

25

26
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J

4

5

6

7

8

9

10

ll

t2

13

L4

15

r6

t7

l8

t9

20

2l

22

23

24

a.

A.

limited. Ultimately, all other customers will pay for such uncollectibles - which is not an

appropriate or necessary result.

PLEASE EXPLAIN HOW PGW ADDRESSES THIS PROBLEM CI.JRRENTLY.

PGW uses the applicant's social security number to access credit reporting information

for an applicant from a nationally recognized credit reporting agency when the

application for service is received. This agency provides residence data and verifies the

identity of the applicant. If the credit report shows that the applicant resided or resides at

the address for which service is requested, then the prior arrearage for the period during

which he/she resided there will be assigned to the applicant. If the applicant disputes this

assignment, or if there is some other reason to question the validity of the assertion, PGW

will ask to examine additional information, but is not currently authorized to use the

documents or sources of information listed in this tariffchange proposal, thus limiting

use of reliable sources of information that would have probative value.

WHY DOES PGW BELIEVE IT IS APPROPRIATE TO EXPAI\D TIIE X'IELD
OF DOCUMENTS IT CAN EXAMII\E TO DETERMIIIE PRIOR OCCUPAT\CY?

In addition to the reason I stated above, that all customers are harmed when bill

responsibility cannot be assigned appropriately, Chapter 14 of the Public Utility Code

contemplates that additional tools are appropriate to remedy consumer abuse of the

system. Section 1407(d) states that "A public utility may also require the payment of any

outstanding balance or portion of an outstanding balance if the applicant resided at the

property for which service is requested during the time the outstanding balance accrued

and for the time the applicant resided there." Section (e) states that apublic utility may

establish previous residence "through the use of mortgage, deed or lease information, a

commercially available consumer credit reporting service or other methods approved as

a.

4{L0393033. l }



I

2

Ĵ

4

5

6

7

8

9

10

l1

t2

l3

l4

l5

t6

l7

t8

t9

20

2l

a.

A.

valid by the commission." PGW believes that its proposed list of documents is verifiable

and legitimate proof of residency. A driver's license is a govemment-issued document

which is based on information supplied by that individual and gives the person's legal

residence and the date on which the license was issued, and must be updated if that

residence changes. Applicants who do not have a driver's license usually have other

similar govemment-issued identification that shows the applicant's address and the date

on which the card was issued, and which requires updating if the residence changes.

Such documents include a PennDOT issued Identification Card or a vehicle registation

card. Certain types of company records are also valid ways to veriff residency. For

example, a LIHEAP or CRP application, which is signed and validated by the applicant,

requires the applicant to state his/her residence. Other types of customers' record data

that have similar indices of reliability include a medical certificate, a frled PUC

complaint, a bankruptcy petition, a personal check and income tax records. All of these

documents can provide verification of occupancy and are appropriate for PGW to utilize

for this purpose. Moreover, applicants disputing the result of PGW's use of these

documents to establish residency can challenge that finding through a complaint with the

Commission. Enabling PGW to rely on more, rather than less, verifiable information is

an appropriate way to ensure that those who use PGW's service are held responsible for

paying for them.

PLEASE DESCRIBE THE SPECIFIC CHANGE YOU ARE PROPOSING.

The additions we propose for Section 2.1.A. of our tariffare underlined below:

2.1.A. How to Apply. Application for Gas Service shall be made by telephone, mail" on-
line and/or by personal visit to one of PGW's Customer Service Centers, provided
however that, an in-person application interview may be required for any Applicant at the
discretion of the Company. Gas Service will be provided as soon as possible upon
completion of an application. Applications will be considered completed only upon

22
23

24
25
26

{L0393033.1 }



I compliance with all PGW requirements. The Company may require payment of any
2 outstanding balances or portion of outstandine balances for properties at which Applicant
3 resided during the time the outstanding balance accrued and fgr the time the Applicant
4 resided there. The Company may establish that an Applicant previously resided at a
5 property tlrough the use of any of the followine:
6 (i) mortgage. deed or lease information
7 (ii) a commercially available consumer credit reporting service
8 (iii) a driver's license or other government issued identification card which
9 requires an address update. including. but not limited to a Commonwealth or State

l0 issued Driver's License. Learner's Permit or Identification Card
11 (iv) a Commonwealth or State issued vehicle registation
12 (J) federal. state or Commonwealth tar records
13 (v) a CRP application
14 (vi) a medical certificate
15 (vii) a filed PUC complaint
16 (.viii) a Crisis/LIHEAP application
17 (ix) a bankruptcy petition
18 (.x) a personal check
t9

20 a. WHAT CHANGE IS pcw PROPOSING REGARDTNG LOCATION OF
2I METERS?

22 A. In its current tariff, PGW retains the discretion as to where to locate its meters or other

23 company equipment to provide service. In many instances, one location is necessary

24 (inside as opposed to outside, or vice versa) for safety, access, zoninglhistorical, financial

25 or other reasons. Generally, PGW does not relocate a meter except upon customer

26 request or for safety/regulatory reasons. However, when equipment is located inside a

27 customer's premises, the customer may improperly use this location as an opportunity to

28 tamper with the equipment and steal service (i.e. unauthorized usage). When feasible and

29 in cases of theft of service in this manner, particularly in instances of repeated theft, it

30 may be appropriate for both safety and public policy reasons to require that the meter be

3l relocated outside. Other ratepayers should not have to bear the costs of such a meter

32 relocation necessitated by theft. PGW proposes that its tariffgive it discretion to require

33 that ameter be relocated outside the building in instances of theft at the meter, at the

{L0393033.1 }



2

3Q.
4A.

5

6

7

8

9

l0
ll
12

l3
t4
15

l6
l7
18

t9
20
2t
22
23

24

2s a.
26

27 A.

28

29

30

31

32

33 a.

expense of the unauthorized user. With this change in its tariff, PGW would have an

improved ability to both elxiure public safety and block efiforts to steal utility service.

PLEASE DESCRIBE TIIE SPECIFIC CHANGE YOU ARE PROPOSING.

We propose to add the following language to the end of Section 9.5 of our taritrin

addition to the two identified grammatical changes:

9.5. LOCATION OF METER AND ACCESSIBILITY OF COMPANY OWNED
GAS DELIVERY FACILITIES. The meter(s) or other equipment of the
Company which may be necessary for the fulfillment of contacts for Gas should
normally be installed at an outside, above ground meter location when suitable
protection from outside forces, availability of space and other conditions permit.
A meter cover or housing is required il in PGW's judgment, conditions require
physical protection for the meter installation. Where, in PGW's judgment, it is
physically and economically unfeasible to do so, PGW may choose to install the
meter inside a building in a dry, well-ventilated location not subject to excessive
heat and not less than three feet from any solrce of ignition and/or otherwise
suitable place and which shall be conveniently accessible; the Gas Service
entance shall also be accessible to PGW. The meter shall also be as near as

possible to the point where the service supply pipe enters the Customer's
premises:rcxcept when, in PGW's judgment, this is not practical or desirable. If
PGWs meter has been tampered or interfered with. PGW may. in its sole
judgment and where physically feasible" elect to move the meter from inside a

building to an outside. above ground meter location and may charge the Customer
being suoplied through such equipment the costs and expenses of moving the
meter.

PLEASE STJMMARIZE WITY PGW'S TWO PROPOSED TARIFF REVISIONS
ARE APPROPRIATE.

Consumers who fail to bear responsibility to pay for utility service that they have

received create a significant financial burden for PGW's paying customers and, in the

case of theft of service, increase safety risks. In these instances, it is unfair to require

customers to pay for someone else's use of service. These two tariff changes will

strengthen PGW's ability to combat these problems. This result is in the best interest of

PGW's ratepayers.

DOES THAT COMPLETE YOUR DIRECT TESTIMOITY?

{L0393033.1}



Yes it does.
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I I. OUALIFICATIONS AND PT]RPOSE OF TESTIMOI{Y

2 Q. PLEASE STATE yOuR NAME AND BUSINESS ADDRESS.

3 A. My name is Cristina Colto and my business address is 800 W. Montgomery

4 Avenue, Philadelphi4 PAl9l22.

5 Q. BY WHOM ARE YOU EMPLOYED AND IN WIIA'T CAPACITY?

6 A. I am employed by the Philadelphia Gas Works ("PGW' or the "Company") as the

7 Vice President-Customer Afflairs.

8 Q. PLEASE DESCRIBE YOTJR EDUCATIONAL AT\D PROFESSIONAL
9 BACKGROTTND.

l0 A. I received a Masters Degree in Energy Management and Policy from University

I I of Pennsylvanrq1995, and a Bachelor's Degree in Economics from Hunter

12 College, City University ofNew York, 1992. My professional experience

13 includes more than 15 years of working in the field of low-income energy

14 programs and regulatory compliance.

15 a. WHAT ARE YOUR CURRENT RESPONSIBILITIES AS VICE
16 PRESIDENT-CUSTOMER AFFAIRS?

17 A. My principal responsibilities include the oversight of PGW's Call Center

18 Operations, Credit and Collections, Customer Service Centers, Account

19 Management Department, Billing System, Bill Preparation & Mail Receipts,

20 Regulatory Compliance (Universal Services, PUC Complaints, Dispute

2l Resolution, and Training), and Commercial Resource Center.

22 a. HAVE yOU EVER PROVTDED TESTIMOTYY TO THIS COMMISSTON
23 BEFORE?

24 A. Yes, I have testified before the Commission in the Company's prior base rate

2s requests (in 2001 at R-00006042,1n2002 atR-00027034,n2006 at R-00061931,

(L0393034. l )



3Q.

4/^.

in 2008 at R-2008-2073938) as well as the Restructuring Proceeding (M-

00021 612) and the Consolidated Investi gation (P-0004209 0).

WHAT IS TIIE PURPOSE OF YOUR TESTIMOIW?

The purpose of my testimony is to: (1) describe PGWs existing universal service

programs (including a change that occurred since the last rate case); (2) provide

my projection of the number of customers who will be enrolled in PGWs CRP

program at the end of the test year; and (3) discuss the data available concerning

potential cost-offsets when a customer permanently enrolls in PGWs CRP

program.

ITNIVERSAL SERVICE PROGRAMS

PLEASE OUTLIIYE TITE IINTVERSAL SERVICE PROGRAMS
AVAILABLE TO PGW CUSTOMERS.

PGW has been in the forefront of providing services to low-income customers

since the 1990's. For decades, PGW has offered payment assistance and energy

conservation programs to its low-income customers. PGW submitted its first

Universal Service Plan in September 2003 to the Commission and PGWs current

Universal Service and Energy Conservation Plan for the period of 2008 to 2010

was approved by the Commission on August 3I,2007 @ocketNo. M-00072021).

Program components include the Customer Responsibility Program (,CRP"), the

Conservation Works Progra:n ("CWP";, the Customer Assistance Refenal

Evaluation Program ("CARES"), Low-Income Home Energy Assistance Program

("LIHEAP") Outreach, Hardship Fund through the Utility Emergency Services

Fund ("UESF"), and the Senior Citizen Discount Program.
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Through these programs, PGW has been successful in keeping thousands

of low-income residents and seniors on the system, with aflordable gas bills,

while seeking to manimize individual contributions from those customers,

considering the economic realities in which they find themselves. Over the past

eighteen yerus, the CRP has matured into one of the largest low-income customer

assistance programs in the indusbry.

A. Customer Responsibilitv Prosram ("CRP")

PLEASE DESCRIBE PGW'S CITRRENT CRP PROGRAM.

CRP is a percent-of-income customer assistance progam designed to offer

affordable and discounted payment plans to low income customers with gross

household income at or below 150% of the Federal Poverty Level ("FPL"). The

progftrm was implemented in 1994 as an extension ofthe pilot Energy Assistance

Program that had been created in 1989. With some modifications, it was

approved by the Commission in 2003. The program has a current participation

level of 81,100 low-income customers and there are no restrictions on the number

of customers on CRP.

In summary, the CRP pro$am is oflered to residential heating and non-

heating customers. Participants pay a CRP budget amount that is based on a

percentage of household income and occupancy plus $5 co-pay toward pre-

program arrears. Participants receive a discount that is defined as the difference

between the actual gas bill minus the CRP budget amount and they receive l36th

arrearage forgiveness of their pre-program arrears for each month paid on time

and in full. Thus if customers participate in the CRP and pay their bills on time

l3

l5

r6

t7

l8

l9

20

2l
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l5

16 a.

17 A.

and in full for three years, all pre-progmm arreilage would be removed.

Participants who fall between 0-50% of the FPL are asked to pay 8Yo of

their gross monthly income plus a minimum payment of $25lmonth; customers

whose income falls between 51 - 100% of the FPL pay 9% of gross income; and

customers whose income falls between 101-150Yo of the FPL are required to pay

l0% of their monthly gross household income. Participant responsibilities

include: making payments in full and on time; applying for the LIHEAP grant

each year (if eligible); reporting any change of income and/or occupancy,

accepting conservation measures offered by PGW; and recertifying annually

(unless the customer received a LIHEAP grant during the cu:rent pro$am year).

PLEASE COMPARE PGWIS CRP WITH A CAP PROGRAM.

PGWs CRP is a type of CAP that falls within the Percentage of Income type of

plan recognizedby the Commission. As noted, PGW's curent progftlm was

reviewed and approved by the Commission in 2A07 as compliant with all

applicable statutes, regulations, and policy statements.

DOES PGW E)(PECT CRP PARTICIPATION TO INCREASE?

Yes. In Exhibit CC-l, I have set out the annual levels of CRP participants for the

last two fiscal years which shows an average increase in participation. Based

upon historical trends, PGW is projecting that, by the end of the test year, (FY

2010), there will be approximately 84,000 customers enrolled in the CRP program

which represents an average increase of approximately 5,000 customers. I have

provided the projection to Mr. Bogdonavage for the purposes of developing his

test year financial projections.

l8

l9

20

2l
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3A.

HOW DOES PGW RECOVER TIIE COST OF TIIE CRP DISCOT]NTS
PROVIDED TO LOW INCOME CUSTOMERS?

The cost of CRP discounts is recovered through its Universal Service and Energy

Conservation Surcharge ("USEC" also commonly referred to as "USC") which is

paid by all firm customers. Computation of the USEC is made in accordance with

the automatic adjustment procedures pursuant to the Public Utility Code and the

USEC is adjusted quarterly.

HOW DO LIHEAP CASH GRANTS IMPACT THE DISCOUNT
PROVIDED THROUGH CRP?

The Low Income Energy Assistance Program (LIIIEAP) is a federally funded

program administered by the Commonwealth of Pennsylvania through the

Department of Public Welfare ("DPW'). Prior to the2009-2010 heating season,

LIHEAP Cash grants received by eligible CRP customers were used to reduce the

USEC that all non-CRP firm customers were required to pay to fund CRP. A

requirement of the CRP program was that customers had to apply for LIHEAP

cash grants (if eligible). When the payment was received, it was posted to the

customer's account but immediately backed out. The grant was then used to

offset the total amount non-CRP customers had to pay pursuant to the USEC.

This Commission-approved methodology had to be changed for the 2009-2010

heating season because of directives imposed on PGW by DPW to apply the cash

grants to the accounts of the recipients. The DPW-driven change was approved

by the Commission in an order in October 2009.

PLEASE PROVIDE MORE DETAILS ABOUT TIIE CHANGE ORDERED
BY DPW.

1

8

9
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Beginning in late October 2008, DPW and PGW engaged in months of

discussions and meetings about how PGW applied the LIHEAP cash grants to

offset the USEC.I Ultimately, DPW directed PGW to apply the cash grants

directly to curent or past due CRP bills (i.e. the "asked to pay" amount). DPW

refused to consider any alternative proposal and made clear that if PGW refused

to comply it could lose its vendor status for LIHEAP grants. If this had happened,

there would have been a loss of assurance that customers directly receiving the

cash grants would have used them for timely payment of natural gas bills, thus

increasing the risk of termination for non-payment. One result of such shut-offs,

aside from the dislocation and sufFering of the aflected families, would have been

that PGW would have experienced increased uncollectibles which are ultimately

paid by non-CRP customers. Loss of LIHEAP vendor status could have also

negatively affected both CRP and non-CRP customers' ability to quickly use

grants to resolve emergencies. Such results would have had serious negative

consequences for PGW's low income customers as well as for the Company.

HOW DID PGW RESPOND TO DPW'S REQIIIREMENT THAT IT
CHANGE HOW LIHEAP CASH GRANTS WERE CREDITED?

PGW filed a Petition with the Commission seeking to amend its CRP program to

accommodate DPW's directives. In October 2009,the Commission approved

PGW's proposal to modiff its CRP progam for the 2009-2010 season to comply

with DPW' s directives. @ocket No. M-0007202 I ).

IS PGW PROPOSING AIIY MODIFICATIONS TO ITS EXISTING CRP
PROGRAM AT THIS TIME?

l9

I DPW never asserted that the method for application of Crisis grants to CRP
accounts required modification. PGW applies Crisis grants to the recipient's account.

{L0393034.1} 
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No, however, PGW will propose future adjustments to CRP in a separate filing to

be made no later than January 31,2010 with the goal of enabling the Commission

to render a decision no later than the last public meeting in August 2010. PGW

agreed to this process as part of the settlement addressing the applicability of

LIHEAP cash grants for the 2009-2010 heating season. PGW's curent Universal

Service Program authorization expires in 2010. We have retained the Applied

Public Policy Research Institute for Study and Evaluation ("APPRISE") to review

the program, with the mandated DPW changes, andanalyze various options for

changing the existing program. Those options and PGW's proposed changes will

be reviewed as described above.

B. LIIilAP Outreach Proeram

PLEASE DESCRIBE PGW'S LIIIEAP OUTREACH PROGRAM.

As I just explained, LIHEAP funds are an integral part of PGW's universal

service program. For this reason, PGW engages in an aggressive LIIIEAP Cash

and Crisis outreach campaign dwing each heating season. PGWs goal is to

manimize the number of grants and funds received in order to assist as many

eligible customers as possible.

WHA'T ARE PGW'S CIIRRENT LIIIEAP OUTREACH ACTTVITIES?

PGW is committed to implementing an extensive outeach campaign to contact all

of its customers who are potentially eligible for a LIHEAP Sant. Our goal is to

encourage each customer to apply for and assign a LIHEAP grant to PGW in

order to, among other things, provide PGW customers with financial assistance in

meeting their gas bill needs this coming winter.

{L0393034. l }



PGWs Outeach program includes:

) o Mailing of post cards to all potentially eligible customers;
I o Distribution of flyers @nglish and SpanisQ to many organizations
4 throughout the City;
J o Outbound and Inbound phone campaigns;
g c LIHEAP Cash intake at PGWs Customer Service Centers;
J t Field Visits;
g r Information on PGWs Website;
I c Radio and newspaper ads;
10 . Participation in Community Events; and
ll . Public Announcements & Press Releases.
t2

13 a. Do You HAVE AN"y CONCERNS ABOUT TIrE EFFECTTVEi\"ESS OF
14 OUTREACH THIS YEAR?

15 A. Yes. For reasons that we do not yet fully understand, receipts from the LIHEAP

16 program are substantially below last year's level at this time. DPW has made

17 substantial changes to this year's progftlm, but we do not yet know whether that is

l8 ttre reason for the decline in grants and we do not yet know how the change is

19 affecting customers. We do know that as of December 9,2009 we are

20 approximately $8.8 million and 21,500 grants below last year and that many

2l families who were shut offfor non-payment have failed to restore. Ow LIIIEAP

22 outreach is as aggressive as it has ever been.

23 C. Conservation \ilorks Program ("CWPrr)

24 a. PLEASE DESCRIBE pcW'S CWp PROGRAM.

25 A. The Conservation Works Program ("CWP";, implemented in 1990, was designed

26 to provide cost-effective weatherizattonmeasures to customers who are

27 participants in the CRP, and whose usage exceeds the average usage of CRP

28 customers living in similar households. The CWP focuses on PGWs low-income

29 customers, addressing the main factors that influence their energy usage (such as

{L0393034.1} 
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I mechanical and structural systems), and behavioral issues. The goals of the CWP

2 program consist of reducing the gas usage of low-income households in a cost-

3 eflective manner, lowering gas bills and improving the payment practices of

4 participating customers.

5 On average, 2,800 houses are fieated each year for approximately $780

6 each. The primary measures that may be provided by the CWP include:

'l c Diagnostic audits;
g o Energy education;
) c Energy-related home repair;
l0 . Programmable Thermostats with automatic clocks;
I I . Blower door guided shell tightening;
12 . Water heater wrap and pipe insulation;
13 . Furnace filters or radiator reflectors;
14 . Hot water conservation devices - a.E.o aerators and showerheads; and
15 . Roof insulation.
t6
17 The program has been evaluated and has been determined to be cost-effective.

18 PGW also has a pilot program to assess the effrcacy and cost-effectiveness of

19 expanding the treatments in each home. The pilot teatments began in 2006 with

20 the goal of servicing approximately 100 homes. PGW expends approximately $2

2r million annually for its CWP program. This amount is recovered through PGWs

22 Universal Service Charge.

23 a. DOES pcw HAVE orHER pLAi\S TO TMPLEMENT CONSERVATTON
24 MEASURES?

25 A. Yes. As part of PGW's Demand Side Management Program, PGW is proposing

26 to expand the CWP to provide services to a gteater number of low income

27 customers.

28 D. Hardship Fund

2e a. PLEASE DESCRIBE PGW'S HARDSHIP FUI\D.

{L03e3034.1} 
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A. PGW provides hardship funds through the Utility Emergency Service Fund

(UESF). PGW directs company and customer contributions to UESF in order to

match grants of up to $750 to eligible customers whose household income is at or

below 175% of the FPL. Other requirements for receiving a grant are: the

customer has not received assistance from UESF in the past24 months; the

customer has applied for LIHEAP Cash and Crisis grants if the programs were

open; the customer has had his/trer service terminated or has received a service

termination notice from their utility; and a $750 grant (plus the customer's

contibution or a contribution received from another source) will eliminate the

customer's axrearage. PGW solicits contributions to the UESF and to the Dollar

Plus program at least two times per year via bill inserts, yearly events such as

Book Sales, and through customer contact. These contibutions are forwarded to

UESF to provide additional grants.

E. CARES Proeram

PLEASE DESCRIBE PGW'S CARES PROGRAM.

PGW began offering the Customer Assistance Referral and Evaluation Program

("CARES") in September2003. CARES is designed to help customers with

special needs, such as those who have recently experienced a family emergency,

divorce, unemployment, or a medical emergency. This progpm provides the

customer with a variety of referrals to help with bill payment. Information on

CARES is provided through various outeach programs.

WHAT KII\DS OF ASSISTAI\CE ARE OFX'ERED PURSUAI\T TO THIS
PROGRAM?

There are two types of assistance:

J
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I

2

J

4

. "Quick-Fix" assistance offered by customer service representatives in the
call center or Customer Service Centers. When customers are identified as

special need, the representatives refer customers to both internal and external
assistance programs.

' "Case Management" assistance offered by PGWs Universal Services
departrnent when the customer needs more assistance than just a referral. When
necessary, the Universal Service representatives will work directly with the
customer to attain assistance from outside agencies.

X'. Senior Citizen Discount Program

PLEASE DESCRIBE PGW'S SENIOR CITIZEN DISCOT]NT PROGRAM.

The Senior CitizenDiscount program offers a20Yo bill discount to eligible senior

citizen participants. To receive the discount under this program, the customer of

record must have been enrolled before September 1,2003 or have been 65 year

old and a member of a household ttrat received the discount as of that same date.

No income eligibility is required. There are currently approximately 35,000

participants in this progrzrm.

IS PGW ADDING CUSTOMERS TO ITS SEI\I"IOR CITIZEN DISCOI]NT
PROGRAM?

No. The progmm has been closed since August 31, 2003 and no new members

have been added since that date pursuant to an order of the Commission.

G. Use of Communitv-Based Orsanization

DOES PGW USE COMMT]II"ITY.BASED ORGAIVZATIONS AI\D
ADMII\ISTERING AGENCIES IN COIU\ECTION WITH T]NTVERSAL
SERVICE PROGRAMS?

PGW manages and administers its low-income programs internally, with its own

staff. PGW has six Customer Service Centers throughout the City. These Centers

are responsible for intake, recertification, and customer education. Nonetheless,
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PGW works closely with City agencies and community based organizations

including the Neighborhood Energy Centers in order to educate and provide

information on available programs.

III. I{ET CHANGES IN CRP PARTICIPATION LEVELS

a. IN PGW'S 2006 BASE RATE CASE, TIrE COMIITSSION DTRECTED
PGW TO COLLECT DATA TO DETERMII\E THE I\ET CHANGE IN
CRP PARTICIPATION AND THE AVERAGE SHORTFALLS FOR ITS
CRP PARTICIPATITS. HAS PGW COMPLIED WITH TIIIS
DIRECTTVE?

A. Yes and PGW has provided this information to the Commission as a part of its

quarterly GCR filings.

PLEASE SUMMARIZETHE PURPOSE OF THIS REPORTING.

In the context of PGW's 2006 rate case, OCA expressed a concern regarding

PGW's recovery of bad debt expense. PGW recovers bad debt expense through

its base rates as approved by the Commission. PGW recovers the costs of its

universal service pro$am through the USEC which is adjusted quarterly. OCA

opined that if significant numbers of non-CRP customers were moved into CRP

(beyond the numbers projected in the rate case), then PGW would recover the bad

debt expense associated with those customers even while recovering the costs

associated with these customers as CRP customers through the quarterly adjusted

USEC. The Commission directed PGW to provide data with each quarterly

reconciliation filing showing the real-time participation levels in CRP. By

including it with these filings, the Commission evidently concluded it could

consider the information when deciding whether to make future changes in

PGW's USEC. That information is included as ExhibitCC-2 to my testimony.

t2

13 a.

14 A.
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I Q. TO YOUR KNOWLEDGE, HAS TIIE COMNIISSION REJECTED OR
2 ALTERED At[y OF pcW'S QUARTERLY GCR FILTNGS TO ACCOUNT
3 FOR THIS ISSUE?

4 A. No.

5 Q. DOES PGW PROPOSE TO IMPLEMENT A MECHAIVSM TO ADJUST
6 ITS BAD DEBT EXPENSE FACTOR ON A REGT]LAR BASIS?

7 A. The bad debt expense factor contains a variety of calculations and considerations

8 beyond the movement of customers in and out of CRP and this factor is reset with

9 each rate case. A rate case proceeding is the more appropriate time to address

l0 how the issue of movement in and out of CRP, in combination with all the other

I I relevant factors, should be factored into a:riving at the appropriate bad debt

12 exponse factor for going forward rate setting purposes.

13 a. DoEs TIIIS CONCLITDE YOUR TESTTMOITY?

14 A. Yes, it does.

{L0393034. l )
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PLEASE STATE YOT]R NAMEO OCCT]PATION AI\D BUSIII"ESS
ADDRESS.

My name is Howard Gorman. I am a Principal Consultant with Black & Veatch

Corporation ("Black & Veatch"). MV business address is 898 Veterans Highway,

Hauppauge,NY 11788.

PLEASE STJMMARIZE YOI]R EDUCATIONAL BACKGROT]ND AIID
PROF'ESSIONAL EXPERIENCE.

My educational background and professional experience are outlined in my

curriculum vitae that is attached as Attachment A.

PLEASE BRIEF'LY DESCRIBE THE SCOPE OF YOI]R ENGAGEMENT
WITH PGW AI\D TIIE PTJRPOSE OF YOUR TESTIMOI\"Y.

Black & Veatch has been retained by Philadelphia Gas Works ("PGW' or

ooCompany") to perform an unbundled, fully allocated class cost of service study

(generally, a "CCOSS" and the particular CCOSS that I address in this testimony,

the "PGW CCOSS") as part of its present filing before the PennsylvaniaPublic

Utility Commission ("PaPUC" or "Commission"). One of the purposes of a

CCOSS is to assign the total costs and other items of the revenue requirements of

the Company to each Rate Class. The costs assigned to each Rate Class can then

be compared to the revenue produced by the rates in the Company's current Gas

Rate Tariff('oTariff'), as well as to the rates proposed by the Company in this

proceeding.

I also present the results of a cost of service analysis of PGWs Intemrptible

Transportation service, which is based on the PGW CCOSS.
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I Q. HAYE YOU PREVIOUSLY TESTIFIED BEFORE Trrrs COMIIrSSrON
2 ON BEHALF OF PGW?

3 A. Yes, I testified before the Commission on behalf of PGW in the following

4 dockets:

5 e Dockets R-00061931 (Dec. 2006), R- 00017034 (Feb. 2002) and R-

6 00006042 (Jan. 2001)- Prepared and sponsored PGW's fully allocated

7 class cost of service studies

8 . Docket M-00021612 (July 2002)- Supported PGW's resffucturing

e Q. WHAT WAS TIIE SOURCE OF THE INT'ORMA',TION THAT YOU USED
IO IN PERFORMING THIS ENGAGEMENT?

ll A. All of the information about PGW's operations was provided by PGW, and I

12 relied on the genuineness and completeness of all information presented to me by

13 PGW. Costs and other data were provided by PGW for the Test Year (the Fiscal

14 Year ending August 31, 2010), including a limited number of pro forma

15 adjustnents. These data included forecasted test year total system costs of

16 service, forecasted sales and transportation volumes, forecasted customer

17 information and forecasted revenues. In addition, other operating and plant

18 information was supplied by PGW for the purpose of cost classification and the

19 development of direct cost assignments and allocation factors that are required to

20 perform the cost allocation study. The budget was prepded by PGW on the

2l assumption of normal weather. The revenue requirements are set forth in the

22 testimony of Company witness Mr. Bogdonavage.

2



lQ.

24.

HOW IS YOUR TESTIMOIIY ORGAN-IZ,ED?

In Section 1, I provide background information and identi$ the exhibits that I am

sponsoring. In Section2,I discuss the Class Cost of Service Study methodology.

In Section 3, I present the results of the CCOS and discuss the contents of the

exhibits. In section 4, I describe the computations that I performed based on the

Company's specifications for revenue allocation and proposed rates. In section 5,

I address the question of what gas-supply- related costs are included in base rates.

SECTION I _ BACKGROTIIID INT'ORMA'TION

A. PLEASE STATE PGW'S NON-GAS TARIFF REVENUE REQTIIREMENT
FOR TIIE TEST YEAR

A. Based on the Test Year Budget, PGW's Non-gas tariffrevenue requirement,

including Other operating revenue, is $578 million (Exhibit HSG-I, line 16). The

term "sales" means volumes of natural gas sold to customers and oorevenues"

means dollars receivable from customers on account of sales, hansport service or

otherwise.

PLEASE EXPLAIN TIIE TERM "TARIFF REYEI\TJE REQUIREMENT' .

As I use the term in my testimony, the "Tariffrevenue requirement" is the revenue

that needs to be produced under PGW's Tariffin order to recover its total cost of

providing service, before reduction for Customer Responsibility Program

("CRP') Shorffall and for Senior Discounts. Under the proposed rates, PGW

would not collect the full Tariffrevenue requirement because the amounts

collected would be reduced bv the CRP Shorffall and Senior Discounts.
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I Q. DID YOU COMPARE TIIE REYENUE UNDER TIIE CT]RRENT TARIFF
2 TO TIIE REVEI\UE T'NDER THE TARIFF RATES THAT TIIE
3 COMPAN"Y IS PROPOSING?

4 A. Yes. Based on the costs and physical quantities in the Test Year Budget, PGW's

5 Test Year non-gas revenue under the current Tariffwould be $519.1 million

6 (Exhibit HSG-I, line 3 and Exhibit HSG-6Q, line 43) before deducting CRP

7 Shorrfall and Senior Discounts. On a comparable basis PGW's Test Year revenue

8 under the Tariffrates proposed by the Company would be $561.6 million (Exhibit

e HSG-7C,line 43), an increase of $42.5 million.

l0 a. PLEASE TDENTIFY THE EXHIBITSI THAT YOU ARE SPONSORTNG.

1l A. The following exhibits are sponsored by me. They are discussed in detail in

12 Section 3 of my testimony.
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Exhibit HSG-I Summary of Results
Exhibit HSG-IA Total Class Allocation
Exhibit HSG-IB Revenue Requirement By Functional Classification

Exhibit HSG-2 Functionalization

Exhibit HSG-3 Classifications

Exhibit HSG-4A through
Exhibit HSG-4H Class Allocations

Exhibit HSG-5A Allocator Values - Functionalizatron
Exhibit HSG-5B Allocator Values - Classification
Exhibit HSG-5C Allocator Values - Class Allocation
Exhibit HSG-5D Assignment or Allocator Used for Each Account

Exhibit HSG-6 Development of External Allocator Values

Exhibit HSG-7A Company's Proposed Revenue Allocation
Exhibit HSG-78 Development of Company's Proposed Delivery

Charges

' These exhibits are located in the Cost Service Study which is VolumeIII of this filing.
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Exhibit HSG-7C Revenue at Company's Proposed Rates
Exhibit HSG-7D Summary of Company's Proposed Revenue

Allocation and Rate Design

Exhibit HSG-8 Gas Supply Costs in Base Rates

a. PLEASE SUMMARIZETHB RESULTS OF YOUR WORr(

A. I have reached the following results and conclusions based on my work:

1. Based on the costs and physical quantities in the Test Year Budget, the Non-

gas Tariffrevenue requirement has been assigned among the Rate Classes on a

cost causation basis as shown on Exhibit HSG-I. line 16.

3. The Company's proposed revenue allocation would result in the under and

over-recoveries ofNon-Gas TariffRevenue Requirements as shown in Exhibit

HSG-7A.lines 37-38.

4. The current (and proposed) monthly Customer Charges are significantly lower

than the customer related costs in the Test Year Budget, as shown on Exhibit

HSG-IB.line 31.

SECTION II _ PGW CLASS COST OF SERVICE STIJDY

A. PLEASE BRIEX'LY DESCRIBE TIIE PI]RPOSE IN PERX'ORMING A
CLASS COST OX'SERVICE STT'DY.

A. An unbundled fully allocated CCOSS analyzes all the functional components of

the utility's total cost of service and assigns plant inveshents and operating

expenses, including gas supply costs, to determine the costs incurred by the utility

in providing products and services to each Rate Class. The CCOSS determines

rz 2. The increase (decrease) in Taritrrevenue for each Rate Class needed to

13 produce the fully allocatedNon-gas TariffRevenue Requirements is shown on

14 Exhibit HSG-I. line 15.
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A.

the Revenue Requirement for each Rate Class. The Revenue Requirement for a

Rate Class is that portion of the total costs of service incurred by PGW that can be

athibuted to that Rate Class on a cost-causation basis. An important aspect of a

CCOSS is that all of the utility's costs of providing service must be analyzed and

allocated among the Rate Classes, so that the utility can establish rates that ensure,

subject to assumptions such as sales volumes and customer counts, that it recovers

all ofits costs.

PLEASE EXPLAIN TIIE TERM q]NBI]i\DLED'WITH RESPECT TO
THE COSTS OF PROVIDING NATURAL GAS SERVICE.

Unbundling is the separation of the utility's cost of service into its various product

and service components. The PGW CCOSS follows the unbundling of PGW's

rates pursuant to the Commission's Order in Docket M-00021612. This is further

discussed in my discussion of the Functionalizatron step of the CCOSS.

WIIAT RATE CLASSES ARE INCLUDED IN TIIE PGW CCOSS?

Each of the following is separately reflect in the PGW COSS, because each has its

own usage profile:

. ResidentialNon-heating

. Residential Heating

o CommercialNon-heating

. Commercial Heating

. IndustrialNon-heating

. IndustrialNon-heating

. MunicipalNon-heating

. MunicipalNon-heating

. PFIA

. Intemrptible Sales
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. GTS/IT

The rate classes are the same as in the previous class cost of service studies I

conducted for PGW, except I combined the Intemrptible Sales classes, because

they pay only a cusbmer charge and no volumetric delivery charge and the pricing

for delivery service is based on alternative fuels prices.

Each rate class above, except for Intemrptible Sales and GTS / IT, includes

delivery volumes for firm sales customers and for firm transportation customers.

The CCOSS excludes the revenue and costs associated with frm sales, therefore

the service provided by PGW to these customers is identical, consisting of firm

tansportation and delivery service, and the costs incurred by PGW are the same to

serve for firm sales customers as firm hansportation customers in each rate class.

PLEASE ST'MMARIZE TIIE APPROACH TIIAT YOU FOLLOWED IN
PERFORMING TIIE PGW CCOSS.

The most critical task in performing a CCOSS is establishing relationships

between customer requirements, load profiles and usage characteristics on the one

hand, and the costs incurred to serve those requirements on the other hand.

PGW designs its gas distibution system to meet three primary objectives:

1. To extend distribution services to all customers;

2. To meet the aggregate peak design day capacity requirements of all

customers entitled to receive service on the peak design day, and

3. To deliver volumes of natural gas to those customers either on a

sales or transportation service basis.

It is important that the allocation methods used within the CCOSS recognize these

cost causative charac,teristics of the company's plant investments and operating

expenses. The CCOSS should objectively reflect cost causation factors

attributable to the utility's customers, their gas usage requirements, and system
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operations, and to the extent possible, should not be influenced by desired end-

results, customer equity, or other rate design considerations.

The CCOSS was performed using the Black & Veatch proprietary Gas Cost of

Service Model ("Model"), an EXCEL based spreadsheet computer model. The

Model is a tool that facilitates the allocation of common costs, speeds up

computations and eases documentation.

The study uses a basic three-step process of cost analysis: l) functionalization of

rate base, purchased gas supply costs and expenses among the following functions

- supply, storage, transmission, distribution, onsite (including metering and

customer accounts) and Universal Service and Energy Conservation Charge

("USEC"); 2) classi/ication of firnctionalized costs into demand, commodity and

customer cost categories; and 3) class allocation of fi,rnctionalized, classified costs

among the Rate Classes. The Model provides functionalized and classified cost

information by service class, develops unbundled Taritr Revenue Requirements

by functional classification and in total for each Rate Class, and calculates unit

costs by function for demand, commodity and Rate Classifications.

WHY DID YOU USE BTTDGETED DATA FOR TIIE TEST YEAR IN TIIE
PGW CCOSS?

The purpose of using budgeted data is to avoid any effect of weather in the

CCOSS results and the ensuing rate design. The PGW budget assumes that

weather will be normal. and that weather related revenues and costs will be

consistent with averags weather assumptions. If PGW were to base its cost of

service on actual historical data the data would have to be normalizedto remove
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the effects of weather. It is more reliable to use budget data based on a weather-

normal year, than to normalize historical data.

ARE THERE NOTEWORTIIY DIFFERENCES IN METHODOLOGY OR
APPROACH IN TIIE CURRENT CCOSS FROM TIIE PREVIOUS CCOSS
YOU PERFORMED X'OR PGW?

The methodology that I used is the same as that used in performing prior CCOSS

for PGW. In a few cases there were changes in the allocators selected for certain

accounts, with very small efFect on the results of the CCOSS.

PLEASE DESCRIBE TIIE FT]NCTIONALIZATION STEP OF A COSS.

In the functionalnahon step, costs are separated by the utility's basic service

characteristics. The PGW CCOSS follows the functional unbundling of PGW's

Tariffpursuant to the Commission's Order in Docket M-00021612, as follows:

. Supply function includes the cost of liquefied natural gas ("LNG')

liquefaction and vaporization, LNG operating expenses and

commodity costs for Intemrptible sales customers. In compliance

with the Commission's Order in Docket R-00061931 (PGW), the

CCOSS removes GCR revenues and the costs collected under the

GCR clause, in order to present an unbundled study.

Storage function reflects costs incurred to ensure that firm

customers' demand can be met on the design day. It includesthe

costs of storage capacity, storage demand, storage injections and

withdrawals and annual demand charges. These costs are included

in the unbundled Load Balancing Charge.

Tronsmission function includes pipeline demand charges.
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I o Onsite function includes the costs of operating activities starting at

z the meter on the customer's premises and includes metering,

3 billing and accounting and certain customer assistance expenses.

4 t USEC function includes items collected through the USEC Charge,

5 such as CRP Shortfall, Senior Discounts, CAP portion of

e Uncollectible Accounts Expense, and a portion of the costs of the

7 Customer Assistance Program.

8 o Distribution function includes all other costs, including operating

9 expenses, the amounts of Uncollectible Accounts Expense and

l0 Customer Assistance Program not included elsewhere, and costs

I I that are part of PGW's regulated utility function.

rz The total of supply, storage and tansmission functionalized costs applicable to

13 firm supply customers, excluding certain gas production costs, is recovered

14 through the Gas Cost Recovery charge.

15 a. PLEASE DESCRTBE TIIE CLASSIFICATION STEP OF A CCOSS.

16 A. In the classification step, the previously functionalized costs are separated

17 according to the system design or operating characteristics that cause those costs

l8 to be incurred. In this step, each cost is determined to be incurred to serve

19 customers, to supply the natural gas commodity or to meet various capacrty

20 demands including coincident and non-coincident peaks.

2l Customer related costs are the costs incurred to attach a customer to the

22 distribution system, to meter gas usage and to maintain the customet's account.

23 Customer costs are a function of the number of customers served and continue to

10
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be incuned whether or not the particular customer uses any gas. They include

capital costs associated with distribution mains, services and meters, and

operating costs such as customer service, field service, billing and accounting

expenses.

Commodity related costs are those costs that vary withthe natural gas throughput

sold to, or transported for, customers. These costs include the cost of the

commodity, lost and unaccounted for gas, as well as related procurement and

supply management costs.

Demand, or capacity, related costs are associated with plant that is designed,

installed and operated to meet maximum hourly or daily gas flow requirements,

such as measuring and regulating equipment. Contracts for gas supply,

transportation (from supply source to City Gate) and storage are also demand

related, related to meeting design day demand and the demand tlroughout the

peak season. For PGW the peak season is December through February. Demand-

related costs associated with serving the system design day we allocated among

the Rate Classes based upon contribution to the system design day rcqufuements.

Demand-related costs associated with managing supply throughout tlrc peak

season are allocated among the Rate Classes based upon contribution to the peak

season requirements.

DO ALL EXPENSES FIT NEATLY INTO OII-E OF TIIESE THREE
CLASSIFICATIONS?

Most costs do fit neatly into one of the three classifications, but it may be

necessary to assign some costs among two classifications based upon special

ll

A.



I external studies or based upon how related costs have been classified tlrough the

2 use of internal classification allocation factors. For example, Account 376,

3 Mains, was classified as both customer and demand related due to their dual

4 function of connecting customers and meeting peak demand.

5 Q. PLEASE DESCRIBE THE CLASS ALLOCATION STEP OF A CCOSS.

6 A. In the class allocation step, the functionalized, classified costs are allocated

7 affLong the Rate Classes, based on causal relationships based on the utility's gas

8 system design and operations, its accounting records and its system and customer

9 load data (e.g., annual and peak period gas consumption levels). From the results

l0 of those analyses, direct assignments of costs, as well as class allocators, are

I I chosen for each of the plant and expense items.

12 a. PLEASE EXPLAIN TIm TERM "DIRECT ASSIGIIMENT."

13 A. The term "direct assignment" means identiffing plant investrnents or costs

14 incurred exclusively to serve a specific customer or group of customers. Direct

15 assignments best reflect the cost causation of serving individual customers or

16 groups of customers, and should be used whenever the data are available.

r7 a. rs A LARGE PORTION OF TIIE pLAr[T AI\D E)(PENSES TYPTCALLY
18 DIRECTLY ASSIGIIED?

19 A. No, it is not. The nature of utility operations is characterizedby common or joint

20 use facilities. In addition, direct assignments require detailed information which

2r may be unavailable or may require agreat deal oftime to obtain and use.

22 Therefore, to the extent that a utility's plant and expense cannot be directly

23 assigned to customer groups, common allocation methods must be derived to

24 assign the remaining costs to the Rate Classes.

12
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PLEASE EXPLAIN HOW ALLOCATORS ARE DERTVED.

There are two types of allocation bases, or allocators, used in performing a

CCOSS and employed in the Model: external allocators and intemal allocators.

External allocators are based on special studies derived from data in the utility's

accounting and other records. For example, gas deliveries, the volume of gas

consumed by each Rate Class, is an external allocator that is used to allocate some

of the gas commodity costs. Other examples of external allocators are number of

customers, estimated design day sales and historical bad debt experience. Exhibit

HSG -6A shows the external allocators that were developed based on data

provided by PGW.

Internol allocators are based on some combination of external allocators,

previously directly assigned costs and other internal allocators. For example, the

allocators for property insurance costs are based on plant invesfrnent amounts

assigned to components of the rate base; it is necessary to compute the rate base

before property insurance costs can be assigned. Both external and internal

allocators are used in each of the functionalization. classification and class

allocation steps.

WHAT ARE TIIE GTIIDING PRINCIPLES IN PERX'ORMING A FIJLLY
ALLOCATED CCOSS?

