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Fitch Ratings-New York-08 April 2011: As part of its ongoing surveillance, Fitch Ratings has upgraded the following
Philadelphia Gas Works (PGW), PA outstanding debt:

--$239.53 million PGW gas revenue bonds (prior) 1975 ordinance to '‘BBB+' from 'BBB';
--$866.62 million PGW gas revenue bonds (senior) 1998 general ordinance) to 'BBB' from 'BBB-';
--$7.05 million PGW gas revenue bonds (subordinate) 1998 general ordinance to 'BBB' from 'BBB-".

The Rating Outlook is Stable.

RATING RATIONALE:

--The upgrade of the Prior 1975 General Ordinance bonds to 'BBB+' and the senior & subordinate 1998 General
Ordinance bonds to 'BBB' reflects the improved 2010 financial metrics, an improving liquidity position and a manageable
capital program constrained by a challenged area economy.

--Unaudited financial performance for the first five months of PGW's 2011 fiscal year show continued improvement and
reflect the positive impact of the rate increase that went into effect on Sept. 1, 2010. Accounts receivable collection rates,
which have historically been substandard, remain at acceptable levels.

--PGW benefits from a supportive relationship with the Pennsylvania Public Utility Commission (PUC), which regulates
PGW's rates.

--FY 2009 and 2010 reflect the first two consecutive years in the past 15 years that PGW has generated positive cash
balances and no outstanding commercial paper. While debt levels are high, PGW continues to make progress toward
reducing reliance on long-term and short-term financing for capital expenditures.

--PGW still has a swap of $255 million outstanding that effectively hedges the eighth series of outstanding variable rate
bonds, reducing interest rate risk.

--Although PGW's customer base and usage continue to slowly decline reflecting the winnowing population of the city,
recent census data seems to indicate that Philadelphia's population trends may be stabilizing.

--Demographic and economic indicators are low. As a result, a large segment of PGW's residential customer base is
enrolled in the '‘Customer Responsibility Program' (CRP), which provides an affordable payment plan for low income
customers and should help support PGW's improved collection rates.

--The 'BBB+' rating on the 1975 general ordinance bonds reflects their priority lien in the flow of funds, which is closed to
future bond issues, as well as the distinctions between the two 1975 and 1998 ordinances.

KEY RATINGS DRIVERS:

--The settlement with the PUC institutionalizing the $60 million base rate increase and $16 million partial funding of post
employment benefits appears to have stabilized PGW's financial position and should provide positive credit momentum
through the financial projection period.

--Breaking the cycle of borrowing for capital improvements as well as PGW's commitment to fund a larger share of capital
improvements from internally generated monies are key ratings drivers.

--Continued demonstration of sound financial performance irrespective of volatility in gas prices, and maintenance of the
improved working relationship with the PUC will also be important to PGW's longer-term success.

SECURITY:

The bonds are separate obligations, secured by net revenues of PGW. The prior 1975 ordinance bonds are secured by a
first lien on net revenues of the gas utility. The senior 1998 general ordinance bonds are secured by net revenues
subordinate only to the 1975 ordinance bonds. The subordinate 1998 general ordinance bonds are secured by net
revenues remaining after the payment of the 1975 ordinance and senior 1998 general ordinance bonds.

CREDIT SUMMARY:

PGW is the largest municipal gas distribution utility in the nation and is owned by the city of Philadelphia. Through diverse
supply arrangements, PGW acquires natural gas supply and delivers gas service through its various gas storage and
distribution facilities. The service area consists of an urban area located in the southeast portion of Pennsylvania along the
Delaware River that includes the City of Philadelphia.



In 2010, PGW provided gas service to 502,000 residential, commercial and industrial customers with total gas sales
(including transportation deliveries) of 69.3 billion cubic feet (Bcf). Firm gas sales in 2010 were lower due to a reduction in
residential customers and warmer late winter and spring weather. PGW's programs to improve delinquent account
receivable collections combined with the lower cost of natural gas, and positive rate action granted by the PUC resulted in
improved financial performance for PGW in 2010 as illustrated by the 1.33x Fitch calculated debt service coverage. While
debt levels are still high and liquidity levels are low, both metrics have shown positive improvement. Interim financials for
the five months ending Jan. 31, 2011 indicate that the improved financial metrics should continue. The new policy to fund a
portion of the capital improvement expenditures from internally generated funds and reduce PGW's historic dependency on
using commercial paper should continue PGW's progress toward reduced debt levels and improved liquidity levels.
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In addition to the sources of information identified in Fitch's U.S. Revenue-Supported Rating Criteria, this action was
additionally informed by information from Creditscope and PFM, financial advisor.

Applicable Criteria and Related Research:
--'Public Power Rating Guidelines', dated March 28, 2011.
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