REQUEST FOR QUALIFICATIONS

For Potential Purchasers Interested in the
Sale of the Philadelphia Gas Works
Philadelphia, Pennsylvania

Issued By:

The City of Philadelphia
Michael A. Nutter, Mayor

QUALIFICATIONS WILL BE RECEIVED UNTIL AUGUST 30, 2013 AT
5:00 P.M. EASTERN DAYLIGHT TIME (“Qualifications Due Date”™)
DIRECTED TO THE CITY’S BROKERS,

J. P. MORGAN SECURITIES LLC AND LoopP CAPITAL LLC (“Brokers”), AT
PAUL.DABBAR@JPMORGAN.COM AND THOMAS.ROSEN@LOOPCAPITAL.COM

Any person or entity that may wish to submit a bid for purchase
of the assets known as the Philadelphia Gas Works
must submit qualifications as described herein
prior to the Qualifications Due Date,
or will be excluded from bidding.
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l. OVERVIEW

A. The City of Philadelphia is requesting qualifications from persons interested in
purchasing the Philadelphia Gas Works. Anyone that may want to bid to purchase the
Philadelphia Gas Works must make a complete and timely response to this Request for
Quialifications.

B. The City of Philadelphia (the “City”), acting through its Office of the Mayor (for
itself and other City offices), issues this Request for Qualifications (“RFQ”) for the purchase of
the City’s property, real and personal, known as the Philadelphia Gas Works (“PGW?), at
various locations within the City, that is held or used primarily in PGW’s business as a City
natural gas distribution operation and a natural gas distribution company as those terms are
defined in the Natural Gas Choice and Competition Act, 66 Pa. C.S. Sections 2201 and following
(the “Act”) and the assumption of certain related liabilities. The sale of the City’s PGW assets
and assumption of certain related liabilities through the process described herein is hereinafter
referred to as the “Transaction.”

C. The City desires to sell substantially all of PGW if, and only if, the best terms
obtainable from a responsible bidder are beneficial in the long term to the City. As later outlined
in this RFQ document, the City expects that any ultimate purchaser of PGW will have the
financial capacity and operational experience necessary to finance, acquire, operate, and
maintain PGW as a natural gas distribution company under the Act, including operating the
system in a prudent, safe, efficient, and responsible manner that serves the City and PGW’s
customers at a reasonable cost. In addition to these financial and operational requirements, the
City expects that a successful sale will accomplish the following objectives:

e Maintain the senior citizen discount program in its current form and all
Pennsylvania Public Utility Commission (“PUC”) mandated discount programs;

e Implement a base rate freeze for a mutually agreed-upon period of time;
e Honor the collective bargaining agreement in place at the time of sale closing;

e Maintain PGW headquarters in Philadelphia and a specified minimum number of
employees in Philadelphia for at least 3 years;

o Satisfy liabilities for PGW-related pensions and for other post-employment
benefits (management and funding), as applicable, including maintaining dedicated trust funds
for any PUC-granted rate recovery of employee benefits.

D. The bidding process is described below:

1. Initial Qualification. Those persons interested in acquiring PGW must
submit documentation, as stated herein, demonstrating their capability to acquire and operate
PGW as a natural gas distribution company pursuant to the Act. Each person, entity, or joint
venture that submits a response to the RFQ (a “Response”) will be a “Respondent.” Based on



the City’s evaluation of the Responses, the City will notify each Respondent that is qualified and,
therefore, eligible to continue to participate in the bidding process.

2. Confidentiality Agreement. Upon notification, qualified Respondents will
be required to execute a Confidentiality and Non-Disclosure Agreement with the City (the
“Confidentiality and Non-Disclosure Agreement”) in substantially the form attached to this
RFQ as Exhibit A.

3. Bidding. The City expects to publish a further description of the bidding
process after the Initial Qualification of qualified Respondents. Without limiting the City’s right
to make reasonable modifications to the bidding process, the City currently envisions that each
qualified Respondent that signs a Confidentiality and Non-Disclosure Agreement will receive a
Confidential Information Memorandum (“CIM?”) and, thereafter have the opportunity to submit
a non-binding indication of its expected bid. From these non-binding indications of interest, the
City will identify the particular qualified Respondents (the “Bidders”) whose indications of
interest represent the greatest potential overall financial and policy-related benefits to the City
and its constituents, as well as the least risk associated with consummating the Transaction. The
Bidders will be provided access to a data room containing detailed financial and operational
information about PGW and will receive the form of Purchase and Sale Agreement. Bidders
then will have the opportunity to perform additional due diligence and to provide comments on
the Purchase and Sale Agreement prior to submission of best and final binding offers. The City
reserves the right to make changes in the form of Purchase and Sale Agreement.