The essential element in performing a CCOSS is the selection of allocators based

on causal relationships between customer requirements, load profiles and usage

characteristics on the one hand, and the costs incurred by the Company in serving

those requirements on the other hand. The primary objectives in selecting

allocators are:
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I l. recognition of cost causality as opposed to value of service;

2 2. stability of results over time;

3 3. logicut.oorirt.ncy and completeness; and

4 4. ease of implementation.

5 Q. WHA',T IS TIIE RATE BASE AI\D HOW DOES rT AFFECT TrrE PGW
6 CCOSS?

7 A. The rate base is the cost, net of accumulated depreciation, of PGW's investment

8 in plant and other assets used to serve customers. In a typical investor-owned

9 . utility, the size of the rate base is important because the utility is allowed to eam a

l0 return on its investrnent in rate base. This is not the case for PGW. because

1l PGW's rates are designed to allow it to collect the dollar amount needed to meet

tz its financial requirements. Therefore, PGW's Tariffrevenue requirement is not

13 directly affected by the size of the rate base. However the rate base is an

14 important allocator, because PGW, as most utilities, is asset or rate base intensive

15 and its assets drive a great many of PGW's costs. Therefore many costs are

16 frrnctionalized, classified or allocated among Rate Classes in the same ratio as the

17 rate base or a portion of the rate base.

18 For example, interest oxpense on long'term debt is functionalized, classified and

19 allocated among Rate Classes using the rate base, because interest expense is

20 incurred to finance the purchase of the assets in the rate base.

2I A. WHAT ARE THE MAJOR COMPONENTS OF PGW'S RATE BASE?

22 A. For purposes of discussing how I functionalized, classified and allocated the rate

23 base in the PGW CCOSS, I will refer to the following groupings of rate base

t4



I items. After presenting the list, I will describe how I teated each of these major

2 rate base categories:

3 o Production plant

4 o Storage plant

5 o Distribution plant

6 c General plant

7 c Depreciation reserve

8 o Other Rate Base items

9 o Working capital

ro a. WHAT IS TrrE TOTAL RATE BASE?

I I A. The total rate base is $1.2 billion, net of accumulated depreciation.

12 a. How DID YOU FIINCTIONALIZE, CLASSIFY AI\D ALLOCATE
13 AMONG RATE CLASSES EACH COMPOI\"ENT OF RATE BASE?

14 A. The principal allocators for each component of the rate base are:.

15 Production plant represents the investnent in natural gas production assets which

16 are used to meet design day demand. These assets have been functionalizedto

17 Supply, classified to demand, and allocated among Rate Classes based on design

18 day supply requiremenb.

19 Storage plant primarily represents the investnent in liquefied natural gas ("LNG")

20 facilities which are used to meet design day demand, and to meet demand swings.

2l These assets have been functionalizndto Storage, classified to demand, and

22 allocated among Rate Classes based on design day supply requirements.

23 Distribution plant comprises:

l5
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Mains- Mains have a dual purpose: (1) to attach a customer and enable

the customer to receive a minimal level of service, and (2) to provide

adequate capacity for the ma><imum demand level by the customer.

The first purpose is customer related and the second is demand related.

In compliance with the Commission's Orders in Docket R-00061931

@GUD and Docket R-00061398 (PPL Gas Utilities Corporation),I

used the Average and Excess Demand method to allocate the cost of

Mains. This method is recognized as an acceptable method by the

American Gas Association Gas Rate Fundamentals. 1987 Edition. In

the Average and Excess Demand method, the portion of mains costs

equal to the system average load factor is classified as commodity-

related and allocated among Rate Classes based on annual deliveries.

The balance of mains costs is classified as demand-related and

allocated among Rate Classes based on Excess Demand, which is the

excess of each class' design demand over its average demand.

Services- Services connect individual customers to the system. These

assets have been functionalizedto Distibution, classified as customer

related costs, and allocated among Rate Classes based on the estimated

total replacement cost for each Rate Class. Total replacement cost of

Services for a Rate Class was estimated by multiplying: X)

replacement cost of a service line with typical diameter for the Rate

Class, by Y) number of customers in the Rate Class.

2l
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o Meters and Meter installation- These assets have been functionalized

to the Onsite function. classified as customer related costs and

allocated among Rate Classes based on the estimated total replacement

cost for each Rate Class. Total replacement cost of Meters for a Rate

Class was estimated by multiplying X) replacement cost of a meter

with typical size for the Rate Class bV Y) number of customers in the

Rate Class.

r Other Distibution plant- . These assets comprise a) House regulators

and House regulator installation, which have been re-functionalizedto

the Onsite function, classified as customer-related and allocated among

residential Rate Classes based on customer counts; b) Compressor

station equipment and Measuring and Regulator station equipment,

which was functio nalizedto Distribution, classified as demand-related

and allocated among Rate Classes based on design day requirements

for mains; c) Land and land rights, Structures and improvements and

Other equipment, which were fi,rnctionalized to Distribution, classified

as demand-related and allocated among Rate Classes based on

averages for Distibution plant; and d) Industrial Measuring and

Regulator station equipment, which was functio nalized to Distibution,

classified as demand-related and allocated among non-residential Rate

Classes based on customer counts.

General olant includes primarily Structures and improvements, Office furniture

and equipment, Transportation equipment, Communications equipment and

2l
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I Tools. These assets, which are used in performing more than one function or are

2 used in Adminisfative and general activities that support more than one function,

3 were functionalized, classified and allocated among Rate Classes primarily based

4 on direct labor content. Labor was used due to the natre of the assets and

5 reflecting common utility practice.

6 Depreciation reserve was provided by PGW detailed as to Production plant,

7 Storage plant, Distribution plant and Onsite plant, with Distribution detailed as to

8 Mains, Services and Meters. Each component of Depreciation reserye item was

9 functionalized, classified and allocated among Rate Classes in the same ratio as

l0 the related assets.

I I ltr/orking capital represents PGW's need for cash to keep the business running

12 until revenues are collected to pay costs. Each item of working capital was

13 functionalized, classified and allocated among Rate Classes in the same ratio as

14 the activity which caused the item to be incurred.

ls a. WHAT ARE TIrE MAJOR CATEGORIES OF COSTS IN PGW'S COST
16 OF SERVICE?

17 A. The major categories in PGW's cost of service are:

l8

l9

20
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o Production and supply costs

o Storage costs

o Distribution costs

o Customer accounts. customer service and sales costs

o Administrative and general expenses

o Depreciation expense

l8



. Payroll tax expense

o Interest and Surplus

3 o Other revenues and expenses

4 Q. IN DETERMINING HOW YOU WOULD TREAT TIIESE EXPENSES IN
5 THE CCOSS, WAS TIfiRE AIyy OTHER TMPORTAI\T CATEGORY OF
6 COSTS THAT YOU CONSIDERED?

7 A. Yes, Labor costs affect most of the cost categories because many costs are

8 assigned based on the direct labor content of other costs. For example, Account

9 870, Operations Supervision and Engineering, is allocated among Rate Classes

l0 based on the direct labor content of distribution and onsite costs. To enable these

1l allocations to be performed, the direct labor content of each cost account was

12 obtained from PGW, and special allocators were developed so that costs could be

13 assigned based on only the direct labor content ofaccounts.

14 a. WHAT COSTS ARE TNCLUDED IN PRODUCTTON AND SUPPLY AND
15 HOW WERE THESE COSTS FT'NCTIONALIZED, CLASSIF'IED AI\D
16 ALLOCATED AMONG RATE CLASSES?

17 A. As noted above the CCOSS removes GCR revenues and the costs collected under

18 the GCR clause. The production and supply costs in the CCOSS comprise:

o Commodity costs for Intemrptible sales, which were functionalized to

Supply, classified as commodity and assigned to Intemrptible Sales.

o Natural gas operating expenses, which relate to year-round gas supply, and

were functionalized to Supply, classified as commodity and allocated

among Rate Classes based on sales to firm supply customers.

o Costs of operating PGW's LNG plants, which are used to meet peak day

supply requirements, were functionalizedto Storage, classified as demand

l9
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I

2

and allocated among Rate Classes based on design day supply

requirements.

WHAT COSTS ARE INCLTJDED IN STORAGE AI{D HOW WERE
TI{ESE COSTS FIINCTIONALIZED, CLASSIX'IED AND ALLOCATED
AMONG RATE CLASSES?

Storage costs are the costs of operating PGW's LNG facilities. PGW maintains

these facilities to meet peak demand, primarily on the design day. Therefore,

these costs were functionalized to Storage, classified as demand and allocated

among Rate Classes based on design day supply requirements.

WHA'T COSTS ARE INCLT]DED IN PGW'S DISTRIBUTION COSTS?

Distribution costs are the costs of operating and maintaining PGW's City Gate

station, mains, services and meters, i.e., the gas delivery system. Some of these

costs are functionalizedto distribution and some to onsite. Each cost was

analyzedto determine whether it was incurred to manage gas supply, maintain

equipment or for supervision.

HOW WERE DISTRIBUTION COSTS FI]NCTIONALIZED, CLASSIFIED
AIID ALLOCATED AMONG RATE CLASSES?

Costs relating to managing eas supply were functionalizedto Distribution,

classified to demand and allocated among Rate Classes based on sales volumes.

Costs related to the Citv Gate station or Measuring and regulating equipment were

functionalizedto Distribution, classified to commodity and allocated among Rate

Classes based on design day usage ofthe assets.

Costs of operating and maintaining mains. services. meters and house regulators

were firnctionalized, classified and allocated among Rate Classes in proportion to

PGW's investments in the respective assets.
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I Costs of work performed on customer premises were functionalized to Onsite and

2 classified to customer. The portion of these costs related to PGW's parts and

3 labor plan were allocated to the residential classes, consistent with the allocation

4 of parts and labor plan revenue; and the remaining costs were allocated among

5 Rate Classes based on PGW's investment in meters for sales classes.

6 Other distribution costs were functionalized between Disfibution and Onsite in

7 proportion to the functionaliz.ationof distribution plant, and classified to

8 customer. The Distribution function portion was allocated among Rate Classes in

9 proportion to plant functionally classified as Distibution customer and the Onsite

10 function portion was allocated in proportion to plant functionally classified as

1l Onsite customer.

t2 Supervision costs were functionalized to Dishibution and Onsite in proportion to

13 the firnctionalization of Distibution plant and were classified and allocated

t4 among Rate Classes in proportion to the direct labor content of Distribution

15 function expenses.

16 a. How WERE cusToMER ACCOUNTS COSTS FUNCTIONALIZED,
I7 CLASSIFIED AND ALLOCATED AMONG RATE CLASSES?

18 A. Customer accounts costs includes meter reading expenses, customer records and

19 collection expenses, related supervision, uncollectible accounts expense and

20 uncollectible accounts- CF.P arreaxages.

2t Meter reading expenses and related supervision were functionalized to Onsite,

22 classified to customer and allocated among Rate Classes based on investnent in
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meters and in number of meters. Exhibit HSG-6M shows how the METERREAD

allocator was developed.

Customer records and collection expenses and related supervision, which includes

telephone service, district offices, bill preparation, collection labor and support,

collection processing and other activities, were functionalized to Onsite, classified

to customer. For allocation among Rate Classes, the account was analyzed in

detail to identifu diflerent activities and each activity was allocated using an

appropriate basis. For example, telephone services and bill preparation were

allocated based on customer counts; collection efforts were allocated based on

accounts over 60 days past due. Exhibit HSG-6K shows howthe Account9O3

allocator was developed. Exhibit HSG-6N shows howthe Over60 allocator was

developed.

Uncollectible accounts expenqe. or bad debts expense, is presented net of

recoveries of amounts previously written off. This item was firnctionalizedto

distribution and classified to customer, and allocated among Rate Classes based

on the average shares of total write-offs for 2008, as shown on Exhibit HSG-6O.

Uncollectible accounts- CRP arearases were functionalized to USEC, classified

to customer and allocated among Rate Classes based on firm gas sales, consistent

with the recovery method for these costs under the USEC charge.

HOW WERE CUSTOMER SERVICE AND INFORMATION COSTS
FITNCTIONALIZED, CLASSIFIED AI\D ALLOCATED AMONG RATE
CLASSES?

Customer service and information costs includes marketing costs, CAP program

costs, CRP shortfall and Senior discount.

a.

A.

22
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Marketing costs were frrnctionalized to Onsite classified to customer, then

analyzedto determine which customer types were addressed and allocated among

Rate Classes using the average number of customers for those classes. Exhibit

HSG-6L shows howthe Accountg08 allocator was developed.

CAP program costs. CRP shortfall and Senior discount were functionalized to

USEC, classified to customer and allocated among Rate Classes based on finn gas

sales, consistent with the recovery method for these costs under the USEC charge.

HOW WERE ADMIIIISTRATTVE AND GEi\ERAL EXPENSES
FT]NCTIONALIZED, CLASSIFIED AI\D ALLOCATED AMONG RATE
CLASSES?

Adminishative and general expenses include administative and general salaries,

oflice supplies and expenses, outside services, injuries and damages, employee

benefits, property insurance costs, regulatory commission expenses, miscellaneous

general expenses, maintenance ofgeneral plant and rents. These costs have been

reduced by offsets for capitalized labor costs and for gas used by the utility.

Administative and eeneral costs, except for items discussed immediately below,

are directly related to labor costs and therefore were firnctionalized, classified and

allocated among Rate Classes in the same ratios as direct labor content. These

costs include $42.5 million required for PGW to fund Other Post-Employment

Benefits ("OPEB") costs.

Prope4v insurance costs were functionalized, classified and allocated among Rate

Classes in the same ratio as plant in service.

Regulatory commission expenses were functionalized to Distribution, classified to

customer and allocated amone Rate Classes in the same ratios as the rate base.
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t Capitalized labor costs and Gas used by the utility were functionalized, classified

z and allocated among Rate Classes in the same ratios as the costs which they are

3 reversing.

4 Q. HOW WAS DEPRECIATION EXPENSE X'UNCTIONALIILED,
5 CLASSIFIED AI\D ALLOCATED AMONG RATE CLASSES?

6 A. Depreciation expense includes depreciation expense on plant in service and costs

7 of removal less capitalized depreciation expense, and was functionalized,

8 classified and allocated among Rate Classes in the same ratios as plant in service.

e Q. HOW WAS PAYROLL TAX EXPENSE FUNCTIONALIZED,
IO CLASSIF'IED AND ALLOCATED AMONG RATE CLASSES?

ll A. Payroll tax expense was functionalized, classified and allocated among Rate

12 Classes based on direct labor content.

13 A. PLEASE DESCRIBE THE INTEREST AI\D STJRPLUS REQUIREMENT
14 INCLTJDED IN PGWNS REVEI\UE REQTNREMENT.

15 A. Interest expense includes interest on long term debt, anoftization of debt

16 discounts, premiums, and loss on reacquired debt, interest on tan-exempt

17 commercial paper and interest on customer deposits. It also includes the AFUDC

18 credit. The surplus is the Test Year budgeted surplus including pro forma

19 adjustments, as shown in Mr. Bogdonavage's testimony.

20 a. Do THESE REQITTREMENTS DIFFER FROM A TYPICAL rI\WESTOR-
2I OWI\ED UTILITY?

22 A. Yes, they do. In atypical investor-owned utility, an important component of the

23 revenue requirement is the overall rate of retum on rate base the utility is

24 authorized to earn. The return is usually stated as a percent retum on rate base;

2s the amount of the return is designed to allow the utility to pay interest on debt and

24



I to provide a return on equity. However PGW includes in its Tariffrevenue

2 requirement the dollar amount of its interest and surplus requirements, rather than

3 an amount based on its overall cost of capital, including a retum to equity

4 investors.

5 Q. ARE TIIERE OTIIER SIGNIF'ICAIIT DIFFERENCES FROM A TYPICAL
6 INVESTOR-OWI\ED UTILITY?

7 A. Yes. A typical investor-owned utility is subject to ta:ration including income tax,

8 gross receips tor and other tares. In order for the utility to recover the net

9 amount of cash it needs, the amounts it collects must include amounts to provide

l0 for these ta:res.

I I PGW is not subject to an income tax or gross receipts tax and does not have to

12 take them into consideration when computing its revenue requirements.

13 a. Irow WERE INTEREST EXPENSE AtlD AFUDC CREDIT
14 F'UNCTIONALIZED, CLASSIFIED AI\D ALLOCATED AMONG RATE
15 CLASSES?

16 A. Debt Service and Interest expense was functionalized, classified and allocated

l7 among Rate Classes in proportion to the rate base.

l8 The Allowance for Funds Used During Construction Credit was functionalized

19 and classified in proportion to plant in service and allocated among Rate Classes

20 in proportion to the rate base.

2r a. How wAs rHE SIIRPLUS REQUIREMENT FUNCTTONALTZED,
22 CLASSIFIED AND ALLOCATED AMONG RATE CLASSES?

23 A. In a typical investor-owned utility, the return to equity capital is allocated among

24 Rate Classes in proportion to the rate base. PGW's surplus requirement serves a

25 similar fi.:nction to the return to equity capital, and therefore was functionalizndto

25
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Distribution, classified to customer and allocated among Rate Classes in

proportion to the rate base.

PLEASE DESCRIBE PGW'S NON-OPERATING REVEI\IT]ES AI\D HOW
THEY ARE REFLECTED IN THE COMPUTATION OF TIIE REYENUE
REQUIREMENT.

Non-operating revenues includes primarily interest and dividend income from

temporary cash investrnents, parts and labor plan revenue, bill paid tum-ons (i.e.,

service restoration fees) & dig-ups revenue charged to customers, and capacrty

release credits. These items are used to reduce the revenue requirement that needs

to be collected under the proposed rates.

HOW WERE NON-OPERATING REVEI\TIES X'TJNCTIONALIZED,
CLASSIF'IED AND ALLOCATED AMONG RATE CLASSES?

Interest and dividend income was functionalized, classified and allocated among

Rate Classes in proportion to the rate base, which is the same as interest expense.

Parts and labor plan revenue was functionalized to Onsite, classified to customer

and allocated among residential classes.

Bill paid tum-ons & dig-ups revenue was functionalizedto Onsite, classified to

customer and allocated among Rate Classes based on average number of

customers.

Capacity release credit$ were functionalized to Supply, classified as demand and

allocated among Rate Classes in proportion to design day supply requirements,

which is related to capacity costs.
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I Q. HOW WERE PGW'S OPERATTNG REYEI\UES AT PRESENT RATES
2 COMPUTED AI\D ASSIGIYED AMONG RATE CLASSES?

3 A. For the following charges, revenues at present rates were computed by

4 multiplying present rates by forecast billing units, which were available by Rate

5 Class: Base Rate Revenue, GCR Revenue, Intemrptible Gas Revenue, USEC

6 Revenue.

7 Finance charge revenue. determined from PGW's budget, was allocated among

8 the Rate Classes based on an analysis of over-60 day balances.

9 Miscellaneous service revenue, determined from PGW's budget, was allocated

l0 among the Rate Classes in proportion to base rate revenue.

ll Transport Gas revenue. determined from PGWos budget, was directly assigned to

12 the GTS / IT class.

13 Gas revenue adjustment, representing unbilled gas revenues, determined from

14 PGW's budget, was allocated among the Rate Classes in proportion to GCR

15 Revenue.

16 Revenue adjustnents, representing reconciling amounts from the prior year,

l7 determined from PGW's budget, includes Intemrptible Revenue Credit

18 reconciliation, which was allocated in proportion to GCR Revenue, and USEC

19 reconciliation amount, which was allocated in proportion to USEC Revenue.

20 a. ARE THERE Ai\ty OTIIER COMPOI\'ENTS TO TIrE PGW COSS THAT
2I WARRANT DISCUSSION?

22 A. No, the above testimony addresses all significant components of the PGW COSS.

23 SECTION III - RESULTS OF' THE PGW CCOSS

27



I Q. PLEASE DESCRIBE TIIE INT'ORMATION ON EXHIBIT HSG-I.

2 A. Exhibit HSG-I compares the revenue at current rates provided by each rate class

3 (line 5) to the revenue requirement allocated on a cost of service basis. The

4 revenue requirement includes operating expenses (lines 8-l l) and interest and

s surplus Qine la).

6 The increase or decrease needed for each Rate Class to pay its full cost of service,

7 determined on a cost causation basis, including $42.5 millionto fund OPEB costs,

8 is shown on line 15. Line 17 shows the percentage increase or decrease in

9 rcvenue needed for each Rate Class to pay its fu11cost of service.

l0 Lne2l shows the Retum on rate base (before interest and surplus) for each Rate

I I at present rates Class, and line 22 shows the relative returns.

12 a. PLEASE DESCRIBE THE INFORMATION ON EXHIBIT HSG-IA.

l3 A. Exhibit HSG-IA summarizes the results of the class allocations on Exhibits HSG

14 4,A' through 4H, by FERC account detail. The exhibit shows the allocation of each

15 item of rate base (lines l-74), operating expenses (lines 75-170), depreciation

t6 expense (lines l7l-175) and taxes (lines 176-178), Total operating expenses are

r7 on line 179.

18 The exhibit then shows operating revenues at present rates (lines 181-193), other

19 operating revenues (lines 194-197),total operating revenue (ine 198) and non-

20 operating revenue (lines 199-203). Total revenue is on line 204 and income

2l before interest and surplus is on line 206. Interest and surplus requirements are on

22 lines 208-214. A comparison of revenue at current rates to the total revenue

23 requirement on a cost of service basis is on line 2I5. A negative number indicates
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4Q.

sA.

that the Rate Class' current revenue produces less than its fuIl cost of service

revenue requirement, and a positive number indicates that the Rate Class' current

revenue produces more than its fulIcost of service revenue requirement.

PLEASE DESCRIBE TIIE INFORMA'TION ON E)GIIBIT HSG-18.

Exhibit HSG-IB shows how each item of the revenue requirement has been

allocated among the functions: supply, storage, transmission, distnbution, onsite

and USEC. The exhibit shows the allocator for each item, and the result of the

allocation. The line captions are the same as in Exhibit HSG-IA.

PLEASE DESCRIBE THE INFORMATION ON EXHIBIT HSG-2.

Exhibit HSG-2 shows how each item of the Supply function revenue requirement

was classified as demand or commodity, and of the Distribution firnction as

demand or customer. The exhibit shows the allocator selected for each item, and

the result of the allocation. The line capions are the sane as in Exhibit HSG-IA.

Items functionalizedto Storage as 100% demand, and to Onsite and USEC as

100% customer, therefore these functions are not shown on the exhibit.

PLEASE DESCRIBE THE INT'ORMATION ON EXHIBITS HSG.4A
THROUGH 4H.

Exhibits HSG-4A through 4H show how each item of each functional

classification of the revenue requirement was allocated a:nong the rate classes.

Each exhibit show the allocator selected for each item, and the result of the

allocation. The line captions are the same as in Exhibit HSG-lA.. The

information is shown on the following pages:

Exhibit HSG-4A
Exhibit HSG-4B
Exhibit HSG-4C

Supply Demand class allocation
Supply Commodity class allocation
Storage Demand class allocation
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I Exhibit HSG-4D Disfibution Demand class allocation
2 Exhibit HSG-4E Distibution Commodity class allocation
3 Exhibit HSG-4F Distribution Customer class allocation
4 Exhibit HSG-4G Onsite Customer class allocation
s Exhibit HSG-4H USEC Customer class allocation
6

7 Q. PLEASE DESCRTBE TIIE INT'ORMATION ON EXHIBITS HSGsA
8 THROUGH HSG.sD.

9 A. Exhibit HSG-SA shows the assignment and allocator values for functional

l0 assignment and allocation of the revenue requirement. Exhibit HSG-58 shows

I I the assignment and allocator values for classification of the functionalized

12 revenue requirement components. Exhibit HSG-5C shows the assignment and

13 allocator values for allocation of functionally classified components of the

14 revenue requirement among the Rate Classes. Extemal allocators and internal

15 allocators are identified by "FXT" and *INT, respectively, next to their names on

16 Exhibits HSG-5A through 5C. External and internal allocators were discussed

17 above.

18 Exhibit HSG-5D shows the assignment or allocator used for each account, at each

19 step: functionalization; classification; and allocation among Rate Classes.

20 A. PLEASE EXPLAIN TIIE CUSTOMER RELATED COSTS IN THE PGW
2r coss.

22 A. As previously described, customer related costs are the costs incurred to attach a

23 customer to the distribution system, to meter gas usage and to maintain the

24 customer's account. The total of all customer costs for PGW is a function of the

25 number of customers served. Customer costs continue to be incurred whether or

26 not a particular customer uses any gas. They include capital costs associated with

27 distibution mains, services and meters, and operating costs such as customer
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8

9

10

service and accounting expenses. Distribution customer costs by Rate Class for

the Test Year are shown on Exhibit HSG-IB, hne 12, and on a unit basis, on line

27; Onsite customer costs are on line 15, and on a unit basis, on line 28.

DID YOU COMPARE TIIE MONTHLY CUSTOMER CHARGES BEING
PROPOSED BY PGW TO TIIE CUSTOMER RELATED COSTS IN THE
PGW COSS?

Yes. For every Rate Class, the proposed monthly Customer Charge (which is the

same as the current monthly Customer Charge for that rate class) is lower than the

customer related costs on a per customer-month basis in the PGW COSS for the

Test Year.

PLEASE DESCRIBE TIIE INT'ORMATION ON EXHIBIT HSC'-6.

Exhibit HSG-6 presents the development of each of the main external allocators.

These are described below. Except where noted, all datarelate to the Test Year.

Exhibit HSG-6A- Allocators Values. Lists the allocators that are developed in
Exhibit HSG-6

Exhibit HSG-6B- Design Day-supply: Design Day sendout for each firm sales

class as provided by PGW's Gas Model.

Exhibit HSG-6C- Design Day-Mains: Design Day demand for each rate class,

computed using Base and Thermal method for non-sales classes; primarily used to
allocate demand component of mains.

Exhibit HSG-6D- Sendout: Monthly delivery volumes for each rate class

Exhibit HSG-68 Thruput Allocator: Monthly throughput volumes for each rate

class; represents volumes on mains.

Exhibit HSG-6F GTS Allocator: Annual delivery volumes and revenues for GTS /
IT rate class, with details for each subclass.

Exhibit HSG-6G Winter3 Allocator- Monthly billed sales volumes for each firm
sales rate class during the December-February.
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Exhibit HSG-6H- Cust_Avg Allocator- Monthly number of customers for each
rate class.

Exhibit HSG-6I- Meteilnvest Allocator- Investment in meters for each rate class
at current replacement cost for each meter type.

Exhibit HSG-6J Service_lnvest Allocator- Investnent in services for each rate
class at current replacement cost for each service line.

Exhibit HSG-6K- Accountg03 Allocator- Allocates each activity in Customer
Records and Collection, Account 903, using an appropriate external allocator.
Rows l-l I list each activiry, the activity cost in the Test Year budget, and the
allocator assigned to it. Rows 19-33 summarize costs by allocator (e.g., costs for
all activities allocated using Cust_Avg allocator are summed) and show the
amount allocated to each rate class. Allocator values are on row 25 and row 33.

Exhibit HSG-6L- Account908 Allocator- Allocates each activity in Customer
Services and Informational Expenses, Account 908, using an appropriate external
allocator. Rows l-8 list each activity, the activity cost in the Test Year budget,
and the allocator assigned to it. Rows 13-23 summarize costs by allocator and
show the amount allocated to each rate class. Allocator values are on row 17 and
row23.

Exhibit HSG-6M- METERREAD Allocator- Allocates each activity in Meter
Reading, Account 902, using an appropriate external allocator. Rows 1-3 list each

activity, the activity cost in the Test Year budget, and the allocator assigned to it.
Rows 7-16 summarize costs by allocator and show the amount allocated to each
rate class. Allocator values are on row 10 and row 15.

Exhibit HSG-6N- Account Agines- Computes allocator values for the OVER60-
D allocator. The columns oCurrent', '30 days', '60 days' and'90 days and up'
show the values in accounts receivable for each rate class at June 30,2009.

Exhibit HSG-6O- Write-Offs- Computes allocator values for the WRITE-OFF
allocator. Write-offamounts for each rate class are shown for fiscal years 2006-
2008, and the percentage of the total represented by each rate class is computed
for each year. The column 'WRITE_OFF Allocator' takes the average of the
percentages; these are the allocator values.

Exhibit HSG.6P- GTS-DIR.MAINS. GTS.DIR-DG. GTS-DIR.ACCDEP-
Develops direct assignment values for mains based on the mains constructed for
specific customers. The information and methodology are consistent with that
used in PGW's 2002 and 2006 base rate cases.

Exhibit HSG-6O- Test Year TariffRevenue at Current Rates- Proof of revenue at
cwrent rates.
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SECTION IV - COMPANY'S PROPOSED REVEI\UE ALLOCATION

a. WHA'T IS THE TOPIC OF THIS SECTION 4 OF YOUR TESTIMOIYY?

A. In this section I describe the computations that I performed based on the

Company's specifications for revenue allocation and proposed rates. The

purpose of these computations was to allocate the Company's Tariffrevenue

requirement among the Rate Classes, and to compute the Company's proposed

distribution charge rates that would produce the indicated revenue.

a. PLEASE DESCRIBE THE COMPATIY'S APPROACH TO REVEI\UE
ALLOCATION AI\D RATE DESIGN.

A. First, the Company's proposed revenue allocation was determined by allocating

the Tariffrevenue requirement among the Rate Classes based on the Company's

specifications for rates of return and other parameters. Then, the Rate Class

revenue allocations were used to develop the Company's proposed distribution

rates, with volumetric delivery charges continuing to be the same within each of

the following groups, including in each case heating and non-heating, and firm

sales and firm transportation: Residential; Commercial; Industrial; Municipal.

Monthly customer charges are also the same within each such group.

a. How DID YOU COMPUTE RATE OX'RETURN?

A. For PGW, rate of return was computed as Income before Interest and Surplus

divided Rate Base.
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I Q. PLEASE DISCUSS TIIE COMpAtly'S APPROACH TO REVEIIIIE
2 ALLOCATION.

3 A. The Company specified the following approach for allocating the Tariffrevenue

4 requirement among the Rate Classes:

5 l. The rate of return on rate base for each class should be the same as or

6 closer to the requested system average rate of retum (9.5%),than

7 projected in PGW's compliance filing in Docket R-00061931 (2006).

s 2. No changes were made to the GTS / IT, because at current rates this

9 class will generate the requested system average return (9.5%).

l0 3. No changes for Intemrptible sales rate. Margins from Intemrptible

I I sales rate classes are credited to the GCR.

12 a. DID yOU PREPARE A SCIIEDIJLE THAT SHOWS TIrE COMPAI\Y'S
13 PROPOSED REVEI\T]E ALLOCATION?

14 A. Yes, the Company's proposed revenue allocation is present Exhibit HSG-7A:

15 Line 15 shows the return on rate base at current rates and line 16 shows the

16 relative retum at current rates, with heating and non-heating classes combined for

l7 Residential, Commercial,Industrial and Municipal.

18 Line2l shows the Company's proposed increase (decrease) for each rate class and

19 line23 shows the resulting revenue excluding gas costs and other revenue (e.g.

20 forfeited discounts, service revenue) and before senior discounts and CRP.

2l Line 37 shows the return on rate base at proposed rates and line 38 shows the

22 relative return, with heating and non-heating classes combined as above.

23 a. PLEASE DISCUSS TIIE COMpAt[y'S APPROACH TO RATE DESIGN.

24 A. The Company specified the following approach for developing proposed rates:
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I l. No changes to monthly fixed Customer charges.

2 2. Volumenic delivery charges are the same within each of the following

3 groups, including in each case heating and non-heating, and firm sales

4 and firm hansportation: Residential; Commercial; Industial;

5 Municipal. Monthly customer charges are also the same within each

6 suchgroup.

7 3. Separate rates are established for Philadelphia Housing Authority Rate

8 8 and for Philadelphia Housing Authority General Service

9 The computations of delivery charges presented on Exhibit HSG-7B.

IO A. DID YOU PREPARE A PROOF'OF REVENUE FOR TIIE PROPOSED
II RATES?

12 A. Yes, Exhibit HSG-7C presents a proof of revenue for the Company's proposed

13 rates. The proof of revenue shows the proposed rates produce an increase of

14 $42.5 million over revenue at present rates, before revenue lost due to senior

15 discounts and CRP programs.

t6 a. DID YOU PREPARE A SCITEDULE THAT SUMMARTZES THE
I7 REST]LTS OF THE COMPAII-Y'S PROPOSED REVENUE ALLOCATION
18 Ai\D RATE DESIGN?

19 A. Yes, Exhibit HSG-7D summarizes the results for the firm sales and firm

20 transportation classes.

2I SECTION V _ GAS ST]PPLY-RELATED COSTS IN BASE RATES

22 A. PLEASE DISCUSS TIIE COMMITMENT THAT PGW MADE
23 REGARDING PREPARING SCIIEDT]LES TO DEPICT GAS SIJPPLY.
24 RELATED COSTS.

2s A. As outlined in the testimony of PGW witness Kenneth Dybalski (PGW St. 5), the

26 Company agreed to provide schedules depicting gas supply-related costs included
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I in base rates and the related impact of those costs on base rates. Also outlined in

2 Mr. Dybalski's testimony is a similar requirement set forth by the Commission in

3 an Order issued in the SEARCH Proceeding. For reasons discussed in Mr.

4 Dybalski's testimony, PGW directed me to calculate the impact on base rates if

5 commodity-related bad debt expense, commodity-related PUC assessment and the

6 entire PUC assessment were removed from base rates.

7 Q. HAVE YOU PREPARED A SCIIEDIILE TO PROVIDE THIS
8 INFORMA,TION?

9 A. Yes, I prepared Exhibit HSG-8, which shows commodity-related uncollectibles

l0 (i.e. bad debt expense) per mcf by rate class (line 18), the commodity-related PUC

l1 assessment per mcf by rate class (line 30) and the entire PUC assessment per mcf

12 by rate class (line 25).

13 a. DOES THIS CONCLIIDE YOUR TESTIMOIYY TODAY?

14 A. Yes.
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z Principal Consultant
3 Black & Veatch Corporation

4 Mr. Gorman has more than 15 years of experience in the energy industry, and more than 25 years
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lQ.

2A.
PLEASE STATE YOI]R NAME, OCCI]PATION AIID BUSII\ESS ADDRESS.

My name is Frank J. Hanley and I am a Principal and Director of AUS Consultants.

My business address is 155 Gaither Drive, Suite A, Mount Laurel, New Jersey 08054.

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROT]IID AND

PROFESSIONAL E)GERIENCE.

I have testified as an expert witress on cost of capital and related financial issues before

33 state public utility commissions including the Pennsylvania Public Utility

Commission, the District of Columbia Public Service Commission, the Public Services

Commission of the Tenitory of the U.S. Virgin Islands, and the Federal Energy

Regulatory Commission. I have also testified before local and county regulatory

bodies, an arbitation panel, a U.S. Bankruptcy Court, the U.S. Tax Court and a state

district court. I have appeared on behalf of investor-owned companies, municipalities,

and state public utility commissions. I currently provide advisory consulting services to

the Regulatory Commission of Alaska. The details of the foregoing as well as my

educational background, are shown in Appendix A supplementing this testimony.

WHAT IS TIIE PT]RPOSE OF YOTJR TESTIMOI\"Y?

The purpose is to provide evidence that will demonstrate that the rate increase granted

to Philadelphia Gas Works (PGW) in December 2008 should be maintained and that

the additional increase requested in this docket, which is designed solely to fund

PGW's OPEB liability, should be granted. I review a number of ratios based upon cash

flow and other financial ratios including debt-equity ratios for PGW and compare them

for reasonableness against those actually experienced by pro{y groups of municipal gas

systems, Pennsylvania and other publicly-taded, investor-owned, natural gas
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distribution utilities. My analyses will show that PGW's key financial indicators need

to improve over those of the recent past in order to strengthen its financial position and

raise its bond rating from the bottom of investnent grade. PGW Witness Barbara C.

Bisgaier in her testimony explains the diffrculty associated with raising debt capital

with bonds rated at the bottom of investment grade, a rating that makes raising capital

extraordinarily difficult at times and always much more costly than for those

competitors for capital that have higher bond ratings. I will demonstrate, based upon

the various comparative financial ratios analyzed that, if PGW's existing rates are not

reduced and the additional increase to be used solely to fund the OPEB liability is

approved, PGW should be able over time to eam an upgrading of its bonds from its

current bottom of investnent grade rating.

WHAT DATA DID YOU ANALYZE IN ORDER TO FORMTJLATE YOT]R

CONCLUSION?

I reviewed historical financial data for PGW for the five fiscal years ended 2008 and

the pro forma financial statements submitted in this docket, specifically the expected

results for the fiscal year ending August 31,2010 at present rates, that is reflecting the

rates authorized on an extraordinary/emergency basis in December 2008, as well as the

adjustrnents to reflect the additional increase requested in this docket which will be

placed in trust as such funds will be used exclusively to fund its OPEB liability. I then

selected a proxy group of other large municipal gas systems as well as two groups of

investor-owned gas distibution companies. I then measured PGW's financial

benchmark ratios against those of the prory groups in order to determine whether

PGW's ratios are reasonable and justiff making the existing and proposed rate levels
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pennanent.

Based upon available information, as will be described infra,I reviewed various

financial statistics for the five years ending 2008 for the next six largest municipal gas

systems after PGW, which is the largest municipal gas system in the United States.

Because PGW is subject to rate regulation by this Commission, I also reviewed

various financial statistics of a proxy group of seven Pennsylvania investor-owned gas

distribution companies for the five years ending 2008.

In order to also give my analysis of investor-owned gas distibution companies a

more national flavor, I reviewed various financial and operating statistics for the same

five-year period for a group of seven publicly-traded gas distibution companies which

are reportedby Value Line Investment Survey (Value Line).

HAVE YOU PREPARED AI\ EXHIBIT WIIICH SETS FORTII TIIE REST]LTS

OF YOUR ANALYSES?

Yes. It has been marked for identification as Exhibit FJH-I and it consists of six

schedules. All references to schedules hereafter are to those in Exhibit FJH-I.

PLEASE DESCRIBE SCIIEDT]LE 1.

Schedule I contains five-year historical financial data and ratios for PGW by year for

the five fiscal years ending August 31,2004 through 2008. Also shown are the five-

year average of the various ratios developed and the range of each ratio. There are

eight ratios that I believe are relevant for comparative purposes. They are:

a.

A.
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2. Operating Ratio
3. Pre-Tax Earned Return on Total Capital
4. Days Cash
5. Intemally Generated Funds
6. Total Debt/Total Capital
7. Total Equity/Total Capital
8. Debt Service Coverage

In the case of PGW, there is one additional level of debt service coverage shown on

Schedule I which is not applicable to other municipal gas systems. It is a level of fixed

charge coverage which assumes payment is required of the $18 million annual fee due

to the City of Philadelphia (Crty). In other words, the basic fixed charge coverage

reflects the continued abeyance of such payment to the City. The latter fixed charge

coverage includes in the debt service the $18 million fee to the City which the City

could require to be paid.

PLEASE DESCRIBE TIIE SIGI\"IFICAIICE OF TIIE FINAi\CIAL RATIOS

WHICH YOU TJTTLIZEIN YOUR ANALYSES.

Operating Margin is a ratio which is an indicator of the level of profitability. It relates

net operating income plus all taxes (where applicable), except payroll taxes, to total

operating revenue. The higher this percentage, the better the indicated level of

operating profit.

Operating Ratio is also an indicator of the level of profitability. It is basically a

measure of non-cash operating expenses relative to total operating revenues.

Pre-Tax Earned Return on Total Capital is also a measure of profitability. It is a ratio

of the level of pre-tax operating income relative to total capitalizanon. Unlike tax-

paying investor-owned utilities, municipal utilities are not subject to ta:<es other than
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those which are payroll-related.

Days Cash is an important indicator for municipal utilities which is utilized by the bond

rating agencies. It indicates the number of days of unresticted cash and equivalent

investments available to pay operating expenses net of depreciation. This ratio is not

utilized by the rating agencies for investor-owned utilities. Days of liquidity is also

used by rating agencies for municipal utilities. It represents unresticted cash plus

available lines of credit and unutilized commercial paper capacrty related to operating

expenses less depreciation. The information necessary to compute this ratio was not

available for the other municipal gas systems analyzed. Consequently, it is not

included in my comparative analyses.

Internally Generated Funds is an indicator of profitability. It also provides an

indication of the level of cash which will need to be funded externally in order to

complete necessary construction. It is the ratio of net income plus non-payroll related

ta:res (where applicable) and non-cash expenses divided by total operating revenues.

Total Debt/Total Capital is the ratio of both long- and short-term debt relative to total

capitalization, which is the sum of total debt plus total equity. This is a ratio of the

degree of financial leverage employed. To a large extent, this ratio is an indicator of

bond rating.

Total EquitvlTotal Capital is the ratio of total equity capital to tqtal capitalization.

Generally speaking, the higher the equity ratio, the better likelihood for a higher bond

rating and vice versa.

Debt Service Colserage is the ratio of funds available for debt service (operating income

plus depreciation and amortization plus interest income) divided by total annual debt
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PLEASE EXPLAIN TIM BASIS OF SELECTION OF YOT]R PROXY GROTTP

OF' MTJIIICIPAL GAS SYSTEMS.

My goal was to select a $oup of municipal gas systems that were most comparable to

PGW. Of course, selecting a group of comparable companies does not make them

identical. As noted supra, PGW is the largest municipally-owned gas system in the

United States. PGW has more than 500,000 customers. I deemed it appropriate to

select, for comparative purposes, municipal gas systems with more than 125,000

customers. Based upon a November 23,2009 ranking of the top 100 municipal gas

systems by the American Public Gas Association, there were six other gas systems that

had more than 125,000 customers. I believe that a group of the next six largest

municipal gas systems represents a reasonable proxy for comparative purposes with

PGW. Their information is set forth in Schedule 2.

PLEASE DESCRIBE SCIIEDULE 2.

Schedule 2 consists of 9 pages. Page I contains a sunmary of the results of my

analysis. Pages 2 through 7 contain the information for each municipal gas system.

Page 8 contains the basis of selection and the identity of the six municipal gas systems

selected. For convenience purposes, their identities are listed infro:

Citizens Gas & Coke Utility Qndianapolis,IN)
Colorado Springs Utilities (Colorado Springs, CO)
CPS Energy (San Antonio, TX)
Long Beach Gas and Oil (Long Beach, CA)
Memphis Light, Gas & Water (Memphis, TN)
Metropolitan Utilities District (Omaha NE)

Page 9 contains the first sheet of the American Public Gas Association's listing of the
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top 100 municipal gas systems as of November 23,2009. As can be seen on page 9,

those six municipal utilities represent ranking order 2 through 7 based on size. The

next largest municipal gas systems after PGW are Memphis Light, Gas & Water with

319,983 customers and CPS Energy with 319,125 customers, while the smallest of the

six is Long Beach Gas and Oil with 148,568 customers.

PLEASE EXPLAIN WI{Y AT PAGES 3 AND 4 OF SCHEDULE 2, NO DATA

FOR INTERNALLY-GEI\ERATED FT]i\DS ARE SHOWII FOR COLORADO

SPRINGS UTILITIES AI\[D CPS EI\"ERGY, RESPECTIVELY.

Annual reports were not available for those gas systems. All of the information and

related ratios shown were derived from Fitch Ratings Reports for those systems as of

August 29 andMay 20,2009, respectively. Fitch did not provide this information and

thus it is not available. Consequently, the internally-generated funds ratios shown on

the summary page I of Schedule 2 are based upon the remaining four systems. A11 of

the other ratios are, of course, based upon all six systems.

PLEASE DESCRIBE TIIE AVERAGE RESTJLTS AND RANGES FOR TIIE

PROXY GROUP OF SIX MITNICIPAL GAS SYSTEMS AS ST]MMARIZED ON

SCHEDI]LE 2, PAGE 1 OF 9.

As shown, the average operating margin was l2.48Yo with the range being between

ll.l7% and 13.41%. The average operating ratio was 77.24% with a range between

76.64% and 77.99Yo. The average pre-tax eamed retum on total capital was 4.89Yo

with a range between 3.70% and6.76%. The average days cash were 131.13, while the

range was between 91.74 and 145.90 days. The average percentage of internally

generated funds was I1.93% with a range between 10,24% and 12.75%. The average

A.

a.

A.
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total debt to total capital ratio was 54.28% with a range between 48.13% and73.84%.

The average total equity to total capital ratio was 45.72% with a range between 26.16%

and 51.87%. The average debt service coverage was 10.06 times with a range between

9.02 andll.l2 times.

HAVE YOU COMPARED PGW'S BOI\D RATINGS WITH THOSE OF TIIE

PROXY GROT]P OF SIX MUNICIPAL GAS SYSTEMS?

Yes, I have. That information is shown in Schedule 3. The ratings are shown on page

l, while the numerical legend for calculating goup average bond ratings is shown on

page2.

