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lairman, members of the Committee, on behalf of Philadelphia Gas 

: you for this opportunity to appear before you today. I am Craig White, 

'Operating Officer of PGW. One of my responsibilities, as COO and, 

Senior VP of Marketing, is to oversee and plan PGW's gas supply 

n that capacity, I will attempt to address the concerns expressed in H.R. 

j fluctuations in energy prices that consumers have seen in the last 12-18 

cifically, I will discuss the gas price increases of last winter, PGW's 

lem, and where we stand as we head' into this coming winter. As a 

11 tell you that as we look forward, PGW customers will see significantly 
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us winter as compared to last year. This is not only a result of lower 

is prices, but also PGW's gas procurement efforts and a commitment to 

;ustomers with natural gas at the lowest possible cost while ensuring 

liability. First, some background on PGW itself. 

is a 165 year old gas distribution company and the nation's largest 

9wned natural gas distribution company. PGW serves over 520,000 

ommercial and industrial customers. From a total revenue standpoint, it's 

itural gas distribution company m Pennsylvania. The Company has over 

)f distribution mains and 3,000 miles of distribution services in its service 

City of Philadelphia. Of our over 480,000 residential customers, some 

their homes with natural gas. Approximately 150,000 of these residential 

i at or below 150 percent of the Federal poverty level. This represents 

)tal number of low income gas customers statewide. 

he area served by PGW is not a gas-producmg area, PGW and its natural 

s are dependent upon the interstate natural gas pipeline system to deliver 

is that they need. The Company purchases gas from producers in the 

uted States and then contracts with interstate pipelines to deliver the gas 

ation system. Significantly, PGW has available only two interstate 

n which it can receive gas. The Company also contracts for the use of 

;nt gas storage facilities and has its own on-system LNG facilities. 
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.1 Year 2000, PGW delivered approximately 64.2 billion cubic feet ('Bcf) 

tial, commercial and industrial customers, and transported 14 Bcf of gas 

i who buy gas independently and have PGW deliver it to their facilities. 

lost companies, PGW manages its gas supply through a mix of flowing 

and off-system, underground storage. In addition, PGW's unique LNG 

used as part of its supply mix. PGW utilizes this mix to satisfy its 

meet customers' demand on the coldest day (peak day) as well as to meet 

inual requirements. All of these strategies are dedicated to keeping gas 

3umers as low as possible, consistent with our safety and reliability 

Certain of its gas supply contracts use pre-established rates, but others set 

price on the basis of widely used, established market indicia. The 

o makes forward purchases during off peak months, when gas prices are 

Dres or displaces the gas using one of its eleven storage fields or its LNG 

this way, last year, the Company was able to lock in lower prices for 

'its gas purchases and has continued this practice in anticipation of this 

:r. The Office of Consumer Advocate has testified that our lock-in efforts 

msumers tens of millions of dollars in avoided natural gas costs. 

. also may be aware, as a result of the passage of the Natural Gas Choice 

:ion Act, and starting m July 2000, overall regulatory responsibility for 

nsferred from the Philadelphia Gas Commission to the Pennsylvania 
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Commission (the Gas Commission continues to approve our annual 

capital improvement budgets). While full regulatory responsibility does 

ll PGW undergoes restructuring next year, PGW's rates and service are 

D PUC review and approval. As part of that process, the PUC recently 

f's $65 million base rate increase request - authorizing us to increase our 

.1 of $33.6 million (although PGW has asked the PUC to reconsider that 

[ditionally, the PUC has approved a settlement of our second annual Gas 

ig, pursuant to which PGW reduced its GCR by over $2.00/Mcf on 

2001 — representing a $ 135 million savings to PGW ratepayers — and 

duce its GCR rate in a few days. 

inter's Gas Price Hikes 

iously stated, PGW will have a substantially lower GCR this year than 

nt decrease in PGW's GCR came after a winter m which PGW was 

;ase its rates significantly because of the dramatic rise in the price of 

e impacts of which were experienced nationwide. In the fall of 2000, the 

as pnces jump by 100% to 200%. In December and January, the average 

reached $10.00/Dth, compared to a pnce of $2.50-$3.00/Dth the pnor 

ttached a chart prepared by the Department of Energy which 

epicts these unprecedented price spikes (Attachment 1). 
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aused these astounding price hikes? The consensus is that it was a 