4. Evaluation. Throughout the bidding process, the City will review and
evaluate all submissions from each Respondent as a single, collective proposal or bid (each, a
“Proposal”). Each Response will be assigned a proposal identification number by the City that
must be displayed on all materials subsequently submitted by Respondents for consideration as
part of the Respondent’s Proposal.

5. Conditions and Award. The execution, delivery, and consummation of
the final Purchase and Sale Agreement will be subject to certain conditions, including approval
and authorization by the Mayor and City Council, and certain other regulatory approvals,
including the Pennsylvania Public Utility Commission, the Federal Energy Regulatory
Commission, and Hart-Scott-Rodino anti-trust approval. Upon satisfaction or waiver of the
closing conditions, the City will issue a Notice of Award to the successful Bidder and the parties
will proceed to close on the Purchase and Sale Agreement.

6. The City understands that Respondents may intend to acquire and operate
PGW through a subsidiary or other controlled entity, or perhaps through a partnership, joint
venture, management agreement, or other arrangement (each a “Transaction Entity”). It is not
necessary to form or capitalize such a Transaction Entity at this time. However, each
Respondent must demonstrate the financial and operational capacity to acquire and operate
PGW, whether itself or by forming and causing the capitalization of a Transaction Entity. Any
Transaction Entity would also have to demonstrate sufficient financial and operational capacity.
Moreover, the City will not later consider a bid from a Transaction Entity that is not under
majority control of a qualified Respondent to this RFQ.



E. Attached to this RFQ as Exhibit B is a list of defined terms and the sections in
this RFQ where they are defined.

1. DESCRIPTION OF PGW AND ITS MARKET

A. Information on PGW. PGW is an enterprise fund of the City that generates
annual revenues of more than $600 million, serves more than 500,000 customers, and employs
more than 1,600 individuals in conducting a sophisticated business enterprise as a natural gas
distribution company. Operation of PGW requires the ability to interface with regulators,
suppliers, customers, employees, and other key stakeholders. A brief description of PGW and its
market, in the form of a ““Teaser,” is attached as Exhibit C. Further public information is
available on PGW’s website http://www.pgworks.com, and on the City’s website concerning the
potential sale at http://www.exploringasale.com.

B. Background. The City obtained a strategic assessment from Lazard Freres & Co.
(“Lazard”) in February 2012, indicating that “Lazard believes that a privatization [of PGW] via
strategic sale would likely meet or exceed the City’s estimate of its PGW-related Liabilities,
while also meeting the City’s stated policy criteria.” A copy of Lazard’s report is available at
http://www.exploringasale.com under “Reports.” In 2012, the City retained various legal and
other advisors, including Lazard, to assist in undertaking the sale process. In May 2013, the City
hired J. P. Morgan Securities LLC and Loop Capital LLC to serve as brokers in the sale (the
"Brokers").

1. RFQ Process

A. Desired Qualifications. Each Respondent must demonstrate that it is willing and
able to finance, acquire, operate, and maintain PGW as a natural gas distribution company under
the Act. To that end, a Response must include the following:

1. A demonstration of the Respondent’s financial capacity to effect a
cash purchase of PGW utilizing access to public or private equity and debt markets, bank
financing, or cash on hand.

2. A demonstration of the Respondent’s financial capacity to operate a utility
or business similar to PGW, addressing at a minimum Respondent’s access to working capital
sufficient to operate PGW over the long term.

3. A demonstration of the expertise, experience and ability to operate PGW
and provide safe and reliable natural gas service to its customers, addressing at a minimum the
following, (including asset name, location, nature of ownership or operation, and
ownership/operation time frame, as appropriate):

o Experience owning and/or operating regulated gas distribution
assets;

o Experience owning and/or operating other regulated utility assets
such as electric, gas transmission/storage, water, etc.;


http://www.pgworks.com/
http://www.exploringasale.com/
http://www.exploringasale.com/

o Experience owning and/or operating other general infrastructure
assets, such as transportation assets (toll roads, airports, ports, bridges, tunnels, rail);
communications infrastructure such as transmission towers; environmental infrastructure such as
water and wastewater systems; and social infrastructure such as education, recreation, waste
management and healthcare facilities; and/or

o Experience owning and/or operating organizations that are similar
in terms of general operating characteristics and size (revenues, customers, employees) as PGW.

4. Any other information demonstrating that Respondent would be a
responsible and effective owner and operator of PGW.

B. Questions and Answers. Answers to Frequently Asked Questions are posted with
this RFQ at http://www.phila.gov/rfp. Please continue to check this web site for additional
questions and answers that may be posted from time to time in the City’s discretion. All
queries regarding the bidding process should be directed to the Brokers. Do not address any
questions to the Mayor or any City or PGW employee or contractor. Oral responses by City or
PGW employees or their representatives, including the Brokers, are not binding and shall not in
any way be a commitment by the City.