As can be seen on page l, PGW's bond rating by Moody's is Baa2, while that of

Standard & Poor's (S&P) is BBB-, the bottom of investnent grcde ratings. Fitch does

not rate PGW. Also shown on page I of Schedule 3 are the bond ratings for each of the

six proxy municipal gas systems. Three of those systems are rated by Moody's and the

average of those three is Al. Four of those six systems are rated by S&P and the

average rating is AA-. Three of the six systems are rated by Fitch and the average

rating is AA. The average bond rating for the proxy group of six municipal gas

systems is AA-. In other words, because of their vastly superior ratios evaluated by the

rating agencies, vis-i-vis PGW's ratios, their average bond rating is AA- which is six

rating gradations higher than PGW's bottom of investment grade rating of BBB-.

PREVIOUSLY, YOU INDICATED THAT YOU ALSO REVIEWEn

RELEVANT FINANCIAL RATIOS BASED IIPON A PROXY GROT]P OF

PEi\NSYLVAI\IA IIYVESTOR-OWIIED GAS DISTRIBUTION COMPAi\'IES.

PLEASE EXPLAIN WIIY YOU REVIEWED DATA X'OR SUCH A GROI]P

a.
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AI\D TIIE BASIS FOR SELECTION OF TIIE COMPAIIIES IN THAT GROT]P.

I believe it is essential to also review investor-owned gas distribution utilities that have

operations in Pennsylvania because PGW is subject to the jurisdiction of this

Commission as are the gas distribution companies selected. I reviewed from the

Commission's website all of the natural gas distibution companies subject to

Commission jurisdiction. I eliminated as feasible proxies all of those companies which

had less than $40 million in revenues in the year 2008 because they would be entirely

too small for any valid comparison to PGW. Also, the companies selected had to have

available from the Commission website their annual reports to the Commission for the

years 2004 through 2008. Seven companie met the criteria. The results of my analysis

of such companies are set forttr in Schedule 4.

PLEASE EXPLAIN SCIIEDULE 4.

Schedule 4 consists of nine pages and contains the results of my analyses of the seven

companies selected. Page I contains a summary of the results. Pages 2 through 8

contain the results by year for each of the companies which met the selection criteria.

Page 9 contains the selection criteria and the identity of each of the companies selected.

For convenience, their identities are listed infra.

Columbia Gas of Pennsylvania
Dominion Peoples
Equitable Gas Company
National Fuel Gas Distribution Corporation
Exelon Corporation @ECO Gas)

T.W. Phillips Gas & Oil Company
UGI Utilities, Inc. (Gas)

Two of the ratios that have significant relevance for municipal utilities are days

a.

A.
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cash and debt service coverage. Those ratios have no significance for investor-owned

utilities as they are not utilized by the bond rating agencies for investor-owned utilities.

This is ascertained readily by reference to bond rating criteria and the financial

benchmarks utilized by the major rating agencies in rating investor-owned entities.

Consequently, * shown on page 1 of Schedule 4 are six ratios which are meaningful

for comparative purposes with PGW and the proxy group of six municipal gas systems.

The operating margin averaged 10.89% for the five-year period ending 2008 and

ranged between 9.06% and 13.59%. The five-year average operating ratio was 85.26%

and ranged between 82.26% and 86.78%. The pre-tax earned return on total capital

averaged 10.43% and ranged between 7.76% and 13.15%. Internally generated funds

averaged 29.74% and ranged between 19.51% and 38.38%. Total debt to total capital

averaged 55.30% and ranged between 52.03% and 57.26%. Total equity to total capital

averaged 44.7 0% and ranged between 42.7 4% and 47 .97%.

WHY DID YOU ALSO SELECT A PROXY GROUP OF IIIVESTOR-OWNED

GAS DISTRIBUTION COMPAII"IES THAT ARE COVERED BY VALUE LINE?

I believe that it is also useful to obtain pertinent statistics for a group of investor-owned

gas distribution companies that is considered by investors to be a proxy for the

investor-owned natural gas distribution industry . Value Line is a nationally-respected,

independent, investment advisory service. Value Line is relatively inexpensive and has

more than 100,000 subscribers. In addition, it is available in the business reference

section of most libraries. It is, therefore, investor-influencing. All of the companies

selected are included in Value Line's Natural Gas (Utility) Group in its Standard

Edition.

10
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All of the companies included in the Value LineNafiral Gas (Utility) Group have

common stocks which are actively traded and are engaged, to some extent, in activities

other than the distribution of natural gas. Consequently, I chose to utilize additional

selection criteria in order to ascertain that the companies culled from the Value Line

Group are financially healthy and significantly representative of natural gas distibution

operations. Accordingly,I made sure that each company selected had Value Line: fwe-

year growth rates for earnings per share; positive five-year growth rate projections for

dividends per share; and a beta. Also, I made sure that none had not cut or omitted

their common stock dividends during the five years ending 2008 or up to the time of

the preparation of this testimony, and derived 60Yo or more of their total net operating

income and assets from regulated gas operations. Finally, I made sure that they had not

publicly announced their involvement in any merger or acquisition activity. Seven

companies met those criteria and collectively represent a barometer of financially

healthy investor-owned gas distibution companies. Their identities are listed infra.

AGL Resources,lnc.
Atmos Energy Corporation
The Laclede Group,Inc.
Northwest Natural Gas Company
Piedmont Natural Gas Company, Inc.
S outhwest Gas Corporation
WGL Holdings,Inc.

All of the information related to the selected proxy group of seven Value Line

natural gas distribution companies is presented in Schedule 5.

PLEASE EXPLAIN SCIIEDULE 5.

Schedule 5 consists of 9 pages. Page 1 contains a swnmary of the results of the data

analyzed for the period 2004 through 2008. Pages 2 through 8 of Schedule 5 contain
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information for each company, while page 9 contains the selection criteria described

supra and the identity of the individual companies as well as the source of information

for those companies.

Page 1 shows the five-year average for the six ratios which are relevant for

comparative purposes to PGW and the proxy group of six municipal gas companies, as

well as the proxy group of seven investor-owned gas distribution utilities subject to

regulation by this Commission. Also, the ranges of the statistics are shown.

PLEASE SUMMARIZE TIIE RESTJLTS OF TIIE SIX RATIOS WHICH ARE

RELEVAI\T TO IITVESTOR-OWI\IED GAS DISTRIBUTION UTILITTES.

As discussed supra, those ratios are summarized on page I of Schedule 5. The five-

year average operating margin was l2.43Yo and ranged between 12.09% and 13.14%.

The five-year average operating ratio was 83.07% and ranged between 81.81% and

83.86%. The five-year average pre-tal( earned return on total capital was l3.23Yo and

ranged between 12.22% and13.73%. The five-year average internally-generated funds

was l4.02Yo and ranged between 13.28% and 15.22%. The five-year average total debt

to total capital was 55.44Yo and ranged between 53.64% and 56.81%. The five-year

average total equity to total capital was 44.56% and ranged between 43.'1-,9% and

46.36%.

PLEASE EXPLAIN SCIIEDT]LE 6.

There are six columns on Schedule 6. Column 1 contains the five-year historic average

ratios for PGW for the period 2004 through 2008 derived from Schedule l. Column 2

shows the ratios derived from PGW-provided information contained in this rate filing

which represents the budget for the fiscal year ended August 3I,2010 and which

a.

A.

t2
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reflects the rates authorized in December 2008. Column 3 contains information, and

related ratios which are meaningful, assuming the additional increase requested in this

docket in order to fund PGW's OPEB liability is granted. The column is entitled,

"Adjusted Budget 2009-2010" which reflects the full impact of the current rates

authorized in December 2008 as well as the additional increase requested in this docket

in order to fund PGW's OPEB liability. Only the meaningful statistics are shown in

Column 3, that is those that are not impacted by the fact that the dollars to fund the

OPEB liability provide no additional wherewithal for PGW to improve operating

margin, operating ratio, pre-ta:r earned return on total capital, or internally-generated

funds because the entire amount of the additional increase requested in this rate filing

will be placed in trust in order to fund PGW's OPEB liability.

In Column 4 I have shown the five-year average ratios for the proxy group of the

six next largest municipal gas systems which were developed in Schedule 2 and

summarized on page I thereof.

In Column 5 I show the five-year average ratios which are relevant to the seven

Pennsylvania natural gas distribution companies. As discussed supra, days cash and

debt service coverage are ratios which are not relevant to investor-owned utilities.

In Column 6 I have shown the five-year average ratios for the proxy group of

seven Value Line nafxal gas distribution companies. Only the same six ratios which

are relevant to investor-owned utilities are shown for the reasons discussed supra,

They are derived from the data in Schedule 5 and summarized on page I thereof.

WHA'T CONCLUSIONS DO YOU DRAW BASED T]PON YOT]R ANALYSES

WHICH ARE ST]MMARIZED ON SCHEDTJLE 6?
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I conclude, based upon the financial information and ratios summarized on Schedule 6,

that PGW's increase which was granted in December 2008 should be made permanent

and, in order to avoid significant erosion of PGW's financial position because of the

obligation to fund its OPEB liability, the additional increase requested in this rate filing

in order to fund that liability should be granted.

Comparison of the five-year average historical results ending 2008 for PGW as

shown in Column I of Schedule 6 against the five-year averages for the three proxies,

namely, the six municipal gas systems, the seven Pennsylvania natural gas distribution

companies, ild the seven Value Line nattxal gas distribution companies make it

apparent that PGW's historical ratios have been grossly substandard. It is seen that

PGW's average operating margin of 7.21o/o was substantially below the 12.48% for the

six municipal gas systems as well as the 10.89% and 12.43% for the two proxy groups

of investor-owned gas distibution companies, respectively. Similarly, PGW's five-

year historical average operating ratio of 88.19% was unfavorably higher than the

77.24% for the six municipal gas systems and the 85.26% and 83.07% for the seven

Pennsylvania and seven Value Line investor-owned gas distibution proxy groups.

While the pre-tax earned return on total capital of 4.45% was somewhat below the

4.89% achieved for the six municipal gas systems, it was substantially below the

10.43% and 13.23% for the seven Pennsvlvania and seven Value Line investor-owned

gas distribution proxy groups.

As indicated supra, days cash is not a meaningful comparison between a

municipal gas system and an investor-owned gas distribution company. However, note

that PGW's five-year historic average of 12.07 days was grossly below the 131.13 days
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for the pro)ry group of six municipal gas systems.

PGW's five-year historic average of internally-generated funds of 534% was also

substantially below the five-year averages of ll.93o/o for the proxy group of six

municipal gas systems and the 29.74% and 14.02% for the seven Pennsylvania and

seven Value Line gas distribution proxy groups, respectively.

Another important ratio is the ratio of total debt to total capital. As shown,

PGW's five-year historic average was 84.22Yo, unfavorably much greater than the five-

yeil average of 54.28Vo for the prory group of six municipal gas systems and the

55.30% and 55.44% for the seven Pennsvlvania and seven Value Line investor-owned

gas distribution proxy groups, ,.rp."tiro"ty. Conversely, PGW's five-year historic

average of total equity to total capital of 15.78% was unfavorably well below the

45.72% average for the proxy group of six municipal gas systems and the 44.70% and

44.56% for the seven Pennsylvania and seven Value Line investor-owned gas

distribution proxy groups, respectively.

PGW's debt service coverage (without having to cover its $18.0 million annual

fee to the City) was 1.23 times, while the five-year average debt service coverage for

the proxy group of six municipal gas systems was 10.06 times. Also shown is that if

the fixed charge coverage also had to meet the $18.0 million annual fee to the City, the

historic fixed charge coverage would have declined to 1.04 times, well below the

minimum 1.2 - 1.3 times required as a minimum even for municipal systems such as

PGW with its bottom of investment grade rating as noted by PGW Witress Barbara C.

Bisgaier in her direct testimony.

A. ARE TIIE RATIOS FOR PGW REASONABLE IF TIIE INCREASE GRANTED

15
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IN DECEMBER 2OO8 IS CONTIIIUED?

Yes, I believe they are quite reasonable. They are shown in Column 2 on Schedule 6

and are derived from data provided by PGW presented in this rate filing. As shown,

the operating margin is l2.2lYo, slightly less than the five-yeax average for the six

municipal gas systems of 12.48o/o shown in Column 4 (and well below the upper end of

the range of 13.41% shown on page I of Schedule 2), and within the averages of

t0.89% and l2.43Yo (and well below the upper ends of the ranges of 13.59% and

13.I4% as shown on page 1 of Schedules 4 and 5, respectively) actually experienced by

the seven Pennsylvania and seven Value Line investor-owned gas distribution

companies, respectively.

Note in Column 2 tJ:.o;t PGW's operating ratio declined from its historic average

of 88.19% to 82.97%, but is still unfavorably higher than the 77.24% average

experienced over the five years by the proxy group of six municipal gas systems and is

similar to the 85.26% and 83.07% experienced by the seven Pennsylvania and seven

Value Line investor-owned gas distribution companies, respectively.

The pre-tax earned return on total capital of 7.29%o is greater than the 4.89%

experienced by the proxy group of six municipal gas systems, but substantially below

the 10.43% and 1323% actually experienced by the seven Pennsylvania and seven

Value Line investor-owned gas distribution proxy groups, respectively.

PGW's 2631days cash is substantially less than the 13l.13 days cash average of

the proxy group of six municipal gas systems.

PGW's internally-generated funds ratio of 9.88% is below the 11.93% five-year

average experienced by the proxy group of six municipal gas systems and substantially

I6
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below the29.74% and 14.02% experienced by the seven Pennsylvania and seven Value

Line investor-owned gas distribution proxy groups, respectively.

PGW's decline in the total debt to total capital ratio from the five-year average of

84.22% to 79.66% is significant, but the 79.66% is still unfavorably much greater than

the 54.28% five-year average of the proxy group of six municipal gas systems and the

55.30% and 55.44%o averages for the seven Pennsylvania and seven Value Line

investor-owned gas distribution proxy groups, respectively. Conversely, PGW's

historic average total equity to total capital ratio of 15.78% increases to 20.34%.

However, the 20.34% is still unfavorably well below the five-year average of 45.72%

for the proxy group of six municipal gas systems and the 44.70% and 44.56% averages

for the seven Pennsylvania and seven Value Line investor-owned gas distribution proxy

groups, respectively.

While a significant increase in PGW's debt service coverage from 1.23 times to

1.76 times is laudable, it is still well below the 10.06 times experienced by the proxy

group of six municipal gas systems. Also, note in Column 2 that PGW's debt service

coverage, if the $18.0 million City fee had to be paid, would decline from 1.76 times to

1.49 times.

PLEASE EXPLAIN TIIE IMPACT OF TIIE ADDITIONAL INCREASE

REQT]ESTED IN THIS RATE FILING IN ORDER TO FUND PGW'S OPEB

LIABILITY.

That information is shown in Column 3 on Schedule 6. As discussed supra, the

increase would provide no additional wherewithal for PGW to improve its ratios

because the entire amount of the increase will be placed into trust in order to fund its

A.

I7
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OPEB liability. It is essential that PGW's OPEB liability be funded through rates

which will enable it to enhance its financial position over time. Without such increase,

PGW would not have the wherewithal to decrease its debt ratio and increase its equity

ratio, as it would be necessary to issue additional long-term debt which, rather than

enhance would likely degrade its already precarious bottom of investment grade bond

rating to junk bond status. Such a situation would be disastrous for PGW and its

customers. As shown on PGW's forecast balance sheet, if the Commission grants the

funding of the OPEB liability, it will have an opportunity to reduce its debt ratio from

about 79.6%to 6l.0Yo over the next five years or by the end of its fiscal year in 2015.

While a debt ratio of 61.0% would still be somewhat higher than the other prorry

municipal gas systems and the investor-owned utility proxy groups, it would be a

significant improvement which surely will lead to a higher bond rating, thereby

obviating the alternative - a downgrading to junk bond status. In any event, note that

even with the additional increase in order to fund the OPEB liability, PGW's days cash

is still only 27.19 days compared to the 131.13 days for the prory group of six

municipal gas systems and the total debt to total capital ratio is 79.62% compared to the

54.28% for the municipal gas systems and approximately 55% for the two investor-

owned gas distribution prory groups.

Also note in Column 3 that the debt service coverage would decline to 1.63 times,

without consideration of the $18.0 million annual fee to the City. Debt service

coverage of 1.63 times is still substantially below the 10.06 times eamed by the proxy

group of six municipal gas systems. Note also that the debt service coverage for PGW

would decline from the 1.49 times shown in Column 2 (based upon making permanent

l8
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the full emergency increase granted in December 2008) to 1.40 times, assuming the

foregoing and approval of the full amount of the instant request in order to fund its

OPEB liability.

IS FrXED CHARGE COVERAGE OF 1.40 TIMES ADEQUATE, ASSIJMTNG

TrIE $18.0 MILLTON FEE TO TI{E CITY IS REQITTRED?

Yes, but just minimally so. Based on the testimony of PGW Witness Barbara C.

Bisgaier as discussed supra, debt service coverage of 1.2 - 1.3 times is an absolute

minimum in order to maintain a bottom of investnent grade bond rating. Based on my

experience, it would be disasfous if PGW's bond rating were to be downgraded below

its present S&P rating of BBB-. Such a rating would put it into the junk bond category.

It would increase the probability that PGW would be unable to raise all of the extemal

capital required when required and even the possibility that it would be unable to raise

any extemal capital in an extremely tight capital market. Even under the most optimum

conditions, if the bonds were downgraded into the junk bond category, the cost rate

incurred would be exorbitant and would result in an unjust burden on customers.

WIIA'T CONCLUSIONS DO YOU DRAW AS A REST'LT OF YOI]R

ANALYSES?

I conclude, based upon my analyses, that the rates authoizedby this Commission in

December 2008 should be continued as well as the fulI amount of the request in the

instant docket, which is essential in order to fund PGW's OPEB liability. Leaving

existing rate levels in place and granting the additional request made in this docket will

provide the financial wherewithal for PGW to gradually increase its equity ratio (with a

concomitant decrease in its debt ratio), a situation which the rating agencies will view

19
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favorably. That can be accomplished because PGW will not have to credit realized

fund balance in order to record its accrued OPEB liability. The gradual reduction in the

debt ratio from approximately 79.6% to 61.0%;o over the next five plus years should

favorably enhance the likelihood that PGW's bond rating will be increased from the

bottom of investment grade to a rating somewhat higher. Leaving in place the

extraordinary rate increase and authorizing the additional increases necessary to fund

PGW's OPEB liability will result in more reasonable yet conservative (vis-d-vis the

proxies as discussed supra) cash flow ratios, as well as debt-equity ratios, which

confirm the reasonableness of PGW's request.

DOES THIS CONCLIJDE YOTJR DIRECT TESTIMOIYY?

Yes.

20
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PROFESSIONAL QUALIFICATIONS OF FRANK J. HANLEY

EDUCATIONAL BACKGROUND

I am a graduate of Drexel University where I received a Bachelor of Science Degree from

the College of Business Administration. The principal courses required for this Degree include

accounting, economics, finance and other related courses. I am also Certified by the Society of

Utility and Regulatory Financial Analysts, fonnerly the National Society of Rate of Return

Analysts, as a Rate of Retum Analyst (CRRA).

PROFES SIONAL EXPERIENCE

In 1959, I was employed by American Water Works Service Company, Inc., which is a

wholly-owned subsidiary of American Water Works Company, Inc., the largest investor-owned

water works operation in the United States. I was assigned to its Treasury Deparftnent in

Philadelphia until 1961. During that period of time, I was heavily involved in the development of

cash flow projections and negotiations with banks for the establishment of lines of credit for all of

the operating and subholding companies in the system, which normally aggregated more than $100

million per year.

In 1961, I was assigned to its Accounting Department where I remained until 1963. During

that two-year period, I became intimately familiar with all aspects of a service company accounting

system, the nature of the services performed, and the methods of allocating costs. ln L963,I was

reassigned to its Treasury Department as a Financial Analyst. My duties consisted of those

previously performed, as well as the expanded responsibilities of assisting in the preparation of

testimony and exhibits to be presented to various public utility commissions in regard to fafu rate of
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return and other financial matters. I also designed and recommended financing prog&ms for many

of American's operating subsidiaries and negotiated sales of long-term debt securities and preferred

stock on their behalf either directly with institutional investors or through investnent bankers. I

was elected Assistant Treasurer of a number of operating subsidiaries in the Fall of 1967, just prior

to accepting employment with the Communications and Technical Services Division of the Philco-

Ford Corporation located in Fort Washington, Pennsylvania. While in the employ of the Philco-

Ford organizrtion, as a Senior Financial Analyst, I had responsibility for the pricing negotiations

and analysis of acceptable rates of return to the corporation for all types of contact proposals with

various agencies of the U.S. Government and foreign govemments.

In the Summer of 1969, I accepted a position with the Financial Division of The

Philadelphia National Bank. I was elected Financial Planning Officer of the bank in December

1970. While employed with The Philadelphia National Bank, my responsibilities included

preparation of the annual and five-year profit plans. In the compilation of these plans, I had to

perform detailed analyses and measure the various levels of profitability for each organizational

unit. I also assisted correspondent banks in matters of recapitaliz.atron and merger, made

recommendations and studies for their use before the various regulatory bodies having jurisdiction

over them.

In September 1971,I joined AUS Consultants - Utility Services Group as Vice President. I

was elected Senior Vice President in May 1975. I was elected President in September 1989. As a

result of a reorganization of AUS Consultants by practice eflective January 1,2007,I am currently

a Principal & Director of AUS Consultants.
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EXPERT MTNESS OUALIFICATIONS

I have offered testimony as an expert witness on the subjects of fair rate of return and utility

financial matters in more than 300 various cases and dockets before the following agencies and

courts: before the Alaska Public Utilities Commission and its successor the Regulatory

Commission of Alaska the Arizona Corporation Commission, the Arkansas Fublic Service

Commission, the Califomia Public Utilities Commission, the Public Utilities Contol Authority of

Connecticut, the Delaware Public Service Commission, the Distict of Columbia Public Service

Commission, the Florida Public Service Commission, Hawaii Public Utilities Commission, the

Idaho Public Utilities Commission, the Illinois Commerce Commission, the Indiana Public Utility

Regulatory Commission, the Iowa Utilities Board, the Public Service Commission of Kentucky, the

Maryland Public Service Commission, the Massachusetts Deparhnent of Public Utilities, the

Michigan Public Service Commission, the Minnesota Public Utilities Commission, the Missouri

Public Service Commission, Nevada Public Utilities Commission, the New Jersey Board of Public

Utilities, the New Mexico State Corporation Commission, the Public Service Commission of the

State of New York, the North Carolina Utilities Commission, the Ohio Public Utilities

Commission, the Oklahoma Corporation Commission, the Pennsylvania Public Utility

Commission, the Rhode Island Public Utilities Commission, the Tennessee Public Service

Commission, the Public Service Board of the State of Vermont, the Virginia State Corporation

Commission, the Public Services Commission of the Territory of the U.S. Virgin Islands, the

Washington Utilities and Transportation Commission, the Public Service Commission of West

Virginia the Wisconsin Public Service Commission, the Federal Power Commission and its



Appendix A
Page 4 of 8

successor the Federal Energy Regulatory Commission. I have testified before the New Jersey

Division of Tax Appeals and the United States Bankruptcy Court - Middle District of Pennsylvania

with regard to the economic valuation of utility property. Also, I have testified before the U.S. Tax

Court in Washinglon D.C. as an expert witness on the value of closely held utility common stock in

a contested Federal Estate Tax case.

In addition, I have appeared as a Staff rate of return wiftress for the Arizona Corporation

Commission, the Delaware Public Service Commission and the Virgin Islands Public Services

Commission. I have testified on the fair rate of return on behalf of the City of New Orleans,

Louisiana, and also acted as project manager for my firm in representing the Crty in the 1980-1981

rate proceeding of New Orleans Public Services, Inc. The City of New Orleans then had, as it does

now, regulatory authority with regard to the retail rates charged by New Orleans Public Service,

lnc., for electric and natural gas service. I have also acted as a consultant to the Distict of

Columbia Public Service Commission itself -- not in the capacrty of Staff. AUS Consultants is

currently under contract to provide consulting services to the Regulatory Commission of Alaska

(RCA). I have provided analyses and recommendations regarding cost of capital to the RCA.

I have testified before a number of local and county regulatory bodies in various states on

the subject of fair rate of return on behalf of cable television companies as well as before an

arbitration panel in Ohio and a State District Court in Texas. I have testified before the Public

Works Committee of the Nebraska State Senate in relation to Legislative Bill 731 which proposed

permitting Public Power Districts and Municipalities to enter the Cable Television field.
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PROFES SIONAL AS SOCIATIONS,
PUBLICATIONS AND GUEST SPEAKER APPEARANCES

I am a Member of the Society of Utility and Regulatory Financial Analysts (SURFA),

formerly known as the National Society of Rate of Return Analysts. I am a Certified Rate of

Retum Analyst (CRRA). I am on the Advisory Council of New Mexico State Universityos Center

for Public Utilities which is endorsed by the National Association of Regulatory Utility

Commissioners (NARUC). I am also a member of the Executive Advisory Council of the Rutgers

University School of Business at Camden. AUS Consultants is an associate member of the

American Gas Association (AGA) and I am a member of AGA's Rate and Stategic Issues

Committee. I am also an associate member of the Energy Association of Pennsylvania and the

National Association of Water Companies. AUS Consultants is an associate member of the New

Jersey Utilities Association.

I often attend SURFA meetings during which considerable information on the subject of

rate of return is exchanged. I have also attended corporate bond rating seminars held by Standard

& Poor's Corporation. I continuously review financial publications of institutions such as Standard

& Poor's, Moody's Investors' Service, Value Line Investment Survey, and periodicals of various

agencies of the U.S. Government.

I co-authored an article with A. Gerald Ha:ris entitled "Does Diversification Increase the

Cost of Equity Capital?" which was published in the July 15, I99t issue of Public Utilities

Fortnightly. Also, an article which I co-authored with Pauline M. Ahern entitled "Comparable

Eamings: New Life for an Old Precept" was published in the American Gas Association's

Financial Ouarterly Review, Summer 1994. I also authored an article entitled "Why Performance-
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Based Incentives Are Essential" which was published in THE CITY GATE. Fall 1995, amagazine

published by the Pennsylvania Gas Association. I am a co-author, along with Pauline M. Ahern

and Richard A. Michelfelder, of a working paper entitled, "l.{ew Approach to Estimating the Cost

of Common Equity Capital for Public Utilities", which has been submitted for publication.

I have appeared as a guest speaker before an annual convention of the Mid-American Cable

Television Association in Kansas City, Missouri and as a guest panelist on the small water

companies' operation seminar of the National Association of Water Companies' 77th Annual

Convention in Hollywood, Florida. I addressed the Second Annual Seminar on Regulation of Water

Utilities sponsored by N.A.R.U.C., at the University of South Florida's St. Petersburg campus. I

have spoken on fair rate of return to the Third and Fourth Annual Utilities Conferences, as well as

the special conference on the cost of capital in El Paso, Texas sponsored by New Mexico State

University. In 1983 I also made a presentation on the Cost of Capital in Atlantic City, New Jersey,

at a seminar co-sponsored by Temple University. I have also addressed the Public Utility Law

Section of the American Bar Association's Third Institute on Fundamentals of Ratemaking which

was held in Washington, D.C. and I addressed a Conference on Cable Television sponsored by The

University of Texas School of Law at Austin, Texas. Also, I addressed a meeting of the New

England Water Works Association at Boxborough, Massachusetts, on the subject of Enterprise

Financing. In addition, I was a speaker and mock witness in three different Utility Workshops for

Attomeys sponsored by the Financial Accounting Institute held in Boston and Washington, D.C. I

also was on a panel at the 23rd Financial Forum sponsored by the National Society of Rate of

Retum Analysts. The topic was Rate of Return Determination in the Diversified and/or Partially
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Deregulated Environment. I addressed the 83rd Annual Meeting of the Pennsylvania Gas

Association in Hershey, PA. My topic was the Cost of Capital Implications of Demand Side

Management. In June 1993, I lectured on the cost of capital at the American Gas Association's Gas

Rate Fundamentals Course. In October 1993,I was a guest speaker at the University of Wisconsin's

Center for Public Utilities - my topic was "Diversification and Corporate Restructuring in the

Electric Utility Indusfiy - Trends and Cost of Capital Implications." In October 1994,I was a guest

speaker on a panel at the Fourteenth Annual Electic & Natural Gas Conference in Atlanta, Ga.,

sponsored by the Bonbright Utilities Center of the University of Georgia and the Georgia Public

Service Commission. The panel topic was "Responses to Competition and Incentive Rates." In

October 1994,I was a guest speaker on a panel at a conference and workshop called "Navigating the

Shoals of Cable Rate Regulation" sponsored by E)O{ET in Washington, D.C. The panel topic was

"Rate of Return." Also, in March 1995,I was a guest speaker on a panel at a conference entitled,

"Current Issues Challenging the Regulatory Process" sponsored by New Mexico State University -

Center for Public Utilities. My panel topic concerned the electric industry and was titled, "Impact

of a Competitive Structure on the Financial Markets". In May 1995,I was a guest speaker at the

87th Annual Meeting of the Pennsylvania Gas Association in Hershey, PA. My topic was "The

Pennsylvania Economy and Utility Regulation: Impact on Industry, Consumers and Investors." In

N'lay 1996,I was on a panel at the 28th Financial Forum of the Society of Utility and Regulatory

Financial Analysts. The panel's topic was "Revisiting the Risk Premium Approach" and was held in

Richmond, Virginia. From 1996 through 2005,I participated as an instructor in2-3 seminars per

year on the "Basics of Regulation" (and the ratemaking process in a changing environment) and also
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in a program called "A Step Beyond the Basics", all sponsored by New Mexico State University's

Center for Public Utilities and NARUC. In March 2002,I was a guest speaker before the Rate and

Strategic Issues Committee of the American Gas Association in St. Petersburg, Florida. My topic

was Rate of Return Shategies. In December 2002,I was a guest speaker at a seminar entitled,

ooSeryice Innovations and Revenue Enhancements for the Energy Distribution Business" sponsored

by the American Gas Association in Washington, DC. My topic was 'oThe Impact of Volatile

Energy Markets on Rate of Return Strategies". In February 2003,I spoke at the Rutgers University-

Camden, NJ M.B.A. Speaker Series. I addressed M.B.A. students and interested faculty on the role

of the expert witness in the public utility ratemaking process. In November 2003, 2004,2007 and

2008, by invitation, I was a Guest Professor at Rutgers University - Camden for classes of

undergraduate accounting and finance students. In October 2006,I made a presentation entitled

ooMergers & Acquisitions: A Regulatory Perspective" at the Bonbright Center Electic and Natural

Gas Conference at the University of Georgia. In February 2008, I taught a coruse entitled, "The

Basics of Cost of Capital Analysis" in Albuquerque, NM as part of a program entitled, ooMore Basic

Practical Training" sponsored by New Mexico State University's Center for Public Utilities.



Exhibit FJH-I

BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSION

EXHIBIT
(Consisting of Six Schedules)

TO ACCOMPANY THE

PREPARED DIRECT TESTMONY

OF

FRANK J. HANLEY, CRRA
PRINCIPAL & DIRECTOR

AUS CONSULTANTS

ON BEHALF OF

PHILADELPHIA GAS WORKS

DOCKET NO. R-2009 -2139884

DECEMBER 2OO9



Exhibit FJH-1
Schedule 1

HEESHXHiS
666o8.

UX$rn8H!Ees.s

H$$5$f;Elg-8ea.sp

j
'l

iq

56tt 5

EI* FIF $-"-l
I

sRls s
Hl$FlF i

I

Esls E

H$ $l$ $

I

cg€BI E fi(f E EEE f,g TEt ;EE !8.

$E€EEiEEEE

Ei€asigEii
;F g FEEEEIiEE : b8E8.EE;

*E,glEEEBEEe

tf;E$l gEEESF$ {
$BE;{r*333?33 r
SiEEEEETggEEE g
gtESgES$88888 

E
tgsgg tt95ss9 I5 --- ?z7

€
t{

B 3 B 3 R B 3 E B R 3 3Rg|3 H il n 5 $ $ $ : c

dddddt'diddJJd6fd ^ _ F e " : e rn"l5
I

$ g F F F R E $ 3 F F FEElg 5 $ H I H $ H I 5

s s $ s d i F' $ d $ g Sg1$

Rg|gg lB$ qRF Efiaagtqfi$$hgH$l;ag$l*H l$$ nH[ $$$$gl$ 
6sail'

ll'l'

I

E E E e e e a e R e s. ee.ala E H $ R E E -H r is- H. *' s S F' 3 s' E' n F g$a'lI' - t - " - 3 F'd c s' d i P' g s d d g $g1g

FF FgF HFggglgssns*$$'i
i d d d d d d dddtdr e N{.14-t-

E

EE'eg*E$r u t = $ g?

esE E$$$ gEc- riFFE*e,* *-; teeiE
EEE 

g 
ETEEI€ 

g 
E E E i i $ $ E E E E5EE E E I g $ E F fi i

I

s.e.le. t I

aaEls B 
I

I

t

t
q



Exhibit FJH-l
Schedule 2
Page 1 of 9

$FHsH$$i
E$F$HHHHlPd95R

$F$IE$$H

'l
I

I

$q

-*flec 
I 

HBifEsF$*$$$$1$H$$BHH$s

-p$$$ | g$$a$F$gtfi[$gil*$FEI$$EE
| | 

rs' r's'$""s-Hglg

5

E
6

ed€HSEE. E 6{T .E EE; E5 EFt tBE HE

,,$EgiBEAg
$$ E EEE€EEE

EE fi iggFFI€
E: E igtEsi:.
EE : iiEiEst
;E E EIfii}E3

[tug,iE$E$gggFHEiEBRB}iss t

SgEsE$3$sE$$g
gseoc ocEeogg 

€
€
€

,n

$ n e 6 * H E F fl B fl senlu $ H E s E $ H IS I $ C B' d C i C S s' dds'rl$ s F $ t
E S E d B F' fi ' ' E' ' E'*'lF:

t s x E N F F a E t il Sgmlg H 6 $ g $ $ H nS A * & i' fr $ A F a t ;F=nl;i r N r g i A H '
iidr s"Hddd'dF'.|$

I

E .9
e HHe " F * 5 ?

.nE ti€g €*€ ,tEEig*-u "-E EcaE

a$c e tifrs g g i E s ! 
g 

$ i E E EEEE E E E s s E E $

d 6ld d

Hts *|$ i
""1

ssh F

Hl$ *lF R

I

E

E

:
a

t
e



Exhibit FJH-I
Schedule 2
Page 2 of 9

€
t
E

I
gd
Eg€s?. g EgT $ 6EE f,g EFu aE nE! eFB EE-

{E€gigEEEi
dF S gPiFFEi
E: E EEiEgi}E5 ; S6a6e:f,
E! F $sgqfgE

i$gEEEEEEit
gE,giE€E€EEE
9!EEriE;EEE€ i
i! u FF tcgg!!g I
:{EE;T€EBBII EeEEEil r€€€E€€ a
E E E }B B.F3.RiEE N

FTfiEEEEEETEE g

3Ef3F93€3333 E

$3EOe ECEeO9e H

2A
E

g
E
P

;

EF$$$FF*H$EFE$F3ed?gl{

J-l

I E E e E e E a e a aeqlq E E U E $ F $ Iil' g B $ n' $ li S m' H S$gld - s -
i d d d d d d d d d dddtJ^ c s e - Fs.lR

I

-$q$E 
| 

$$F $$fi Eifi $$Fq$H$HI 
$ $ $ e

$$$rIE$idJdF6i

e e e e e e e eeele H $ $ e $ $ E s
H' F' _s: E' h' Ei !' dEBld ' I d d 6 R R

$$E isdi$d8'ts
t"
I

E E E E E E g g E E eeele E $ $ I $ H H I
F- g H d s E 8 d s d gdglH' ' d N - R
i d d J d d d J J d dddtdF3-ls

I

e a e R e e e s s a qsqlE, F H [ $ H $ g E$ g F' e :i n' s s ti $ iisg.ld e $ e

css' d-fi.i$srHi$n.slg

E*€*$g; * E * E

{EEg * € ggci- s ' g

ssf EIgg €tcu !gsts$tsr*,E E8E3

$$E s rr$EEf f f E E r ! s $ E E E sFEs E a * s $ E E i

,1, s E E
lddd
lqqq

l*FF
I

sd
#*l

aele E ..,
d 6ld d

iliHl3 s*'"1
I

eele E*olJ d

HIF B{5 $
""1

cBIB E

Hl$*|$ *-"'l

eela I
a$$l$ $

I



Exhibit FJH-1
Schedule 2
Page 3 of 9

$

HXH
f,s iE
BE gE

E EgEE

i€s€g€g$

E€IEggEi
;F #EEEiI
€€ ig*gg!
fiE EE€EgI -

i€sFgsgggsi H*.il..nB-F d

ggEgE$Eg$E

s -------*- E

5

H$cc$$EqqiT F$T
E$HC $$Hl{rtg*

"l-l

I g $ s s B f H s s F H BE I$ $ $ E E * $ H n

I J d d J J J dd IJ
qa tqt-'l-

ll

-fii|f, 
* l$f;**A*$*-$fi$fi l$ 

*FHt
"du;u | 

*o E. $' sn$il 
ld

$FHE5$HI

5$H3

s$ H i

$E$rd6da

H$Hg$$$n

!H
#q

I

Eslq 5
gB Rl8
Fl8'slS--l

I

a.e.le. :
H*tlR

g.ele. :
HF $l$

F. g. s s H. s g. s .* g g. gR lgS E $ E E R 3: IR

E'i N $ E'd $SlE*' 
l"

E E s s B. s E g s e. e. e.s.,le$6 * B HXfl5tHg Ei d E. H's $5.lg"' I'

.Ffrl$* | EE**$*F**3$$$13$$EH5$HHsFrF.Nls. I s Ei $ d s o H$l$ €ll rf
EE*tls E ? E

{tEg - E ,iFg{rs *,E Ec$t
Etg, i,EEE' fi $ i r s { $E 

g i { 8., EE i -E Ee $

EEg 
g 

5EffEE E g g 
E ; g g 3 E E E EE $ E E f; g E E E 

g



Exhibit FJH-1
Schedule 2
Page 4 of I

n$sF*HH$

$$$fis$$s
HH*E H$*

"t
sl

I

.F$lE 
* I g $ 5 s E s q s * $ $ $F lF $ $ H Iu[q* l$$ H$ BFfiE 

lE 

"

g-Fq$ 

- 
l$g-*$*$"3$B$ lE 

$HHn

gH
**l

a

E

.EiH
E.g EE

Eg !E
ggEEg

E€$ggigg
s$ gEgBgF

$EEEEEEE.
: ! S5 E; E T E F

€tEssssss s

g$tsffis$$ 
€--------- 
E

3

5H$3

s$ H I

u$fl$ 

- 
l$H**$*$*-F$B$ l$ 

H$HssHEn-l I ' '"i"

B F 5 s B s 3 s 5 B B 33 13 $ $ $ F s H g r
frE f; e Ef;g*l$

B $ * s F s F s s E S BB IF H E $ E s $ F r
$ s' $ i S n' ='* lSq \ dq tq

$'E$ttg T= $ , -s

$$f l*$$fu 
gs 

E r r ! $$EE i c, EEEE ugEE$

e
2

{gzz

s.ele. s

sFtlfr--l

aa.la. s

si3$
"'t



Exhibit FJH-1
Schedule 2
Page 5 of 9

EE$efrn$etr.(Fsfx6=
$$$Eg$$5

"l-l

E

EdgE
TSt I tsI .E 6BE C: :s

' 
E5 EF! eBE BE-

$E$ggisEti
E! € EEggEIE;* E i5f5g;3
EE E Ei$IEBf
:g E ET;TBEg s;! q- gEEEE€E i

iE'g€eEEEegE

ifrE${$gE$ggFEbEE5;;;;;;;; E

ggg$E33$gE$$g

5 -- E

G
fl

!d H H E s s r $ E

I

RBIB3 | gBccEEEEEEees,leu$$I$E*EE
E|$FIRi I BH$6$$$6d$E$FlF.ddttl
eelsn I FEeqaaEarfl$EFl$H$Hfi H$HeH$i3$ l*uH$$$3s$--[

*g$[ E lE*$SEEEEBEABg lfr 
$H$5s5s5'-ttlo

€

3
s. q a E s. e B. E e E e ae.la { _$ E * il $ E EF $ d d S rj fl' n' S n d e$ lR' = E P - e F
d d d r f c c p' r 8R'lS

I
I
I

c E E s E E E e E E I ee,la E H $ n $ $ $ 5tt I B e' d F- s' s Fi $ B Nsld : E e - : F R

d d d d d d J dd td
o N l@

Ere
xEEg,ge$ct*E's

spt Eii$ tt|,.gEg$Efi;ua e*s sEBg

EEE s iff$E€ i $ E E i E s 
g 

E $ E EFsc E s r s 
gE 

E E

aala E
ddtd d

FiH'$li s

I

eele E

n$El$ $

I



Erftibit FJH-1
Schedule 2
Page 6 of I

{$HF$$E?
n$Ht$HHs

I

"l

I

Fd
crl

88tt 8
S B'le' Sdqqlq q

HEHF tr

I

EEIE C

Hg Bt$ i
""1

$ eale I
E sF$:ls'iE ""1

5 eeFe
ddfd d

Rl$g.|$ $
""1

EEIg T

H$$l$ $

I

T

EocgIRq I tstr ,e iEE E5 EE€ ,gI HE

,,EEEE$EB$

{$ € Ei$EE$EfE 8 gF6FFE;

Ei E rEtE€ii
€€ E sBgsgiE
?ff € ETET:TT EgS G EEgESF€ .fr

$€,$ I€€€Bi3 E

s€Eii€gEgg€€E

5gE$E$$$$g$$E
E -- E

g

B F lB $HH;lHHs
d d td

I'
I

B fi lfiHH$iFHH*s ulu

.E e,leE$Er$E$.*
i: g: lg." isog't'

FBFFEIF$$$sHH$E' *'lu

$FEBg|Fil$Hs$EH$
d d d d dtd"t"

EXFEH$$5

65565EE$tsBdC$rt
d+dddt'd

R9Peeee5.6.q.q.EEd

dddddtd

I

Bug
e HHe " F = t r
{EEg * E tEgfi- E a €

ssg Ei!3 €;:" !HEtcfitsru"E et6g
g$e 

e srEiEi i $ 
g t s i g 

$ i E E $FEB E e t e { B F $

EESEEEE$$B'd€c'rt
dddddJ

snnFqe
6EE.656
t'ddddj

ddd{dd
s

gEggEEE
dddNdddRDD;Stsh
ddddddd



Exhibit FJH-1
Schedule 2
Page 7 of I

$H$q$EH!
frAHig$fr863

"l-l

E

I

gg
€$
E H EHE f,E Eit eBB 8E-

$E€gEAgEEt

BEEigiggii
EEqEEEIEFit

*!-giEEEgEEE
9EEF*!E;EEE€ i
€ fi i €i Essssss g
b E E Nt .FSFEEBF !

$ggEE$$3$g$gg
r ** 

E

t
3
6

gd $ H H 3 $ $ H r

*$E|i* | xfi*$ll$Fs$$HEl$EHE$HHis*u*l-- 
l-dd '*g E*!i"ld

$ B F F $ $ R B 3 $ $ 58 l$ $ H $ r $ E H E

d d d d 3' s d * $r lE

s F $ $ E H $ E s fr e ee,l* E H E E E $ $ ss 8-P e-E d s F s s s'c8-ld'
d d d d d d d J dd td

l=
I

-iFIe s 
ItE$HFa$ 

H[H$Eia H$$H*E$r

-$$l$ g lgEE$$$$ $fi$$$$ $H$*$H$E

ttl
E_egE

EE!$ ,g c$et* E'-s
psE EIIE cgg. !HFt3$gru *"E teB*
gEF _ t*EEEI E $ E c n ?, * e i i $fiE, EEt _E E E $

EEE 
g $iftEg E i E E i i F i E $ E tSE$ E E E g E g E fi

I

I

selp s

.H F'lF' !
Fli'B'le' e'

I

nele 8

s$$l$ g
-'l

t



Exhibit FJH-l
Schedule 2
Page 8 of 9

Prory Group of Six Municipal Gas Systems
Selection Criteria

2004-2008. Inclusive

Selection Criteria:

PGW is the largest municipal gas system in the United States. The six companies selected
are the next six largest municipal gas systems after PGW all serve at least 125,000
customers as of November 23,2009 according to the American Public Gas Association
(APGA).