)f factors, including: 1) very low wellhead gas prices prior to last year as 

)rices m the general economy; 2) a corresponding reduction in gas well 

:reased demand spurred by the robust economy and greater use of natural 

: power plants; 4) less than full storage capacity throughout the country; 

;r than normal fall and winter, at least in the initial months. The result 

s that were higher than anything we have experienced in the last twenty 

d PGW respond? As indicated above, PGW's gas supply relies on a mix 

iurchases, which among other things, it stores or otherwise has available 

Lts LNG facilities, and purchases where the price is based upon current 

, Even though PGW's storage facilities were filled to capacity last winter 

ficantly below the market price, and even though PGW was able to lock-

r a portion of its flowing supply at prices below the market, the company 

rchase a portion of its gas at market prices in order to meet customer 

uch, last winter's price spikes had an immediate and significant effect 

jas costs. Since PGW is not an investor owned utility, there are no equity 

fuse the company with funds. To meet our customer's demand, it was 

s to pass those cost increases on m our version of a Purchased Gas 
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), our Gas Cost Rate (GCR), so that we would have the cash to continue 

3 bills that we were receiving. 

: may know, PGW's rate can be separated into two components: a base 

:onsisting of a customer charge and a "per Mcf charge") and a Gas Cost 

he GCR collects most of PGW's gas costs (as well as the costs of certain 

nd most of the cost of its senior citizen assistance program), it is set at a 

;1 once a year and then updated quarterly to adjust for actual experience. 

and as a general rule, PGW's GCR charges customers for gas costs on a 

lar basis; that is, if PGW overestimates the cost of gas and overrecovers 

T refunds the difference. Of course, the reverse is also true; any 

creases in gas costs are also passed on to the customer. Importantly, the 

on of PGW's GCR recovers only gas costs — no profit or return — and 

savings that PGW might realize, from gas sales to other utilities for 

owed back to firm customers. 

:hese historically high gas prices imposed additional costs on all 

companies, the burden was especially acute for PGW. Last winter's gas 

impacted PGW's already difficult financial situation by further 

: level of uncollectible accounts and diminishing cash working capital. 

it was imperative that, at the very least, PGW's Gas Cost Rate tracked the 
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as prices as closely as possible. To insure this occurred, the Company 

quests to adjust the GCR with the PUC last fall and winter. 

JC reviewed those requests and found them reasonable. By March 2001, 

rate stood at $6.70/Mcf. On an annual basis, that represented an increase 

5.70/Mcf. I would emphasize that 100% of these increases were in 

he national gas price spike with which every company and every natural 

• in the Nation has had to deal. 

fully, there has been a steady and significant drop in wellhead prices since 

This drop is so significant that PGW has been able to reduce its Gas Cost 

e from $6.70 to $4.37 per Mcf effective September 1. This rate change 

an approximate $232 annual reduction in the typical residential heating 

11. Further, PGW anticipates an additional gas cost rate reduction 

;ember 1 of this year — which will reduce our GCR rate still further, to no 

.60/Mcf. All of these future decreases will be passed on to our 

:an consumers expect for the rest of the winter? All indications are that 

conomy will keep gas costs at moderate levels compared to last winter. 

lues to be adequate if not greater than last winter. But, that doesn't mean 

ly out of the woods. Cold weather or other unexpected events could drive 

k up. At present, however, so long as wholesale gas costs continue to 
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are hopeful that we will not be seeing the kinds of levels that burdened 

tionwide last winter. 

:lusion, Mr. Chairman, I sincerely hope that my remarks assist in your 

review of energy price fluctuations in the Commonwealth. I would be 

espond to any questions that you might have. 
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ATTACHMENT 1 

Natura l Gas Spot Market Prices at 
Henry Hub, 1998-2001 

1099 Doliars per Million Btu 

— Henry Hub Daily Midpoint Price 
!l 3rd Qua: 

— 1993-1999 Average ($2.17) H 
i I 4 t h Quai 

Average +/- 2 Standard Deviations l 1st Qua: 
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U S Natuial Gas Markets Recent Trends and Prospects for the Future May 2001. Energ\ Informa 
nent of Energy 
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