C. Evaluation Criteria. The Responses will be evaluated on the criteria set forth in
Section I11.A and I11.D, as well as any other factors considered relevant to each Respondent’s
ability to purchase PGW and to operate and maintain it thereafter. A committee of City
representatives, including representatives of the City’s Financial Advisor and Brokers (the
“Evaluation Committee”), will evaluate Responses to enable the City to determine whether
each Respondent is qualified and, therefore, eligible to continue to participate in the bidding
process.

D. Required Content of Responses. Responses shall comply with the following
format and the requirements set forth in Section 1V:

1. Company Profile. Provide a narrative description of the Respondent,
which must include the following:

° Respondent’s business identification information, including name,
business address, telephone number and website address;

o A primary contact for the Respondent, including name, job title,
address, telephone and fax numbers, and email address; and

o A description of Respondent’s business background and any other
information about Respondent’s business organization that Respondent deems pertinent to the
RFQ.

2. Operations and Maintenance. Provide evidence demonstrating the
relevant experience, operational qualifications, and capability of Respondent to operate and
maintain PGW in accordance with Section I11.A.3.
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3. Financial Information. Provide evidence demonstrating Respondent’s
ability both to finance the Transaction and to operate and maintain PGW in accordance with
Section 111.A.1 and I11.A.2.

E. Submission Instructions. Responses meeting the requirements of this Section 11l
and Section 1V should be delivered to the e-mail address for submissions specified on the cover
page of this RFQ on or before 5:00 p.m. EDT on August 30, 2013.

F. Confidentiality and Non-Disclosure Agreement. Before receiving the CIM,
qualified Respondents will be required to execute and deliver a Confidentiality and Non-
Disclosure Agreement in form acceptable to the City, substantially in the form attached as
Exhibit A. The City does not intend to grant any Respondents access to the CIM until all
qualified Respondents have executed a Confidentiality and Non-Disclosure Agreement;
however, the City reserves the right to set a deadline for execution of such Confidentiality and
Non-Disclosure Agreements at any time after one (1) week following the deadline for
submission of Responses to this RFQ, and thereafter to circulate the CIM to qualified
Respondents without waiting for every otherwise qualified Respondent’s execution and delivery
of a Confidentiality and Non-Disclosure Agreement.

IV. GENERAL

A. General Requirements for Responses. In addition to the requirements set forth
above, each Response must comply with all items described in this Section IV.A:

1. Responses shall be marked clearly on the cover with Respondent’s name.
Pages must be numbered clearly, and must be legibly printable on 8%" x 11" paper.

2. Responses shall include the facsimile or electronic signature of an
authorized, identified officer of the Respondent.

3. The City will only accept Responses by e-mail to the addresses listed on
the cover page of this RFQ.

4. Wherever a Respondent is providing information required by this RFQ, it
must identify the information by using the corresponding and specific Section number (and
subsection number) or Exhibit of this RFQ that requires the information.

5. No Respondent nor any of its team members, entities, organizations, or
individuals, including any Transaction Entity, may be or include or be composed of any official,
officer, director, or employee of the City, PGW, Philadelphia Facilities Management Corporation
(“PEMC”), Lazard or any of its affiliates, or the Brokers or any of their affiliates; nor may any
official, officer, director, or employee of the City, PGW, PFMC, Lazard or any of its affiliates, or
the Brokers or any of their affiliates have any direct or indirect financial interest in the
Transaction, including but not limited to such person’s parent, grandparent, spouse, sibling,
child, or relative in-law. This provision shall not preclude any Respondent from hiring or
proposing to hire or retain any current PGW employees or management, nor shall it prevent the
City, PGW, or PFMC from compensating Lazard, the Brokers, or any employees or other
advisors in connection with the Transaction.



B. Ethics Requirements. Respondents must comply with all statutes, regulations,
rules, executive orders, and other applicable law, including those relating to dealings with the
City; and shall not invite or cause any public employee to violate such law. Without limitation,
the City calls potential Respondents’ attention to the Pennsylvania Public Official and Employee
Ethics Act, 65 Pa. C.S. Section 1101 and following; to Article X of the Philadelphia Home Rule
Charter and Chapter 20-600 of the Philadelphia Code of Ordinances, both available at
http://www.amlegal.com/library/pa/philadelphia.shtml; and to Executive Order No. 3-11,
available at http://www.phila.gov/executive orders/execordersnutterl.html.

C. City’s Public Disclosure Obligations.

1. All Respondents should understand that the City is a public agency subject
to the Right-to-Know Law, 65 P.S. 8 67.101 et seq. Generally, the Right-to-Know Law governs
the extent to which public agencies must disclose public records as defined in the Right-to-Know
Law. The City recommends that each Respondent confer with legal counsel regarding applicable
law, as the City cannot guarantee that all confidential information submitted by respondents will
not be publicly disclosed pursuant to the Right-to-Know Law.