The following six municipal gas systems met the above criteria:

Citizens Gas & Coke Utility (lndianapolis, lN)
Colorado Springs Utilities (Colorado Springs, CO)
CPS Energy (San Antonio, TX)
Long Beach Gas and Oil (Long Beach, CA)
Memphis Light, Gas, & Water (Memphis, TN)
Metropolitan Utilities District (Omaha, NE)

Source of Information: www.apga.org
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Top 100 Municipal Gas Systems
(as of data collected November 23,20091

.Philadi}phiaGas.Works..-.......:.514511PA.....;........=.?':hi!
Memphis Light, Gas & Water 319,983 TN Memphls
CPS Energy 319,125 TX San Antonio
Citizens Energy Group 269,272 lN lndianapolis
naitiopo! ,U*titi.*'*il ict1,,1,i',1;111;.il.|ii.1ira,,pr-;psi"$.. 'f :iii:a,i:=== . ll ;,,'i - ,

Colorado Springs Utilities 185,296 CO Colorado Springs

'ione'B*tcii.G.ii'a ii, ,,r,r,1,1,,i),,i,iiiili11l1111;|: 
ii'i"r.r{ ;liigg-.== -='iiiXi,ii;ii====' i

Richmond Department of VA Richmond
Public Utilities 107,600
*1oi{*itii,:ufiii1iffi;;;"1ri.illi,l;ryixryrffllg,6iA.itg;;i';i$ii:r';'ij;i'-E=ii
City Utilities of Springfield 83,077 MO Springfield
coata.&.rd;,ti€!i1p# ri f ilr r, 

,'i
Austell Gas System 55,840 GA Austell

City of Mesa 52,780 M Mesa
York County Natural Gas SC Rock Hill

Authority 52,gtL
City of Lawrencevif f e 47,584 GA Lawrenceville
uun*viiiiUtiltllo'-i'= " ''l,1r,iir,i,iLilrii,,i,ll *s,ggo.,'Ai,r,,;,''-":':""',, .'
Energy Services of Pensacola 45,607 FL Pensacola

ok;Ioos;'Gii.=d ,,' ' '" 
'.: ::: ::r:'::'=,t,.g?ltgi,' 

1 
-''jllt;;1'- . ,

Fort Hill Natural Gas Authority 37,5L2 SC Easley

aiiniivitti'=*--6i#ii utilities ,i3iiii-""Ft=,;:|-"=,== iiesvii.rFE 
,

City of Buford 3O,52L GA

*r;rt}rei*'d.bi*a sis Distrid
Jackson Energy Authority 29,134 TN Jackson

Tallahassee Gas Utility FL Tallahassee
Department 26,743
Duluth Water & Gas , MN ' Duluth -

Department ,

11ar9!aJ!9?u.!.tv.=.-q,,,,.91D
CiW of paloiAlta.:ti;'.,'=.- :, . ;.::,,,.:,frt.::.,;, 1$1$pg't
City of Hamilton 23,6L7 OH Hamilton
Albany Water Gas & Light '- . . GA Albany

Company 22;976
Trussville Utilities Board 22,335 AL Trussville

City of Alexandria 21,567 lA Alexandria

Cfearwater Gas System L9,762 FL Cleanvater
Greer Commisslon of Public SC ' 6reer
Work
Greenwood Commission of SC Greenwood
Public Works
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Philadelohia Gas Works
Numerical Assignment for

Moody's and Standard & Poo/s Bond Ratings,
Standard & Poo/s Credit Ratings, and

Standard & Poor's Business and FinancialRisk Profiles

Numerical
Bond Weiohtino
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Standard & Poor's /Fitch's
Bond i Credit Ratinq

Moody's
Bond Ratinq

Aaa 1

2
3
4

5
6
7

I
9
10

Aal
Aa2
Aa3

A1
M
A3

Baal
Baa2
Baa3

Bal
Ba2
Ba3

1'l
12
13

AAA

AA+
AA
AA-

A+
A
A-

BBB+
BBB
BBB-

BB+
BB
BB.
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Proxy Group of Seven Pennsvlvania Natural Gas Distribution Companies
Selection Criteria

2004-2008, lnclusive

Selection Criteria:

The basis of selection was to include those natural gas distribution companies: 1) Which
were regulated by the Pennsylvania Public Utility Commission (PAPUC); 2) Which had
over $40 million in revenues in 2008; and 3) Had available PAPUC annual reports for the
years 2004 - 2008 from the PAPUC website.

The following seven natural gas distribution companies met the above criteria:

Columbia Gas of Pennsylvania Dominion Peoples
Equitable Gas Company Exelon Corporation (PECO Gas)
National Fuel Gas Distribution Corp. T.W. Phillips Gas & Oil Company
UGI Utilities Inc. (Gas)

Source of Information: PAPUC Annual Reports
http ://www. p uc.state. pa. us
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Proxv Group of Seven Value Line Natural Gas Distribution Companies
Selection Criteria

2004-2008. Inclusive

Selection Criteria:

The basis of selection was to include those natural gas distribution companies: 1) which
are included in the Natural Gas (Utility) group in Value Line (Standard Edition); 2) which
have Value Line five-year earnings per share growth rate projections; 3) which have
positive Value Line five-year growth rate projections for dividends per share 4) which
have a Value Line beta; 5) which have not cut or omitted their common dividends during
the five years ending 2008 or through the time of the preparation of this testimony; 6)
which derived 60% or greater of both total net operating income and assets from
regulated gas operations; and 7) which at the time of the preparation of this testimony,
had not publicly announced that they were involved in any merger or acquisition activity.

The following seven natural gas distribution companies met the above criteria:

AGL Resources, Inc.
The Laclede Group, Inc.
Piedmont Natural Gas Co., Inc.
WGL Holdings, Inc.

Source of Information:

Atmos Energy Corp.
Northwest Natural Gas Co.
Southwest Gas Corporation

Standard & Poor's Compustat Services, Inc., PC Plus /
Research Insight Database
EDGAR Online's l-Metrix Database
Company Annual Forms 10K
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6Q:
7A:

2Q:
3A:
4

5

sQ:
9A:

10

11 Q:

12

13 A:

Identification & Qualifications

State your name, occupation, and business address.

I am John J. Plunkett. I am a partner in and president of Green Energy

Economics Group, Inc., a small energy consultancy I co-founded in 2005.

My office address is 1002 Jerusalem Road, Bristol Vermont 05443.

Summarize your qualifications.

My resume is attached as Exhibit JJP-I.

Have you testified previously in utility regulatory proceedings?

Yes. I have testified over two dozen times before utility regulators in a dozen

states and three Canadian provinces.

Have you testified previously before the Pennsylvania Public Utility

Commission @UC)?

Yes, on several occasions since 1985. In 2006 I submitted written direct and

surrebuttal testimony for Citizens for Pennsylvania's Future @ennfuture) on

appropriate levels of electric DSM investment in Docket Nos. 00061366 and

00061367 re Metropolitan Edison Company and Pennsylvania Electric

Company; and Docket No. R-00061346 re Duquesne Light Company. In

2005 I submitted testimony on behalf of PennFuture regarding Energy-

Efficiency portfolio investment in the Exelon merger proceeding in Docket

No. A-110550F0160.

In 1985, I testified as an expert witness on behalf of Office of Consumer

Advocate ("OCA") on the potential for energy efficiency to provide an

economical alternative to completing and operating the second unit of the

Limerick nuclear power station.

t4

15

t6

t7

l8

1.9

20

21

22

23

24
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I Q: Describe your work on energy efficiency and conservation investment

2 plans in the United States over the last ten years.

3 A: I have been involved in the review or preparation of many gas and electricity

4 demand-side management investment plans over the past two decades. In

5 2008-9, I testified in two proceedings before the British Columbia Utilities

6 Commission concerning the proposed DSM program plans filed (separately)

7 by Terasen Gas and BC Hydro.

8 I am in my second year working for People's Gas, a nafural gas

9 utility serving the city of Chicago and its suburbs, on economic analysis in

l0 the planning and implementation of its Chicagoland three-year energy

1l efficiency program portfolio. Since 2007 I have been working for New York

12 City's Economic Development Corporation on three parallel assignments,

13 including the Public Service Commission's Energy Efficiency Portfolio

14 proceeding to establish programs for Consolidated Edison's customers to

15 reduce by l5o/o the forecasted electricity and gas requirements for 2015. I

16 have also assisted the city in collaborative negotiations concerning

17 Consolidated Edison's gas DSM programs for 2009-2010, and in the design

18 and evaluation of its geographically targeted electric DSM program to defer

19 transmission and distribution (T&D) investment.

20 Since its inception in 2000,I have been engaged as a senior advisor for

2l Efficiency Vermont, the nation's frst statewide o'energy-efficiency utility." I

22 helped to establish performance goals for three, three-year contracts with the

23 Public Service Board. In the 2009-2011 contract, portfolio investment will

24 approach $40 million annually, placing Vermont, for its size, rt the forefront

25 of energy-efficiency investment in North America. My most recent

26 assignment was to lead a team to forecast economically achievable peak

Direct Testimony of John Plunken o Docket No. R-2009-2139884 o December 18,2009 Page 2



I

2

demand and energy savings from continued efficiency investment for twenty

more years.

What experience do you have with energy efficiency and conservation

investment in China?

I have consulted on energy efficiency and conservation at the national and

provincial levels in China for several non-governmental organizations since

2003. Since 2007,I have provided technical support on the economic and

financial assessment of energy efficiency and conservation investment

projects in Guangdong Province for the Montpelier, Vermont-based Institute

for Sustainable Communities. In that effort, I am currently working with

Chinese experts to train and technically support cituen groups in the

economic and financial analysis of community scale efficiency and

renewable projects in three cities in Guangdong.

For the Asian Development Bank in2006-2007, I led a team of Chinese

and American experts in a pre-feasibility study of a 24-year, $120 million

loan to Guangdong Province to establish a revolving financing facility for

industrial and commercial / institutional efficiency retrofit investments. This

analysis included technical, economic, and financial analysis of the

ooefficiency power plant" portfolio, and of case studies of ten oosubprojects."

ADB's Board of Directors unanimously approved the loan in June 2008.

From July 2003 through 2007,I was the consulting team leader for the

Nafural Resources Defense Council on the development, assessment, and

implementation of Chinese demand side management investment portfolios. I

led the modification and application of U.S.-based program and portfolio

economic analysis tools for DSM planning in Jiangsu Province. There I

assisted with the design and planning for first-stage implementation of DSM

3Q:
4

5A:
6

7

8

9

10

11

t2

l3

t4

l5

t6

t7

18

l9

20

2l

22

23

24

25

26
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I

2

programs investing $12 million annually on high-efficiency retrofits to

industrial motors and drives and commercial lighting and cooling. I provided

training and technical support on economic and financial analysis of

industrial retrofit projects for structuring and negotiating financial incentive

offers to customers in 2007 and2008.

I was on the consulting team that drafted a national DSM

implementation manual last year, sponsored by the PRC's National

Development and Reform Commission. Working with California's investor-

owned utilities and American and Chinese experts, I wrote chapters

concerning performance indicators and cost-effectiveness analysis. The

Chinese central government approved and issued the national DSM manual

in April 2008.

Have you done any other work related to demand-side management

investment in Pennsylvania?

Yes. In 2007 I prepared a report for Pennfuture examining the potential for

expanded DSM investment to offset growth in long-term electricity

requirements. I found that by following in the footsteps of leading DSM

program administrators in California and Vermont, Pennsylvania could cost-

effectively eliminate growth in electricity supply requirements.

In 2005, also on behalf of Pennfuture, I led a consulting team that

recommended protocols ultimately adopted by the Commission for certiffing

compliance with PUC rulemaking to implement energy-effrciency provisions

of an alternative energy portfolio standard.

In 1997, I was the lead author of a business plan for an all-energy

consumer-owned cooperative to serve Philadelphia and Pittsburgh, prepared

3

4

5

6

7

8

9

l0

ll

t2

13 Q:

t4

l5

t6

l7

18

t9

20

2l

22

23

A:

24

25
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I

2

on behalf of the Energy Coordinating Agency of Philadelphia and other non-

govemment organizations.

From 1991 to 1993,I provided technical support to the Pennsylvania

Energy Office in its evaluation of Pennsylvania electric utility demand-

management plans. With Paul Chernick, I co-authored a comprehensive,

study of all aspects of demand management planning and regulation. This

five-volume report, entitled ooFrom Here to Efficiency," surveyed such core

DSM issues as program design, cost-recovery mechanisms, and cost-

effectiveness assessment. I still use this material for training purposes in

assignments elsewhere.

II. Introduction and Summary

On whose behalf are you testifying?

My testimony is sponsored by Philadelphia Gas Works @GW).

What is the purpose of your testimony?

The purpose of my testimony is fourfold: firsto to explain why in my opinion

it is important that PGW have an appropriately structured and reasonably

sized DSM plan; second, to describe the DSM program portfolio that PGW

proposes to implement over the next five years; third, to present the program

expendifures and gas savings planned for each year, and the supporting

calculation of benefits and costs to PGW's customers and its overall

economy over the lifetime of all the measures installed as a result of

implementing the portfolio; and fourth, to demonstrate that the programs

PGW proposes follow best industry design and implementation practices.

Summarize your testimony.

J

4

)

6

7

8

9

l0

lt

Q:

A:

Q:

A:

L2

l3

t4

l5

L6

l7

18

T9

20

2r

22

23

24 Q:
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IA:
2

aJ

4

5

6

7

8

9

l0

11

12

13

l4

l5

l6

l7

l8

l9

20

2l

22

23

24

In Section III, I explain why PGW's proposed DSM portfolio is consistent

with government policy to conserye nafural resources, to reduce carbon

emissions and to use energy in the most efficient manner possible. In Section

IV I describe the 7 progams PGW proposes to implement as part of its five-

year $54 million demand-side management portfolio. In Section V, I explain

the portfolio's annual budgets, goS savings and strategy. In Section VI, I

describe the benefits and costs of the portfolio.

PGW plans to unveil the portfolio, upon PUC approval, in three phases

starting in September 2010, or sooner if allowed to do so. Building on the

success of PGW's existing low-income program, the portfolio starts by

enhancing the comprehensiveness of efficiency treatment and increasing the

number of customers treated. In 2010, PGW also plans to work with other

City government institutions on a five-year campaign to invest in cost-

effective efficiency retrofits of all municipal facilities.

During the second stage of program implementation, PGW will expand

availability of whole-house efficiency services to the rest of Philadelphia's

residential customers in 2011.1 PGW will also introduce financial incentives

to increase penetration of high-efficiency technologies in markets in which

gas-using heating and other equipment is routinely bought and sold.

In20l2, PGW will introduce financial incentives and other assistance to

improve building and equipment efficiency in residential and commercial

construction and renovation. The third phase of portfolio implementation

will also include incentives and services to encourage gas efficiency retrofits

to existing commercial facilities.

t 1 am informed by PGW that PGW will make all efforts to begin implementation
of programs earlier if allowed to do so by the Commission.
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Throughout the five year period covered by the DSM Plan, PGW will

work with other market participants to integrate gas efficiency with

electricity, water, and other efficiency investments to minimize costs and

maximize benefits from program implementation.

These investments will require outlays on the part of PGW ranging from

$0.35 to $15.7 million annually. PGW will administer these programs by

continuing its successful practice of managing outside contractors to deliver

services meeting exacting qualrty standards. PGW will meet the increased

management responsibilities associated with expanding its DSM portfolio

through a combination of seasoned senior stafl modest levels of additional

staffing, and a few specialized consultants to help PGW speciff, plan, direct,

oversee, report otr, and evaluate the work of independent program

implementation contractors. PGW plans to continue the current practice of

regular, independent audits of the program.

From this cumulative investment of $54 million, PGW expects to

reduce consumption by 2.64 million therms per year. Including participating

customers' direct investment in efficiency measures promoted by PGW's

programs, total program investment over five years is estimated at $58

million in present worth. The benefits of these savings are valued at $ll3
million over the life expectancy of all the efficiency measures installed

through the programs. Benefits are valued at the avoided costs of gas supply

to PGW for meeting customer requirements, as discussed in the testimony of

PGWwitness Chernick.

The net economic benefits to Philadelphia Gas customers are valued at

$55 million, above and beyond PGW and customer costs. These cost savings

in turn increase the amount of discretionary income available to City

households, which they are free to spend and/or save as they see fit.
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Business customers likewise will enjoy lower operating costs, which will

increase profitability. Lower operating costs for City-owned and -managed

properties will help ease the burden on the City's residential and business

taxpayers as well as reducing the City's operating budget.

The additional income afforded City households and businesses by gas

bill savings by PGW programs will further stimulate economic activity as

customers spend more on goods and services, some of which will be

provided in whole or in part with local labor and other resources. This

economic stimulus is an indirect job-producing benefit from lowering gas

bills with cost-effective DSM investment and is likely to be several times

larger than the direct net benefit created by the PGW DSM portfolio

Justification for PGW Gas Conservation Programs

Why is it appropriate for PGW to implement a Demand-Side

Management energy efficiency and conservation plan?

Improving efficiency in all the end uses of our energy resources is the

cornerstone of this nation's energy, economic, and environmental policy

goals. In Pennsylvania, the General Assembly has embraced this view by the

passage of Act 129 of 2008 which mandates, among other things, the

implementation of electric distribution company programs, funded by

ratepayers, to promote energy conservation and efficiency improvements. I

can think of no valid reason why the Act's mandate for utility distribution

company conservation programs should not also apply to natural gas utilities

with equal force. Over 30 years ofprogram experience across NorthAmerica

proves that large-scale energy efficiency and conservation investment

18

t9

20

2l

22

23

24
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1 portfolios can be efficiently and cost-effectively administered by the

2 distribution utilities responsible for delivering energy service.

3 Q. Is it particularly important for PGW to implement a DSM plan in

4 comparison to other natural gas utilities?

5 A: Yes. Such a plan makes particular sense for PGW for several reasons. Its

6 rates are higher than the average for other Pennsylvania natural gas utilities.

7 Compared to other gas utilities in the Commonwealth, it has a higher

8 proportion of residential customers, a higher proportion of whom has low

9 incomes. Moreover, PGW has had a successful low-income energy

l0 conservation program for some years. This particular experience puts PGW

I I in an especially strong position to implement the proposed plan.

12 a. Will PGWos plan, if implemented, benefit its customers?

13 A. Yes, significantly. In the narrative description of PGW's plan, which is

14 Exhibit JJP-6 to my testimony, I describe the plan's goals and objectives:

15 PGW's DSM plan has five broad goals:

16 o Reduce customer bills;

l7 o Maximize customer value;

18 o Contribute to the fulfillment of the City's sustainability plan;

19 o Reduce PGW cash flow requirements;

20 o Help the Commonwealth and the nation reduce greenhouse
2l gas emissions.

22 In pursuit of these goals, PGW has designed and will implement the DSM

23 plan according to the following principles:

24 o Field a portfolio of programs that targets cost-effective gas

25 efficiency savings among all PGW's firm heating customers;

Direct Tbstimony of John Ptmkett o Docket No. R-200g-213g884o December l8,2}0g Page 9



I o Maximize delivery efficiency to minimize costs and

2 maximize coverage from the available budget;

3 o Stage program implementation to permit orderly and

4 sustainable expansion;

5 r Treat customers in greatest economic need and with most

6 cost-effective opportunities first;

7 o Support economic development in the City, both directly

8 through more intensive employment of local resources to save

9 natural gas, and indirectly through the economic stimulus

l0 generated by increasing the amount of money City

I I households and businesses have available to spend for non-

12 gas goods and services; and

13 o For retrofit and new construction customers, avoid lost

14 opportunities by seeking comprehensive energy savings of

15 both gas and electric consumption.

16 Accordingly, PGW's plan will provide benefits not only to its customers but

17 also to the Company, the City and the region.

l8 a. Given all the other sources of conservation and energy efficiency

19 assistance from federal initiativesn why is it appropriate for PGW to

20 undertake its proposed plan?

2l A. Because there is such a huge potential for cost-effective savings in PGW's

22 service territory the gas savings and associated benefits from PGW's

23 investment will be in addition to those resulting from federally-funded

24 efforts.
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IV. Proposed PGW Gas Conservation Programs

What kinds of efficiency opportunities does PGW's DSM PIan target?

PGW plans to implement a comprehensive portfolio of seven programs to

capfure energy efficiency and conservation opportunities available through

three distinct types of market transactions. The first and largest source of gas

savings is to increase energy efficiency of existing buildings by rerofiuing

them with supplemental measures (like attic insulation) and with early

replacement of inefficient equipment with high-efficiency models (like

boilers and furnaces). The second source of effrciency savings is to upgrade

the effrciency of new gas-using appliances and equipment when purchased in

the normal course as those appliances and equipment require replacement.

The third type of opportunity to improve efficiency is before a building or

renovation is designed and constructed. PGW's DSM portfolio is explicitly

designed and planned to achieve cost-effective savings through all three

types of market transactions among residential and non-residential customers

by introducing programs to address each in the three-stage sequence.

Describe the programs targeting residential customers.

There are three programs that target residential customers. The

Comprehensive Residential Retrofit Program and its sibling program, the

Enhanced Low-Income Retrofit Program, are.both built upon a successful

low-income weatherization program started by PGW in 1990. These

programs provide free energy audits to identiff cost-effective weatheization

and heating system replacement opportunities. The Enhanced Low-Income

Retrofit program targets participants in PGW's low-income program, the

Customer Responsibility Program (CRP). Any cost-effective weath enzation

a.

A:
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measures and heating system retrofits identified by the energy audit will be

installed at no cost to the customer.

The Comprehensive Residential Retrofit Program (non-low income)

targets the 40Yo of residential customers with the highest annual consumption

of natural gas. The program then works with participating customers to

implement any cost-effective opporfunities identified by energy audits which

PGW will provide free of charge. The customer is provided with information

on financing and assistance in installing the measures. Upon installation, the

customer receives an incentive to bring the simple payback of the project

down to two years.

The Premium Efficiency Gas Appliances and Heating Equipment

Program goes up the supply chain to encourage consumers to choose gas

powered equipment that is more energy efficient. The program's

administrator will work with equipment manufacturers, distributors, retailers,

engineers, and contractors to deliver incentives covering 80% of the

incremental costs of premium efficiency equipment. Partners will be trained

in ways to market the benefits of high efficiency equipment. Technologies

covered by this program include high efficiency clothes washers and natural

gas powered space and water heating equipment.

Explain the program designs for nonresidential customers.

There are four programs that cover nonresidential customers. The Municipal

Facilities Comprehensive Efficiency Retrofit Program performs

comprehensive retrofits on city owned and operated buildings. The program

administrator will work closely with Philadelphia City facility managers,

department heads, and financial officers to identiff and implement energy

efficiency within municipal buildings. The program's main activities are

4
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I advocacy, engineering assistance, coordination with other programs, and

2 providing advice on financing.

3 The Commercial and Industrial Equipment Efficiency Upgrades

4 Program takes a similar approach to the Premium Efficiency Gas Appliances

5 and Heating Equipment Program. The program addresses the unique aspects

6 of the commercial and industrial equipment supply chain to increase

7 awareness and installation of high efficiency technologies. To achieve these

8 goals, incentives for 80% of the incremental cost of certain higher effrciency

9 technologies will be provided by equipment manufacturers, distributors,

l0 retailers, engineers, and contractors working with the program's

I I administrator.

12 The High Efficiency Construction Program combines the efforts of

13 property developers, owners, and real estate agents with architects, engineers,

14 builders, and contractors to make energy efficient buildings a priority from

15 the inception of new construction or large scale renovations. The program

16 provides incentives for 80% of the incremental cost of higher efficiency

17 measures. PGW will explore partnerships to aid in the delivery of design and

18 engineering assistance, financing, and incentives.

19 The Commercial and Industrial Retrofit program is an offshoot of the

20 High Efficiency Construction Program focused on upgrades or changes to

2l existing systems. This includes approaches such as the early retirement of

22 inefficient industrial equipment or installing improved control systems. To

23 drive adoption of higher efficiency measures, the program will work closely

24 with the participants to deliver a custom incentive based on buying down the

25 payback time for the project.

26 a. Are PGWos programs modeled after successfut DSM efforts elsewhere?
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I A: Yes. In helping PGW draft the plan, I carefully examined programs and their

2 results from all over the Northeastern US, as well as efforts in Canada,

3 California. and the Midwestern US.
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Can you demonstrate how PGIVos programs

practices by industry leaders?

PGW's proposed program designs incorporate the

are modeled on best

same proven strategles

employed by the nation's most successful natural gas energy effrciency

efforts. Programs run by Vermont Gas Systems (VGS), NSTAR (serving the

Boston area), and the Southern California Gas Company (SoCalGas)

illustrate key features in common with the programs PGW proposes. For

example, these three utilities'programs offer both residential and commercial

retrofit programs that begin with free energy audits to identiff savings and

install a variety of low-cost, high-benefit measures. PGW's residential

retrofit programs use advanced air-sealing and insulation practices, as well as

heating system retrofits. The programs target high-use customers while also

allowing self-selected participation. The high-use customers receive

assistance and incentives for installing energy efficiency measures identified

in the audit, while the low-income participants have cost-effective measures

directly installed at no cost to them. And as both an added incentive and an

additional source of energy savings, PGW's residential retrofit programs will

provide for direct installation of an average of ten high-performance, high-

efficiency lamps in each treated household. This improves the program's

attractiveness to potential participants, increasing participation, total gas

savings, and net economic benefits.

Providing incentives to defray the efficiency cost premium for the

purchase of high-efficiency new equipment has been the cornerstone of gas
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Q:

A:

energy efficiency efforts across the country for decades. As new

technologies enter the marketplace and codes and standards eliminate the

least-efficient equipment, the range of technologies covered changes over

time. PGW's minimum efficiency requirements will be updated to meet

increasingly strict federal standards and to align with minimum requirements

with other leading efforts from utilities such as VGS, NSTAR, National Grid,

and SoCalGas. Like PGW's, these programs also aggressively targeted

market participants throughout the supply chain.

The most successful new construction programs take an integrated

approach to building efficiency, coordinating the multiple functions and

stages associated with building construction with the anay of efficiency

opportunities across building energy sources, and end uses. Financial

incentives typically defray most or all of the incremental cost of high-

efficiency design, equipment, and construction over and above standard

market practice.

This approach is exemplified in the efficient construction programs of

the three utilities mentioned before. VGS provides 25Yo to 50oh of the

incremental cost for nonresidential new construction projects. NSTA& VGS,

and SoCalGas base incentives for residential buildings on the ENERGY

STAR@ Home certification, and scale up the incentive for additional

efficiency measures.

How important is integration with other programs in best practices and

how does this apply in PGW's current plans?

Integration has proved to be critical to maximizing cost-effective savings

from program expenditures. It helps avoid lost opportunities, reduce

duplications in effort, cut costs, and achieve greater and deeper savings. For
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t2

retrofit programs, leading gas utilities have found great success in working

together with electric utilities that offer similar programs. Customers enjoy

the greater array of options and incentives while utilities can achieve greater

savings and reduce costs through sharing administrative and delivery costs.

With regard to reducing cost through the supply chain, integrating efforts

with those of other regional gas utilities has proven very effective.

PGW will explore all possible opportunities to integrate its efforts with

other utilities in Pennsylvania and beyond. PGW will also work with

Pennsylvania's Keystone HELP Program and local banks and credit unions to

streamline financing options for retrofit. PGW will help make sure clear

information is available to customers on any Federal and State incentives for

which customers may be eligible.

Proposed PGW Conservation Program Annual Budgetso Gas Savingso

and Staging

How much gas will PGW's proposed DSM portfolio save?

Table I provides the annual incremental and cumulative gas savings expected

to be achieved by the portfolio. Projected annual savings climb from 79

BBtu in the first year to 384 BBtu in the fifth year.

t3 v.

t4

15 a.
16 A:

t7

18
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Table l.: Annual and Cumulative Gas Savings
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1 2010 0
2 201 196 19(
? 2012 334 53(
4 2013 385 91t
5 2014 406 1,321

Are the methods PGW has used to quantify savings from its energy-

efficiency programs generally consistent with those adopfed by the

Commission regarding electric utility DSM programs under Section

t29?

Yeso to the best of my knowledge. I base this conclusion on my review of

the Public Utility Commission's (PUC) order of June 18, 2009 in Docket No.

M-2009-2108601 and its appendix regarding the Total Resource Cost (TRC)

Test.

How much will it cost PGW's ratepayers to acquire these gas savings?

Spending ramps up from $0.25 million in2010, to over $15 millionn2014.

Table 2 shows the year by year total spending.

Table 2: Annual Spending (Nominal $)

a.

A:

,Etogram
+"tYgair,"', *c*tiii Annual $pendlng,

:.",,{Nomlnal $} :

1 2010 $ 350,000,00
2 2011 $ 10,097,331,85
3 2012 $ 13,237,762.66
4 2013 $ 14,876,262.33
5 2014 $ '15,653,289.04

Total: $ 54,214,645.87

14 Q: How will PGW stage the programs to achieve these results?

15 A: In the fust programyear, PGW will work on designing and implementing, as

16 appropriate, the rollout of the Low Income Retrofit Program, Comprehensive

17 Residential Retrofit Program, and Premium Gas Appliances and Heating

18 Program.
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Q:

A:

Beginning n20ll, PGW will leverage experience with the CWP and its

pilot program to deliver the Enhanced Low-Income Retrofit Program. By

targeting consumption of low income customers as the highest priority,

PGW's program will provide the quickest benefits to all residential customers

because the cost of high usage by CRP customers imposes a significant

subsidy on other firm customers. As this program penetrates the market,thal

subsidy will be reduced. PGW will also use 2011 to continue technical,

economic, and financial assessment of municipal efficiency projects, ffid

develop detailed plans for the other programs in the portfolio to be launched

in its first stages in 2011.

Further into 20110 as the Enhanced Low Income Retrofit Program

reaches its targeted annual pace, the same services will be rolled out to other

high-use residential customers. PGW will also roll out the Premium

Efficiency Gas Appliances and Heating Equipment Program, and the

Commercial and Industrial Equipment Efficiency Upgrade Program.

The High-Efficiency Construction Program will be introduced in20l2.

By then, the municipal facilities program and all of the residential programs

will be at or near their targeted activity levels. The C&I programs will

continue to ramp up and will reach their ma<imum participation levels in the

fifttr year of the portfolio.

How did you arrive at20Vo savings for the residential retrofit programs?

As detailed in our response to the OCA's Informal Data Request Set III

Question 7, current savings for participants in the CWP average just over

15%. PGW continues to improve the CWP as results are evaluated and

experienced is gained. PGW will use the following techniques to increase per

customer savings to 20o/o:
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Enhance thermostat deliveries and educational techniques, as

practiced by the current CWP contractors ECA and Honeywell;

Utilize the knowledge gained from the pilot program to increase the

number of furnace and boiler early retirements;

Aggressively pursue air sealing, especially in high-use homes;

Increase the number of roof insulation installations, and improve

their quality through infrared camera inspections; and

Provide more under-porch partitions (an insulated and sealed wall

to separate the section of a basement that extends under a porch).

t0 How do PGW's proposed program spending and savings compare with other

1l utilities?

12

13

l4

l5

Table 3 compares average spending and savings from PGW's five year

portfolio against averages from the actual results and planned programs of

other natural gas DSM portfolios.

average savings achieved by residential programs of other utilities. Savings

for PGW's total portfolio, both from residential and nonresidential programs,

Table 3: Comparison of PGW and Other Natural Gas DSM Program Averages

Residential
PGW (2010 - 2014) 0.59olc $ 3.47 $0.35
Actual and Planned Program Results o.430/c $ 5.32 $0.54

Nonresidential
PGW (2010 - 2014) 0,290/c $ 2.76 $0.28
Actual and Planned Proqram Results 0.39o/c $ 3.45 $0.3s

Total
PGW (2010 - 2014) 0.53olc $ 3.ss $ 0.36
Actual and Planned Progrcm Results 0.53o/c $ 3.00 $ 0.29

PGW's planned portfolio aims to achieve greater savings than the
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are right in line with the average. Additionally, the cost of savings for

nonresidential programs is marginally below the average of other companies,

while that for residential programs is substantially below other utility

program averages.

5 Q. Can you draw any direct comparisons between PGW's individual

6 program costs and savings and those of other leading gas DSM

7 programs?

8 A: Table 4 shows how PGW's programs compare against leading programs in

9 the Northeast.

l0 Table 4: Comparison of PGW and Leading Northeastern Natural Gas DSM Programs

Program

. 
:..:l: :

Savings o/o

of,$alae;,

. sp fi n#'.
perAnnilpl
. :The,rtl|,:,,..t:

Saved ,,

,$pendng
,.iF€r

. Lifetlmq
frrerm

iiiii uxi*,,.,l
Resldential

PGW (2010 - 20L4) 0.59o/c $ 3.47 $0.35
Actual and Planned Program Results 0.33o/c $ 6.27 $0.64

Nonresidential
PGW (2010 - 20t4) 0.29o/c $ 2.76 $0.28
Actual and Planned Proqram Results 0.50o/c $ 5.15 $0.52

Total
PGW (2010 - 20t4\ 0.53o/c $ 3.s5 $0.36
Actual and Planned Proqram Results 0.58o/c $ 3.03 $0.31

This table shows that PGW's portfolio savings as a percentage of sales

closely follow the average of leading Northeastern DSM portfolios. PGW

achieves more savings from the residential sector due to the faster ramp up of

existing DSM efforts. Other leading programs have higher savings from

nonresidential sector programs due to the later staging of PGW's effons. If
we only look at the last three years of the program, PGW averages a 0.49%o

savings as a percentage of nonresidential sales at an averuge cost of $4.37 per

therm, which is more in line with other leading programs. States whose

ll

t2
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programs are used in Table 4 include Massachusetts, New Hampshire,

Vermont, and New York.

Vermont Gas's Energy Extender Portfolio provides results for a similar

set of programs to PGW's planned efforts. VGS is often recognized as a

national leader in DSM. The two portfolios share a similar make up of

programs and are active in the same general geographic region. Table 5

shows recent results for the Energy Extender Program next to PGW's

proposed plan.

Table 5: VGS Residential Program Results and PGW Planned Residential Programs

Vermont Gas Systemls
EnergyExtenders

Year
Spendhg

per ennual
'Tfr€rm
,' $aved'

$endrg
3.*]*nnual-*errn . .,

,'r:',SbUtd .,l

Resldential
2006 O.B7o/o $ 3.09 20L2 O.77o/o $ 4.OL
2007 0.80o/o $ 3.32 20L3 0.85o/o s 4.o2
2008 O.960/o $ 3.22 20L4 0.85o/o $ 4.L2

Average: O.88o/o $ 3.21 O.82olo s 4.o5

The years 2012 through 2014 best represent the costs and performance

of PGW's portfolio when most of the programs are operating at their full

potential, and thus the best comparison with VGS, which has been operating

gas DSM programs in Vermont for the past decade. Both programs achieve a

high level of savings as a percentage of sales for similar costs per therm. The

higher savings and lower cost of the Vermont programs stem from PGW's

aim of providing services to low income households. While VGS also

prioritizes low-income applicants, PGW will be more aggressive in pursuing

and installing measures for this customer class.

NationalGrid's subsidiaries in New York State are also in the

planning stages for a natural gas DSM portfolio. In the commercial

l0
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industrial sector, as with PGW's plans, NationalGrid will promote efforts

through incentives and technical assistance. Participants follow either a

custom or prescriptive hack to receive incentives. NationalGrid has made

coordination with existing programs, specifically those run by the New York

State Energy Research Development Authority (NYSERDA), a priority.

Table 6 shows that both utilities have similar expectations for the cost of

annual therms saved.

8 Table 6: Comparison of National Grid NewYork's Gas C&IDSM Plans to PGW

NatkinalGikl fNVl

ffi$

,i;iit,

,iFry".'
i;"t "

spe*.{@ii
per Anhual

Tlterrn 
,

Saved
2006 $ 4.54 20t2 $ s.26
2007 $ 4.95 2013 $ 4.19
2008 $ 4.94 20L4 $ 3.90

Average: s 4.81 $ 4.45

9
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Q:

A:

Can you compare PGW's projections to any third party studies on best

practices?

A working paper issued by ACEEE in August 2009 titled "saving Energy

Cost-Effectively" examines the cost of saved energy (CSE) from seven

leading state-level natural gas DSM portfolios. CSE measures the levelized

cost of lifetime energy savings. I compare these results to those from the

PGW projections in Table 7. The states covered by the study include

California, Connecticut, Iowa, New Jersey, New York, Oregon, and

Wisconsin.
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Table 7: Comparison of CSE forPGW ad Leading Gas DSM Portfolios

l**uJ"ni
Papefs.,,,;

ewrmpiions

..

'CSe Udng

" lniernal
Assumptlons

iS

Achieved C8E
trom Sevan

tl*a*,fng rsia$.$
PGW

2010 $ $

2011 $ 0.44 $ 0.53

2012 $ 0.34 $ 0.41

2013 $ 0.33 $ 0.40
20'14 $ 0.33 $ 0.39

AVERAGE $ 0.2s $ 0.34 $0.34
MEDIAN $ 0.33 $ 0.40 $0.32

MIN $ s so.14

2 Table 7 shows two scenarios. The first scenario calculates the CSE using the

3 same assumptions that the paper does. It uses a discount rate of 5%o and an

4 average measure life of 18 years. The second scenario shows the CSE using

5 the more conservative assumptions that went into the PGW portfolio

6 analysis. This uses a discount rate of 5.9o/o and an average measure life of 15

7 years. In both PGW portfolio scenarios, the CSE declines each year as the

8 programs ramps up. Both of PGW's annual CSE from 2012-2014 fall right in

9 line with the mean and median values from the other state's portfolios. The

l0 paper's assumptions yield an average CSE of $0.29 and the internal

I I assumptions lead to $0.34, compared to a mean of $0.34 and median of $0.32

12 for the other states.

13 VI. Benefits and Costs of Proposed PGW Conservation Investment Porffolio

14 a. How did you assess the benefits and costs of PGWos proposed DSM

15 portfolio?

16 A. PGW compared the benefits and costs of gas DSM investment from two

17 perspectives: total resource costs, and gas system costs. The primary test for
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2r a.

22

23 A:

DSM cost-effectiveness is the TRC test, which accounts for all the benefits

and costs to the economy of the efficiency investment, regardless of who

enjoys or pays them. This is the test the PUC has adopted for assessing the

economic merits of electric utility DSM programs. Benefits are valued at the

avoided marginal costs of gas supply, as discussed further in the testimony of

PGW witness Chernick. Benefits also include avoided electricity costs for

measures that save electricity. Costs consist of the efficiency measure costs

and the costs of marketing, technical assistance, management, and other

program functions that are more or less fixed with respect to the volume of

program activity and/or the number of efficiency measures installed. The net

benefits to the economy from cost-effective DSM investment are the

difference between the present worth of benefits and costs of the programs

over the lifetimes of all the measures installed as a result of the program.

The gas system perspective, by contrast, counts only those benefits and

costs of DSM programs that fall within the sphere of costs paid by all gas

system ratepayers. It indicates the extent to which a program or portfolio of

programs benefits the group of ratepayers supporting the investment. The

gas system perspective omits avoided electricity costs from the calculation of

benefits; it also omits the portion of efficiency measure costs paid for directly

by participants.

What are the lifetime costs and benefits you estimate from implementing

PGW's DSM plan?

Table 8 is an overview of the cost-effectiveness of PGW's planned portfolio.
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Table 8: Cost-Effectiveness Analysis of PGW Porffolio

The portfolio provides PGW customers benefits with a present value of

$113.2 million at a cost, including the customer's own investment, of $57.8, for

net benefits to customers of $55.3 million. The present value of PGW's costs is

$44.7 million. Almost 85% of benefits, $101 million, come from residential

programs with a comparable amount of the cost going to the same programs.

Almost all the programs in the portfolio are highly cost effective with

benefit-cost ratios above 1.5, except for the municipal and commercial and

industrial equipment programs. The Premium Efficiency Gas Appliances and

Heating program is particularly cost effective, providing over $26 million in

benefits for under $5 million. Almost one third, or $37 million, of the

portfolio's savings comes from the Enhanced Low-income Reftofit Program,

the cornerstone of PGW's portfolio.

As stated in Section VIII of the narative description of PGW's plan,

which is an exhibit to my testimony, the cost-effectiveness analysis and rate

and bill analysis are contained in a functioning, self-documenting MS Excel

workbook which is available upon request for easy review.

4

5

6

7

8

9

10

ll

t2

13

l4

15

t6

l7

;!:.1;f 1.1V.,9;f&.1,i,i,

,-R.g, u,r,o=
lilF,,.V,:;G $i;"-;

Comprehenslve Resldentlal
Headns Retrofit

$ 37,679,103 $ 21,617,885 $ 10,950,799 $ 16,061,218 1.74

Enhance d Low-lncone retrofit $ 37,W,268 $ 21,972,192 s 22.316.612 $ 15,072,076 1.69
Prendum efflclency gas
appliances and heafng
equlpnent

$ 26,519,663 $ 4,740,331 $ 4,740,331 $ 21,779,332 5.59

Cornnp rclal and Industrlal
equiprpnt effi clencv uporades

$ 1,656,514 $ 1,366,816 $ 1,170,821 $ 289,698 1.21

Munlclpal faclllfes
comprehenslve eftrclency
retrofft

$ 3,676,093 $ 3,290,862 $ 1,7U,161 $ 385,230 1.12

H lgheff, clency construcff on $ 3,268,894 $ 1,925,587 $ 1,925,587 $ 1,343,307 1.70
Conurp rclal and industrlal
retrofit

$ 3,313,027 $ 2,040,365 $ 995,061 $ 1,272,62 1.62

Portfolio-Wde Costs $ 854,207 $ 85/,207 $ (854,20n
Iotal Portfollo $ 113,157,561 s 57,808,24 $ 4,687,579 $ 55,349,317 1.96
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a.

A.

IIow will these net benefits stimulate economic activity?

The present worth of net benefits under the TRC represents a long-term

injection of wealth into the economy. For residential customers, the

reduction in the total costs of gas service means an increase in after-tax

disposable income. People can use this extra money to save (which today for

most means paying down debt) or spend. Likewise, lower gas bills for

business customers mean either increased profit margins, more competitive

product and service pricing, or both. Businesses will re-invest the resulting

extra profits, or distribute them to owners, or some combination of the two.

Either way, the total resource cost savings will stimulate additional business

activity.2

Moreover, the amount of additional economic activity stimulated by the

efficiency investment will end up being several times the net benefits due to

re-spending within the local, state, and regional economies. While there is

doubtless considerable "leakage" as some spending takes place outside

Pennsylvania, the majority of the economic benefits stay atthe state and local

levels.

This economic activity generated by the net economic benefits of

efficiency investment is in addition to the economic activity generated

directly by expenditures on the part of both PGW and program participants to

install the efficiency measures.

a. How much additional employment do you estimate that PGWos plan will

generate?

22

23

2 In macroeconomic terms, economic activity is defined as aggregate demand. It is
the sum of consumer spending, business investnen! govemment spending, and the
hade balance of the economy in question, in this case, Pennsylvania's.
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A: PGW estimates that between 595 and 991 net new jobs will be created

through the proposed DSM efforts. Most of the gains come from shifting

spending away from the less job-intensive energy sector towards more job-

intensive sectors such as food production. Jobs gained in the energy

effrciency sector tend to offset potential job losses in the broader energy

services sector. Recent sfudies from the American Council for an Energy-

Efficiency Economy (ACEEE) have estimated that up to 90% of new jobs

created from DSM efforts stays within the state where the DSM programs are

located. Of the 90yo, the majority of those new jobs are created close to

where savings occur.

VII. Conclusions and Recommendations

9

l0

J

4

)

6

7

8

12 Q:

13 A:

l4

l5

t6

l7

l8

t9

ll

20

2l

22

23

24

25

Q:

A:

What conclusions do you reach?

I conclude that the energy efficiency program portfolio advanced in this

proceeding by PGW is cost-effective and therefore economically beneficial

to PGW's customers and Pennsylvania's economy. In addition to saving

money, energy savings from the portfolio will reduce greenhouse gas

emissions, benefitting the environment. These proposals, as described above,

are also consistent with other leading gas DSM programs approved by other

state Commissions and implemented by utilities in those jurisdictions.

On the basis of these conclusions, what are your recommendations to the

Commission?

I strongly recommend that the Commission order implementation of this

program. Any delay in implementation represents delay of the benefits that

will occur.

Does this conclude your testimony?
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RESUME

John J. Plunkett
Green Energy Economics Groupr lnc.

1002 Jerusalem Road, Bristol Vermont 05443
(802) 4s3-4960 (office)
(802) 238-2810 (mobile)

pl un kett@g reenenergyeconom ics,com

Trained as an economist, John Plunkett has worked for 30 years in energy utility planning,
concentrating on energy efficienry as a resource and business strategy for energy seruice
providers. He has played key advisory and negotiating roles on all aspects of electric and gas
utility demand-side management, including residential, industrial and commercial program
design, implementation, oversight, performance incentives, and monitoring and evaluation, and
their respective roles in business, regulatory ratemaking, resource planning and policy
decisions. He has led, prepared or contributed to numerous analyses and reports on the
economically achievable potential for efficiency and renewable resources.

Plunkett has worked throughout North America and in three Chinese provinces. He has
provided expeft testimony before regulators in Connecticut, Delaware, the District of Columbia,
Florida, Illinois, Indiana, Louisiane, Maine, Maryland, Massachussets, New Jersey, New York,
North Carolina, Pennsylvania, and Vermont, as well as in the Canadian provinces of British
Columbia, Ontario, and Quebec.

