City of Philadelphia
Philadelphia Gas Works LOC REI Questions and Answers
October 6, 2016

In calculating PGW’s net revenues for debt service coverage, what is included as a non-cash expense
besides depreciation?
a. In addition to depreciation, non-cash expenses include Philadelphia Gas Commission
(PGC) expenses, various City expenses, and the amortization of the unfunded pension
liability in excess of the Company’s pension cash contribution. PGW estimates that in
FY 2017, PGC and City expenses will be approximately $2.0 million and pension
amortization expenses will be approximately $27.0 million.

According to the last published official statement, the PUC regulates and approves rate increases. Has the
PUC declined or impaired a proposed rate increase? If so, why?
a. Please see slide 7/8 of the investor presentation provided as the response to question
number 8. This provides the recent history of PGW’s rate actions before the PAPUC
dating back to FY 2000.

What portion of PGW’s capital plan is mandated by court decision or statutory action from a parental
government (especially to address safety priorities)? How much of the total Capital Plan would be
financed through bond issuance?
a. PGW’s capital budget is approved by the PGC. Further, the Pa. PUC, in 2000, as
a condition of obtaining $11 million in interim rate relief, ordered that “PGW
must achieve a 1- percent replacement rate in its mains replacements program, as
provided for in the Company’s base case capital budget.” Pa. PUC v. PGW,
Docket No. R-00005654, pp. 27-29, 33 (Order entered Nov. 22, 2000).
Additionally, PGW has filed a Long Term Infrastructure Improvement Plan
(LTHP) with the Pa. PUC that has been approved. PGW may elect to modify its
LTIIP at any time; however, the Commission’s regulations may impact the
timeliness with which a modification can be implemented.
b. The goal for the capital plan financing is to be 50% debt financed and 50%
financed/funded from internally generated funds, inclusive of DSIC.

Has the City of Philadelphia ever intercepted Gas Work Revenues for any purpose other than to support
PGW?
a. No, the City has not intercepted Gas Work Revenues for any purpose other than to
support PGW.

What tools does PGC have at its disposal to stabilize rates to customers, especially in a low price
commodity environment? Do PGC’s legal provisions or management directives require fully funded
operating reserves to offset unexpected revenue deterioration? How does the Gas Service Tariff factor in
this?

a. PGW’s Gas Cost Rate (GCR) is pass through for gas costs and is adjusted
quarterly based on forecasted gas costs. The GCR is reconcilable and customers
are billed for all of PGW’s gas costs without any mark-up. Any over collection in
the GCR is refunded to customers and any under collection is recovered from the
customers. PGW’s Weather Normalization Adjustment Clause (WNA) mitigates
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the risk of a warmer than normal winter season. The WNA adjusts the customer
bills upward or downward from October 1 through May 31 to reflect differences
between actual Heating Degree Days (“HDD”’) and normal HDDs. PGW bills the
WNA monthly when the weather is more than 1% warmer than normal and
credits the WNA monthly when the weather is 1% colder than normal. The
application of the WNA facilitates the stabilization of annual earnings and cash
flow during the winter heating season.

Please confirm that the rate covenant only applies to 1.5 times coverage on senior 1998 Ordinance Bonds
only.
a. Confirmed.

Please provide PGW’s natural gas cost projections for the utility, as well as the underlying data that
justifies those projections.
a. PGW’s natural gas cost projections for FY 2017 are $192,918,000 and natural gas costs
are based on the closing NYMEX futures price of natural gas on August 4, 2016.

We would be interested in the following:

e Unaudited FY 2016 results: PGW has provided unaudited statements for the eleven months ended
July 2016. The projection for FY 2016 is in the OS. Attached as a separate document titled “Q&A —
PGW Unaudited Statement”.

e Receivables aging schedule: (SEE OS) Attached separately as “Q&A — PGW Official Statement”

e Financial projections and rate increase forecast: (SEE OS) Attached separately as “Q&A — PGW
Official Statement”

e Capital budget next 3 years: (SEE OS) Attached separately as “Q&A — PGW Official Statement”
e Current commercial paper usage: PGW currently has $71.0 million of commercial paper outstanding.

e Planned bond issuances: Approximately $270.0 million in FY 2017 and approximately $180.0
million in FY 2020

e Rating agency presentation: See attached Investor presentation. Attached as “Q&A — PGW Investor
Presentation”

Please confirm the City will not agree to downgrade pricing, ratings related defaults and increased costs
provision for DP transaction.
a. Please refer to Exhibit B in the RET for the City’s preferred provisions which also applies
to DP transactions.

Clarify PGW's plans with respect to expanding LNG facilities beyond their own needs. Does PGW intend
to compete for export sales of LNG either domestic or foreign? How would this be financed and what
price assumptions are being used? What are the expected costs?
a. Please see this discussion in the most recent OS. PGW’s position has not changed since
the bond sale.
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While transfers from PGW to the City appear to be capped at $18 million per year, are there limitations
on administrative expenses that can be charged to PGW and will there be any restrictions on the City’s
ability to impose a “tax” on user’s bills?
a. The City fee is $18.0 million per year. This cannot increase more than 10% without
PAPUC authorization. The City of Philadelphia has not projected increasing this fee in
their most recent 5-year forecast.

Does the underlying bond have a swap tied to it? If so, what is the swap pricing based on (SIFMA, % of
LIBOR)? Are there any collateral posting requirements? What is the current mark-to-market?
a. For the City of Philadelphia Gas Works Revenue Bond — 5" Series A, there is no swap
attached to the bond.

Is there a word version available of Exhibit A ?
a. Attached as “Q&A — PGW REI Exhibit A-Word.



