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Disclaimer 

While the information provided in this document (this “Teaser”) is believed to be accurate and reliable, 

neither the City of Philadelphia, Philadelphia Gas Works, J.P. Morgan Securities LLC, Lazard Ltd, nor Loop 

Capital Markets LLC makes any representations or warranties, express or implied, as to the accuracy or 

completeness of such information.  Only those representations and warranties contained in a definitive 

purchase agreement shall have any legal effect.  Nothing contained within this Teaser is or should be relied 

upon as a promise or representation as to the future.  The pro forma and estimated financial information 

contained herein were prepared expressly for use herein and are based on certain assumptions and 

management’s analysis of information available at the time that this Teaser was prepared.  There is no 

representation, warranty, or other assurance that any of the projections will be realized.  Prospective 

purchasers should conduct their own investigation and analysis of the business, data, and property 

described herein.  
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Introduction 

The City of Philadelphia (“the City”) is exploring a potential sale of its 100% ownership of the assets and 
associated liabilities of Philadelphia Gas Works (“PGW”), which consists of the City’s real and personal 
property utilized as or for a natural gas distribution company under Pennsylvania law. The City has 
engaged J.P. Morgan Securities LLC (“J.P. Morgan”) and Loop Capital Markets LLC (“Loop Capital”) to 
serve as Brokers to assist in the process.  A brief summary of PGW and the transaction process is outlined 
below. This document is being distributed as part of a Request for Qualifications (“RFQ”).  Parties 
interested in participating in the process must provide a conforming response by the deadline of Friday, 
August 30, 2013.  Parties deemed qualified will be provided access to additional information by the City 
upon receipt of an executed Confidentiality Agreement.  Additional information regarding PGW and this 
process, including the RFQ can be found at the following websites: http://www.phila.gov/rfp and 
http://www.exploringasale.com. 

Philadelphia Gas Works overview 

For over 175 years, PGW’s mission has been to provide the residents and businesses of Philadelphia with 
safe, reliable, and affordable natural gas service.  Today, PGW is the largest municipally owned natural gas 
distribution utility in the nation serving approximately 503,000 customers across the 129 square mile city 
limits of Philadelphia.  PGW’s distribution system consists of approximately 3,027 miles of gas mains and 
465,966 service lines.  In addition, PGW owns and operates facilities for the liquefaction, storage, and 
vaporization of natural gas to supplement the gas supply it takes directly from interstate pipeline and 
storage companies.  PGW has a diverse customer base that includes firm service, interruptible service, and 
transportation service customers.  PGW’s revenue base is comprised primarily of firm service residential 
customers.  Since 2000, PGW has been regulated by the Pennsylvania Public Utility Commission (“PA 
PUC”).1  

During the 1990’s and early 2000’s PGW experienced operational and financial challenges.  However, over 
the last several years PGW has moved aggressively to transform its operating performance and restore its 
financial health.  PGW has successfully: 

 Implemented billing and collection practices that have improved customer collection rates from 86.6% in 
2003 to 96.6% in 2012 and reduced bad debt expense as a percentage of revenues from 11.2% in 2003 
to 5.8% in 2012 

 Been granted over $170 million of permanent rate increases by the PA PUC 

 Reduced its debt to capital ratio from 85.2% in 2003 to 77.7% in 2012 accompanied by a two notch 
upgrade of its credit rating from S&P (from BBB- to BBB+) 

 Improved the timely recovery of major operating expenses including gas costs and OPEB expenses, 
neutralized weather-driven revenue variability through the application of a weather normalization 
adjustment clause (“WNA”), and implemented a program for timely recovery of the accelerated 
replacement of system infrastructure (“DSIC”) 

 Developed and/or installed best-in-class service systems including billing, collections, service and 
system maintenance 

As a result of these and other efforts, PGW has experienced material improvements across operating and 
financial metrics.  PGW’s customer service quality scores have consistently improved including a 5% 
increase over the last two years.2  Net income has increased from a $16 million loss in 2007 to a $30 
million gain in 2012.  EBITDA has increased from $79 million in 2007 to $140 million in 2012 representing a 
12.0% compounded annual growth rate. 

Looking forward, PGW is well-positioned as a financially sound and operationally safe and reliable system 
that is poised to take full advantage of potential growth opportunities under new ownership. 

                                                      
1 The PA PUC currently regulates PGW’s rates under a cash flow methodology designed to allow PGW to recover its reasonable and 

prudent operating expenses and generate cash flow sufficient to meet its debt service requirements.  Under private ownership the form of 

PA PUC regulation of PGW rates will be subject to an agreement between the purchaser and the PA PUC.  Privately owned utilities are 

currently regulated by the PA PUC under a traditional cost-of-service, return-on-capital methodology which would allow for a return on 

regulated equity investment 

2 As measured by J.D. Power and Associates Customer Satisfaction Index (“CSI”) 
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Philadelphia Gas Works business overview 

 

PGW is centrally located to the Marcellus shale and surrounding energy infrastructure 
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Investment highlights 

P G W

Largest 

municipally-

owned gas 

utility in the 

U.S.