EMPLOYMENT HISTORY

2005-oresent
Paftner and co-founder, Green Energy Economics Grcup, Inc., Bristol, W
Three-person consultancy specializing in energy-efficienry and renewable resource portfolios
investing in electricity and gas savings. Technical and strategic assistance with development,
design, economic and financial analysis, planning, administration, implementation management
support, oversight, performance verification and evaluation, design pf performance incentive
and pricing mechanisms, and regulatory and ratemaking treatment of utility-funded electricity
and gas energy-efficiency portfolios.

1995 - 2005
Paftner and co-founder, Optimal Energy, Inc., Bristol, W.
Strategic planning, implementation management and regulatory support on energy-efficiency
investment by regulated and unregulated businesses. Lead consultant for Natural Resources
Defense Council on demand-side management portfolio design and economic analysis in two
Chinese provinces. Lead author and expert witness on report recommending revamped
performance incentive for Connecticut efficiency program administrators, on behalf bf Office of
Consumer Counsel. Led statewide efficiency and renewable potential study for New York and
efficiency potential study for Vermont. Lead author and expert witness on assessment of
economically achievable transmission capacity ftom efficienqy resources for Vermonfls
transmission utility. Advisor on economic analysis of clean energy initiative for the Long Island
Power Authority, program cost-effectiveness in Massachusetts and New Jersey collaboratives,
and regional market transformation initiatives for Northeast Energy Efficienry Partnerships.
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1990 - 1996
Senbr Wce Presidenf Reource Insight, Inc., Middlebury W.
Provided analysis of DSM resource planning/acquisition and integrated resource planning in
numerous states. Investigated regulatory and planning reforms needed to integrate demand-
side resources with least-cost planning requirements by public utility commissions. Prepared,
delivered and/or supported testimony on wide variety of IRP, DSM, economic, cost recovery
and other issues before regulatory agencies throughout North America. Consulted and provided
technical assistance regarding utility filings. Responsible for presentations and seminars on DSM
planning and evaluation.

1984 - 1990
Senior Economist, Komanoff Energy Associates, New York, NY.
Directed consulting services on integrated utility resource planning. Testified on utility resource
alternatives, including energy-efficienry investments and independent power. Examined costs
and benefits of resource options in over twenty-five proceedings. Supported major investigation
into utility DSM investment and integrated resource planning. Designed and co-wrote
microcomputer sofhruare for evaluating the financial prospects of customer-owned power
generation. Wrote and spoke widely on integrated planning issues. Contributed to least-cost
planning handbooks prepared by the National Association of Regulatory UUlity Commissioners
and by the National Association of State Utility Consumer Advocates.

1978 - 1984
Stuff Economist,Institute for Local Self-Reliance, Washington, D.C.
Project development and management for a non-profit consulting firm specializing in energy
and urban economic development. Project manager and economist for an investigaUon into the
economic impact on small generators from electric utilities'grid-interconnection requirements.
Coordinated research by three electrical engineers, and analped the impact of interconnection
costs on wind, hydroelectric and cogeneration projects in seven utility service areas in New
York. Provided technical coordination in cases before the District of Columbia Public Seruice
Commission involving gas and electric utility demand management investment, non-utility
generation pricing, both for the D.C. Office of People's Counsel.

1977-78
Energy Projed Diredor, D,C. Public Interest Research Group, Washington, D.C. L977. Led
energy research and advocacy on campuses of Georgetown and George Washington
Universities.

EDUCATION

B.A., Economics, with Distinction, Phi Beta Kappa, Swarthmore College, Swarthmore, PA, 1983.
Awarded annual departnrentalAdams Prize in Quantitative Economics.

(Georgetown University School of Foreign Service, Washington, DC, t975-t977.)
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PROJECT EXPERIENCE

ONGOING AND RECENT ASSIGNMENTS .. 2OO6.PRESENT

DOMESTIC

Vermont

. Senior Policy Advisor to Efficienry Vermont the world's first Energy Efficiency Utility,
operating under contract with the Vermont Public Seruice Board to deliver statewide energy-
efficienry programs for the customers of Vermonfs electric utilities. Senior management
team member from inception in 2000 through 2007; led program development and
planning, 2000-2002. Responsibilities include economic, poliry, and evaluation research,
analysis and advice. Contract negotiation team member advising on performance goals and
incentive mechanism for four successive contracts over twelve years, including major
budget increases ordered by the PSB in 2006, and for the $107 million 2009-11 portfolio
budget ordered in August 2008. Provided rebuttal testimony in Docket 7466 on switching
from the contract model to a long-term order of appointment. Current assignments include
technical direction of a 2O-year forecast of electricity savings from sustained investment.

o Program design and regulatory support for S-year investment of $9 million Energy Efficiency
Fund, supplementing Efficiency Vermont investment, on behalf of Green Mountain Power.
February 2007 - present. Rebuttal testimony on achievable value from additional energy-
efficiency invesffinent in utility service area, on behalf of Green Mountain Power in its
merger approval application in Docket No. 7213. December 2006-January 2007.

Pennsylvania

o Conservation program design, implementation planning, and regulatory support, for
Philadelphia Gas Work. August 2008 - present.

. Analysis and report on costs and benefits of meeting all statewide load growth with energy-
efficienry investment, on behalf of Citizens for Pennsylvania's Future (Pennfuture).
September 2007.

o Direct and surrebuttal testimony for Citizens for Pennsylvaniat Future (Pennfuture) on
appropriate levels of efficienry portfolio investment in two rate cases before the
Pennsylvania Public Utility Commission: Docket Nos. 00061366 and 00061367 re
Metropolitan Edison Company and Pennsylvania Elecfric Company; and Docket No. R-
00061346 re Duquesne Light Company. May - August 2006.

Illinois

o Cost-effectiveness calculator development, oversight of cost/benefit analysis, and regulatory
support for 3-year energy-efhciency portfolio for People's Gas. September 2008 - present.
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New York

. Advisor on energy-efficiency portfolio design and implementation, for the Economic
Development Corporation of the City of New York, in three proceedings before the New
York Public Seruice Commission. One is the PSC's investigation into an energy-efficiency
portfolio standard for meeting statewide energy savings goals of t1o/o by 2015. The second
is a collaborative effoft with Consolidated Edison's gas division to design a portfolio of gas
efficiency programs. The third is evaluation and future redesign of Con Ed Electric's $125
million network-targeted demand-side program. 2007-present.

Connecticut

o Testimony regarding long-range energy-efficiency procurement plan of the Energy
Conservation Management Board, on behalf of the Connecticut Office of Consumer Counsel.
August -October 2008.

Florida

o Direct testimony on the effect of economically achievable energy efficiency on the need for
new coal-fired generation, on behalf of the Sierra Club and other environmental interuenors,
Florida Public Seruice Commission Docket No. 070098-EI. March-April 2007. The PSC

denied the requested certificate of public good in June 2007.

INTERNATIONAL

British Columbia, Canada

o Direct testimony and technical support on assessment of BC Hydro's long-term DSM plan,
before the BCUC, on behalf of the BC Sustainable Energy Association and Sierra Club
Canada. November 2008 - March 2009.

o Direct testimony on assessment of Terasen Gas conseryation plans before the BCUC, on
behalf of the BC Sustainable Energy Association and Sierra Club Canada. October 2008.

r Direct testimony on energy-efficiency investment spending and savings, British Columbia
Hydro and Power Authority, 2006 Integrated Electricity Plan and Long Term Acquisition
Plan, Project No. 3698419; and F20071F2008 Revenue Requirements Application, Project
No. 3698416, on behalf of the Siera Club of Canada (British Columbia Chapter), British
Columbia Sustainable Energy Association, and Peace Valley Environment Association.
September 2006 - January 2007.
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Peoplet Republic of China

Central Government

o Consulting team member on a project developing a national DSM implementation manual
for China, sponsored by the National Development and Reform Commission, led by the
Natural Resources Defense Council, in cooperation with California's investor-owned uUlities,
and funded by the international Renewable Energy and Energy Efficienry Programme
(REEEP). Wrote chapters concerning performance indicators and cost-effectiveness
analysis. 2007-Spring 2008. Manual approved and issued by NDRC May 2009.

Guangdong Provice

. Consultant for the Institute for Sustainable Communities to assist Chinese experts with
technical, economic, and financial assessments of industrial refrofit projects in Guangdong
Province (in progress). Economic and financial assessment of efficiency retrofits to a
ceramics manufacturing plant. 2007-2008. Training and technical assistance on economic
and financial assessment of community energy-efficiency and renewable investment
projects in three cities. In progress.

o Team leader for Chinese and international consultants on a pre-feasibility analysis for the
Asian Development Bank of a 2#year loan to support a $120 million demonstration
Efficiency Power Plant (EPP) project in Guangdong province, focusing on industrial,
commercial and institutional retrofits. June 2006 - 2007. ADB Board of Directors
unanimously approved the loan and its first tranche of projects in June 2008.

Jiangsu Province

r Consulting team leader on development, assessment, and implementation of demand-side
management investment portfolios for China, for the Natural Resources Defense Council.
(July 2003 - 2007) Responsible for program implementation planning and support (2005-
2007). Led modification and application of US-based program and portfolio economic
analysis tool for DSM planning. Assisted Jiangsu Province with design and planning for first-
stage implementation of Efficiency Power Plant (EPP) programs investing $12 million
annually on high-efficiency retrofits to industrial motors and drives and commercial lighting
and cooling. Directed economic and financial analysis of industrial retrofits for several
manufacturers to determine financial incentives offered by the program. October 2005 -
2007. Training and technical support on economic and financial analysis of industrial
retrofit projects for structuring and negotiating financial incentive offers to customers
(2007-2008).
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PRIOR ASSTGNMENTS (OPTIMAL ENERGYJ -- 1996-2005

. Policy and economic advisor for Massachusetts energy efficiency collaboratives, focusing on
regulatory, cost-effectiveness, shareholder incentives and other policy issues and strategies,
on behalf of Massachusetts Collaborative Non-Utility Parties. (January 1999 - 2005)

. Co-author (with Optimal Energy and Vermont Energy Investment CorporaUon), Comments
on Efficiency Maine's 2006-2008 Program Plan, on behalf of Maine's Office of Public
Advocate. September 2005.

. Team leader providing technical assistance supporting rulemaking to implement energy-
efficiency provision of renewable portfolio standard for Pennsylvania, on behalf of Citizens
for Pennsylvania's Future (PennFuture). Lead consultant on development of protocols for
measuring savings from energy-efficienry investments as tradable credits toward the
electricity resource portfolio standard. Protocols adopted by the Pennsylvania Public Utilities
Commission. 2005. (February - September 2005)

. Leader of analysis of economically achievable potential for energy-efficienqy resources to
ofbet loss of output in the event of early retirement of the Indian Point nuclear generation
station, on behalf of the National Academy of Sciences. May-October 2005.

o Co-author (with Paul Chernick) of testimony assessing planned energy-efftciency
investments by British Columbia Hydro, on behalf of the British Columbia Sustainable
Energy Association and British Columbia Sierra Club, August 2005.

o Written testimony recommending energy-efficiency portfolio investment levels and savings
goals in utility merger application before the Pennsylvania Public Utility Commission, Joint
Application of PECO Energy Company and Public Service Electric and Gas Company for
Approval of the Merger of Public Service Enterprise Group with and into Exelon Corporation,
on behalf of the Pennfuture Parties, June 28, 2005.

o Co-author of and expert witness supporting "Getting Results: Review of Hydro Quebec's
Proposed 2005-2010 Energy Efficiency Plan," before the Quebec Energy Board, on behalf of
a coalition of business, municipal, and environmental groups (January-March 2005)

o Testimony (with Ashok Gupta) before the New York Public SeMce Commission supporting
joint settlement proposal for 300 MW of additional efficiency investment in Con Edison
tenitory on behalf of the Natural Resources Defense Council, Pace Energy PQect, and the
Association for Energy Affordability (December 2OO4 - January 2005).

. Report and testimony on performance incentives for administrators of conseryation and load
management programs in Connecticut, on behalf of Connecticut Office of Consumer
Counsel. (February 2003 - August 2004). DPUC adopted recommended performance
incentive mechanism for 2006 program year.

. Project leader, including report and testimony, for consulting team projecting potential for
demand-side resources to defer the need for the Northwest Reliability Project, a major
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transmission upgrade, on behalf of Vermont Electric Power Company. (November 2001 -
December 2004)

Report and testimony on Opportunities for Accelerated Electrical Energy Efficiency in
Qu6bec 2005 - 20L2, on behalf of Regroupement National des Conseils R6gionaux de
L?nvironnement du Qu6bec, Regroupement des Organismes Environnementaux en Energie
and Regroupement pour la Responsabilit6 Sociale des Entreprises. (March - June 2004)

Project leader for consulting team assessing technical, achievable and economic potential
for energy-efficienqy and renewable resources in New York State and five sub regions over
5, 10 and 20 years, on behalf of New York State Research and Development Authority.
(January 2002- August 2003)

Project leader for consulting team updating statewide pQection of economically achievable
efficiency potential for state of Vermont, on behalf of the Vermont Department of Public
Seruice. (October 2001 - 2003)

"A Conservation Contingency Plan for Indian Point: Using Califomia's Success Beating
Blackouts to Replace Nuclear Generation SeMng Greater New York," prepared for the
Natural Resources Defense Council, October 2003.

"The Achievable Potential for Electric Efficiency Savings in Maine." Projected and compared
l0-year C&I costs, savings and benefits (based on technical potential analysis prepared by
Exeter Associates). *pert testimony on behalf of the Offtce of Public Advocate, before the
Maine PUC. (October 2002)

Project leader for consulting team suppofting utilities in targeting demand-side resources to
optimize distribution investment planning in statewide distributed uUlity planning
collaborative, on behalf of the Vermont Department of Public Service. (September 2001 -
December 2002) Led development of DSM scoping tool, an MS Excel spreadsheet for
preliminary analysis of the economically achievable potential for energy-efficiency to defer
or displace planned distribution investments.

Advisor on economic analysis for program planning and implementation of multi-year
statewide energy-efficienry programs in the New Jersey Clean Energy CollaboraUve
involving all the state's electric and gas utilities and the Natural Resources Defense Council.
(April 2000 - June 2003, on behalf of NRDC). Co-directed collaborative work on program
development, planning, and implementation for Conectiv. (November 1996 - 2000)

Analysis and testimony before the Connecticut Siting Council on integrating potential
demand reductions from targeted demand-side resources into need assessment for
transmission upgrades, on behalf of the Connecticut Office of Consumer Counsel. Docket
No. 217. (February 2002- February 2003)

Advice and negotiation on policy and scope of utility activities regarding targeted DSM to
optimize distribution investment planning, involving Consolidated Edison, PECO Energy, and
Orange and Rockland Utilities, on behalf of the Natural Resources Defense Council (Con Ed
and PECO) and Pace Energy Project (O&R). (1999 - 2000)
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"Examining the Potential for Energy Efficiency in Michigan: Help for the Economy and the
Environment," for American Council for an Energy-Efficient Economy (ACEEE). Analysis and
report projecting costs and benefits of aggressive energy-efficienry invesffinent. (January
2003)

Led consulting team in the preparation of detailed recommendations for implementing
strategic plan for acquiring clean power resources for the Jacksonville Electric Authority.
(May - September 2001)

Consultant to Citizens Utilities Corporation, suppofting planning and management of
investments pursuing maximum achievable levels of optimally cost-effective energy-
efficiency in its Vermont Electric Division. (1997 - 2001)

Consultant to PEPCo Energy Seruices on building energy-efficiency into retail seryice
offerings. (2000 - 2001)

Consultant to California Board for Energy-Efficiency, the agency responsible for
administering wires-charge funded statewide energy-efficiency programs. Technical seruice
consultant on nonresidential program design. (L997 - 1999)

Lead consultant on energy product development for consumer energy cooperative, on
behalf of Vermont Energy Futures, a non-profit organizaUon spearheading development of a
consumer-owned energy cooperative that will bundle electricity with energy-efficiency,
renewables, and fossil fuels for residential, low-income, and small non-residential
customers. One of key team members who prepared grant application to federal Health and
Human SeMces Department for $800,000 grant supporting development of the co-op.
(Les7 - 2000)

Led feasibility analysis and prepared preliminary business plan for bundling electricity, fuel,
efficiency services, and green power initially targeting low-income and environmentally-
conscious consumers, on behalf of the Energy Coordinating Agenry and Conservation
Consuftants, Inc. (July - December L997). Consultant on energy and business strategy and
planning for Energy Cooperative Association of Pennsylvania, a buyers'cooperative offering
electricity, fuel oil, energy-efficienry, and renewable energy to residential and non-profit
consumers in eastern and western Pennsylvania. (1998 - July 1999)

Lead consultant on energy efficienry program design and planning for Maryland Office of
People's Counsel and Maryland Energy Administration. Led research, analysis, and program
descripUons and budgets for use in restructuring workshops and legislative development on
efficienry and renewable programs supported by system benefits charge. (1998)

Lead consultant for the Vermont Department of Public Service regarding energy-efftciency
investment during and after the transition to electricity restructuring. Lead author of The
Power to Save: A Plan to Transform Vermonfs Effrciency MarkeB, the DPS filing which calls
for development of centrally delivered statewide core programs by an efftciency utility.
Prepared written testimony, on behalf of the Vermont Department of Public Service in
Docket 5980. (L997 - 1999)
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. Technical support to the Burlington (W) Electric Department in developing energy efficiency
programs and policies as part of their resource and business planning. (November 1996 -
May 1997)

. Consultant to Vermont Senate Natural Resources and Finance Committees on efficienry and
renewable policies in restructuring legislation passed by the Senate but not adopted by the
House. Provided technical assistance to support drafting and passage of utility restructuring
legislation (S.62). (1997)

. Support to the Vermont Department of Public Seruice in assessing the performance and
expenditures of Green Mountain Powe/s commercial and industrial DSM programs. Also
provided support to the DPS in the evaluaUon of GMP's actions surrounding the Vermont
Joint Owners contract with Hydro Quebec including prudence. (L997).

. Direct testimony and cross-examination relating to the future of DSM under the proposed
BG&E/PEPCo utility merger. Case No. 8725In the matter of Application of BGE, PEPCo &
Constellation Energy CorporaUon for Merger. (1996)

o Written report to the Ontario Energy Board assessing the 1997 DSM Plan filed by Union and
Centra Gas LTD in light of prior OEB decisions, as well as specific program plans for
residential and non-residential customers. The report also addressed potential changes in
gas DSM regulation, cost recovery and incentives. lAssessment of the Centa/Union Gas
ftscal 1997 DSM Plan, Plunkett, Hamilton, and Mosenthal, August 30, 1996.1 Testimony
before the OEB conceming the reporfls findings and recommendations. Union/Centra Rate
Case, EBRO 4931494. Also prepared a report and testified on Union Gas's DSM program
design in EBRO 496194195. (July 1996 - November 1996)

PRrOR ASSTGNMENTS (RESOURCE rNSrcHT) - 1990-1996

. Consultant on energy-efficienry program design, planning, and policy issues for Maryland
utilities including Potomac Electric, Baltimore Gas and Electric, Potomac Edison, Delmarva
Power and Light, Southern Maryland Electric Cooperative, Washington Gas, on behalf of
Maryland Office of People's Counsel. Coordinator and lead negotiator on DSM collaboratives
for Washington Gas, Potomac Electric, Baltimore Gas and Electric, Delmarva Power and
Light and Potomac Electric. Projects have included resource planning and allocation,
program design, policy, cost recovery mechanism design, and monitoring and evaluation
planning. (1989 - L997)

. Prepared testimony and supported settlement negotiations concerning the DSM Plan of
Jersey Central Power and Light on behalf of the Mid Atlantic Energy Project and New Jersey
Public Interest Research Group. Analyzed DSM poliry and commercial and industrial
programs. Docket No. EE9580349 In the matter of Consideration and Determination of
Jersey Central Power and Light Company's Demand Side Management Resource Plan filed
pursuantto N.J.A.C. t4:L2. (1995)

. Support to the Iowa Office of Consumer Advocate with the review and analysis of
MidAmerican's, Interstate Powe/s and Iowa Electric Seryices'existing energy efficiency
plans. Developed proposals for changes to and modifications of the utilities commercial and
industrial energy efficienry programs. (1995 - 1996)
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Testimony and technical support for the Iowa Office of Consumer Advocate in settlement
negotiations re IES Utilities C/I DSM programs. Docket No. EEP-95-1. (Februaty 1996)

Technical support to Florida Power Corporation on development of alternative DSM
programs for commercial and industrial customers. (1995 - t997)

Supported the development of testimony and negotiations regarding DSM program
alternatives for Carolina Power & Light, on behalf of the Southern Environmental Law
Center. Docket No.92-209-E. (1995 - 1996)

Reviewed and commented on Consumer Gas' C/I DSM programs on behalf of the Green
Energy Coalition. (1995)

Support to the Vermont Department of Public Seruice in negotiation settlement with Green
Mountain Power regarding DSM program design and planning, focusing on target retrofits in
load centers under T&D capacity constraints, and increased participation and
comprehensiveness of lost-opportunity programs. (1995)

Consulting services and expeft testimony on behalf of the Green Energy Coalition
concerning Ontario Hydro's DSM plans and acquisition of lost-opportunity resources. Before
Ontario Energy Board H.R. 22. re: Ontario Hydro 1995 Rates and Spending. (1994) and re:
Ontario Hydro's Bulk Power Rates for 1993. Ontario Energy Board HR-21. (1992)

Reviewed Tennessee Valley Authority programs and environmental planning for the
Tennessee Valley Energy Reform Coalition. (November L994 - July 1995)

Prepared and defended direct testimony on gas and electric Demand-Side
ManagemenflIntegrated Resource Planning guidelines before the North Carolina Public
Utilities Commission. Docket No. E-100, SUB 64A in the matter of Request by Duke Power
Company for Approval of a Food Service Program, Docket E-100, SUB 71 In the matter of
Investigation of the Effect of Electric IRP and DSM Programs on the Competition Between
Electric UtiliUes and Natural Gas Utilities. (1994)

Prepared and defended expert testimony and led analyses of demand-side management
and fuel switching opportunities in Central Vermont Public Service territory on behalf of the
Vermont Department of Public Seruice. Project involved detailed analysis of measure costs,
savings, and cost-effectiveness. Vermont Public Seruice Board, Docket 5270-CVPS-1&3.
(1ee4)

Prepared and defended expert testimony for the Vermont Department of Public Service on
prudence of demand-side management in CVPS rate case. Vermont Public SeMce Board,
Docket 5724. (May-August L994)

Directed and supported the preparation of joint testimony for Enercave, an efficiency
service provider. Before the New York Public SeMce Commission, Case No. 94-E-0334.
(September L994)

Joint testimony with Jonathan Wallach for the New York Public Utility intervenors reviewing

John J. Plunkett - Green Energy Economlcs croup, lnc. -- l2lO9l2OO9



Exhibit JJP-1
Page 11 of {8

1994 ULCo DSM Plan. Before the New York Public Service Commission. P.S.C. Case No. 93-
s-1123. (May 199a)

Contributed to the critique of PECO Demand-Side Management Plan for the Nonprofits
Energy Savings Investment Program. (February L994)

Provided direct testimony in a proceeding to investigate restrictions on DSM that could give
one utility (gas or electric) an unhir competitive advantage over another (electric or gas,
respectively). Before the Louisiana Public Seruice Commission Docket No. U-20178 Re:
Louisiana Power & Ught Company Least Cost Resource Plan. (1994)

Provided expert testimony in support of PEPCo's DSM implementation. Before the Public
Service Commission of the District of Columbia. Case No. 929. (1993)

Prepared written testimony for the Maryland Office of People's Counsel analping potential
for demand-side resources to offset need for power for proposed coal-fired plant. Delmarua
Power & Light Company Dorchester Power Plant Certificate of Public Convenience and
Necessity. Maryland PSC Case No. 8489. (January 1993)

Coordinated testimony assessing the planning process, screening analyses, and cost-
recovery proposals of the Detroit Edison Company for its demand-side management
programs. Estimated potential levels of savings; identified improvements to the utiliffs
proposed cost-recovery lost-revenue, and incentive mechanisms; and recommended
regulatory signals consistent with least-cost planning. Provided economic and regulatory
advice, consulting services, and oversaw preparation of testimony. Michigan PSC Case No.
u-10102. (1992)

Economic and regulatory advice, consulting seruices, and supeMsion of testimony
preparaUon. Provided technical seruices encompassing demand-side management program
monitoring and evaluation, cost recovery, and review of second efficiency plans. Before the
Iowa Utilities Board, Iowa Power and Light Docket No. EEP-91-3 and Interstate Power
Company Docket No. EEP-91-5. (1992)

Consulting on poliry and resource-allocation issues on behalf of the Vermont Department of
Public Seruice as part of DSM-program-design collaboratives with Vermont Gas. (1990 -
1991), Citizens Utilities (1990 - 1991), Central Vermont Public SeMce Corporation (1990)
and Green Mountain Power. (1990)

Comprehensive assessment of Ontario Hydro's 25-year resource plan. Directed work by over
a dozen consultants. The study encompassed load forecasting; assessing DM potential and
costs; resolving DM-implementation, resource-integration, and instituUonal issues; assessing
all resource costs, including extemaliUes; assessing costs of all supply resources, including
non-utility generators; and estimating avoided costs. (1990 - 1992)

Support to the Pennsylvania Energy Office in its evaluation of Pennsylvania electric utility
demand-management plans by preparing testimony and co-authoring a comprehensive,
five-volume study of all aspects of demand management. This document surueys issues
related to integration of demand-management resources into uUlity planning, and
reconciling least-cost planning objectives with rate-impact constraints; discusses strategies
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for utility intervention to remove market barriers to energy conservation; evaluates cost-
recovery mechanisms for demand-management expenditures by utilities; explores issues
related to the screening demand-management measures and programs; and examines
direct costs, risk, and externalities avoidable through demand management. (1991 - 1993)

Provided analysis of 1991 - L992 New York electric utility DSM plans, and support for the
analysis of 1993 - t994 DSM Plans on behalf of Pace University Center for Environmental
and Legal Studies, and Vladeck, Waldman, Elias & Engelhard, P.C., Counsel for the Class of
LILCo Ratepayers in County of Suffolk et al. v. LILCo et al. Proceeding to Inquire into the
Benefits to Ratepayers and Utilities from Implementation of ConseruaUon Programs that will
reduce Electric Use, New York Public Service Commission Case No. 28223. (1990, L992,
Lge4)

Reviewed Demand Side Management regulations and DSM compliance filings of four New
Jersey utilities on behalf of the New Jersey Division of Rate Counsel. Demand Side
Management Resource Plan of Jersey Cenfral Power & Light Company. Docket No. EE-

e2020103. (19e2)

Identified energy-efficienqy resources missing ftom FPL's resource plan that could provide
economical substitutes for proposed power supply option. Expert testimony also addressed
environmental costs avoided by DSM. Florida PSC Docket No. 920520-EG, In Re: Joint
PeUtion of Florida Power and Light and Cypress Energy Partners, Limited Partnership for
DeterminaUon of Need. (1992)

Technical assistance and expert testimony for the Indiana Office of Utility Consumer
Counselor, In the matter of the Petition of Indianapolis Power & Ught Company for a
Certificate of Public Convenience and Necessity for the Construction by it of Facilities for the
Generation of Electricity and Submission and Request for Approval of Plan to meet future
needs for Electricity. Cause No. 39236. (August 1991 - May 1992)

Technical assistance and expeft testimony for the Indiana Office of Utility Consumer
Counselor. In the matter of the Petition of PSI Energy, Inc. Fihd Pursuant to the Public
Service Commission Act, as Amended, and I.C. 8-1-8.52 for the Issuance of Certificates of
Public Convenience and Necessity to Construct Generating Facilities for the Furnishing of
Electric Utility Service to the Public and for the Approval of Expenditures for such Facilities.
Cause No. 39175. (June 1991 - February t992)

Testimony and surrebuttal for the Delaware PSC Staff. Before the Delaware Public SeMce
Commission Staff, In the Matter of the Application of Delmarua Power & Light Company for
Approval of 48 MW Power Purchase Agreement with Star Enterprise, PSC Docket No. 90-16.
(January 1991)

Prepared comments on IRP principles and objectives for the Southern Environmental Law
Center. Commonwealth of Virginia State Corporation Commission Order Establishing
Commission Investigation to Consider Rules and Poliry Regarding Conseruation and Load
Management Programs, Case No. PUE900070. (1991)
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PRIOR ASSIGNMENTS (KOMANOFF ENERGY ASSOCTATES) - 1984-1990

. Advisor to the Vermont Public Seruice Board. Suppofted formulating issues, conducting
hearings, deciding policy, and drafting opinions and orders on DSM planning programs, and
ratemaking. Advised the Board's hearing officer on numerous decisions concerning policy
and process, including cost-benefit analysis, design and coverage of utility energy-efficiency
programs and integrated planning requirements. Investigation into Least-Cost Investments,
Energy Efficienry, Conservation, and Management of Demand for Energy, Docket No. 5270.
(1e88 - 1ee0)

o Technical advisor to the Public Utility Law Project of New York. Recommended economic
principles for planning utility DSM investment for low-income customers in New York.
Proceeding on Motion of the Commission to Determine Whether the Major Gas and
Combination Gas and Electric Utilities Subject to the Commission's Jurisdiction Should
Establish and Implement a Low-Income Energy Efficiency Program, Case 89-M-124. (1990).

o Technical assistance and advice on behalf of the South Carolina Depaftment of Consumer
Affairs on all aspects of Integrated Resource Planning and DSM planning including cost-
effectiveness tests for South Carolina PSC investigation into Electric Utility Least-Cost
Planning, Docket No. 87-223-E. (1987 - 1992)

. Prepared and defended expert testimony for the Indiana Office of UUlity Consumer
Counselor on potential for DSM to defer need for new generating capacity. PeUtion of
Southern Indiana Gas and Elecfic Co. for Approval of Construction and Cost of AddiUonal
Electric Generation and for Issuance of a Certificate of Need Therefore, Indiana UUlity
Regulatory Commission, Cause No. 38738. (September 1989)

. Prepared and defended expert testimony for the lllinois Citizens Utility Board on adequary
of Commonwealth Edison's DSM efforts. Rulemaking Implementing Section 8-402 of the
Public Utilities Act, Least-Cost Planning, Illinois ICC Docket No. 89-003a. (July 1989)

. Supported the Vermont Public Service Board with analysis, findings, and conclusions
regarding the need for power based on potential DSM resources. Application of Twenty-Four
Electric Utilities for a Certificate of Public Good Authorizing ftecution and Performance of a
Firm Power and Energy Contract with Hydro-Quebec and a Hydro-Quebec ParticipaUon
Agreement, Docket No. 5330. (1989 - 1990)

o Cost-benefit analysis for the City of Chicago examining alternatives to the renewal of
Commonwealth Edison's franchise. (1989)

. Co-author (with J. Wallach) of The Power Analyst, integrated spreadsheet-based softurare
for projecting the economic and financial performance of renewable and cogeneration
pQects, for the New York State Energy Research and Development Authority. Project
manager, economic analysis. (1989)

. Advisor for the South Carolina Department of Consumer Affairs. Assessed costs and benefits
of long-term power contract. In the Matter of Duke Power Company, Federal Energy
Commission, Docket No. ER89-106-000. (January 1989 - March 1990)

John J. Pfunkett - Green Energy Economlcs Group, Iinc. -- t2lO9l2OO9



Exhibit JJP-1
Page 14 of 18

. Analfzed and provided expert testimony on the economic potential for cost-effective DSM to
substitute for capacity and energy from a combined cycle generating plant. Application of
Potomac Electric Power Company for Certificate of Public Convenience and Necessity for
Station H, Maryland PSC Docket No. 8063 Phase II. (1988)

. Examined, compared, and recommended appropriate cost-effectiveness tests for the DSM
poftion of the Massachusetts Department of Public Utilities investigation into the Pricing and
Ratemaking Treatment to Be Afforded New Electric Generating Facilities Which Are Not
Qualifoing Facilities. Docket No. 86-36. (1988)

. Testimony for the District of Columbia Office of People's Counsel on electric and gas utility
least-cost planning. Application of the Potomac Electric Power Company for Changes to
Electric Rate Schedules, D.C. PSC Formal Case 834 Phase II. (April and June 1987)

o Cross-examination for the Connecticut Division of Consumer Counsel to defend KEA's
financial assessment of CL&P's ability to withstand Millstone 3 disallowance. Investigation
into Excess Generating Capacity of Connecticut Light & Power Company, Connecticut DPUC
Docket No. 85-09-12. (April 1986)

. Cross examination for the Connecticut Division of Consumer Counsel to defend financial and
statistical model supporting KEA's findings of CL&P construction imprudence. Retrospective
Audit of the Prudence of the Construction of Millstone 3, Connecticut DPUC Docket 83-07-
03. (March 1986)

o Cross-examinaUon for the Pennsylvania Office of Consumer Advocate, defended
quantification of imprudence findings by Otsrien/Kreitzberg & Associates regarding PECO'S

construction management of the Limerick 1 project. Pennsylvania PUC v. Philadelphia
Electric Company Docket R-850152. (February 1986)

. Prepared and defended direct and surrebuttal testimony for the Pennsylvania Office of
Consumer Advocate critiquing utility conseruation and cogeneration assumptions and
presented alternative 20-year electricity sales projection. Pennsylvania PUC Limerick 2
Investigation Docket I-840381. (April 1985)

PRrOR ASSIGNMENTS (TNSTTTUTE FOR TOCAL SELF-RELIANCE) - 1978-1983

. Technical and economic analysis of small-generator grid interconnection of seven New York
electric utilities for the New York Energy Research and Development Authority. Project
manager, economic analysis. (1983)

r Written testimony on behalf of the Alaska Public Interest Research Group implementing
PURPA 210. Before the Alaska PUC. (1981)

o Written and oral testimony in oversight hearings on state implementation of the Public
Utility Regulatory Policy Act of 1978 (PURPA). U.S House of Representatives Subcommittee
on Energy Conseruation and Power. (1981)

. Written and oral testimony in rulemaking for the Public Utility Regulatory Policy Act of 1978
(PURPA) on behalf of ILS& before the Federal Energy Regulatory Commission. (1979)
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PU BLTCATTONS/ PRESENTATTONS

"'Walking the WalK of Distributed Utility Planning: Deploying Demand-Side Transmission and
Distribution Resources in Vermont Part Dieux" with Bruce Bentley 2008 Summer Study on
Energy Efficiency in Buildings, American Council for an Energy Efficient Economy, Pacific Grove,
California, August 2008.

"Demand-Side Management Sfrategic Plan for Jiangsu Province, China: Economic, Electric and
Environmental Retums from an End-Use Efficienry Investment Portfolio in the Jiangsu Power
Sector," with Barbara Finamore and Francis Wyatt, 2006 Summer Study on Energy Efficiency in
Buildings, American Council for an Energy Efficient Economy, Pacific Grove, California, August
2006.

"Walking the WalK of Distributed Utility Planning: Deploying Demand-Side Transmission and
Distribution Resources in VermonYs'southern Loopi" with Bruce Bentley and Francis Wyatt, ,
2006 Summer Study on Energy Efficiency in Buildings, American Council for an Energy Efficient
Economy, Pacific Grove, California, August 2006.

"Comparative Performance of Electrical Energy Efficiency Portfolios in Seven Northeast States,"
with Glenn Reed and Francis Wyatt, 2006 Summer Study on Energy Efficienry in Buildings,
American Council for an Energy Efficient Economy, Pacific Grove, Califomia, August 2006.

"Chafting New Frontiers with Vermonfs Deployment of Demand-Side Transmission and
Distribution Resources," ACEEE National Conference on Energy Efficienqy as a Resource,
Berkefey, CA, September 27,2005.

"Energy Efficiency and Renewable Energy Resource Potential In New York State: Summary of
Potential Analysis Prepared For the New York State Energy Research and Development
Authority", invited presentation to the National Academy of Sciences Committee On Alternatives
to Indian Point, Washington, DC, January 2005.

"Estimating and Valuing Energy-Efficiency Resource Contributions: Toward a Common Regional
Protocol," presented at the Northeast.Energy Efficiency Partnerships conference on regional
efficiency poliry, November 2004.

"The Economically Achievable Energy Efficienry Potential in New England," presented at the
Northeast Energy Efficienry Partnerships conference on regional efficienqy policy, November
2004.

"Rewarding Successful Efficiency Investment In Three Neighboring States: The Sequel, the Re-
Make and the Next Generation (In Vermont, Massachusetts and Connecticut)," (with P.

HorowiE and S. Slote), 20M Summer Study on Energy Efficiency in Buildings, American
Council for an Energy Efficient Economy, Pacific Grove, California, August 2004.

"Measuring Success at the Nation's First Efficienry Utility" (With B. Hamilton),2002 Summer
Study on Energy Efficiency in Buildings, American Council for an Energy Efficient Economy,
Pacific Grove, California, August 2002.
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"New Jerset's Clean Energy Collaborative: Model or Mess?" (with D. Bryk and S. Coakley),
2002 Summer Study on Energy Efficienry in Buildings, American Council for an Energy Efficient
Economy, Pacific Grove, Califomia, August 2002.

"Yes, Virginia, You Can Get There From Here: New Jersey's New Policy Framework For Guiding
Ratepayer-Funded Efficienry Programs" (with S. Coakley and D. Bryk), 2000 Summer Study on
Energy Efficiency in Buildings, American Council for an Energy Efftcient Economy, Pacific Grove,
California, August 2000.

"Integrated Market-Based Efficienry and Supply for Small Energy Consumers: The Consumer
Energy Cooperative" (with B. Sachs and E. Belliveau) 2000 Summer Study on Energy Effrciency
in Buildings, American Council for an Energy Efficient Economy, Pacific Grove, Califomia, August
2000.

"Comprehensive Energy SeMces At Competitive Prices: Integrating Least-Cost Energy SeMces
to Smalf Consumers through a Retail Buyer's Cooperative" (with B. Sachs), 1998 Summer
Stttdy on Energy Efficienqt in Buildings, American Council for an Energy Efficient Economy,
Pacific Grove, California, August 1998.

"Capturing Comprehensive Benefits from Commercial Customers: A Comparative Analysis of
HVAC Retirement Alternatives" (with P. Mosenthal and M. Kumm), 1996 Summer Study on
Energy Effrciency in Buildings, American Council for an Energy Efficient Economy, Pacific Grove,
California, August 1996. 5.169.

Yoint Delivery of Core DSM Programs: The Next Generation, Made in Vermonf'(with S.
Parker), 1996 Summer Study on Energy Efficiency in Buildings, American Council for an Energy
Efficient Economy, Pacific Grove, California, August 1996. 7.L27.

"Retrofit Economics 201: Correcting Common Errors in Demand-Side Management Cost-Benefit
Anafysis" (with R. Brailove and J. Wallach) IGT'; Eighth Internationalsymposium on Energy
Modeling, Atlanta, Georgia, April 1995.

"DSM's Best Kept Secret: The Process, Outcome and Future of the PEPCo-Maryland
Coflaborative" (with R. D. Obeiter and E. R. Mayberry), Proceedings of ffie ACEEE Summer
9tudy on Energy Effrciency in Buildings, Monterey, California, August t994. 10.199.

Louiwille Gas and Electric Company. Invited to make presentation on commercial program
design. March 10, 1994.

'DSM for Public Interest Groups, "seminar coordinator and presenter. DSM Training Institute,
Boston, Massachusetts, October 1993.

DSM Training Institute - Training for Ohio DSM Advocates: Effedive DSM Collaborative
Processes. Seminar co-presenter. Cleveland, Ohio, August 1993.

"Demand-Management Programs: Targets and Strategies," Vol. 1 of "Building Ontario Hydro's
Conservation Power PlanY'(with J. Wallach, J. Peters, and B. Hamilton), Coalition of
Environmental Groups, Toronto, ONT, November 1992.
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'DSM Program Monitoring and Evaluation: Prospects and Pitfalls for Consumer Advocates,"
Proceedings from the Mid-Year NASUCA Meefr:ng, Saint Louis, Missouri, June 8, 1993.

"Twelve Steps To Comprehensive Demand-Management Program Developmenil A Collaborative
Perspective", Proceedings from the IRP Worlcshop: The Basb landscape, NARUC-DOE Fourth
IRP Conference, Burlington Vermont, September t992.45.

"Demand-Side Cost Recovery: Toward Solutions that Treat the Causes of Utility Under-
Investment in Demand-Side Resources" (with P. Chernick), Proceedings from the Third NARUC
Conference on Integrated Utility Planning, Santa Fe, New Mexico, April 1991.

"Demand-Side Bidding: A Viable Least-Cost Resource Strategy?" (with P. Chernick and J.
Walfach), Proceedings from the Seventh NARUC Biennial Regulatory Information Conference,
Columbus, Ohio, September 1990.

"Where Do We Go From Here? Eight Steps for Regulators to Jump-Start Least-Cost Planning"
(with M. Dworkin), Proceedings from the Seventh NARUC Biennial Regulatory Information
Conference, Columbus, Ohio, September 1990.

"A Utility Planneds Checklist for Least-Cost Efficiency Investment" (with P. Chemick)
Proceedings from the Seventh NARUC Biennial Regulatory Information Conference, September
1990. Afso published in Proceedings from the Canadian Electrtc Associationb Demand-Side
Management Conference, St. John, Nova Scotia, September 1990.

"Canots and Sticks: Do Utilities Need Incentives to Do the Right Thing on Demand-Side
InvesBnen(?", Proceedings from the National Assoclatbn of State Utility ConsumerAdvocates
Santa Fe, New Mexico, June 1990.

"New Tools On the Block Evaluating Non-Utitity Supply Opportunities with the Power Analysf'
(with J. Waffach), Proceedings from the Fourth National Conference on Microcomputer
Applications in Energy, Phoenix, AZ, April 1990.

"Breaking New Ground in Collaboration and Program Design," The Rocky Mounbin Institute
Competitek Forum (Moderator), Aspen, Colorado, September 1989.

*Lost Revenues and Other Issues in Demand-Side Resource Evaluation: An Economic
Reappraisaf" (with P. Chernick), 1988 Summer Study on Energy Effrciency in Buildings,
American Council for an Energy Efficient Economy, Pacific Grove, California, September 1988.

"Pursuing Least-Cost Strategies for Ratepayers While Promoting Competitive Success for
Utilities', Proceedings from the Least-Cost Planning Conferencq National Association of
Regulatory Utility Commissioners, Aspen, Colorado, April 1988.

"Balancing Different Economic Perspectives in Demand-Side Resource Evaluation', Workshop on
Demand-Side Bidding, Co-sponsored by New York State PSC, ERDA, and Energy Office, Albany,
New York, March 1988.

"There They Go Again: A Critique of the AER/UDI Report on Future Electricity Adequacy
through the Year 2000'(with C. Komanoff, H. Geller and C. Mitchell), Presentation NASUCA
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(also debated AER/UDI co-author before NARUC annual meeting), New Orleans, Louisiana,
November 1987.

"Saying No to the No-Losers Test: Conectly Assessing Demand-Side Resources to Achieve
Least-Cost Utility Strategies', Proceedings from the Mid-year NASUCA meeting, Washington,
D.C., June 1987.

"The Economic Impact of Three Mile Island" (with C. Komanoff), Proceedings from the
American Association for the Advancement of Science symposium, May 1986.

"Facing the Grid" (with D. Monis), New Shelter, May - June 1981.
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Philadelphia Gas Works
Five-Year Gas Demand-Side Management Plan

I. SUMMARY

Over the next five years, Philadelphia Gas Works (PGW) plans to implement a portfolio
of seven demand-side management @SM) progmrns designed to reduce customers'
energy consumption through end-use efficiency investments. These programs provide
technical and financial services to residential and nonresidential customers to help them
upgrade the effrciency with which they use energy in their homes and businesses. PGW
plans to invest a total of $58 millionl ($45 million present worth n2009 dollars) through
2014 to implement these programs, and expects to save 1,321 Billion British Thermal
Units (BBTU) annually by the end of 2014.2 The portfolio's energy savings also reduce
greenhouse gas emissions by I million tons of carbon dioxide over the lifetimes of all the
measure installed over the five-year DSM plan.

Consumption reductions resulting from the DSM portfolio will lower the amount of
natural gas PGW has to procure and deliver to serve its customers. Avoided gas supply
costs represent the long-term benefits of PGW's DSM plan over the lifetimes of the
efficiency measures installed. Today's present worth of these avoided gas supply costs
amounts to $99 million, netting $54 million in present worth of cost reductions to the
PGW gas system, or a benefiVcost rutio of 2.2.

By the end of the fifth year of portfolio investment, average non-CRP residential
customer bills will decrease by 1.2 percent, compared to what they would have been
absent PGW's DSM investment. Average rates for this customer class are projected to be
1.0% higher in2014.3 Commercial customers will experience an average rate increase of
O.lYo at the end of the five-year portfolio investment, along with average bill reductions
of l.l%. Average rates for industial customers are projected to decrease by 0.4% atthe
end of the five-year investment period, resulting in an average bill reduction of 0.8%.
After the fifttr and final year of program expenditures, the portfolio will continue to
produce large bill reductions over the remaining lifetimes of the efficiency measures
installed due to the DSM portfolio.