2. Without limiting the foregoing paragraph, and without limiting any other
applicable law that may also govern disclosure, the City calls potential Respondents’ attention to:
(a) notice provisions in Section 707(b) of the Right-to-Know Law, 65 P.S. § 67.707(b), (b)
exceptions to public disclosure enumerated in Section 708(b) of the Right-to-Know Law, 65 P.S.
8 67.708(b), and (c) in particular Sections 708(b)(11) (relating to confidential proprietary
information and trade secrets) and 708(b)(26) (relating to agency procurement), 65 P.S. 8
67.708(b)(11) and (26).

3. If a Respondent desires confidential treatment of information that it
submits, Respondent must mark such information as noted below and to participate fully and in a
timely manner in any applicable Right-to-Know Law response or appeal. The City will endeavor
to use reasonable efforts to provide notice to the Respondent prior to any disclosure, so that the
Respondent may attempt to preserve confidentiality as permitted by applicable law.

4. Each Respondent is expected to identify each page of its Response that
contains confidential proprietary information or trade secrets protected under the Right-to-Know
Law or other applicable law (“Confidential Proprietary Information’) by prominently
marking those pages with the words “Confidential Proprietary Information” in the top right-hand
corner. Respondents are reminded that the mere designation of information as Confidential
Proprietary Information does not necessarily make it confidential under applicable law.

5. Each Respondent is also expected to include the following notice in the
front of each submission to the City that constitutes part of its Proposal:

NOTICE

The information on pages of this Response, identified by the words
“Confidential Proprietary Information” in the top right-hand corner of each
page, contains confidential proprietary information or trade secrets that the
Respondent desires not be disclosed. The Respondent requests that the
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Confidential Proprietary Information be used only for evaluation of Respondent’s
Response and not be disclosed to the public, except as may be required by
applicable law.

D. Additional Conditions Regarding Responses.

1. Each Respondent shall be fully responsible for all costs associated with
the development, preparation, transmittal, and submission of any Response or material submitted
in response to this RFQ. The City assumes no contractual or other obligations as a result of the
issuance of this RFQ, the preparation or submission of a Response by a Respondent, the
evaluation of Responses, or the selection of any Respondent for bidding or further negotiations.

2. It shall be each Respondent’s responsibility to ensure that its Response is
complete, accurate and submitted by the Qualifications Due Date.

3. Upon submission, a Response shall be the property of the City.

4. The City may conduct such investigations as the City considers
appropriate with respect to the qualifications of each Respondent and any information contained
in its Response. The City may request additional information or more detailed information from
any Respondent.

5. No Respondent may issue public comments (including, but not limited to,
news releases, commercial advertising and social media) pertaining to this RFQ without prior,
written approval of the City.

E. Reservation of Rights by City. The City reserves and may, in its sole judgment
and discretion, exercise the following rights and options with respect to the submission,
evaluation and selection process under this RFQ:

1. To supplement, amend, substitute or otherwise modify this RFQ at any
time prior to the Qualifications Due Date.

2. To cancel this RFQ at any time prior to the execution and delivery of a
Purchase and Sale Agreement, with or without issuing another request for qualifications or
request for proposal; and to require, as to any request for qualifications that may be issued
subsequent to this RFQ, terms and conditions that are substantially different from the terms and
conditions set forth in this RFQ.

3. To reject any Response if the Response is incomplete, the Response is not
responsive to the requirements of this RFQ, or the Respondent does not meet the qualifications
set forth in this RFQ.

4. To reject any and all Responses at any time prior to execution of a
definitive Purchase and Sale Agreement.

5. To issue a new request for qualifications or request for proposals with
terms and conditions that are the same or similar to those set forth in this or a previous request



for qualifications or proposals or for any other reason the City determines to be in the City’s best
interest.

6. To waive any informality, defect, non-responsiveness and/or deviation
from this RFQ that is not material to the Response.

7. To extend this RFQ in order to allow for time to obtain additional
Responses, or for any other reason the City determines to be in the City’s best interest.

8. To request additional or clarifying information or more detailed
information from any Respondent at any time, including information inadvertently omitted by a
Respondent.

9. To do any of the foregoing without notice to Respondents or others,
except such notice as the City elects to post at http://www.phila.gov/rfp.
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EXHIBIT A

FORM CONFIDENTIALITY AND NON-DISCLOSURE AGREEMENT
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EXHIBIT B

DEFINED TERMS
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Section 1.D.3
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DESCRIPTION OF THE PHILADELPHIA GAS WORKS (“TEASER”)