 Unique opportunity to participate in the privatization of the largest municipally-owned gas utility in the 

United States

 503,000 customers over an extensive delivery system that includes:

– 3,027 miles of gas mains and 465,966 service lines

– 2 LNG facilities with 4.3 Bcf of storage capacity and 16,000 Mcf/day of liquefaction capacity

 Scale natural gas platform  strategically located near several major transportation 

interconnections including interstate highways, ports, waterways, and railroads as well as 

interstate pipelines and the Marcellus shale play (the nation’s largest source of shale gas)

 Optimally situated to benefit from Philadelphia’s continued manufacturing and refining 

resurgence

Significantly 

enhanced 

financial 

performance

 Material improvement in profitability and overall financial health driven by:

 Improved collections: Implementation of comprehensive collection strategies that have resulted 

in a 10% increase in customer collection rate and a 50% reduction in bad debt as a percentage 

of revenue

 Timely rate adjustments: Over $170mm of PA PUC approved permanent rate increases since 

2000 to ensure the financial health and stability of PGW

 Prudent cost management: Business Transformation initiative that has improved efficiency 

across multiple departments and resulted in ~$20mm of annual savings since 2010

Constructive 

regulatory 

environment

 PGW operates in a constructive regulatory environment and has developed strong relationships with 

regulators including the Pennsylvania Public Utility Commission

 Attractive regulatory mechanisms in place that de-risk the financial performance of the business

– Weather Normalization Adjustment (WNA): Allows for timely adjustment of rates to account 

for usage fluctuations caused by weather (PGW is one of only two Pennsylvania utilities to 

have a weather-normalization adjustment clause)

– Distribution System Improvement Charge (DSIC): Allows for timely recovery of critical 

infrastructure investments

– OPEB surcharge: Allows for recovery of expenses related to PGW’s OPEB obligations

– Gas Cost Rate (GCR): Allows for timely, dollar-for-dollar recovery of natural gas costs

– Demand-side Management (“DSM”) surcharge: Allows for recovery of costs associated with 

implementation of DSM programs

– Other mechanisms: Recovery of costs associated with customer discount programs and 

transition to customer choice

Multiple 

potential 

growth 

opportunities

 PGW’s existing platform could be leveraged across a variety of potential growth opportunities to further 

enhance financial returns

 Near-term load expansion opportunities

– Large-scale construction projects

– Commercial CNG vehicle conversion

– Residential and commercial new-build and conversions

– Highly efficient combined heating and power (CHP), distributed generation, fuel cells

 LNG: Expansion of existing excess LNG capacity to further participate in value-creative LNG 

opportunities including existing initiatives around long-haul trucking fueling (optimally positioned 

on major interstate highways) and Marcellus drilling pad fueling as well as new initiatives around 

marine (port and waterway) and export applications

 Gas to Liquids development

 Parts and labor service expansion

 Additional Utility Energy Services Contracts (UESC)

 Electric generation development

Well-managed, 

reliable, and 

safe system 

operations

 Experienced management and well-trained work force

 PGW operations management has approximately 23 years of average experience 

 Strong relationship with employees and a track-record of successful union negotiations

 Reliable infrastructure with up-to-date service systems

 95% contiguous system that allows for continuous service in case of single supply source failure

 99% saturation of Automated Meter Reading with over 99% read rate

 Comprehensive integrated billing, collections, service order management and scheduling system  

 Real-time field service dispatching, scheduling and order processing for all field forces

 Consistently improving customer service performance

 PGW’s field response rate to emergency calls exceeds PA PUC standards
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Process and next steps 

J.P. Morgan, Loop Capital, and the City have assembled this Teaser to assist you in evaluating your 
interest in proceeding with further analysis of this opportunity.  

If you are interested in further evaluating this opportunity, please submit a conforming response to the 
Request for Qualifications by Friday, August 30, 2013.  Parties that are deemed qualified under the sole 
discretion of the City will obtain additional information upon execution of a Confidentiality Agreement with 
the City.  All queries regarding the transaction process should be directed to J.P. Morgan and Loop Capital 
representatives only.  The City or PGW or any of its employees should not be contacted directly under any 
circumstances.  Any unauthorized contact may result in disqualification. 

We are excited about this opportunity and look forward to working with you in the near future. 

 

J.P. Morgan Securities LLC 

383 Madison Avenue 
New York, NY 10179 

  

Paul Dabbar 
Managing Director 
Tel: (212) 622-2287 
E-mail: paul.dabbar@jpmorgan.com 

Steven Ridge 
Vice President 
Tel:  (212) 622-7039 
E-mail:  steven.d.ridge@jpmorgan.com 

Benjamin Wilson 
Associate 
Tel: (212) 622-2514 
E-mail: benjamin.a.wilson@jpmorgan.com 

 

Loop Capital Markets LLC 

111 West Jackson Blvd., Suite 1901 
Chicago, IL 60604 

Investment Banking Division - Corporate  

Thomas Rosén 
Managing Director 
Tel:  (212) 701-8722 
E-mail:  thomas.rosen@loopcapital.com 

Eric Lane 
Vice President 
Tel: (312) 913-2211 
E-mail: eric.lane@loopcapital.com 

Lisa Wright 
Associate 
Tel: (312) 913-2210 
E-mail: lisa.wright@loopcapital.com 

 

 

 

 