I This is the sum of nominal dollars assuming 2.0%o general inflation (mixed-
current dollars, undiscounted). Real portfolio spending totals $54 million n2009 dollars.

2 PGW seeks recovery of the costs of the program, including revenue lost as a
direct result of the progftrm.

3 Portfolio spending, activity levels, and savings are all stated in calendar years, as
distinct from PGW's fiscal years, which are accounted for in the analysis of rate and bill
impacts from the portfolio.



These net cost reductions to all PGW's customers from lower gas and electric
requirements will increase household disposable income and strengthen business
profitability throughout Philadelphia, stimulating the creation of between 600 and 1,000
jobs.

PGW's gas DSM plan concentrates on residential retrofits in two phases. First, PGW
will enhance the existing low-income program by deepening efficiency investnent in
treated homes and extending program services to more customers in need. After
launching the enhanced low-income program rn2}ll, PGW plans on expanding the
program to the Crty's non-low income residents. Both retrofit programs upgrade the
thermal integrity of the building with added insulation and instrumented air sealing, and
in some instances also retire old, ineffrcient gas furnaces and boilers and water heaters
and replace them with new, high-efficiency equipment.

The enhanced low-income program will provide efficiency retrofit services free of charge
to the individual customer, just as it does currently. For the rest of PGW's residential
customers, the comprehensive refiofit program will offer financial incentives calculated
to reduce the investnent required by the customer to two year's worth of estimated bill
savings. In conjunction with the financial incentive, PGW will assist non-CRP
residential customers with accessing third-party financing over a minimum of three years
for their investrnent contributions. The objective of this two-part financial sfiategy is to
provide participating customers with immediate positive cash flow. By the end of the
initial five year period, PGW plans to have treated 38,153 customers (15,338 low-income
and22,8l5 non-CRP residential) through both residential retofit programs, reaching a

combined annual pace of 10,834 per yeax by 2014. PGW plans to continue the program
beyond five years with appropriate regulatory approval.

PGW proposes that both residential refofit progftlms will also offer free direct
installation of a diverse array of high-efficiency lighting products in customers' homes.
These additional measures will produce significant cost-effective electicity savings at
costs well below what would have been spent to rcalize them with a stand-alone electic
progmm. PGW will seek planning and cooperation with other programs, but is prepared
to proceed independently because of the significant opportunity the residential retrofit
program presents to provide incremental energy savings to customers at very low cost.

Another high priority for 2011 is PGW's plan to work with the City to invest in
comprehensive efficiency retrofits in City-owned facilities. In doing so, PGW will help
the City undertake the technical and economic assessments required for accessing
financial incentives and other services offered by Philadelphia Electric ("PECO").

In the second half of 201l, PGW plans to launch a program to increase the efficiency of
gas appliances and heating equipment purchased by residential customers; the plan calls
for a companion program for business equipment also beginning n2012. Also to be
initiated ul2012 are a business retrofit program and a new instruction/remodeUrenovation
progftIm investing in gas and electric efficiency improvements. Due in part to the

2



predominance of electic efficiency savings opportunities compared to gas in commercial
buildings, PGW will investigate opportunities to coordinate implementation of these
programs with others, but will assume full program adminisfation responsibilities, if
partnering proves infeasible.

Table I summarizes the present value of costs and benefits of the program portfolio.

Table I
T9|ar. :

ResoUice f!,
B€ncfits: ': '

..: Total
"fteoource
FV Cloctc

, Tota!
Resqurce PV
Naf Bana,F+a

Tq{at
Recource
Bie,;|trtldi

3omprehenslve Resldentlal
HeaUng Retrofft

$ 37,679,103 $ 21,617,8e5 $ 10,950,799 $ 16,061,218 1.74

Enhanced Low-lncomE retroflt s 37.U4.26A s 21.972.192 s 22.316.612 s 15.072.076, 1.69
Premlum efflclency gaa
rppllancea and heatlng
tqulDrngnt

$ 26,519,663 $ 4,740'331 $ 4,740'331 $ 21,779,332 5.59

3ornnierclal and Industrlal
toulornsnt efflclencv uncmdaq

$ 1,656,514 $ 1,366,416 $ 1,17o'A21 $ 249,694 '1.21

uuntctpat faciltges
:omprehenalve efflclency
fetroflt

$ 3,676,093 $ 3,290,862 $ 1,74,161 $ 385,230 1.12

i gh-efficie ncy construcuon $ 3.26a.a94 s 1.925.587 $ 1.925.587 $ 1.343.307 1.70
comrngrclal and lndustrlal
retroflt

$ 3,313,027 $ 2,040,365 $ 995,061 $ 1,272,62 1.62

Portfollo-Wlde Costs s a54,.207 $ e54..207 $ (ag.2w\
Total Portfollo $ 113,157.561 s 57.8,o,e'24 I 4.6a7.579 $ 55.349,317 1.96
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II. OBJECTIVES OF PGW'S GAS DSM PLAN

PGW's DSM plan has five broad goals.

r Reduce customer bills
o Maximize customer value
o Contribute to the fulfillment of the Crty's sustainabilrty plan.
o Reduce PGW cash flow requirements
. Help the Commonwealth and the nation reduce greenhouse gas emissions

In pursuit of these goals, PGW has designed and will implement the planned DSM
portfolio according to the following principles:

o Field a portfolio of programs that targets cost-effective gas efficiency savings
among all PGW's firm heating customers

o Marimize delivery efficiency to minimize costs and maximize coverage from the
available budget

o Stage program implementation to permit orderly and sustainable expansion
o Treat customers in greatest economic need and with most cost-effective

opportunities first
r Support economic development in the City, both directly through more intensive

employment of local resources to save natural gas, and indirectly through the
economic stimulus generated by increasing the amount of money City households
and businesses have available to spend for non-gas goods and services

o For retrofit and new construction customers, avoid lost opportunities by seeking
comprehensive energy savings of both gas and electric consumption





























































































































TAB

1l



PGW St. No. ll

BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMIS SION

TESTIMONY OF

PAUL CHERNICK
Resource Insight, Inc.

ON BEHALF OF

PHILADELPHIA GAS WORKS

DOCKET NO. R-2009 -2139884

DBcSUBER 2009



Tl,sr,n or CoxrnNrs

I. Identification & Qualifications.......... ................. I

il. Introduction............ ..........4

n. Development ofAvoided Costs ......... 5

A. Avoided Gas Costs ...................... 5

B. Avoided Electric Costs ..............l2

IV. Efficiency-Cost-Recovery Mechanism ............ 15

A. ProgramExpenditures............. ................... 16

B. Lost Revenues........ ................... 17

V. Estimate of Lost Revenues ..............23

Exhibit PLC-I

Exhibit PLC-2

Exhibit PLC-3

TI.nr,n oFEXHIBITS

Professional Qualifications of Paul Chernick

Development of rcw's Avoided Costs

Cost of Peqk@ Supply

Direct Testimony of Paul Chernick o Docket No. R-2009-2 139884 o December 2009 Page i



Identification & Qualifications

Mr. Chernick, please state your name, occupation, and business address.

I am Paul L. Chernick. I am the president of Resource Insight, Inc.o 5 Water St.,

Arlington, Massachusetts.

Summarize your professional education and experience.

I received an SB degree fromtheMassachusetts Instifute ofTechnology inJune

1974 from the Civil Engineering Department, and an SM degree from the

Massachusetts Institute of Technology in February 1978 in technology and

policy. I have been elected to membership in the civil engineering honorary

society Chi Epsilon, and the engineering honor society Tau Beta Pi, and to

associate membership in the research honorary society Sigma Xi.

I was a utility analyst for the Massachusetts Attorney General for more

than three years, and was involved in numerous aspects of utility rate design,

costing, load forecasting, and the evaluation of power supply options. Since

1981, I have been a consultant in utility regulation and planning, first as a

research associate atAnalysis and Inference, after 1986 as president of PLC,

Inc., and in my current position at Resource Insight. In these capacities, I have

advised a variety of clients on utility matters.

My work has considered, among otherthings, the cost-effectiveness ofpro-

spective new electric generation plants and transmission lines, retrospective

review of generation-planning decisions, ratemaking for plant under construc-

tiono ratemaking for excess and/or uneconomical plant entering service, conser-

vation program design, cost recovery for utility effrciency programs, the valua-

tion of environmental externalities from energy production and use, allocation of

costs of service between rate classes and jurisdictions, design of retail and

I.
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I wholesale rates, and performance-based ratemaking and cost recovery in restruc-

2 tured gas and electric industries. My professional qualifications are further

3 summarized in Exhibit PLC-I.

4 Q: Have you testified previously in utility proceedings?

5 A: Yes. I have testified approximately two hundred times on utility issues before

6 various regulatory legislative, andjudicialbodies, includingutilityregulators in

7 24 states and three Canadian provinces, and two Federal agencies.

s Q: Have you testified previously before the Pennsylvania Public Utilities Com-

9 mission (the PUC)?

10 A: Yes. I testified in the following dockets:

11 o Pennsylvania PUC R-842651, a Pennsylvania Power and Light rate case,

12 on the need for, and operating costs and rate effects of, the Susquehanna 2

13 nuclear plant, on behalf of the Pennsylvania ConsumerAdvocate.

14 e Pennsylvania PUC R-850I52, a Philadelphia Electric Rate Case, on rate

15 effects of Limerick 1, on behalf of the Utility Users Committee and

16 University ofPennsylvania.

r7 o Pennsylvania PUC R-85 0290, on auxiliary rates for Philadelphia Electric,

18 on behalf of the University of Pennsylvania andAmtrak.

19 e Pennsylvania PUC I-900005, R-901880, on electric-utility osu and osu-

20 cost recovery for the Pennsylvania Energy Office.

2l o Pennsylvania PUC Docket No. 00061346, on real-time pricing for

22 Duquesne Lighting, on behalf of PennFuture.

23 o PennsylvaniaPUC DocketNo. R-00061366,e1a1., rate-transition-planpro-

24 ceedings of Metropolitan Edison and Pennsylvania Electric, on real-time

25 and time-dependent pricing, on behalf of PennFuture.

26 Q: Please summarize your experience in the development of avoided costs.

Direct Testimony of Paul Chernickt Docket No. R-2009-2139884 o December 2009 Page 2



1A:
2

aJ

4

5

6

7

8

9

l0

11

t2

13

14 Q:

15

I have developed or modified estimates of electric avoided costs for numerous

electric utilities; many of these estimates are listed in my resume. I estimated

statewide avoided costs for Vermont in 1997, and regional avoided generation

costs for all ofNew England for a consortium of utilities in 1999,2001,2007,

and 2009.1 I also described the process of deriving avoided costs in a report to

the Pennsylvania Energy Office in 1993.2I developed gas avoided costs for

Boston Gas (now part of KeySpan) in the late 1980s and early 1990s, for

Washington Gas Light in the 1990s, in the New England consortium reports

(above) in 1999 and 2001, in two 2006 reports for twseRDe ('Natural Gas

Energy Efficiency Resource Development Potential in Con Edison Service

Area" and'Natural Gas Energy Efficiency Resource Development Potential in

New York"), in New York's energy-efficiency rulemaking, and for Peoples Gas

Company.

Please summarize your experience in the planning and promotion of

energy-effi ciency programs.

I have testified on demand-side-management potential, economics and program

design in approximately 54 proceedings since 1980. In the 1990s I participated

in several collaborative efforts among utilities, consumer advocates, and other

parties, including those for PEPCo, BG&E, Delmarva Power, Potomac Edison,

These are, respectively, *Avoided Energy Supply Costs for Demand-Side
Management in Massachusetts" (1999), "UpdatedAvoided Energy Supply Costs
for Demand-Side Screening in New England" (2001), "Avoided Energy Supply
Costs in New England: 2007 Final Report" (2007), and "Avoided Energy Supply
Costs in New England: 2009 Final Report" Q009), all for the Avoided-Energy-
Supply-Component Study Group, c/o National Grid Company (Northborough,
Massachusetts).

That work was in "Qualiffing the Benefits of Demand Management," the fifth
volume of the five-volume Frorn Here to fficiency: Securing Demand-
Management Resources publishedinlg92 and1993 by the Pennsylvania Energy
Office.
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Washington Gas Light, Central Vermont Public Service, Vermont Gas, and

NYSEG. More recently, I have participated in collaboratives related to Con

Edison's gas- and electricity-efficiency programs and New York statewide

program rules and objectives.

Please summarize your experience regarding recovery of utility energy-

efficiency program costs and associated revenue losses.

I first proposed a combined revenue-stabilization and conservation-funding

mechanism in testimony on alternatives to the Seabrook nuclear power plant

before the New Hampshire Public Utilities Commission in DocketNo. DEl-312

in October 1982. My qualifications list a number of subsequent engagements

related to ratemaking for energy efficiency, including recovery of direct costs

and lost revenue.

I have supported broader revenue stabilization than proposed by the

utilities in some cases (e.g., in Ontario), and proposed modifications to utility

decoupling proposals in other situations (e.g., for Con Edison's electric sales,

Vectren's Indiana gas territories). I have also worked on issues of cost recovery

in collaborative efforts among utilities, consumer advocates, and other parties,

including Con Edison's continuing gas revenue-per-customer decoupling

collaborative.

Introduction

On whose behalf are you testifying?

My testimony is sponsored by Philadelphia Gas Works (rcw).

What is the purpose of your testimony?

Q:

A:

21 Q:

22 A:
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I describe the derivation of pcw's avoided gas costs and support PGW's proposal

for the recovery of program expendifures and lost revenues resulting from the

conservation program proposed in the testimony of pcw Witness John Plunkett.

Please summarize the remainder of your testimony.

Section III describes my derivation of avoided costs for gas and electricity.

Section IV describes the need for and operation of the Efficiency Cost

Recovery Adjustment, by which pcw would recover its costs related to

encouraging energy efficiency and maintain its financial stability.

Section V describes my derivation of the rate impacts of DSM spending.

Q:

A:

t2

13

T4

10 ilI. Development ofAvoided Costs

Avoided Gas Costs

Did you develop the avoided gas costs used in the economic screening of

PGWts proposed energy-efficiency and conservation programs?

Yes.

Please describe your approach.

The purpose of avoided costs is to estimate the benefit to consumers of reduced

energy usage. The major benefit is the reduction of the quantity of gas required

to serve customer loads and of the associated pipeline and storage capacity

required to deliver the gas to the rcw citygate atthe times customers require it.

This benefit does not necessarily equal the rate paid by the customer to the

utility or a natural-gas supplier in a particular month. The market price of gas

varies daily or even hourly, while the gas charges may average out costs over a

range of load shapes andanumber of months. For customers using gas supplied

by ecw, all the costs of gas used by customers will flow through to customers

Q:

A:

Q:

A:

15
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and all the costs saved from energy efficiency will similarly flow through to

customers. Customers servedby natural-gas suppliers maypay aconfractrate in

the short term, but those rates are likely to be adjusted over time to reflect the

costs of serving the customer's actual load.

I outline my approach in this testimony. ExhibitPLC-2 presents the deriva-

tion of avoided costs in greater detail.

Q: How did you project the cost of gas or the benefit of reduced gas

consumption?

A: I began with the monthly forward prices for gas at Henry Hub and added the

monthly forward price for delivery of gas from Henry Hub to ttre pcw citygate.

These are the prices in the market for equal amounts of gas delivered in each

day of the month. For baseload effrciency measures, which save the same

amount of energy every day, the avoided commodity cost is simply the average

ofthe delivered gas prices across months, weighted by the number of days in the

month.

For measures that save energy in proportion to heating loads, the

computation is somewhat more complicated. Heating loads tend to be highest in

the high-priced months, and in the highest-price days within the month. Indeed,

the total heating requirement for customers in the Northeast and across the

continent is the most important factor in driving price differences within a

month. I assumed that the savings from heating measwes would be distributed

across months in proportion to normal monthly heating degree days. Within

each month with significant heating load, I estimated the historical ratio of

prices weighted by normal heating degree days to the simple average of the

prices; see ExhibitPLc-2. The intra-month correlation of heating load and gas

price results in the value of avoided heating load exceeding the value ofavoided

Direct Testimony of Paul Chernickc Docket No. R-2009-2139884. December 2009 Page 6
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10

baseload by roughly l-5% in various heating months. The avoided commodity

cost for space-heating load is thus more than the cost for baseload measures.

This is due to both the greater gas usage of heating in the higher-priced months

and due to the greater gas usage ofheating in the higher-priced days within each

month.

Does PGW acfually purchase and sell gas in the spot market?

Yes. I understand that those transactions are relatively small, compared to PGW's

total sales, and primarily for balancing purposes. Spot transactions setthe short-

run marginal cost of additional usage. Most of PGw's gas supply comes from

longer-term contracts for commodity, pipeline capacity, and storage.

Could PGWts avoided costs be estimated from the costs of those contracts?

Yes, in principle. I developed my earliest estimates of gas avoided costs, for

Boston Gas in the 1980s, by estimating the effect of load reductions on specific

purchases of capacity and commodlty. In those days, before the competitive gas

market had developed fully, contract prices were essentially the only measure of

avoidable costs. Estimation of the avoided costs required Boston Gas to

redispatch its entire system-pipeline purchases, storage injections and

withdrawals, LNG liquefaction and withdrawals, propane injection-on a daily

basis for different levels of heating load, reflecting the contracts that would be

reduced with lower demand levels. This is a complicated process, and the

utilities I have worked with since then (the New England and New York utilities

and now PGw) have not chosen to pursue that modeling approach.

Why have you used the market-valuation approach to estimating market

prices, rather than the utility-specific supply approach?

Both practical and theoretical considerations inform this choice. Practically, the

utility-supply approach is difficult to implement. Modeling the effects of load

ll Q:

12 A:

l3
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reductions on dispatch over time is quite complicated. Such an analysis would

start with estimation of base-case gas dispatch, including exactly how much of

each supply will be (l) used to meet daily load, (2) injected into storage or

liquefied, (3) withdrawn or vapoized, or (4) sold oflsystem at various points

from production to the rcw citygate. A reduction in load with a particular shape

(such as heating load, proportional to heating degree days) would change the

amount of daily gas that pcw and third-party suppliers would purchase at the

production areas, and the amount that would be fiansported, injected into

storage, liquefied, withdrawn, vaporized, sold oflsystem, and so on. Both the

change in the dispatch and the cost reductions would depend on how pcw and

other suppliers adjusttheir commodiry pipeline-capacity, and storage-capacity

entitlements at various locations, from production to the rcw citygate in the

short and long term, including renegotiationo resale, release, or allowing

contracts to expire.3

Fortunately, with the emergence of public markets for gas delivered at

particular locations, this complexity is not necessary. Theoretically, PGW's long-

term avoided cost should be very close to the market price of supply. The

avoidable costs ofproduction-area commodity confiacts-which may be avoided

by some combination of reselling the gas, negotiating early termination or

reduction of contracts, and not signing new contracts-would likely be very

similar to the forward costs of gas at Henry Hub. If the marketprices of supply

are significantly greater than those in PGw's contracts, PGW should be retaining

the contracts and selling gas into the higher-priced market, so that improved

energy effrciency avoids the market price. If the market prices of supply are

Many of the specific products that pGw might resell or renegotiate are not widely
traded, further complicating the analysis.
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l0

11

12 Q:

t3

significantly less than those of pcw's contracts, pGW should be allowing those

contracts to expire and purchasing more supply through the markets; again, the

benefit of reduced load is a reduction in market purchases.

How did you project avoided costs beyond the period for which you have

forward prices?

I had monthly forwards from Nrnrasx for the price differential from Henry Hub

to the Philadelphia citygate for 2009 through 2012. Thereafter, I escalated the

differential in proportion to the escalation in the Henry Hub price through 2020,

the end of wvvrBx forwards for Henry Hub. After 2020,I assumed that the

avoided costs would be constant in real terms. I assumed that future inflation

would be 2Yo.

Other than commodity delivered to the citygate, does energy efficiency

allow PGW to avoid any other costs?

Yes. In addition to providing gas to meet normal weather, PGw must provide

enough reserye capacity to meet loads under design conditions, includingboth a

design day with 65 heating degree days and a design winter with heating loads

approximately 19.4%greaterthan normal. I estimatedthe cost ofthatreserve as

the price of PGw's contracts supporting its most expensive storage supply

(Equitrans) times the percentage increase in heating load between norrnal and

design winters. I took the fixed cost ofthe Equitrans supply as $2.401Dth, from

Schedule SDS-8 ofPcw's gas-cost-rate supporting documentation filed on June

2008. Exhibit PLC-3 shows my computation of normal heating sendout (42.5

million Dth) and the design-winter sendout increment (8.3 million Dth). As

shown in Exhibit PLC-2,0.194 Dth of peaking supply rt$2.40/Dth of peaking

results in a peaking-reserve cost for heating load of about $0.50/Dth. Baseload

does not increase under design conditions, and so has no peaking-reserve cost.
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1 Q: Please summarize your estimates of avoided gas costs.

2 A: Table I provides that summary. It is important to note that these avoided costs

3 do not include any costs related to the carbon caps in the legislation that has

4 passedtheHouseofRepresentatives(Warman-Markey)andhasbeenintroduced

5 inthe Senate (Boxer-Kerry).Those carbon caps could significantly increasethe

6 value of energy efficiency and conservation, since fufure utility DSM programs

7 are likely to be counted as offsets and allocated credits and since both bills

8 would require.gas utilities to hold allowances starting lrl-20t6.

9 Table 1: Summary of Avoided Gas Costs (2008 DoIIars per MMBtU)
Space Water

Baseload heating heating

$7.20 $8.57 $7.54

$7.31 $8.67 $7.65

$7.27 $8.58 $7.60

$7.24 $8.54 $7.57

$7.27 $8.57 $7.60

$7.35 $8.66 $7.68

$7.48 $8.81 $7.81

$7.68 $9.03 $8.02

$7.e4 $9.32 $8.29

$8.08 $9.47 $8.43

$8.07 $9.46 $8.42

$8.10 $e.50 $8.45

$8.20 $9.61 $8.55

$8.48 $9.92 $8.84

$8.81 $10.29 $9.18

$9.11 $10.62 $9.49

$e.41 $10.95 $9.80

$9.67 $1't.24 $10.06

$9.86 $11.45 $10.26

$10.03 $1 1 .63 $10.43

$10.08 $1 1 .70 $10.48

$10.28 $1 1 .92 $10.69

$10.28 $11.92 $10.69

$10.28 $1 1 .e2 $10.69

Year

2010
2011

2012
2013
2014
2015
2016
2017

2018
2019
2020
2021

2022
2023
2024
2025
2026
2027

2028
2029
2030

2031

2032
2033
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Do energy-efficiency and conservation investment have other benefits,

beyond those you have quantified?

Yes. PGW's energy-efificiency programs and resulting reductions in gas load

would perform the following beneficial functions:

o create local jobs for local businesses in implementing the programs, from

distributing equipment and materials to installation and inspections.

o reduce wholesale-market gas prices, particularly in the Northeast. While

this is a small price effect per Ccf, it has that effect over large amounts of

retail sales and the large amounts of electric energy that is priced at the

marginal costs of gas-fired generators.

o provide a model for enerry-effrciency programs for other Pennsylvania gas

utilities, which would directly benefit the customers of those utilities and

multiply the market-price benefits to consumers.

o improve customer comfort.

o potentially improve PGw cash flow, reducing the need for reliance on

borrowing.

o improve customer ability to pay.

o leave customers with additional cash to be spent in Philadelphia,

stimulating the local economy.

Furthermore, while most of pcw's system is experiencing falling loads and

hence needs no capacity-related upgrades, there af,e areas in which PGW does

require increased delivery capacity dueto local growth, mostlyto accommodate

new intemrptible loads. The distribution capacily freed up by energy efficiency

may allow PGw to avoid some system upgrades, depending on the location and

magnitude of the energy-efficiency and conservation investment and of the

added loads.

Q:

A:
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Philadelphia Gas Works has not quantified these effects, but they are all

properly included in the benefits of an energy-efficiency and conservation

program.

Avoided Electric Costs

Why are avoided electric costs relevant to the evaluation of Pcwts energy-

efficiency programs?

Gas energy-efficiency measures can increase or decrease electricity use. For

example, some high-efficiency boilers use more electricity than standard-

efficiency boilers. Tradeoffs between gas and electric savings arise in choosing

between window designs that admit solar energy in the winter and those that

keep out sunshine in the summer. On the other hand, building shell measures

(wall and roof insulation, tighter windows), setback thermostats, and duct sealing

in gas-heated buildings are likely to decrease electric use both for circulating

heat (with pumps and/or fans) and for summer cooling. Accurately evaluating

the cost-effectiveness of the gas energy-efficiency and conservation programs

requires valuation of the changes in electricity use, along with all other costs and

benefits.

In addition, while pGw (or any efficiency provider) is in the customer's

premises, there may be opportunity for installing efficiency and conservation

measures for other service providers, in this case the electric and water utilities.

The incremental cost ofhaving PGW install compact fluorescents when they are

on site (e.g., to insulate, perform air sealing, or wrap water heaters and pipes) is

much less than the cost of sending contractors to separately perform the same

task for the electric company's customers.

Philadelphia Gas Works intends to attempt to work out cooperative

arrangements with all energy suppliers and DSM contractors to reduce

5
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redundancy in site visits and coordinate support and incentives for construction

and custom retrofits.

How did you estimate electric avoided costs?

My computation of avoided energy costs started with NVMEX monthly forward

prices for PJM on- and off-peak energy through 2013. To these flat monthly

prices at the PJM Western Hub, I added adjustments for load shape, congestion

(both from the P1M"2007 State ofthe Market Report," Market Monitoring Unit,

March 11, 2008), and marginal losses. I then weighted the market energy costs

across months, to derive an average annual avoided energy cost for each gas

year. Beyond20l4,I assumed that the avoided energy costs would rise at the

rate forecast by the Energy Information Administration (2009).

I did not explicitly recognize any effects of carbon caps or changing fuel

mix in the future.

To the energy costs, I added capacity costs at the market-clearing price

applicable to electric service. Since pru obtains capacity on a locational basis,

the capacity price may be essentially uniform across the entire PJM RTo, or may

vary between regions. The capacity price applicable to the Philadelphia region

was the Eastern MAAc zone for 2008109 and2009/10, the PJM RTo as a whole

for 2010/11 and 20ll/12, and Eastern MAAc agal.rl,:rlr2}l2ll3. I assumed that

the capacity price in201312014 would be the average of the previous auction

prices ($71lkW-year, including reserve margin) in nominal dollars, without

inflating the earlier prices. After 2013/14,I escalated the capacity price at

inflation.

The results of my computations are summarized below inTable2.
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Table 2: Summary of Estimate ofAvoided Electric Costs
Nominal Dollars

Total at RealGas Enerov Capacitv 65% CF DollarsYear ($llvtWh) ($/kw-yr) ($lluwn) (zooa$lNlwn)

2010/1 7 $65 $74 $78 $74
2011/12 $69 $5s $78 $73
2UA13 $69
2013/14 $72

$62 $80

$71 $84

$89 $141
$e0 $150

$92 $159

$94 $16e

$e6 $179

$e8 $187

$73

$75
2014/15 $75 $73 $88 $77
2015/16 $79
2016/17 $84
2017/18 $89
2018/19 $96
2019/20 $102
2020/21 $105
2021/22 $106
202y23 $110
2023/24 $116
2024/25 $125
2025/26 $134
2026/27 $143
2027/28 $153
2028/29 $162
2029/30 $170

$74 $92 $79

$76 $e7 $82

$77 $103 $85

$79 $109 $89

$80 $116 $e2

$82 $11e $e3

$84 $120 $92

$85 $125 $94

$87 $131 $96

$101

$106

$1 10

$1 15

$1 1e

$122

2

J

4

5

6

7

8

These are very simple electric-avoided-cost placeholders. As electric

companies implement energy-efficiency programs, and to the extent those

efforts are coordinated with pcw's programs, the elecfric utilities will likely also

develop more-sophisticated electric avoided costs, differentiated by season and

time of use and reflecting avoided T&D costs. My simplified estimate of

avoided electric costs probably understates avoided costs for most electric

efficiency measures.
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Q:

A:

IV. Efficiency-Cost-Recovery Mechanism

Please describe the proposed Efficiency-Cost-Recovery Mechanism.

The Efficiency-Cost-Recovery Mechanism (ncnu) would operate much like the

existing Universal Service and Energy Conservation Surcharge. The rate would

be revised each quarter, at the beginning of September, Decembero March, and

June, and pcw would file supporting documentation for its revised rate. PGw

would respond to any questions that the Commission Staffor otherparties may

have regardingthe filings, throughwrittenresponses and/ortechnicalmeetings.

Each quarterly adjustment to the EcRM would be a constant dollars-per-Ccf

increment for the subsequent twelve months.

On approximately March I of each year, PGw would make a formal

reconciliation filing to be rolled into the September 1 adjustment, subject to

Commission approval.

What costs would the nCnVf recover?

The ecRM would include recovery ofpcw's program e4penditures and revenues

lost due to PGw's efficiency and conservation programs.

Would the ncnm fully recover PGW's costs?

No. pcw does not propose to include any interest credit between the time money

is spent and the time collection starts, or for the delay in recovery over twelve

months. These carrying costs would be offset by reductions in cash working

capital required for gas purchases. The relative magnitude of the increases and

decreases in carrying costs will depend on the duration between rate cases, the

amount of energy savedper dollar invested, the fraction of conservation that is

heating-related, weather, and other factors. PGW does not seek to recover

revenue lost as a result of response to advertising and other media messages

promoting conservation nor revenue lost as a result ofmarket changes resulting

14 Q:

ls A:

t6

r7 Q:

18 A:
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I from the PGw progftlm and its cooperative efforts with other utilities and

2 government entities. While related to pcw efforts, these revenue losses are

3 simply too difficult to measure.

4 A. Program Expenditures

How would the structure of the EcRIvI differ from the Universal Seryice and

Energy Conservation Surcharge?

The ecRM would vary by class. The Universal Service and Energy Conservation

Surcharge (usc) would continue to recover the costs of energy-efficiency and

conservation services to low-income residential customers, i.e. the Conservation

Works Program, from all other firm classes. The costs related to customers other

than low-income residential customers would be tracked separately for the

following three firm classes served by the energy-efficiency programs:

o residential and public housing customers on Rate GS and on Rate PHA,

. commercial and municipal customers on Rate GS and on Rate MS,

r industrial customers on Rate GS.
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Q:

A:

Q: How does PGw propose to fund its energy-efficiency and conservation

programs?

A: The programs would be funded through the following two sources:

r In many programs, the participants will pay pffit of the initial cost of the

measures that serve them, either to PGw or to a third party implementing

the measures.

o The residual direct program costs would be recovered from ratepayers,

through the BcRvr.
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I B. Lost Revenues

2 Q: Other than the costs of operating the programs, how do energy-efficiency

3 and conservation programs affect pGW's earnings and liquidity?

4 A: The principal purpose of energy-efficiency programs is to reduce customer costs

5 by reducing the usage of commodity. Since pGW flows through the costs of

6 commodity to customerso reduced commodity use has little effect on PGw's

7 ftnancial condition, other than indirectly through the effect on cash working

8 capital. But in addition to commodity, rcw charges for distribution costs as a

9 function of consumption, at about 38(,/Ccf for MS, 62( for residential GS, and

l0 about 52P/Ccf for prn and the non-residential GS classes. Since distribution

I I costs are almost all fixed in the short term, every Ccf of gas thatacustomer does

12 not use due to an energy-effrciency and conservation program reduces PGW's

13 earnings and cash flow.

14 The better PGW does at reducing its customers' energy usage and bills, the

15 worse offpcw would be under current ratemaking. This disincentive remains

16 one of the major barriers to more effective energy policy in many states.

t7
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Q: How does PGIY propose to resolve this conflict?

A: Philadelphia Gas Works proposes to recover its lost revenues for all customers,

other than those in the Customer Responsibility Program (cnr), through the

ECRM. Due to the operation of the cRP, efficiency measures delivered to cRP

customers will not result in reductions in the participating customer's bill, but

will instead reduce the Universal Service Surcharge borne by all non-cRP firm

customers. Those revenues will be permanently lost to PGw, and will increase

until the next rate proceeding, when rates willbe reset and the losses will startto

accumulate oncs more.

Q: How would the lost-revenue portion of the EcRM work?
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I A: The basic approach in computing lost revenues comprises the following steps,

2 for each measure covered by an energy-effrciency and conservation program:

3 1. Count the number of measures installed under the program.

4 2. Estimate the annual sales effects of each measure.

5 3. Estimate the percentage of the savings that would have occurred without

6 the program, and that therefore do not reflect any program-related revenue

7 loss.a

8 4. Estimate the extent of spillover from the program to non-participants, such

9 as by increasing supply of efficient equipment in warehouses and stores.

10 5. Determine the rate per Ccf for the sales reduction, which may require, for

I I example, tracking the number of participants in a boiler program who are

12 on residential Rate GS, public-housing Rate GS, commercial Rate GS,

13 Rate PHA, and Rate MS.

14 6. Compute when the savings from each measure would start, given both the

t5 installation schedule and the seasonality of load.

16 7. Compute the resulting lost revenues.

17 Q: What factors would be considered in estimating the sales effects of each

18 measure?

19 A: The estimated effect on sales may depend on the following factors:

20 r the size of the equipment affected, such as the volume of the water heater

21 or the Btu output rating of a furnace;

22 o building size;

a The participants who would have invested in efficiency without the program are

often called 'ofree riders." That terminology incorrectly suggests that they are
somehow getting a better deal than other participants.

Direct Testimony of Pml Chernick o Docket No. R-2009-2139884 o December 2009 Page 18



I

2

J

4

5

6

I

8

9

10

ll

o household size, especially for water heaters, dishwashers, and clothes

washers;

. pre-measure usage;

o efficiency of the rest of the system, such as the effect of the building

envelope on the sales reduction from a more-efficient heating system.

Would all of these variables be determined for each installation?

Not all of them. pcw will establish a tracking system to record the number of

rebates and installations, information on the size and model number of

equipment installed, customerrate class, and other detailed data. Variables that

would not be feasible to track for each installation (such as household size in a

rebate program) would be determined from limited samples ofparticipants.

Is this approach used in other jurisdictions?

Yes. Lost-revenue-adjustment mechanisms are used for electric and/or gas

utilities in Ontario, Massachusetts, Connecticuto Vermonto Ohio, Kentucky, and

Indiana, Maryland, New Jersey, and New York.

Has pcw developed detailed protocols for the tracking system and the

estimation of lost revenues?

Not yet. PGW intends to develop the fracking system and the lost-revenue

formulas in parallel with implementation of the effrciency programs. In my

experience, the development of programs, tracking system, and lost-revenue-

estimation procedures generally occur in parallel.

This process will probably be most-effectively pursued through a

collaborative effort with the Public Utility Commission Staff, the Consumer

Advocate, the Office of Small Business Advocate, and other parties with

expertise in energy-efficiency monitoring and evaluation. In particular, it is

important to resolve cooperatively the lost-revenue inputs to the extentpossible.

Q:

A:

12 Q:

13 A:
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l5

Q:

A:
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I Arguing about these issues in an ECRM proceeding may push fcw and other

2 parties intopositions based onthe lost-revenue litigation, ratherthanidentifying

3 the most-effective measures and delivery mechanisms to reduce energy

4 consumption, and on the best estimates of savings from those measures and

5 mechanisms.

6 Q: Would the lost-revenue computation be reset at some point?

7 A: Yes. In each rate proceeding, a new projection ofpro-forma revenues is used to

8 set rates. Accordingly, any lost-revenue amount in the ECRM would be

9 eliminated at the effective date of the new rates.

10 Q: What are the alternatives to lost-revenue recovery?

I I A: Were the lost-revenue recovery not implemented, the alternatives would be as

12 follows:

13 o Continue with the existing ratemaking process;

14 o Conduct annual rate cases, projecting sales based on osvt underway;

l5 o Roll all distribution costs into customer charges, so that PGw's distribution

16 revenues are independent of sales;

17 r Implement a revenue-stabilization mechanism;

18 r Minimize investment in conservation.

19 Q: What would be the consequences of maintaining the current approach to

20 ratesetting for pcw?

2l A: Promoting energy efficiency in that case may result in financial disfress for pcw,

22 forcing it to curtail programs pending arate increase. In the absence of those

23 programs, customer gas bills would be greater than necessary.

24 Q: What would be the consequences of conducting annual rate cases and

25 projecting sales to reflect nSm plans?
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re Q:

20

21 A:

22

These continual rate cases would impose large burdens on Pcw, the Commission,

and other parties. The demands of a rate case compete for the attention of pcw

management, and hence impede their ability to implement improvements and

innovations, not to mention routine obligations. PGw may also be forced to slow

its implementation of energy-effrciency and conservation programs to live

within the revenues projected in the rate case and used to set distribution rates.

What would be the effect of rolling all distribution costs into customer

charges?

That approach would violate the principle of cost causation, since a significant

portion of pcw's distribution costs are driven by load levels. It would also

eliminate customers' opportunrty to reduce their distribution bills, seriously

affect the smaller customers in each rate class by materially increasing their

bills, and charge very different amounts to customers based solely on their

classification as commercial or industrial customers.

How would a revenue-stabilization mechanism operate?

A revenue-stabilization or decoupling mechanism would compare actual

revenues to a target revenue level, and adjust rates to flow the difference to PGw

or its customers.

Would a revenue-stabilization mechanism have any advantages compared

to the proposed lost-revenue mechanism?

Yes, least three. First, a revenue-stabilization mechanism would eliminate any

weather-related over- and under-collections not captured by the existing weather

adjustment (e.g., the effects of wind speed, cloud cover, snow cover, etc.).

Second, the projection of sales in a rate proceeding would no longer be of

great import. Were the forecast overstated, the revenue-stabilization charge

would increase; if the understated, the revenue-stabilization charge would

A:

ls Q:

16 A:

17

18

23

24

25

26
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I

2

decrease and perhaps even become negative. Removing the sales forecast from a

rate proceeding should reduce the cost and burden for pcw, the Commission

Stafl the ConsumerAdvocate, the Offrce of Small BusinessAdvocate, and other

parties.

Third, lost-revenue adjustments also generally cannot account for PGW's

role in providing information and other indirect support for energy-efficiency

and conservation investments, for the effects of market-transformation

programs, or the effects of other programs encouraged or supported by PGW. In

the case of programs operated by electric companies or various government

agencieso PGW's provision ofbilling data, customer contacts, and other services

may be critical to success of the programs. The success of pcw in supporting

those programs may undermine pGw's financial stability, even with a lost-

revenue adjustment. A revenue-stabilization mechanism does not differentiate

among the possible reasons for differences between tnget and actual revenues,

and hence would protect PGW's distribution revenues from the effect of

efficiency and conservation programs, regardless of who administers those

programs.

Do other gas utilities have revenue-stabilization mechanisms in place?

Yes. Some thirteen states have some sort ofrevenue-stabilizationmechanism in

place for a total of nearly thirty utilities. In California, these provisions have

been in place for more than25 years. In addition, the Massachusetts Department

of Public Utilities has approved revenue stabilization for all utilities in that state,

pending individual fi lings, and the Nevada psc has submitted proposed revenue-

stabilization regulations for legislative review.

Do any of the jurisdictions near Pennsylvania use revenue-stabilization

mechanisms?

3

4
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A: Yes. In New Jersey, for example, South Jersey Gas and New Jersey Natural Gas

reached a settlement with the Rate Counsel and Board Statr, establishing

(among other things) a set of conservation programs and revenue stabilization,

with target revenues set at the number of customers times baseline revenue per

customer for each class. The utilities' collection of revenues under this

Conservation Incentive Program is limited to the effects of weather plus

demonstrated savings in gas costs from release of excess capacity, reduced

purchases of gas, avoided increases in fixed supply costs, and other reductions.

Why are you not proposing a revenue-stabilization mechanism?

Philadelphia Gas Works chose to propose the more-conservative lost-revenue

approach to increase the chances of consensus agreement on lost-revenue

recoverv.

V. Estimate of Lost Revenues

Please describe your analysis of the impact of oslt spending on lost

revenues, average rates, and bills.

My analysis estimates average rates and bills for each major customer class for a

base scenario that assumes no new ostrrt spending, and then estimates the effect

on class-average rates and bills from forecasted DSM spending and associated

reductions in customer usage. I forecast average rates and bills, both with and

without DSM-related impacts, over a five-year period starting in fiscal year 20 10.

IIow do you derive the without-DSM average rates and bills for each

customer class?

I calculate without-psM average rates and bills based on the Company's current

budget forecast ofrevenues, sales, and number of customers. For each customer

Q:

A:

Q:

A:

13

t4
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Q:

A:

class, and for each fiscal year from 2010 through 2014, the average bill is

calculated as revenues from firm heating, non-heating, transport customers

divided by the number of those customers. Likewise, the average rate is

calculated as class revenues from firm customers divided by sales to those

customers.

How do you account for the effects of osvr spending on average rates and

bills?

I reflect these effects on average rates and bills by adjusting the forecast of

revenues and sales to account for nslra-related expenditures and savings.

Specifically, I make the following adjustments to revenues for each customer

class and for each forecast year:

o increase, to reflect the estimate of osu-program spending for that class and

yeaf;

o decreose, to account for reductions in gas-commodrty costs from DSM-

related savings estimated for that class in that year.

In addition, I adjust forecasted revenues to reflect changes in recovery of

the Universal Service Charge from non-CRP customers that result from oSM

spending on CRP customers. For the purposes of this calculation, I assume that

DSM spending on CRP customers has no effect on the amount of revenues

recovered from those customers. Instead, I adjust ttre usc revenues recovered

from non-cRP customers to reflect the following factors:

o recovery of direct DSM spending on CRP customers,

o reductions in gas-commodity costs attributable to cRP osvt savings,
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o reductions in cnp distribution-charge revenues that are recovered from

non-CRP customers through the USC.5

Finally, I reduce forecasted sales for each customer class and forecast year

by estimated osv-related savings. Average rates and bills with osu are then

calculated inthe same fashion as inthewithout-osM case, butusingtherevenue

and sales forecasts as adjusted to reflect the effects of nsu spending.

Please summarize your esfimates of lost revenues.

Table 3 provides those estimates, assuming no rate case occurs through 20 14- I 5.

The'total not including CRP" would be recovered through the ECRM, while

PGW would absorb the remainder of the oototal" line.

Table 3: Summary of Estimated Lost Revenues

FiscalYear 2010-11 2011-12 2012-13
Non-Low-lncome
ResidentialCustomer $96,772 $505,745 $1,293,167 $2,298,727 $3,008,409

CRP (Low lncome) 469,354 1,312,844 2,082,352 2,880,463 3,418,393

CommercialCusfomers 17,301 88,629 230,301 448,013 626,875

lndustialCustomers 405 1,821 5,260 12,745 19,825

MunicipalCustomers 2,742 29,244 86,720 154,436 199,807

Housing Authoity-Rafe GS 333 1,814 4,492 7,688 9,925

Housing Authoity-Rate PHA 939 5,107 12,647 21,648 27,947

Total $587,846 $1,945,203 $3,714,939 $5,823,720 $7,311,181

TotalNot lncluding CRP $118,491 $632,359 $1,632,587 $2,943,257 $3,892,788

Is pcw claiming these amounts for recovery in its ncnnn?

No. These are estimates based upon the proposed osu program and current

revenue projections. If and when PGW's DsM program is approved, pcw will

submit a specific lost-revenue-calculation protocol and a specific proposed level

of lost revenues, based upon the program as approved. pcw will then track its

2013-14 2014.l5

t2

l3

t4

l5

t6

Q:

A:

These revenue reductions are in fact lost revenues atfibutable to cRP osv savings.
However, these lost revenues will not be recovered through the lost-revenue
surcharge.
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I lost revenues and will submit adjustments to the projections based on actual

2 results.

3 Q: Does this conclude your testimony?

4 A: Yes.
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SM, Technology and Policy Program, Massachusetts Institute ofTechnology, February 1978.

SB, Civil Engineering Departmento Massachusetts Institute ofTechnology,June 1974.

Chi Epsilon (Civil Engineering)

Tau Beta Pi @ngineering)

Sigma Xi (Research)

Institute Award, Institute of Public Utilities, 1981.
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"Power by Efficiency: An Assessment of Improving Electrical Efficiency to Meet Jamaica's
Power Needs,o' (with Conservation Law Foundation, et al.), June 1990.

"Analysis ofFuel Substitution as an Electric Conservation Option," (with lan Goodman and
Eric Espenhorst), Boston Gas Company, December 221989.

"The Development of Consistent Estimates ofAvoided Costs for Boston Gas Company,
Boston Edison Company, and Massachusetts Electric Company" (with Eric Espenhorst),
Boston Gas Company, December 221989.

"The Valuation of Extemalities from Energy Production, Delivery and Use: Fall 1989
Update" (with Emily Caverhill), Boston Gas Company, December 221989.

"Conseryation Potential in the State of Minnesota,o' (with Ian Goodman) Minnesota
Department of Public Service, June l6 1988.
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"Review of NEPOOL Performance Incentive hogram," Massachusetts Energy Facilities
Siting Council, April 12 1988.

"Application of the DPU's Used-and-Useful Standard to Pilgrim 1" (With C. Wlls and M.
Meyer), Massachusetts Executive Offrce of Energy Resources, October 1987.

ooConstructing a Supply Curve for Conservation: An Initial Examination of [ssues and
Methods," Massachusetts Energy Facilities Siting Council, June I985.

"Final Report: Rate Design Analysis," Pacific Northwest Electric Power and Conservation
Planning Council, December 18 1981.

"Adding Transmission into New York City: Needs, Benefits, and Obstacles." Presentation to
FERC and the New York ISO on behalf of the City of New York. October 2004.

"Plugging Into aMunicipal LightPlant" With Peter Enrich and Ken Bama. Panel presenta-
tion as part of the 2004 Annual Meeting of the Massachusetts Municipal Association.
January 2004.

"Dishibuted Utility Planning." Wth Steve Litkoviu. Presentation to the Vermont
Dishibuted-Utility-Planning Collaborative, November I 999.

"The Economic and Environmental Benefits of Gas IRP: FERC 636 and, Beyond."
Presentation as part of the Ohio Office of Energy Efficiency's seminar, "Gas Utility
Integrated Resource Planning," April 1994.

ooCost Recovery and Utility lncentives." Day-long presentation as part ofthe Demand-Side-
Management Training Instifute's workshop, "DSM for Public Interest Groups," October
1993.

"Cost Allocation for Utility Ratemaking." With Susan Geller. Day-long workshop for the
staffof the Connecticut Department of Public Utility Control, October 1993.

"Comparing and Integrating DSM with Supply." Day-long presentation as part of the
Demand-Side-Management Training Institute's workshop, *DSM for Public Interest
Groups," October 1993.

"DSM Cost Recovery and Rate Impacts." hesentation as part of o'Effective DSM
Collaborative Processes,o' a week-long training session for Ohio DSM advocates sponsored
by the Ohio Office of Energy Efficiency, August 1993.

"Cost-Effectiveness Analysis." Presentation as part of o'Effective DSM Collaborative
Processes," a week-long training session for Ohio DSM advocates sponsored by the Ohio
Office of Energy Efficiency, August 1993.

"Environmental Externalities: Cunent Approaches and Potential Implications for District
Heating and Cooling" (with R. Brailove), lnternational District Heating and Cooling
Association 84th Annual Conference: June 1993.
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"Using the Costs of Required Confiols to Incorporate the Costs of Environmental
Extemalities in Non-Environmental Decision-Making." Presentation at the American
Planning Association 1992 National Planning Conference; presentation cosponsored by the
Edison Electric Institute. May 1992.

'oCost Recovery and Decoupling" and ooThe Clean Air Act and Externalities in Utility
Resource Planning" panels (session leader), DSM Advocacy Workshop; April 15 1992.

'oOveryiew of Integrated Resources Planning hocedures in South Carolina and Critique of
South Carolina Demand Side Management Programs," Energy Planning Workshops;
Columbia, S.C.; October2l l99l;
o'Least Cost Planning and Gas Utilities." Conservation Law Foundation Utility Energy
Effrciency Advocacy Workshop; Boston, February 28 199 1 .

'ol-east-Cost Planning in a Multi-Fuel Context " NARUC Forum on Gas lntegrated Resource
Planning; Washington, D.C., February 24 1991.

"Accounting for Externalities: Why, Which and How?" Understanding Massachusetts'New
Integrated Resource Management Rules; Needham, Massachusetts, November 9 1990.

'olncreasing Market Share Through Energy Effrciency." New England Gas Association Gas
Utility Managers'Conference; Woodstock, Vermon! September 10 1990.

"Quantiffing and Valuing Environmental Externalities.on Presentation at the Lawrence
Berkeley Laboratory Training Program for Regulatory Stafr sponsored by the U.S.
Department ofEnergy's Least-Cost Utility Planning hogram; Berkeley, California, February
2 1990;

ooConseryation in the Future of Natural Gas Local Distribution Companies," District of
ColumbiaNatural Gas Seminar; Washingtonn D.C., May 23 1989.

"Conservation and Load Management forNatural Gas Utilities," Massachusetts Natural Gas
Council; Newton, Massachusetts, April 3 1989.

New England Conference of Public Utilities Commissioners, Environmental Externalities
Workshop; Portsmoutho New Hampshire, January 2213 1989.

"Assessment and Valuation of External Environmental Damages," New England Utility Rate
Forum; Plymouth, Massachusetts, October l1 1985; "Lessons from Massachusetts on Long
Term Rates for QFs".
ooReviewing Utility Supply Plans,'o Massachusetts Energy Facilities Siting Council; Boston,
Massachusetts, May 30 1985.

"Power Plant Performance," National Association of State Utility Consumer Advocates;
Mlliamstown, Massachusetts, August 13 1984.

"Utility Rate Shock " National Conference of State Legislafures; Boston, Massachusetts,
August 61984.
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ooReview and Modification of Regulatory and Rate Making Policy," National Governors'
Association Working Group on Nuclear Power Cost Ovemrns; Washington, D.C., June 20
1984.

oReview 
and Modification of Regulatory and Rate Making Policy,"Annual Meeting ofthe

American Association for the Advancement of Science, Session on Monitoring for Risk
Management; Detroit, Michigan, May27 1983.

District of Columbia Public Service Commission, Docket No. 834, Phase II; Least-cost
planning procedures and goals; August 1987 to March 1988.

Connecticut Department of Public Utility Control, Docket No. 87-07-01, Phase 2; Rate
design and cost allocations; March 1988 to June 1989.

1. MEFSC 78-l2l\DPV l9494,Phase [; Boston Edison 1978 forecast; Massachusetts
Attorney General; June 121978.

Appliance penetration projections, price elasticity, econometric commercial forecast
peak demand forecast. Joint testimony with Susan C. Geller.

2. MEFSC 78-l7;Northeast Utilities 1978 forecast; MassachusettsAttorney General;
September 29 1978.

Specification ofeconomic/demographic and indushial models, appliance efficiency,
commercial model strucfure and estimation.

3. MEFSC 78-33; Eastern Utilities Associates 1978 forecast; Massachusetts Attorney
General; November 27 1978.

Household size, appliance efficiency, appliance penetration, price elasticity,
commercial forecast, industrial trending, peak demand forecast.

4. MDPU 19494; Phase II; Boston Edison Company Construction Program;
Massachusetts Attomey General; April I 1979.

Review of numerous aspects of the 1978 demand forecasts of nine New England
electric utilities, constituting 92Yo of projected regional demand growth, and of the
NEPOOL demand forecast. Joint testimony with S.C. Geller.

5. MDPU 19494; Phase II; Boston Edison Company Construction Program;
MassachusettsAttomey General; April | 1979.

Reliability, capacity planning, capability responsibility allocation, customer gen-
erationo co-generation rates, reserve margins, operating reserve allocation. Joint
testimony with S. Finger.
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ASLB, NRC 50471; Pilgrim UnitZ, Boston Edison Company; Commonwealth of
Massachusetts; June 29 1979.

Review of the Oak Ridge National Laboratory and NEPOOL demand forecast
models; cost-effectiveness of oil displacement; nuclear economics. Joint testimony
with S.C. Geller.

MDPU 19845; Boston Edison Time-of-Use Rate Case; Massachusetts Attorney
General; December 4 1979.

Critique ofutility marginal cost study and proposed rates; principles ofmarginal cost
principles, cost derivation, and rate design; options for reconciling costs and
revenues. Joint testimony with S.C. Geller. Testimony eventually withdrawn due to
delay in case.

MDPU 20055; Petition of Eastern Utilities Associates, New Bedford G. & E., and
Fitchburg G & E. to purchase additional shares of Seabrook Nuclear Plant; Massa-
chusetts Attomey General; January 23 1980.

Review ofdemand forecasts ofthree utilities purchasing Seabrook shares; Seabrook
power costs, including construction cost, completion date, capacity factoX O&M
expenses, interim replacements, reserves and uncertainties; alternative energy
sources, including conservation, cogeneration, rate reform, solar, wood and coal
conversion.

MDPU 20248; Petition of MMWEC to Purchase Additional Share of Seabrook
Nuclear Plant; Massachusetts Attorney General; June 2 1980.

Nuclear power costs; update and extension of MDPU 20055 testimony.

MDPU 200; Massachusetts Electric Company Rate Case; Massachusetts Attorney
General; June 16 1980.

Rate design; declining blocks, promotional rates, alternative energy, demand charges,

demand ratchets; conservation: master metering, storage heating, efficiency
standards, restricting resistance heating.

MEFSC 79-33;Eastern UtilitiesAssociates 1979 Forecast; MassachusettsAttomey
General; July 16 1980.

Customer projections, consistency issues, appliance efficiency, new appliance types,
commercial specifications, industrial data manipulation and trending, sales and
resale.

MDPU 243; Eastern Edison Company Rate Case; MassachusettsAttorney General;
August 19 1980.

Rate design: declining blocks, promotional rates, alternative energy, mastermetering.

Texas PUC 3298; Gulf States Utilities Rate Case; East Texas Legal Services; August
25 1980.

6.

7.

8.

9.

10.

11.

12.

13.
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Inter-class revenue allocations, including production plant in-service, O&M, CWIP,
nuclear fuel in progress, amortization of canceled plant residential rate design;
intemrptible rates; off'peak rates. Joint testimony with M. B. Meyer.

14. MEFSC 79-l; Massachusetts Municipal Wholesale Electric Company Forecast;
Massachusetts Attomey General; November 5 1980.

Cost comparison methodology; nuclear cost estimates; cost of conservation, co-
generation, and solar.

15. MDPU 472; Recovery ofResidential Conservation Service Expenses; Massachusetts
Attorney General; December 12 1980.

Conservation as an energy source; advantages of per-kWh allocation over per-
customer-month allocation.

16. MDPU 535; Regulations to Carry Out Section 210 of PURPA; Massachusetts
Attorney General; January 26 l98L and February l3 1981.

Filingrequirements, certification, qualiffing facility(QF) status, extentofcoverage,
review of contracts; energy rates; capacity rates; extra benefits of QFs in specific
areas; wheeling; standardization of fees and charges.

17 . MEFSC 80- 17; Northeast Utilities 1980 Forecast; Massachusefts Attorney General;
March 12l98l (not presented).

Specification process, employment electric heating promotion and penetration,
commercial sales model, industrial model specification, documentation of price
forecasts and wholesale forecast.

18. MDPU 558; Western Massachusetts Electric Company Rate Case; Massachusetts
Attorney General; May 1981.

Rate design including declining blocks, marginal cost conseryation impacts, and
promotional rates. Conservation, including terms and conditions limiting renewable,
cogeneration, small power production; scope of current conservation progrcm;
efficient insulation levels; additional conservation opportunities.

19. MDPU 1048; Boston Edison Plant Performance Standards; MassachusettsAttomey
General; May 7 1982.

Critique of company approach, data, and statistical analysis; description of com-
parative and absolute approaches to standard-setting; proposals for standards and
reporting requirements.

20. DCPSC FC785; Potomac Electric Power Rate Case; DC People's Counsel; July 29
1982.

Inter-class revenue allocations, including generation, transmission, and distribution
plant classification; fuel and O&M classification; distribution and service allocators.
Marginal cost estimation, including losses.
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2t. I\HPUC DE1-312; Public Service of New Hampshire-Supply and Demand;
Conservation Law Foundation, et al.; October I 1982.

Conservation program design, ratemaking, and effectiveness. Cost of power from
Seabrook nuclear plant, including construction cost and duration, capacrty factor,
O&M, replacements, insurance, and decommissioning.

22, Massachusetts Division of Insurancel Hearing to Fix and Establish 1983
Automobile Insurance Rates; Massachusetts Attorney General; October 1982.

Profit margin calculations, including methodology, interest rates, surplus flow, tax
flows, tax rates, and risk premium.

23. trlinois Commerce Commission 82-0026; Commonwealth Edison Rate Case;
Illinois Attorney General; October 15 1982.

Review of Cost-Benefit Analysis for nuclear plant. Nuclear cost parameters
(construction cost, O&M, capital additions, useful like, capacity factor), risks,
discount rates, evaluation techniques.

24. New Mexico PSC 1794; Public Service ofNew Mexico Application for Certification;
New MexicoAttorney General; May l0 1983.

Review of Cost-BenefitAnalysis for transmission line. Review of electricity price
forecas! nuclear capacity factors, load forecast. Critique of company ratemaking
proposals; development of alternative ratemaking proposal.

25. Connecticut Public Utility Control Authority 830301; United Illuminating Rate
Case; Connecticut Consumers Counsel; June 17 1983.

Cost of Seabrook nuclear power plants, including construction cost and duration,
capacity factor, O&M, capital additions, insurance and decommissioning.

26. MDPU 1509; Boston Edison Plant Performance Standards; Massachusetts Attorney
General; July 15 1983.

Critique of company approach and statistical analysis; regression model of nuclear
capacity factor; proposals for standards and for standard-setting methodologies.

27. Massachusetts DMsion of Insurancel Hearing to Fix and Establish 1984
Automobile Insurance Rates; Massachusetts Attorney General; October 1983.

Profit margin calculations, including methodology, interest rates.

28. Connecticut Public Utility Control Authority 83-07-15; Connecticut Light and
Power Rate Case; Alloy Foundry; October 3 1983.

Industrial rate design. Marginal and embedded costs; classification of generation,
transmissiono and dishibution expenses; demand versus energy charges.
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29, MEFSC 83-24; New England Electric System Forecast of Electric Resources and
Requirements; Massachusetts Attorney General; November 14 1983, Rebuttal,
February 21984.

Need for transmission line. Status of supply plan, especially Seabrook 2. Review of
interconnection requirements. Analysis of cost-effectiveness for power fransfer, line
losses, generation assumptions.

30. Michigan PSC U-7775; Detroit Edison Fuel Cost Recovery Plan; Public Interest
Research Group in Michigan; February 21 1984.

Review ofproposed performance target for new nuclear power plant. Formulation of
alternative proposals.

31. MDPU 84-25; Western Massachusetts Electric Company Rate Case; Massachusetts
Attorney General; April 6 1984.

Need for Millstone 3. Cost of completing and operating unit cost-effectiveness
compared to alternatives, and its effect on rates. Equity and incentive problems
created by CWIP. Design of Millstone 3 phase-in proposals to protect ratepayers:
limitation of base-rate treatment to fuel savings benefit of unit.

32. MDPU 84-49 and 84-50; Fitchburg Gas & Electric Financing Case; Massachusetts
Attorney General; April 13 1984.

Cost of completing and operating Seabrook nuclear units. Probability ofcompleting
Seabrook 2. Recommendations regarding FG&E and MDPU actions with respectto
Seabrook.

33. Michigan PSC U-7785; Consumers Power Fuel Cost Recovery Plan; Public Interest
Research Group in Michigan; April l6 1984.

Review of proposed performance targets for two existing and two new nuclear power
plants. Formulation of alternative policy.

34. FERC ERSI-749-000 and ER82-325-000; Montaup Electric Rate Cases; Massachu-
setts Attorney General; Apil27 1984.

Prudence of Montaup and Boston Edison in decisions regarding Pilgrim 2 con-
struction: Montaup's decision to participate, the Utilities' failure to review their
earlier analyses and assumptions, Montaup's failure to question Edison's decisions,
and the utilities'delay in canceling the unit.

35. Maine PUC 84-l 13; Seabrook I Investigation; Maine Public Advocate; September
13 1984.

Cost of completing and operating Seabrook Unit l. Probabilrty of completing
Seabrook 1. Comparison of Seabrook to alternatives. Rate effects. Recommendations
regarding utility and PUC actions with respect to Seabrook.
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MDPU 84-145; Fitchburg Gas and Electric Rate Case; Massachusetts Attorney
General; November 6 1984.

Prudence of Fitchburg and Public Service ofNew Hampshire in decision regarding
Seabrook 2 construction: FGE's decision to participate, the utilities' failure to review
their earlier analyses and assumptionso FGE's failure to question PSNH's decisions,
and utilities' delay in halting construction and canceling the unit. Review of
literature, cost and schedule estimate histories, cost-benefit analyses, and financial
feasibility.

Pennsylvania PUC R-842651; Pennsylvania Power and Light Rate Case;
Pennsylvania Consumer Advocate; November I 984.

Need for Susquehanna 2. Cost of operating unit, power outpu! cost-effectiveness
compared to alternatives, and its effect on rates. Design of phase-in and excess
capacity proposals to protect ratepayers: limitation of base-rate treatnent to fuel
savings benefit of unit.

IIIIPUC 84-200; Seabrook Unit 1 Investigation; New Hampshire PublicAdvocate;
November 15 1984.

Cost of completing and operating Seabrook Unit l. Probability of completing
Seabrook l. Comparison of Seabrook to altematives. Rate and financial effects.

Massachusetts Division of Insurance; Hearing to Fix and Establish 1985
Automobile Insurance Rates; Massachusetts Attorney General; November 1984.

Profit margin calculations, including methodology and implementation.

MDPU 84-152; Seabrook Unit I Investigation; Massachusetts Attorney General;
December 121984.

Cost of completing and operating Seabrook. Probability of completing Seabrook 1.

Seabrook capacity factors.

Maine PUC 84-120; Central Maine Power Rate Case; Maine PUC Statr; December
ll 1984.

Prudence of Cenhal Maine Power and Boston Edison in decisions regarding Pilgrim
2 construction: CMP's decision to participate, the utilities' failure to review their
earlier analyses and assumptions, CMP's failure to question Edison's decisions, and
the utilities' delay in canceling the unit. Prudence of CMP in the planning and
invesfrnent in Sears Island nuclear and coal plants. Review of literafure, cost and
schedule estimate histories, cost-benefit analyses, and financial feasibility.

Maine PUC 84-l 13; Seabrook2Investigation; Maine PUC Staff; December 14 1984.

36.

37.

38.

39.

40.

41.

42.
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43.

44.

45.

47.

48.

46.

Prudence of Maine utilities and Public Service of New Hampshire in decisions
regarding Seabrook 2 construction: decisions to participate and to increase ownership
share, the utilities'failure to review their earlier analyses and assumptions, failure to
question PSNH's decisions, and the utilities' delay in halting construction and
canceling the unit. Review of literature, cost and schedule estimate histories, cost-
benefit analyses, and financial feasibility.

MDPU 1627; Massachusetts Municipal Wholesale Electric Company Financing
Case; Massachusetts Executive Office of Energy Resources; January 14 1985.

Cost of completing and operating Seabrook nuclear unit l. Cost of conservation and
other alternatives to completing Seabrook. Comparison of Seabrookto altematives.

Vermont PSB 4936; Millstone 3; Costs and In-Service Date; Vermont Deparfinent of
Public Service; January 2I 1985.

Construction schedule and cost of completing Millstone Unit 3.

MDPU 84-276; Rules Governing Rates for Utility Purchases of Power from
Qualiffing Facilities; Massachusetts Attomey General; March 25 1985,and October
l8 1985.

lnstitutional and technological advantages of Qualifring Facilities. Potential for QF
development. Goals of QF rate design. Panty with other power sources. Security
requirements. Projecting avoided costs. Capacity credits. hicing options. Line loss
corrections.

MDPU 85-121; Investigation of the Reading Municipal Light Department;
Wilmington (MA) Chamber of Commerce; November 121985.

Calculation on return on investment for municipal utility. Treatment of depreciation
and debt for ratemaking. Geographical discrimination in street-lighting rates. Relative
size of voluntary payments to Reading and other towns. Surplus and disinvestment.
Revenue allocation.

Massachusetts Division of Insurancel Hearing to Fix and Establish 1986
Automobile Insurance Rates; Massachusetts Attorney General and State Rating
Bureau; November 1985.

Profit margin calculations, including methodology, implementation, modeling of
investment balances, income, and return to shareholders.

New Mexico PSC 1833, Phase II; El Paso Electric Rate Case; New Mexico Attomey
General; December 23 1985.

Nuclear decommissioning fund design. Internaland external funds; risk and return;
fund accumulation, recommendations. Interim performance standard for Palo Verde
nuclear plant.
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Pennsylvania PUC R-850152; Philadelphia Elecfic Rate Case; Utility Users
Committee and University of Pennsylvania; January 141986.

Limerick I rate effects. Capacrty benefits, fuel savings, operating costs, capacity
factors, and net benefits to ratepayers. Design ofphase-in proposals.

MDPU 85-270;Westem Massachusetts Electric Rate Case; MassachusettsAttorney
General; March l9 1986.

Prudence of Northeast Utilities in generation planning related to Millstone 3 con-
struction: decisions to start and continue construction, failure to reduce ownership
share, failure to pursue alternatives. Review of industry literafure, cost and schedule
histories, and retrospective cost-benefit analyses.

Pennsylvania PUC R-850290; Philadelphia Electric Auxiliary Service Rates; Albert
Einstein Medical Center, University ofPennsylvania and AMTRAK;MuIb24 1986.

Review of utility proposals for supplementary and backup rates for small power
producers and cogenerators. Load diversity, cost of peaking capacity, value of
generation, price signals, and incentives. Formulation of alternative supplementary
rate.

New Mexico PSC 2004; Public Service of New Mexico, Palo Verde Issues; New
MexicoAttorney General; May 7 1986.

Recommendations for Power Plant Perforrnance Standards for Palo Verde nuclear
units l,2,and3.

Illinois Commerce Commission 86-0325; lowa-illinois Gas and Electric Co. Rate
Investigation; Illinois Office of Public Counsel; August l3 1986.

Determination of excess capacity based on reliability and economic concerns.
Identification of specific units associated with excess capacity. Required reserve
margins.

New Mexico PSC 2009;El Paso Elecfic Rate Moderation Program; New Mexico
Attorney General; August l8 1986. (Not presented).

Prudence of EPE in generation planning related to Palo Verde nuclear construction,
including failure to reduce ownership share and failure to pursue alternatives. Review
of industry literature, cost and schedule histories, and retrospective cost-benefit
analyses.

Recommendation for rate-base treatment; proposal of power plant perfornance
standards.

55. City of Boston, Public Improvements Commission; Transfer of Boston Edison
District Heating Steam System to Boston Thermal Corporation; Boston Housing
Authority; December 18 1986.

49.

51.

54.
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History and economics of steam system; possible motives of Boston Edison in
seeking sale; problems facing Boston Thermal; information and assurances required
prior to Commission approval of transfer.

56. Massachusetts DMsion of Insurancel Hearing to Fix and Establish 1987
Automobile Insurance Rates; Massachusetts Attorney General and State Rating
Bureau; December 1986 and January 1987.

Profit margin calculations, including methodology, implementation, derivation of
cash flows, installment income, income tax stafus, and retum to shareholders.

57. MDPU &7-l9;Petition forAdjudication of Development Facilitation Program; Hull
(MA) Municipal Light Plant; January 21 1987.

Estimation ofpotential load growth; cost ofgeneration, transmission, and distribution
additions. Determination of hook-up charges. Development of residential load
estimation procedure reflecting appliance ownership, dwelling size.

58. New Mexico PSC 2004; Public Service ofNew Mexico Nuclear Decommissioning
Fund; New Mexico Attorney General; February 19 1987.

Decommissioning cost and likely operating life of nuclear plants. Review of utility
funding proposal. Development of alternative proposal. Ratemaking treatment.

59. MDPU 86-280; Western Massachusetts Electric Rate Case; Massachusetts Energy
Office; March 91987.

Marginal cost rate design issues. Superiority of long-run marginal cost over short-run
marginal cost as basis for rate design. Relationship of consumer reaction, utility
planning process, and regulatory strucfure to rate design approach. Implementation of
short-run and long-run rate designs. Demand versus energy charges, economic
development rates, spot pricing.

60. Massachusetts DMsion of Insurance 87-9; 1987 Workers' Compensation Rate
Filing; State Rating Bureau; May 1987.

Profit margin calculations, including methodology, implementation, surplus re-
quirements, investment income, and effects of 1986 Tax Reform Act.

61. Texas PUC 6184; Economic Viability of South Texas Nuclear Plant#2; Committee
for Consumer Rate Relief; August 17 1987.

STNP operating parameter projections; capacity factor, O&M, capital additions,
decommissioning, useful life. STNP 2 cost and schedule projections. Potential for
conservation.

62. Minnesota PUC ER-015/GR-87-223; Minnesota Power Rate Case; Minnesota
Department of Public Service; August 17 1987.
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Excess capaclty on MP system; historical, current, and projected. Review of MP
planning prudence prior to and during excess; efforts to sell capacity. Cost of excess
capacity. Recommendations for ratemaking treatment.

63. Massachusetts Division of Insurance 87-27;1988 Automobile Insurance Rates;
Massachusetts Attomey General and State Rating Bureau; September 2 1987.
Rebut0al October 8 1987.

Underwriting profit margins. Effect of 1986 TiN Reform Act. Biases in calculation of
average margins.

64. MDPU 88-19; Power Sales Contract from Riverside Steam and Electric to Western
Massachusetts Electric; Riverside Steam and Electric; November 4 1987.

Comparison of risk from QF contract and utility avoided cost sources. Risk of oil
dependence. Discounting cash flows to reflect risk.

65. Massachusetts Division of Insurance 87-53; 1987 Workers' Compensation Rate
Refiling; State Rating Bureau; December 141987.

hofit margin calculations, including updating of data, compliance with
Commissioner's order, fieatnent of surplus and risk, interest rate calculation, and
invesfrnent tax rate calculation.

66. Massachusetts Division of Insurance; 1987 and 1988 Automobile Insurance
Remand Rates; MassachusettsAttorney General and State Rating Bureau; February 5

1988.

Underwriting profit margins. Provisions for income taxes on finance charges.
Relationships between allowed and achieved margins, between statewide and na-
tionwide data, and between profit allowances and cost projections.

67. MDPU 86-36; Investigation into the Pricing and Ratemaking Treatment to be
Afforded New Electric Generating Facilities which are not Qualif,ing Facilities;
Conservation Law Foundation; May 2 1988.

Cost recovery for utility conservation programs. Compensating for lost revenues.
Utility incentive structures.

68. MDPU 88-123; Petition of Riverside Steam & Electric Company; Riverside Steam
and Electric Company; May 18 1988, and November 8 1988.

Estimation of avoided costs of Westem Massachusetts Electric Company. Nuclear
capacity factor projections and effects on avoided costs. Avoided cost of energy
interchange and power plant life extensions. Differences between median and ex-
pected oil prices. Salvage value ofcogeneration facility. Oflsystem energy purchase
projections. Reconciliation of avoided cost projection.

69. MDPU 88-67; Boston Gas Company; Boston HousingAuthority; June 17 1988.
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70.

71.

72.

73.

Estimation of annual avoidable costs, 1988 to 2005, and levelized avoided costs.
Determination of cost recovery and carrying costs for conservation investments.
Standards for assessing conservation cost-effectiveness. Evaluation ofcost-effec-
tiveness of utility funding of proposed natural gas conservation measures.

Rhode Island PUC Docket 1900; hovidence Water Supply Board Taritr Filing;
Conservation Law Foundation, Audubon Society of Rhode Island, and League of
Women Voters of Rhode Island; June 24 1988.

Estimation of avoidable water supply costs. Determination of costs of water con-
servation. Conservation cost-benefit analysis.

Massachusetts Division of Insurance 88-22; 1989 Automobile lnsurance Rates;
Massachusetts Attorney General and State Rating Bureau; Profit Issues, August 12

1988, supplemented August l9 1988; Losses and Expenses, September l6 1988.

Underwriting profit margins. Effects of 1986 Tax Reform Act. Taration of common
stocks. Lag in tax payments. Modeling risk and return over time. Treatment of
finance charges. Comparison of projected and achieved investment returns.

Vermont PSB 5270, Module 6; Investigation into Least-Cost Investments, Energy
Efficiency, Conservation, and the Management ofDemand for Energy; Conservation
Law Foundation, Vermont Natural Resources Council, and Vermont Public Interest
Research Group; September 261988.

Cost recovery for utility conservation programs. Compensation of utilities for
revenue losses and timing differences. Incentive for utility participation.

Vermont House of Representatives, Natural Resources Committee; House Act
130; "EconomicAnalysis of VermontYankee Retiremenf'; Vermont Public Interest
Research Group; February 2I 1989.

Projection ofcapacity factors, operating and maintenance expense, capital additions,
overhead, replacement power costs, and net costs of Vermont Yankee.

MDPU 88-67, Phase II; Boston Gas Company Conservation Progtam and Rate
Desigu Boston Gas Company; March 61989.

Estimation of avoided gas cost; treatment of non-price factors; estimation of ex-
ternalities; identifi cation of cost-effective conservation.

Vermont PSB 5270; Status Conference on Conservation and Load Management
Policy Settlement; Central Vermont Public Service, Conservation Law Foundation,
Vermont Natural Resources Council, Vermont Public Interest Research Group, and
Vermont Department of Public Service; May I 1989.

Cost-benefit test for utility conservation programs. Role of externalities. Cost re-
covery concepts and mechanisms. Resource allocations, cost allocations, and equity
considerations. Guidelines for conservation preapproval mechanisms. Incentive
mechanisms and recoverv of lost revenues.

74.

75.
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Boston HousingAuthority Court 05099; Gallivan Boulevard Task Force vs. Boston
HousingAuthority, et al.; Boston HousingAuthority; June 161989.

Effect of master-metering on consumption ofnatural gas and electricity. Legislative
and regulatory mandates regarding conservation.

MDPU 89-100; Boston Edison Rate Case; Massachusetts Energy Offrce; June 30
1989.

Prudence of BECo's decision of spend $400 million from 198G88 on returningthe
Pilgrim nuclear power plant to service. Projections ofnuclear capacrty factors, O&IvI,
capital additions, and overhead. Review of decommissioning cost tan effect of
abandonment, replacement power cost, and plant useful life estimates. Requirements
for prudence and used-and-useful analyses.

MDPU 88-123; Petition ofRiverside Stearn and Electric Company; Riverside Stearn

and Electric l luly 24 1989. Rebuttal, October 3 1989.

Reasonableness of Northeast Utilities' 1987 avoided cost estimates. Projections of
nuclear capacity factors, economy purchases, and power plant operating life.
Treatment of avoidable energy and capacity costs and of oflsystem sales. Expected
versus reference fuel prices.

MDPU 89-72; Statewide Towing Association, Police-Ordered Towing Rates;
Massachusetts Automobile Rating Bureau; September 13 1989.

Review of study supporting proposed increase in towing rates. Critique of study
sample and methodology. Comparison to competitive rates. Supply of towing
services. Effects ofjoint products and joint sales on profitability of police-ordered
towing. Joint testimony with I. Goodman.

Vermont PSB 5330; Application ofVermont Utilities forApproval of a Firm Power
and Energy Contract with Hydro-Quebec; Conservation Law Foundation, Vermont
Natural Resources Council, Vermont Public Interest Research Group; December l9
1989. Sunebuttal February 61990.

Analysis of a proposed 450-MW, 20 year purchase of Hydro-Quebec power by
twenty-four Vermont utilities. Comparison to efficiency investment in Vermont
including potential for efficiency savings.Analysis ofVermontelechic energy supply.
Identification of possible improvements to proposed conffact.

Critique of conservation potential analysis. Planning risk of large supply additions.
Valuation of environmental externalities.

MDPU 89-239;[nclusion of Externalities in Energy Supply Planning, Acquisition
and Dispatch for Massachusetts Utilities; December 1989; April 1990; May 1990.

Critique of Division of Energy Resources report on externalities. Methodology for
evaluating external costs. Proposed values for environmental and economic
extemalities of fuel supply and use.

76.

77.

7E.

79.

80.

81.
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84.

California PUC; Incorporation of Environmental Externalities in Utility Planning
and Pricing; Coalition of Energy Efficient and Renewable Technologies; February 2l
1990.

Approaches for valuing externalities for inclusion in setting power purchase rates.
Effect of uncertainty on assessing externality values.

Illinois Commerce Commission Docket 90-003 8; Proceeding to Adopt a Least Cost
Electric Energy Plan for Commonwealth Edison Company; City of Chic ago;May 25
1990. Joint rebuttal testimony with David Birr, August 14 1990.

hoblems in Commonwealth Edison's approach to demand-side management.
Potential for cost-effective conservation. Valuing externalities in least-cost planning.

Maryland PSC 8278; Adequacy of Baltimore Gas & Electric's Integrated Resource
Plan; Maryland Offrce of People's Counsel; September 18 1990.

Rationale for demand-side management, and BG&E's problems in approach to DSM
planning. Potential for cost-effective conservation. Valuation of environmental
externalities. Recommendations for short-term DSM program priorities.

Indiana Utility Regulatory Commission; Integrated Resource Planning Docket;
Indiana Office of Utility Consumer Counselor; November I 1990.

Integrated resource planning process and methodology, including externalities and
screening tools. Incentives, screening, and evaluation of demand-side management.
Potential of resource bidding in Indiana.

MDPU 89-l4l , 90-73 , 90-141, 90-194, and 90-270; Preliminary Review of Utility
Treatment of Environmental Externalities in October QF Filings; Boston Gas
Company; November 5 1990.

Generic and specific problems in Massachusetts utilities'RFPs with regard to ex-
ternality valuation requirements. Recommendations for corrections.

MEFSC 90-12190-12,4'; Adequacy of Boston Edison Proposal to Build Combined-
Cycle Plant; Conservation Law Foundation; December 141990.

Problems in Boston Edison's treatment of demand-side management, supply option
analysis, and resource planning. Recommendations of mitigation options.

Maine PUC 90-286; Adequacy of Conservation Program ofBangor Hydro Electric;
Penobscot River Coalition; February 19 1991.

Role of utility-sponsored DSM in least-cost planning. Bangor Hydro's potential for
cost-effective conseryation. Problems with Bangor Hydro's assumptions about
customer investment in energy effrciency measures.

Virginia State Corporation Commission P1JE900070; Order Establishing
Commission Investigation; Southern Environmental Law Center; March 61991.

87.

88.

89.
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Role ofutilities in promoting energy efficiency. Least-cost planning objectives ofand
resource acquisition guidelines for DSM. Ratemaking considerations for DSM
investments.

90. MDPU 90-261-A; Economics and Role of Fuel-switching in the DSM Program of
the Massachusetts Electric Company; Boston Gas Company; April L7 1991.

Role of fuel-switching in utility DSM programs and specifically in Massachusetts
Electric's. Establishing comparable avoided costs and comparison ofelectric and gas
system costs. Updated externality values.

91. Private arbitration; Massachusetts Refusetech Contractual Request forAdjusfinent
to Service Fee; Massachusetts Refusetech; May 13 1991.

NEPCo rates for power purchases from the NESWC plant. Fuel price and avoided
cost projections vs. realities.

92. Vermont PSB 5491; Cost-Effectiveness ofCenfal Vermont's Commitment to Hydro
Quebec Purchases; Conservation Law Foundation; July 19 1991,

Changes in load forecasts and resale markets since approval ofHQ purchases. Effect
of HQ purchase on DSM.

93. South Carolina PSC 9l-216-E; Cost Recovery ofDuke Power's DSM Expenditures;
South Carolina Department of Consumer Affairs; September 13 1991. Sunebuttal
October 21991.

Problems with conservation plans of Duke Power, including load building, cream
skimming, and inappropriate rate designs.

94. Maryland PSC 8241, Phase II; Review of Baltimore Gas & Electric's Avoided
Costs; Maryland Offrce of People's Counsel; September 19199I.

Development of direct avoided costs for DSM. Problems with BG&E's avoided costs
and DSM screening. Incorporation of environmental externalities.

95. Bucksport Planning Board; AESAIaniman Cove Shoreland ZoningApplication;
Conservation Law Foundation and Natural Resources Council of Maine: October 1

199r.

New England's power surplus. Costs ofbringingAEs/Haniman Cove on line to back
out existing generation. Alternatives to AES.

96. MDPU 9l-131; Update of Extemalities Values Adopted in Docket 89-239;Boston
Gas Company; October 4 t991. Rebuttal, December 13 1991.

Updates on pollutant externality values. Addition ofvalues for chlorofluorocarbons,
air toxics, thermal pollution, and oil import premium. Review of state regulatory
actions regarding extemalities.
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97. Florida PSC 910759; Petition of Florida Power Corporation for Determination of
Need for Proposed Electrical Power Plant and Related Facilities; Floridians for
Responsible Utility Growth; October 21 1991.

Florida Power's obligation to pursue integrated resource planning and failure to
establish need for proposed facility. Methods to increase scope and scale ofdemand-
side investment.

98. Florida PSC 910833-EI; Petition ofTampaElectric Company foraDetermination of
Need for Proposed Electrical Power Plant and Related Facilities; Floridians for
Responsible Utility Growth; October 3l 1991.

Tampa Electric's obligation to pursue integrated resource planning and failure to
establish need for proposed facility. Methods to increase scope and scale ofdemand-
side investment.

99. Pennsylvania PUC I-900005, R-901880; Investigation into Demand Side
Management by Electric Utilities; Pennsylvania Energy Office; January l01992.

Appropriate cost recovery mechanism for Pennsylvania utilities. Purpose and scope
ofdirect cost recovery lost revenue recovery and incentives.

100. South Carolina PSC 9l-606-E; Petition of South Carolina Electic and Gas for a
Certificate of Public Convenience and Necessity for a Coal-Fired Plant; South
Carolina Department of ConsumerAffairs; January 20 1992.

Justification of plant certification under integrated resource planning. Failures in
SCE&G's DSM planning and company potential for demand-side savings.

101. MDPU 92-92; Adequacy of Boston Edison's Street-Lighting Options; Town of
Lexington; June 22 1992.

Efficiency and quality of street-lighting options. Boston Edison's treatment ofhigh-
quality street lighting. Corrected rate proposal for the Daylux lamp. Ownership of
public street lighting.

102. South Carolina PSC 92-208-E; Integrated Resource Plan ofDuke Power Company;
South Carolina Department of ConsumerAffairs; August 4 1992.

Problems with Duke Power's DSM screening process, estimation of avoided cost
DSM program design, and integration of demand-side and supply-side planning.

103. North Carolina Utilities Commission E-l00, Sub 64; Integrated Resource Planning
Docket; Southem Environmental Law Center; September 29 1992.

General principles of integrated resource planning, DSM screening, and program
design. Review of the IRPs of Duke Power Company, Carolina Power & Light
Company, and North Carolina Power.
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104. Ontario Environmental Assessment Board Ontario Hydro Demand/Supply Plan
Hearings; Erwironmental Externalities Valuation and Ontario Hydrob Resource
Planning (3 vols.); October 1992.

Valuation of environmental externalities from fossil fuel combustion and the nuclear
fuel cycle. Application to Ontario Hydro's supply and demand planning.

105. Texas PUC 110000; Application of Houston Lighting and Power Company for a
Certificate of Convenience and Necessity for the DuPont Project; Destec Energy,
Inc.; September 28 1992.

Valuation of environmental externalities from fossil fuel combustion and the
application to the evaluation of proposed cogeneration facility.

106. Maine Board of Environmental Protection; In the Matter of the Basin Mills
Hydroelectric ProjectApplication; Conservation Intervenors; November 161992.

Economic and environmental effects of generation by proposed hydro-electric
project.

107. Maryland PSC 8473; Review ofthe Power Sales Agreement of Baltimore Gas and
Electric with AES Northside; Maryland Offrce of People's Counsel; November l6
1992.

Non-price scoring and unquantified benefits; DSM potential as alternative; environ-
mental costs; cost and benefit estimates.

108. North Carolina Utilities Commission E-100, Sub 64; Analysis and Investigation of
Least Cost Integrated Resource Planning in North Carolina; Southern Environmental
Law Center; November 181992.

Demand-side management cost recovery and incentive mechanisms.

109. South Carolina PSC 92-209-E; In Re Carolina Power &Light Company; South
Carolina Department of ConsumerAffairs; November 241992.

DSM planning: objectives, process, cost-effectiveness test, comprehensiveness, lost
opportunities. Deficiencies in CP&Us portfolio. Need for economic evaluation of
load building.

ll0 Florida Department of Environmental Regulation hearings on the Power Plant
Siting Act; Legal Environmental Assistance Foundation, December 1992.

Externality valuation and application in power-plant siting. DSM potential, cost-
benefit test, and program designs.

111. Maryland PSC 8487; Baltimore Gas and Electic Company, Electuic Rate Case;
January 131993. Rebuttal Testimony: February 41993.

Class allocation of production plant and O&M; transmission, distribution, and
general plant; administrative and general expenses. Marginal cost and rate design.
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ll2. Maryland PSC 8179; for Approval of Amendment No. 2 to Potomac Edison
Purchase Agreement with AES Warrior Run; Maryland Offrce of People's Counsel;
January 29 1993.

Economic analysis of proposed coal-fired cogeneration facility.

ll3.Michiga n PSC U-10102; Detroit Edison Rate Case; Michigan United Conservation
A. Clubs; February 17 1993.

Least-cost planning; energy efficiency planning, potential, screening, avoided costs,
cost recovery and shareholder incentives.

ll4. Ohio PUC 9l -635-EL-FO& 92-3 I2-EL-FO& 92-1172-EL-ECP; Cincinnati Gas and
Electric demand-management programs; City of Cincinnati. April 1993.

DSM planning, program designs, potential savings, and avoided costs.

115. Michigan PSC U-10335; Consumers Power Rate Case; Michigan United
Conservation Clubs; October 1993.

Least-cost planning; energy efficiency planning, potential, screening, avoided costs,
cost recovery and shareholder incentives.

116. Illinois Commerce Commissiong2-0268,Electric-Energy Plan for Commonwealth
Edison; City of Chicago. Direct testimony, February | 1994; rebuttal, September
1994.

Cost-effectiveness screening of demand-side management programs and measures;
estimates by Commonwealth Edison of costs avoided by DSM and of future cost
capacity, and performance of supply resources.

ll7. FERC 2422 et al., Application of James River-New Hampshire Electric, Public
Service of New Hampshire, for Licensing of Hydro Power; Conservation Law
Foundation;1993.

Cost-effective energy conservation available to the Public Service of New
Hampshire; power-supply options; affrdavit.

118. Vermont PSB 5270-CV-1,-3, and 5686; Central Vermont Public Service Fuel-
Switching and DSM Program Design, on behalfofthe Vermont Deparftnent ofPublic
Service. Direct, April 1994; rebuttal, June 1994.

Avoided costs and screening ofconfiolled water-heating measures; risk, rate impacts,
participant costs, externalities, space- and water-heating load, benefit-cost tests.

119. Florida PSC 930548-EG-930551-EG, Conservation goals for Florida electric
utilities; Legal Environmental Assistance Foundation, Inc. April 1994.

Integrated resource planning, avoided costs, rate impacts, analysis of conservation
goals of Florida electric utilities.
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120. Vermont PSB 5724, Central Vermont Public Service Corporation rate request;
Vermont Department of Public Service. Joint surrebuttal testimony with John
Plunkett. August 1994.

Costs avoided by DSM programs; Costs and benefits of defening DSM programs.

l2l. MDPU 94-49,Boston Edison integrated resource-managementplan; Massachusetts
Attorney General. August 1994.

Least-cost planning, modeling, and treatment of risk.

122. Michigan PSC U-10554, Consumers Power Company DSM Program and Incentive;
Michigan Conservation Clubs. November 1994.

Critique of proposed reductions in DSM programs; discussion of appropriate
measurements of cost-effectiveness, role of DSM in competitive power markets.

123. Michigan PSC U-I0702, Detroit Edison Company Cost Recovery on behalf of the
Residential Ratepayers Consortium. December 1994.

Impact of proposed changes to DSM plan on energy costs and power-supply-cost-
recovery charges. Critique of proposed DSM changes; discussion of appropriate
measurements of cost-effectiveness, role of DSM in competitive power markets.

124. New Jersey Board of Regulatory Commissioners EM92030359, Environmental
costs ofproposed cogeneration; Freehold Cogeneration Associates. November 1994.

Comparison of potential externalities from the Freehold cogeneration project with
that from three coal technologies; support for the study "The Extemalities of Four
Power Plants."

125. Michigan PSC U-10671, Detroit Edison Company DSM Programs; Michigan United
Conservation Clubs. January 1995.

Critique of proposal to scale back DSM efforts in light of potential for competition.
Loss of savings, increase of customer costs, and decrease of competitiveness.
Discussion of appropriate measurements of cost-effectiveness, role of DSM in
competitive power markets.

126. Michigan PSC U-10710, Power-supply-cost-recovery plan of Consumers Power
Company; Residential Ratepayers Consortium. January I 995.

Impact of proposed changes to DSM plan on energy costs and power-supply-cost-
recovery charges. Critique of proposed DSM changes; discussion of appropriate
measurements of cost-effectiveness, role of DSM in competitive power markets.

L27. FERC 2458 and 2572, Bowater-Great Northem Paper hydropower licensing;
Conservation Law Foundation. Februarv 1995.
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Comments on draft environmental impact statement relating to new licenses for two
hydropower projects in Maine. Applioant has not adequately considered how energy
conservation can replace energy lost due to habitat-protection or -enhancement
measures.

128. North Carolina Utifities Commission E-100, Sub 74, Duke Power and Carolina
Power & Light avoided costs; Hydro-Electrio-Power Producer's Group. February
t995.

Critique and proposed revision of avoided costs offered to small hydro-power
producers by Duke Power and Carolina Power and Light,

129. New Orleans City Council UD-92-2Aand -28, Least-cost IRP for New Orleans
Public Service and Louisiana Power & Light; Alliance forAffordable Energy. Direct
February 1995; rebut0al, April 1995.

Critique of proposal to scale back DSM efforts in light of potential competition.

130. DCPSC Formal gl7,Il,Prudence of DSM expenditures ofPotomac Electric Power
Company; Potomac Electric Power Company. Rebuttal testimony, February 1995.

Prudence of utility DSM investment; prudence standards for DSM programs ofthe
Potomac Electric Power Company.

131. Ontario Enerry Board EBRO 490, DSM cost recovery and lost-revenue-adjusftnent
mechanism for Consumers Gas Company; Green Energy Coalition. April 1995.

DSM cost recovery. Lost-revenue-adjustment mechanism for Consumers Gas

Company.

132. New Orleans City Council CD-85-1, New Orleans Public Service rate increase;
Alliance forAffordable Energy. Rebuttal, May 1995.

Allocation of costs and benefits to rate classes.

133. MDPU Docket DPU-95-40, Mass. Electric cost-allocation; Massachusetts Attorney
General. June 1995.

Allocation ofcosts to rate classes. Critique of cost-of-service study. Implications for
industry restructuring.

134. Maryland PSC 8697, Baltimore Gas & Electric gas rate increase; Maryland Offrce
of People's Counsel. July 1995

Rate design, cost-of-service sfudy, and revenue allocation.

135. North Carolina Utilities CommissionE-2, Sub 669. December 1995.

Need for new capacity. Energy-conservation potential and model progxams.

136. Arizona Commerce Commission U-I933-95-317, Tucson Electric Power rate
increase; Residential Utility Consumer Offrce. January 1996.
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Review of proposed rate settlement. Used-and-usefrrlness ofplant. Rate design. DSM
potential.

137. OhioPUC 95-203-EL-FOR; CampaignforanEnergy-EfficientOhio. February 1996

Long-term forecast of Cincinnati Gas and Electric Company, especially its DSM
portfolio. Opportunities for further cost-effective DSM savings. Tests of cost
effectiveness. Role of DSM in light of industry restructuring; alternatives to
traditional util ity DSM.

138 Vermont PSB 5835; Vermont Department of Public Service. February 1996.

Design of load-management rates of Central Vermont Public Service Company.

139. Maryland PSC 8720, Washington Gas Light DSM; Maryland Office of People's
Counsel. May 1996.

Avoided costs of Washington Gas Light Company; integrated least-cost planning.

140. MDPU DPU 96-100; Massachusetts Utilities' Stranded Costs; Massachusetts
A, Attomey General. Oral testimony in support of"estimation ofMarket Value, Stranded

Investment, and Restructuring Gains for Major Massachusetts Utilities," July 1996.

Stranded costs. Calculation of loss or gain. Valuation of utility assets.

l4l. MDPU DPU 96-70; MassachusettsAttorney General. July 1996.

Market-based allocation of gas-supply costs of Essex County Gas Company.

142. MDPU DPU 96-60; Massachuseffs Attorney General. Direct testimony, July 1996;
sunebuttial, August 1996.

Market-based allocation of gas-supply costs of Fall River Gas Company.

143. Maryland PSC 8725; Maryland Office of People's Counsel. July 1996.

Proposed merger of Baltimore Gas & Electric Company, Potomac Electric Power
Company, and Constellation Energy. Cost allocation of merger benefits and rate
reductions.

144. New Hampshire PUC DR 96-150, Public Service Company of New Hampshire
stranded costs; New Hampshire Office of ConsumerAdvocate. December 1996.

Market price ofcapacity and energy; value ofgeneration plant; restructuring gain and
stranded inves0nent; legal status ofPSNH acquisition premium; interim stranded-cost
charges.

145. Ontario Energy Board EBRO 495, LRAM and shared-savings incentive for DSM
performance of Consumers Gas; Green Energy Coalition. March 1997.

LRAM and shared-savings incentive mechanisms in rates for the Consumers Gas
Company Ltd.
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146. New York PSC Case 96-E-0897, Consolidated Edison restructuring plan; City of
New York. April1997,

Electric-utility competition and restructuring; critique of proposed settlement of
Consolidated Edison Company; stranded costs; market power; rates; market access.

147. Vermont PSB 5980, proposed statewide energy plan; Vermont Department ofPublic
Service. Direct, August 1997;rebuttal, December 1997.

Justification for and estimation of statewide avoided costs; guidelines for distributed
IRP.

148. MDPU 96-23, Boston Edison restructuring settlement; Utility Workers Union of
America. September I 997.

Performance incentives proposed for the Boston Edison company.

149. Vermont PSB 5983, Green Mountain Power rate increase; Vermont Department of
Public Service. Direct October 1997;rebuttal, December 1997.

In three separate pieces of prefiled testimony, addressed the Green Mountain Power
Corporation's (1) distributed-utility-planning efforts, (2) avoided costs, and (3)
prudence of decisions relating to a power purchase from Hydro-Quebec.

150. MDPU 97-63, Boston Edison proposed reorganization; Utility Workers Union of
America. October 1997.

Increased costs and risks to ratepayers and shareholders from proposed reorgani-
zation; risks of diversification; diversion of capital from regulated to unregulated
affiliates; reduction in Commission authority.

151. MDTE 97-lll, Commonwealth Energy proposed restructuring; Cape Cod Light
Compact. Joint testimony with Jonathan Wallach, January 1998.

Critique of proposed restructuring plan filed to satisfr requirements of the electric-
utility restructuring act of 1997 . Failure ofthe plan to foster competition and promote
the public interest.

152. NH PUC Docket DR 97-241, Connecticut Valley Electic fuel and purchased-power
adjustments; City of Claremon! N.H. February 1998.

Prudence ofcontinued power purchase from affrliate; market oost ofpower; prudence
disallowances and cost-of-service ratemaking.

153. Maryland PSC 8774; APS-DQE merger; Maryland Office of People's Counsel.
February 1998.

Power-supply anangements between APS's operating subsidiaries; power-supply
savings; market power.

t54. Vermont PSB 6018, Central Vermont Public Service Co. rate increase; Vermont
Department of Public Service. February 1998.
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Prudence of decisions relating to a power purchase from Hydro-Quebec. Reason-
ableness of avoided-cost estimates. Quality of DU planning.

155. Maine PUC 97-580, Central Maine Power restructuring and rates; Maine Office of
Public Advocate. May 1998; Surrebuttal, August 1998.

Determination of stranded costs; gains from sales offossil, hydro, and biomass plant;
treatment of defened taxes; incentives for stranded-cost mitigation; rate design.

156. MDTE 98-89, purchase of Boston Edison municipal streetlighting, Towns of
Lexington and Acton. Affidavit, August 1998.

Valuation ofmunicipal streetlighting; depreciation; applicability of unbundled rate.

157. Vermont PSB 6107, Green Mountain Power rate increase, Vermont Department of
Public Service. Direct, September 1998; Sunebuttal drafted but not filed, November
2000.

Prudence of decisions relating to a power purchase from Hydro-Quebec. Least-cost
planning and prudence. Quality of DU planning.

158. MDTE 97-120, Western Massachusetts Electric Company proposed restnrcturing;
Massachusetts Attorney General. Joint testimony with Jonathan Wallach, October
1998. Joint surrebuttal with Jonathan Wallach, January 1999.

Market value ofthe three Millstone nuclear units under varying assumptions ofplant
performance and market prices. Independent forecast of wholesale market prices.
Value of Pilgrim and TMI-I asset sales.

159. Maryland PSC 8794 and 8804; BG&E restructuring and rates; Maryland Office of
People's Counsel. Directo December 1998; rebuttal, March 1999.

Implementation of restructuring. Valuation of generation assets from comparable-
sales and cash-flow analyses. Determination of stranded cost or gain.

160. Maryland PSC 8795; Delmarva Power & Light restructuring and rates; Maryland
Office of People's Counsel. December 1998.

Implementation of restructuring. Valuation of generation assets and purchases from
comparable-sales and cash'flow analyses. Determination of stranded cost or gain.

161. Maryland PSC 8797; Potomac Edison Company restructuring and rates; Maryland
Office of People's Counsel. Direct, January 1999; rebuttal, March 1999.

Implementation of restructuring. Valuation of generation assets and purchases from
comparable-sales and cash-flow analyses. Determination of stranded cost or gain.

162. Connecticut DPUC 99-02-05; Connecticut Light and Power Company stranded
costs; Connecticut Offrce of Consumer Counsel. April 1999.

Projections of market price. Valuation of purchase agreements and nuclear and non-
nuclear assets from comparable-sales and cash-flow analyses.
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163. Connecticut DPUC 99-03-04; United llluminating Company stranded costs;
Connecticut Office of Consumer Counsel. April 1999.

Projections of market price. Valuation of purchase agteements and nuclear assets
from comparable-sales and cash-flow analyses.

164. Washington UTC W-981627; PacifiCorp-Scottish Power Merger, Office of the
Attorney General. June 1999.

Review ofproposed performance standards and valuation ofperformance. Reviewof
proposed low-income assistance.

165. Utah PSC 98-2035-04; PacifiCorp-Scottish Power Merger, Utah Committee of
Consumer Services. June 1999.

Review of proposed performance standards and valuation of performance.

166. Connecticut DPUC 99-03-35; United Illuminating Company proposed standard
offer; Connecticut Office of Consumer Counsel. July 1999.

Design of standard offer by rate class. Design of price adjustments to preserve rate
decrease. Market valuations of nuclear plants. Short-term standed cost

167. Connecticut DPUC 99-03-36; Connecticut Light and Power Company proposed
standard offer; Connecticut Offrce of Consumer Counsel. Direct, July 1999;
Supplemental, July 1999.

Design of standard offer by rate class. Design of price adjustments to preserve rate
decrease. Market valuations of nuclear plants. Short-term shanded cost.

168. W. Virginia PSC 98-0452-E-GI; electric-industry restructuring, West Virginia
Consumer Advocate. July 1999.

Market value of generating assets of, and restructuring gain for, Potomac Edison,
Monongahela Power, and Appalachian Power. Comparable-sales and cash-flow
analyses.

169. Ontario Enerry Board RP-1999-0034; Ontario Performance-Based Rates; Green
Energy Coalition. September 1999.

Rate design. Recovery of demand-side-management costs under PBR. Incremental
costs.

170. Connecticut DPUC 99-08-01; standards for utitity restructuring; Connecticut Offrce
of Consumer Counsel. Direct, November 1999; Supplemental January 2000.

Appropriate role of regulation. T&D reliability and service quality. Performance
standards and customer guarantees. Assessing generation adequacy in a competitive
market.
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l7l. Connecticut Superior Court CY 99-049-7239; Connecticut Light and Power
Company stranded costs; Connecticut Office of Consumer Counsel. Affrdavit,
December 1999.

Errors ofthe CDPUC in deriving discounted-cash-flow valuations for Millstone and
Seabrook, and in setting minimum bid price.

172. Connecticut Superior Court CV 99-049-7597; United Illuminating Company
stranded costs; Connecticut Office of Consumer Counsel. December 1999.

Errors of the CDPUC, in its discounted-cash-flow computations, in selecting per-
formance assumptions for Seabrook, and in setting minimum bid price.

17 3, Ontario Energy Board RP- I 999-00 44 ; Ontario Hydro tran smi ssion-cost al location
and rate design; Green Energy Coalition. January 2000.

Cost allocation and rate design. Net vs. gross load billing. Export and wheeling-
through transactions. Environmental implications of utility proposals.

174. Utah PSC 99-2035-03; PacifiCorp Sale ofCenfialiaplant mine, and related facilities;
Utah Committee of Consumer Services. January 2000.

Prudence of sale and management of auction. Benefits to ratepayers. Allocation and
rate treatment of gain.

175. Connecticut DPUC 99-09-12; Nuclear Divestiture by Connecticut Light & Power
and United llluminating; Connecticut Office of Consumer Counsel. January 2000.

Market for nuclear assets. Optimal structure of auctions. Value of minority rights.
Timing of divestiture.

176. Ontario Energy Board RP-1999-0017; Union Gas PBR proposal; Green Energy
Coalition. March 2000.

Lost-revenue-adjustment and shared-savings incentive mechanisms for Union Gas
DSM programs. Standards for review of targets and achievements, computation of
lost revenues. Need for DSM expenditure true-up mechanism.

177. IYYPSC 99-3-1621; Consolidated Edison steam rates; City ofNewYork. April2000.

Allocation of costs of former cogeneration plants, and of net proceeds of asset sale.
Economic justification for steam-supply plans. Depreciation rates. Weather
normalization and other rate adjustments.

178. Maine PUC 99-666; Central Maine Power alternative rate plan; Maine Public
Advocate. Direct May 2000; Sunebuttal, August 2000.

Likely merger savings. Savings and rate reductions from recent mergers. Implications
for rates.

179. MEFSB 97-4; MMWEC gas-pipeline proposal; Town of Mlbraham, Mass. June
2000.
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Economic justification for natural-gas pipeline. Role and jurisdiction of EFSB.

180. Connecticut DPUC 99-09-03; Connecticut Natural Gas Corporation Merger and
Rate Plan; Connecticut office of Consumer Counsel. September 2000.

Performance-based ratemaking in light of mergers. Allocation of savings fiom
merger. Eamings-sharing mechanism.

18l. Connecticut DPUC 99-09-12RE01; Proposed Millstone Sale; Connecticut Office of
Consumer Counsel. November 2000.

Requirements for review of auction of generation assets. Allocation of proceeds
between units.

182. MDTE 0l-25; Purchase of Streetlights from Commonwealth Eleotric; Cape Light
Compact. January 2001

Municipal purchase of streetlights; Calculation of purchase price under state law;
Determination of accumulated depreciation by asset.

183. Connecticut DPUC 00-12-01 and 99-09-l2RE03; Connecticut Light & Power rate
design and standard offer; Connecticut Office of Consumer Counsel. March 2001.

Rate design and standard offer under restructuring law; Future rate impacts;
Transition to restructured regime; Comparison of Connecticut and California
restrucfuring challenges.

184. Vermont PSB 6460 & 6120; Central Vermont Public Service rates; Vermont
Deparbnent of Public Service. Direct March 2001; Surrebuttal, April 2001.

Review of decision in early 1990s to commit to long-term uneconomic purchase from
Hydro Qudbec. Calculation of present damages from imprudence.

185. New Jersey BPU EM000201 06; Atlantic City Electric Company sale of fossil plants;
New Jersey Ratepayer Advocate. Affidavit, May 2001.

Comparison of power-supply contracts. Comparison of plant costs to replacement
power cost. Allocation of sales proceeds between subsidiaries.

186. New Jersey BPU GM00080564; Fublic Service Electric and Gas tansfer of gas
supply contracts; New Jersey RatepayerAdvocate. Direct, May 2001.

Transfer of gas transportation contracts to unregulated affiliate. Potential for market
power in wholesale gas supply and electric generation. Importance of reliable gas
supply. Valuation of contracts. Effect of proposed requirements contract on rates.
Regulation and design of standard-offer service.

187. Connecticut DPUC 99-04-18 Phase 3,99-09-03 Phase 2; Southern Connecticut
Natural Gas and Connecticut Natural Gas rates and charges; Connecticut Office of
Consumer Counsel. Direct June 2001; Supplemental, July 2001.
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Identiffing, quantiffing, and allocating merger-related gas-supply savings between
ratepayers and shareholders. Establishing baselines. Allocations between affrliates.
Unaccounted-for gas.

188. New Jersey BPU EXO1050303; New Jersey electric companies' procurement of
basic supply; New Jersey RatepayerAdvocate. August 2001.

Review of proposed statewide auction for purchase of power requirements. Market
power. Risks to ratepayers of proposed auction.

189. IYY PSC 00-E-1208; Consolidated Edison rates; City of New York. October 2001.

Geographic allocation of stranded costs. Locational and postage-stamp rates.
Causation of sfanded costs. Relationship between market prices for power and
stranded costs.

190. MDTE 0l-56, Berkshire Gas Company; Massachusetts Attorney General. October
2001.

Allocation of gas costs by load shape and season. Competition and cost allocation.

191. New Jersey BPU EM00020106; Atlantic City Electric proposed sale offossil plants;
New Jersey RatepayerAdvocate. December 2001.

Current market value of generating plants vs. proposed purchase price.

192. Vermont PSB 6545; Vermont Yankee proposed sale; Vermont Department ofPublic
Service. Direct, January 2002.

Comparison of sales price to other nuclear sales. Evaluation of auction design and
implementation. Review of auction manager's valuation of bids.

f 93. Connecticut Siting Council 217;Connecticut Light & Power proposed transmission
line from Plumtree to Norwalk: Connecticut Office of Consumer Counsel. March
2002.

Nafure oftransmission problems. Potential for conservation and distributed resources
to defer, reduce or avoid transmission investment. CL&P transmission planning
process. Joint testimony with John Plunkett.

194. Vermont PSB 6596; Citizens Utilities Rates; Vermont Department ofPublic Service.
Direct, March 2002; Rebuttal,May 2002.

Review of l99l decision to commit to long-term uneconomic purchase from Hydro
Qu6bec. Alternatives; role of transmission constraints. Calculation of present
damages from imprudence.

195. ConnecticutDPUC 0l-10-10; United Illuminating rate plan; Connecticut Offrce of
Consumer Counsel. April 2002
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Allocation of excess earnings between shareholders and ratepayers. Asymmetry in
treatment of over- and under-eaming. Accelerated amortization of sfranded costs.
Effects ofpower-supply developments on ratepayer risks. Effect ofproposed rate plan
on utility risks and required return.

t96, Connecticut DPUC 0 I - I 2- l 3RE0 I ; Seabrook proposed sale; Connecticut Office of
Consumer Counsel. July 2002

Comparison of sales price to other nuclear sales. Evaluation of auction design and
implementation. Assessment of valuation of purchased-power contracts.

197. Ontario EB RP-2002-0120; Review of transmission-system code; Green Energy
Coalition. October 2002.

Cost allocation. Transmission charges. Societal cost-effectiveness. Environmental
externalities.

198. New Jersey BPU ER02080507; Jersey Central Power & Light rates; N.J. Division of
the RatepayerAdvocate. Phase I December 2002; Phase II (oral) July 2003.

Prudence of procurement of electrical supply. Documentation of procurement deci-
sions. Comparison of costs for subsidiaries with fixed versus flow-through cost
recovery.

199. Connecticut DPUC 03-07-02; CL&P rates; AARP. October 2003

Proposed distribution investments, including prudence of prior management of
distribution system and utility's failure to make investments previously funded in
rates. Cost controls. Application of rate cap. Legislative intent.

200. ConnecticutDPUC 03-07-01; Cl&Ptransitional standardoffer;AARPNovember
2003.

Application of rate cap. Legislative intent.

201. Vermont PSB 6596; Vermont Electric Power Company and Green Mountain Power
Northwest Reliability transmission plan; Conservation Law Foundation. December
2003.

Inadequacies ofproposed transmission plan. Failure ofto perform least-cost planning.
Distributed resources.

202. Ohio PUC Case 03-2144-EL-ATA; Ohio Edison , Cleveland Electric, and Toledo
Edison Cos. rates and transition charges; Green Mountain Energy Co. Direct
February 2004.

Pricing ofstandard-offer service in competitive markets. Critique ofanticompetitive
features of proposed standard-offer supply, including non-bypassable charges.
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203. NYPSC Cases 03-G-1671 & 03-5-1672; Consolidated Edison Company Steam and
Gas Rates; City of New York. Direct March 2004; Rebuttal April 2004; Settlement
June 2004.

Prudence and cost allocation for the East River Repowering Project. Gas and steam
energy conservation. Opportunities for cogeneration at existing steam plants.

204. ITYPSC 04-E-0572;Consolidated Edison rates and performance; Crty ofNewYork.
Direct, September 2004; rebuttal, October 2004.

Consolidated Edison's role in promoting adequate supply and demand resourses.
Integrated resource and T&D planning. Performance-based ratemaking and
sheetlighting.

205. Ontario EB RP 2004-01 88; cost recovery and DSM for Ontario electric-distribution
utilities; Green Energy Coalition. Exhibit, December 2004.

Differences in ratemaking requirements for customer-side conservation and demand
management versus utility-side efficiency improvements. Recovery of lost revenues
or incentives. Reconciliation mechanism.

206. MDTE 04-65; Cambridge Electric Light Co. sfeetlighting; City of Cambridge.
Direct, October 2004; Supplemental January 2005.

Calculation of purchase price of street lights by the City of Cambridge.

207. iYY PSC 04-W-1221; rates, rules, charges, and regulations of United Water New
Rochelle; Town of Eastchester and City ofNew Rochelle. Direct, February 2005.

Size and financing of proposed interconnection. Rate design. Water-mains replace-
ment and related cost recovery. Lost and unaccounted-for water.

208. NY PSC 05-M-0090; system-benefits charge; City ofNew York. Comments, March
2005.

Assessment and scope of, and potential for, New York system-benefits charges.

209. Maryland PSC 9036; Baltimore Gas & Electric rates; Maryland Office of People's
Counsel. Direcf August 2005.

Allocation of costs. Design of rates. Intemrptible and firm rates.

210. British Columbia Utilities Commission Project No. 3698388, British Columbia
Hydro resource-acquisition plan; British Columbia Sustainable EnergyAssociation
and Sierra Club of Canada BC Chapter. Direct, September 2005.

Renewable energy and DSM. Economic tests ofcost-effectiveness. Costs avoided by
DSM.

2ll. Connecticut DPUC 05-07-18; financial effect of long-term power contracts;
Connecticut Office of Consumer Counsel. Direct September 2005.
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Assessment of effect of DSM, distributed generation, and capacity purchases on
financial condition of utilities.

212. Connecticut DPUC 03-07-01RE03 & 03-07-l5RE02; incentives for power
procurement; Connecticut Office of Consumer Counsel. Direct, September 2005.
Additional Testimony, April 2006.

Utility obligations for generation procurement. Application of standards for utility
incentives. Identification and quantification ofeffects oftiming, load characteristics,
and product definition.

213. Connecticut DPUC Docket 05-10-03; ConnecticutL&P;time-of-use, intemrptible
and seasonal rates; Connecticut Office of Consumer Counsel. Direct and
Supplemental Testimony February 2006.

Seasonal and time-of-use differentiation of generation, congestion, transmission and
distribution costs; fixed and variable peak-period timing; identification of pricing
seasons and seasonal peak periods; cost-effectiveness of time-of-use rates.

214. Ontario Energy Board Case EB-2005-0520; Union Gas rates; School Energy
Coalition. Evidence, April 2006.

Rate design related to splitting commercial rate class into two classes: new break
point cost allocation, customer charges, commodity rate blocks.

215. Ontario Energy Board Case EB-2006-0021;natural gas demand-side-management
generic issues proceeding; School Energy Coalition. Evidence, June 2006.

Multi-year planning and budgeting; lost-revenue adjustment mechanism; determining
savings for incentives; oversight; program screening.

216. Indiana Utility Regulatory Commission Cause Nos. 42943 and 43046; Vectren
Energy DSM proceedings; Citizens Action Coalition. Direct, June 2006.

Rate decoupling and energy-efficiency goals.

217. Pennsylvania PUC Docket No. 00061346; Duquesne Lighting; Real-time pricing;
PennFuture. Direct July 2006; surrebuttral August 2006.

Real-time and time-dependent pricing; benefits of time-dependent pricing;
appropriate metering technology; real-time rate design and customer information

218. PennsylvaniaPUCDocketNo.R-0006l366,etal.irate-transition-planproceedings
of Metropolitan Edison and Pennsylvania Electric; Real-time pricing; PennFuture.
Direct, July 2006; surrebuttal August 2006.

Real-time and time-dependent pricing; appropriate metering technology; real-time
rate design and customer information.
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219. Connecticut DPUC 06-01-08; Connecticut L&P procurement ofpower for standard
service and last-resort service; ConnecticutOffrce ofConsumerCounsel. Reports and
technical hearings September and October 2006.

Conduct of auction; review of bids; comparison to market prices; selection of
winning bidders.

220. Connecticut DPUC 06-01-08; United Illuminating procurement of power for
standard service and last-resort service; Connecticut Office of Consumer Counsel.
Reports and technical hearings August and November 2006; March, September,
October, and November2007; February, April, and May 2008.

Conduct of auction; review of bids; comparison to market prices; selection of
winning bidders.

221. NY PSC Case No. 06-M-1017; policies, practices, and procedures for utility com-
modity supply service; City of New York. Comments, November and December
2006.

Multi-year contracts, long-term planning, new resources, procurement by utilities and
other entities, cost recovery.

222. Connecticut DPUC 06-01-08; procurement of power for standard service and last-
resort service, lessons leamed; Connecticut Office Of Consumer Counsel. Comments
and Technical Conferences December 2006 and January 2007.

Sharing of data and sources; benchmark prices; need for predictability, transparency
and adequate review; utility-owned resources; long-term firm contracts.

223. PUCO Case No. 05-1444-GA-UNC; recovery ofconservation costs, decoupling, and
rate-adjustment mechanisms for Vectren Energy Delivery ofOhio; Ohio Consumers'
Counsel. Direct, February 2007.

Assessing cost-effectiveness of nafural-gas energy-effrciency programs. Calculation
of avoided costs. Impact on rates. System benefits of DSM.

224. IYYPSC Case 06-G-1332, Consolidated Edison Rates and Regulations; City ofNew
York. Direct, March 2007.

Gas energy efficiency: benefits to customers, scope of cost-effective programs,
revenue decoupling, shareholder incentives.

225. Alberta EUB 1500878; ATCO Electric rates; Association of Municipal Districts &
Counties andAlbertaFederation ofRural ElectricalAssociations. Direct, May2007

Direct assignment of distribution costs to streetlighting. Cost causation and cost
allocation. Minimum-system and zero-intercept classification.

226. Connecticut DPUC Docket 07-04-24, Review of capacity contracts under Energy
Independence Act; Connecticut Office of Consumer Counsel, Joint Direct Testimony
June 2007.
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Assessment of proposed capacity contracts for new combined-cycle, peakers and
DSM. Evaluation of contracts for differences, modeling of energy, capacity and
forward-reserve markets. Corrections of errors in computation of costs, valuation of
energy-price effects of peakers, market-driven expansion plans and retirements,
market response to contracted resource additions, DSM proposal evaluation.

227. l\Y PSC Case 07-E-0524, Consolidated Edison electric rates; City of New York.
Direct, September 2007.

Energy-efficiency planning. Recovery ofDSM costs. Decoupling ofrates from sales.

Company incentives for DSM. Advanced metering. Resource planning.

228. Manitoba PUB 136-07 , Manitoba Hydro rates; Resource Conservation Manitoba and
Time to Respect Earth's Ecosystem. Direct, February 2008.

Revenue allocation, rate design, and demand-side management. Estimation ofmargi-
nal costs and export revenues.

229. Mass. EFSB 07-7; DPU 07-58 & -59, proposed Brockton Power Company plant;
Alliance Against Power Plant Location. Direct, March 2008

Regional supply and demand conditions. Effects ofplant construction and operation
on regional power supply and emissions.

230. CDPUC 08-01-01, peaking generation projects; Connecticut Offrce of Consumer
Counsel. Direct (with Jonathan Wallach), April 2008.

Assessmentofproposed peaking projects. Valuation ofpeaking capacrty. Modeling of
energy margin, forward reserves, other project benefits.

231. Ontario EB-2007-0905, Ontario Power Generation payments; Green Energy Coali-
tion. Direct, April 2008.

Cost of capital for Hydro and nuclear investments. Financial risks of nuclear power.

232. Utah PSC 07-035-93, Rocky Mountain Power Rates; Utah Committee of Consumer
Services. Direct, July 2008

Cost allocation and rate design. Cost of service. Conect classification of generation,
transmission, and purchases.

233. Ontario EB-2007-0707, Ontario Power Authority integrated system plan; Green
Energy Coalition, Penimba Institute, and Ontario Sustainable Energy Association.
Evidence (with Jonathan Wallach and Richard Mazzini), August 2008.

Critique of integrated system plan. Resource cost and characteristics; finance cost.
Development of least-cost green-energy portfolio,

234. NY PSC Case 08-E-0596, Consolidated Edison electric rates; City of New York.
Direct, September 2008.
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Estimated bills, automated meter reading, and advanced metering. Aggregation of
building data. Targeted DSM program design. Using distributed generation to defer
T&D investments.

235, CDPUC 08-07-01, integrated resource plan; Connecticut Office of Consumer
Counsel. Direct, September 2008.

Integrated resource planning scope and purpose. Review of modeling and assump-
tions. Review of energy efficiency, peakers, demand response, nuclear, and renew-
ables. Structuring of procurement contracts.

236. Manitoba PUB 2008 MH EII& Manitoba Hydro intensive industrial rates; Resource
Conservation Manitoba and Time to Respect Earth's Ecosystem. Direct, November
2008.

Marginal costs. Rate design. Time-of-use rates.

237. Maryland PSC 9036; Columbia Gas rates; Maryland Office of People's Counsel.
Direct, January 2009.

Cost allocation and rate design. Critique of cost-of-service studies.

238. Vermont PSB744D;extension of authority to operate VermontYankee; Conservation
Law Foundation and Vermont Public Interest Research Group. Direct, February 2009;
Sunebuttal, May 2009.

Adequacy of decommissioning funding. Potential benefits to Vermont of revenue-
sharing provision. Risks to Vermont of underfunding decommissioning fund.

239 Nova Scotia Review Board P-884(2), Nova Scotia Power DSM and cost recovery
Nova Scotia Consumer Advocate. May 2009.

Recovery of demand-side-management costs and lost revenue.

240 Nova Scotia Review Board P-172, proposed biomass project, Nova Scotia
Consumer Advocate. June 2009.

Procedural, planning, and risk issues with proposed power-purchase contract.
Biomass price index. Nova Scotia Power's management of other renewable contracts.

241. Connecticut Siting Council 370A, Connecticut Light & Power transmission
projects; Connecticut Office of Consumer Counsel. Direct, July 2009.

Need for transmission projects. Modeling oftransmission system. Realistic modeling
of operator responses to contingencies

242 Mass. DPU 09-39, NGrid rateso Mass. Department of Energy Resources. August
2009.

Revenue-decoup I ing mechanism. Automatic rate adjustments.
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243 Utah PSC Docket No. 09-035-23, Rocky Mountain Power rates, Utah Offrce of
Consumer Services. October 2009.

Cost-of-service study. Cost allocators for generation, transmission, and substation.
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Exhibit PLC-2

Forecast of Philadelphia Gas Works
Avoided Gas Gosts

By Paul Chernick

The economic evaluation of an energy-efficiency measure requires an estimate of
the measure's benefits. The major benefit of gas energy-efficiency programs is the
reduction of gas use and associated costs to customers. Those avoided costs may
be passed on to customers by the utility, third-party suppliers, or both, but they are
all eventually paid by customers.

Electric avoided costs are often computed for a number of cost drivers, such as

surnmer and winter contribution to system peak load, and on seasonal energy use
for on- and off-peak periods. In the cost-benefit computation, analysts estimate the
effect of a proposed measure or program on each of the cost drivers. The benefit of
the energy-efficiency proposal is then estimated by multiplying the energy savings
for each cost driver by the per-unit avoided cost for that driver, and adding up the
benefits for all the drivers. This approach works well for evaluation of electric
energy-efficiency programs, simpliffing the costs of serving loads for 8,760 hours
to a few cost drivers, which can be estimated for the wide variety of electric end
uses (e.g., residential and commercial space heating, space cooling, ventilation,
water heating, refrigeration, indoor and outdoor lighting, clothes drying, cooking,
computers and other plug loads, as well as a range of industrial loads).

Like most detailed analyses of avoided gas costs, this study's calculation of
avoided costs is structured differently than that usually used to estimate electric
avoided costs. Planning and procurement for natural gas is primarily concerned
with daily loads, rather than annual loads, so there are fewer load shapes. There
are also fewer end uses for gas than electricity, since very little gas is used for
lighting, refrigeration, or residential air conditioning, and no gas is used for
computers or ventilation. Hence, it is feasible to compute avoided costs for the
load shapes of the few gas end uses. In the cost-benefit analysis, the benefit of
each energy-efficiency measure can be estimated as the measure's annual savings
times a single load-specific avoided cost.

This load-shape approach to defining avoided costs allows for distinctions
between the costs of different end uses that impose different costs, even for similar
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seasonal usage levels. An end use that does not vary with weather, such as cooking
or clothes drying, may use the same amount of gas in the winter as a heating
boiler, but the gas to serye the boiler will be more expensive. The boiler will
predictably use more gas on very cold days, when gas is most expensive, and less

on mild days, when gas is relatively cheap. Serving the boiler requires the
reservation of enough pipeline capacrty to meet load on typical cold days, and the
construction of local transmission-and-distribution capacity and supplemental gas

supplied to meet load on extraordinarily cold days. The boiler will use more gas

on cold days, when regional gas demand is high and prices are high. The
development of avoided cost by load shape allows for the reflection of these

differences between loads even within a season or a month.

This estimate of avoided gas costs comprises the following three parts:

o Commodity: The market prices of gas delivered to a utility's citygate in a
normal year

o Peaking capacity: The costs of local capacity to cover the difference between

normal and design-peak conditions

o Local trqnsmission and distibution (T&D): The utility's cost of building,
operating and maintaining the high-pressure transmission and lower-pressure
distribution system in its service area

Commodity Cost
I forecast the monthly delivered gas price to the ecw citygate for gas delivered
evenly over the month, as the sum of the price of gas delivered to the Henry Hub
and the price basis (the price different) from Henry Hub to Zone M3 of the Texas

Eastern Transmission (rerco) pipeline, which includes ttre pcl crtygate.

For the period from September 2010 through August 2014,I computed the
monthly prices as the sum of the NyMEx forward price for Henry Hub (wwnx
contract NG) and the tBrco basis forward (wwrex contract NX). Since NMVIEX

reports TETco forwards only througlr July 2013,I assumed that the basis would
remain at the April-July 2013 value through October 2013,t and that the basis in
each subsequent month would be equal to the basis in the same month one year
earlier, in real terms.

After 20l4,the trading ofNywx Henry Hub futures becomes quite thin. On
September 28,2009, for example, 115,000 Henry Hub contracts (of l0 billion Btu
each) were outstanding for the 2010/11 gas year, but only about 1,200 contracts

rThe tntco basis forwards in each year 2010 through 2012 are equal throughout the
April-October period.
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for 2014115. On many days, no contracts are traded for most months beyond
2010/11. See Figure 2-1.

Figure 2-1: wvrcx Henry Hub (NG) Forward Marketo September 28120091

Given the thin trading in the Henry Hub contract starting in20l4,I do not have
much faith that the Nvuex prices are meaningful in the later years. I therefore put
increasing weight on the forecast of Henry Hub prices in the 2009 Annual Energy
Outlook published by the Energy Information Administration (eu. 2009, 32,Table
A13). From gas years 20l4ll5 through 2021122,I trend my projection ofthe
Henry Hub gas price from 100% reliance on the Ivlt\rEX forwards to 100%o

reliance on EtA. After 20ll/22,I use ErA's gas-price projection. See Figure 2-2.
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Figure 2-2: Projections of Henry Hub Gas Prices
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From these forwards, I computed annual commodity costs for the following three
load shapes:

o baseload, inclvding industrial processes, cooking, and clothes drying,
modeled as using the same amount of gas every day.

. space heating, modeled as using gas each day in proportion to daily heating
degree days (Hoo).

o water heating, modeled as a mix of baseload and space-heating load. This
approximation reflects the observation that gas usage by water-heating
customers rises in the winter months, probably as a combination of higher
standby losses and warmer water temperafures for baths, showers, and
washing.

While gas utilities do not purchase alarge portion of their supply in the daily spot
market, the short-term market-where utilities can procure gas to meet higher-
than-expected load, or sell offgas when their supplies exceed their needs-
determines the value of the gas. Every dekatherm of gas that aPGw consumer does
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not use is one more dekatherm available to someone in the spot market who is
willing to pay the spot price for that gas. Depending on the gas-supply situation
and contracts of the utility (or gas supplier), the utility may avoid buying gas from
the spot market, or sell more gas into the spot market, or reduce its use of some
longer-term contract.

In the longer term, annual and multi-year contracts should average near the spot
prices for the same time periods. Estimating the effect of specific load reductions
on the supply portfolio and costs of any particular utility or gas supplier is
complicated, since the calculation would entail modeling purchases, sales and
usage of a variety of gas supplies, pipeline capacity, storage resources, and
supplementary resources. This approach would also require non-public data from
competitive gas suppliers. The spot-market price is a reasonable estimate of the
resource benefit from reduced commoditv use.

Baseload Commodity
For baseload end uses, where use of gas does not vary with weather or the season,
the analysis weights the forecast monthly gas price by the number of days in the
month.

Space-Heati ng Com modity
The cost of commodity for space heating varies from the cost of baseload in two
ways. First, the amount of gas used varies among months, and is concentrated in
the higher-cost winter months. Second, within each month, space heating uses
more gas on the colder days, when gas tends to be more expensive than the
average for the month.

For the first factor, the monthly percentage the study assumed that the monthly use
of gas for space heating is proportional to the monthly sum of daily heating degree
days (Hoos). Heating degree days are the difference between the day's average
temperature and a base temperafure, atwhich space-heating use is assumed to be
zero.Thalbase temperature, or balance point, is lower than the temperature
maintained by the thermostat, since the building is warmed by sun shining in the
windows and by interior gains (waste heat) from lights, appliances, equipmen!
and people.

I used the monthly average HDDS with a base of 65o F for 1978-2007 published by
NoAA (2007).

The second factor, the effect of the intra-month correlation ofprice and load,
reflects the fact that heating loads use more gas on colder days within each month,
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and that prices tend to be higher on cold days.2 This correction was computed as

the typical ratio of the heating-load-weighted market price to the average daily
price for the month. Since the lrywx prices are for gas delivered evenly over the
month, multiplying that ratio by the Nyl,rx-based price forecast results in an

estimate of the price of gas for heating load in the month.

Of course, gas prices vary due to factors other than the current day's temperature
in Philadelphia, including the following:

r wind and sunshine on that day, since heating load will be greater on a cloudy,
windy 40oF day than a sunny calm day with the same air temperature.

o weather in other parts of North America. A cold snap in California will drive
up wellhead prices in Texas and Alberta, and hence prices for deliveries to
Pennsylvania. Cold temperatures in New England or New York raise not
only wellhead prices but also market prices for delivery to New York
citygates. Conversely, mild weather elsewhere can moderate prices in
Philadelphia, even when it is cold in Philadelphia.

o weather on other days. High gas demand in earlier days of the same month,
or in earlier months, will tend to deplete storage and push prices higher.
Forecasts of cold weather in coming days and weeks will tend to push up
price before the cold front hits, as users scramble to put gas into storage.

o The amount of gas in storage, which depends on the weather, other gas

demands over the previous year or so, market participants' guesses regarding
price tends, and other factors.

r demand for gas for electric generation, which varies during the month with
oil prices and outages of coal and nuclear plants and between years as load
grows and supplies change.

o gas-production capacity, which changes within winter months primarily due
to freeze-ups of gas wells in producing areas, but changes significantly
between years due to depletion and new additions (and sometimes
hurricanes).

zThe utility or a gas supplier can meet load in those high-load high-priced days with spot
purchases, by reserving storage and associated transportation to the citygate, or by
reserving additional pipeline capacity directly to the citygate. All these approaches
impose costs that would not be needed for a load that was constant across the days of the
month.
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For this sfudy, the intra-month price ratio was computed for each calendar month
using data for each of the last two gas years, 2006107 and2007108. The analysis
computes the ratio of load-weighted to average monthly price for each month.

Equation L. Intra-Month Heating Price Ratio.

intra - month heating price ratio
I

month

HD o*

# days in the month

where HD66: heating degree-days for the day
Pduy: delivered price for the day

The ratios tend to be highest in the winter and close to 1.00 in the shoulder
months.

The heating commodity cost for each year is the sum across months of the
following product:

IM\4EX monthly forward * monthly HDD oA x intra-month price ratio

The annual heating commodity cost is significantly greater than the annual
baseload commodity cost. The annual residential heating avoided cost, averaged
over the period 2A061025, is about l7%o greater than average annual baseload
price. These differences can largely be explained by the fact that most of the
heating usage is in the high-priced months of January, February, and December.

Wate r-H e ati n g Co m m od ity
My previous experience indicates that water-heating load is largely equal across
months and days, but rises somewhat in colder weather. The observed load shape
is probably attributable to a combination of higher standby losses and increased
usage (for longer, hotter showers and baths, and warmer water for hand-washing)
in cold weather. I assumed that the avoided water-heating commodity cost equals
a75Yo weighting of the baseload avoided cost and 21%oweighting of space-heating
avoided cost.

Commodity-Cosf Sum mary
Figure 2-3 shows avoided commodity costs for the three load shapes. The
relationships among the prices for the various load shapes are as expected. The
heating cost is higher than the water-heating cost, which is higher than the
baseload cost.

Z un a,y x Pa,y
month

ZP*
monlh

I
Ij
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The average costs of utility gas supplies, which serye large amounts of heating
load, tend to be much higher than the flat year-round gas supplies reflected in the
baseload commodity costs. The average avoided commodity cost will similarly be
more expensive than the avoided commodity cost for aflatyear-round gas supply.

Peaking-Capacity Cost
In addition to buying and delivering the gas required in a normal yetr, a gas utility
must be prepared to meet much higher loads on an extremely cold (design) day,
through a cold snap, or in a very cold winter season. The prices for gas in a normal
year do not include the costs of reserving capacity and supplies to meet design
conditions. Those design loads are nonnally met by local storage (such as

liquefied natural gas) and/or peaking off-system storage and associated
transportation. The commodity costs reflect the costs of normal weather, while the
peaking supplies reflect the resources maintained to meet design weather.

For PGw, design conditions include both a design day with 65 uoo (last
experienced on January 17, 1982) and a design winter with heating loads
approximately 19.4% more than normal. I estimated the cost of reserves to meet
those conditions as the price of PGw's contracts supporting its most expensive
storage supply (Equitrans) times the percentage increase in heating load between
normal and design winters. I took the fixed cost of the Equitrans supply as

$2.40/Dth, from Schedule SDS-8 of pcw'S Supporting Documentation filed on

June 2008. Exhibit PLC-3 shows my computation of normal heating sendout (42.5

million Dth) and the design-winter sendout increment (8.3 million Dth). 0.194 Dth
of peaking supply at$2.40/Dth of peaking results in a peaking-reserve cost for
heating load of about $0.50/Dth; see Figure 2-3.

Since baseload has no increment of sendout on the design peak over average
conditions, it would not have any peakingcapacity charges.

Avoided Transm iss ion-and-Distri bition Cost
As peak loads grow, local distribution companies need to expand their internal
transmission and distribution systems by adding parallel mains, looping, and
increasing operating pressures, and increasing the size of new and replacement
lines. The expenditures vary across each utility's service area and over time. Most
utilities will include some areas in which relatively small increments of load
require expensive upgrades, along with other load areas with excess capacity for
many years resulting in no expansion costs. Marginal or avoided T&D costs are
therefore generally estimated by comparing growth-related costs to peak load
growth over a period of several yeaxs.
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Since Pcw expects sales to continue to decline and does not expect sales growth in
the vast majority of its service territory, the opportunities for load reductions to
reduce T&D investments will be quite limited. I did not include any avoided T&D
costs in these avoided-cost estimates,
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Exhibit PLC-3: Peaking-supply Requirement

Total
Volume

lnterruptible
Sales

Firm
Sales & Transport

Per
Total Day Units Source

Computation of Baseload

Sep-08 1,150,924
Jul-09 1,272,769
Aug-09 1,225,968
Average

AnnualBaseload

Total Annual Normal Sendout

TotalFirm 54,991,226 1,396,648

Firm Heating

lncremental Requirement, Normal to Design

Design 68,284,128
Normal 60,025,061

Increment 8,259,067

30,262
22,420
22,479

1,120,662 37,355

1,250,349 40,334

1,203,489 38,822
38,837

14,175,562

53,594,578

39,419,016

40,838,101

42,495,423

Mcf sales

Mcf sales

Mcf sales

Mcf sales

Mcf sales

Mcf sales

Mcf sales

Dth sales

Dth sendout

Dth sendout
Dth sendout
Dth sendout

GCR-3

GCR.3
GCR-3

Summer daily average x 365

GCR-3

Total- Baseload

1.036

0.961

SDS-4, p. 1

SDS-4, p. 1

Schedu/es CGR-3 and SDS4 arc from Volume I of suppoding documentation filed with the Philadelphra Gas
Commission by PGW in June of 2008.
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