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 Good morning Chairman Godshall, Chairman
Preston and members of the Committee.

° | am Terry Fitzpatrick, President & CEO of the
Energy Association of Pennsylvania, a trade
association of electric and natural gas utilities
operating in Pennsylvania.

* EAP performs two functions:

— Advocate industry positions before state agencies
(especially the PUC) and the General Assembly;

— Education role — assist companies in sharing best
practices, and sponsor conferences on operations and
consumer issues that are attended by employees of
members, out-of-state utilities and government.
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Natural Gas Utilities

Aka, “natural gas distribution companies” or “NGDCs”.

Own and operate natural gas distribution systems — as
distinguished from gas production facilities and interstate
pipelines.

“Default Suppliers” - supply gas to non-shopping customers
pursuant to PUC-approved “least cost” purchasing strategy. Do
not earn profit on gas supply charges, only on distribution
charges.

Provide bills to customers and administer programs to assist low-
iIncome and payment-troubled customers.

Are subject to regulation by the PA Public Utility Commission.

%\g, 4
r..?li.lr




woyopossy ./

‘suoljesado eiuenlAsuusd
JIdy} Ul Uswom pue usw 00S‘G Ajerewixoidde Aojdwg

‘surew
uonnquisip seb Jo sajiw 0O0‘ /¥ UBYl 810W UIBJUIEN

'Sawoy
118y} Jeay 0} seb [einjeu asn suejueAlAsuusd Jo 24,25

‘slayjo buowe ‘sesn
leuisnpul pue ‘Bunjooo ‘Buneay 1o} Abisus sjqepuadap
‘Buiuing-ues|o A|ddns (seseo awos ui) pue podsues |

saijl|nn seo jeinjen




Gas Industry “Players”

in Pennsylvania

Producers - sell gas at market prices, generally into

wholesale market.

Interstate Pipelines — regulated by Federal Energy

Regulatory Commission.

Natural Gas Suppliers — sell gas in retail market;
licensed by PUC but prices not regulated.

Natural Gas Utilities / NGDCs — regulated as “public
utilities” by PUC. (Includes PGW, a city natural gas

distribution operation)
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Natural Gas Production

-

Production - .mm:mB_mm_os - Distribution

Natural gas is moved from a natural gas well into a gathering
system, which includes a processing facility that purifies natural gas and
also removes useful by-products such as propane and butane.
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Access to Interstate Pipelines

. ._..:.ﬁ.maﬁ.mﬁm pipelines serving PA natural gas utilities:

e
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Columbia = =l Columbia = Columbia Coltimbila Columbia 4 Colurmibria
T.W. Phillips - =1 T.W. Phillips =1 T.W. Phillips = T.W. Bhillips -
UGl Central || UG Central L 1 UGl Central = -
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Matural Naturaf _._ Natural
NFG B B i - NFG L
Distribution Distribution
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= [Fc]] = uGH = (1] - =
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Source: PA PUC Report, "Pennsylvania Natural Gas Trends and Developments” February 2011 {updated per EAP Member input)
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Natural Gas — A Fuel of the Future

(American Gas Association; EIA’'s Natural Gas Year- In-Review 2009, refeased July 2010; Expansion of the U.S.
Natural Gas Pipeline Network: Additions in 2008 and Projects through 2011 -EIA, September 2009)

Natural gas is clean-burning fossil fuel.

Most (84 %) of the natural gas consumed in the United States is
produced in the U.S.

The Energy Information Administration projects that natural gas
production from unconventional resources in the U.S. will
iIncrease 35% between 2007 and 2030. The largest increase is
expected to come from the development of shale formations in
the lower 48 states.

New technological advancements have unlocked the ability to
produce gas from deep shale rock formations. Development of
the Marcellus Shale formation in the Commonwealth is a “game
changer”.
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Price of Natural Gas

Gas acquisition prices at Henry Hub have remained in the mid-
$4s per MMBtu as supply hit a 6 year high on December
8, 2010.

Nationwide storage inventory is nearly 10% above the five
year average as of the week ending 12/3/10.

The Energy Information Administration expects the 2011
average natural gas price to drop slightly to $4.33 per MMBtu.
This is in strong contrast to oil spot prices, which EIA projects
to average $86.08 per barrel, a 9% gain for 2011.

Factors that may contribute to a decline in natural gas prices
include the weakened economy, higher than usual production
and storage levels and reduced heating demand.

Administration, December 2010 Short Term Energy Outlook; Short-Term Energy and Winter Fuels of Pooasyivaie
Cutlook, US EIA)

(AGA Natural Gas Market Indicators — December 15, 2010; US Energy Information %& 14
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Distribution Integrity Management Program
(DIMP)

February 2010 - new federal laws requiring NGDCs to develop an
integrity management program and procedures to minimize the risk of
their pipeline facilities and enhance safety.

Program focuses on three components:

— Damage Prevention

— Corrosion (includes pipeline replacement programs)
— Operator Qualification

Requires operators to install excess flow safety valves on new and
replaced residential service lines to stop the flow of gas if a problem
IS determined.
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Chapter 14 (2004)

* Provides public utilities with equitable means to reduce uncollectibles
and increase timely collections; provides protections against rate
increases for timely-paying customers.

» PUC’s Chapter 14 Biennial Report (issued Jan 15, 2011) determined
that:

— Gas and electric utilities successfully implemented Chapter 14 since
its passage;

— Percent of PA gas customers in debt has declined by 30%; while the
percent of dollars in debt have declined 28%;

— Gas utilities’ gross residential write-offs ratio have declined 18%:

— PGW’s collections performance and overall financial health have
improved dramatically;

— Assistance programs for low income customers have improved
through efforts like the annual STAY WARM initiative and greatly
expanded Customer Assistance Programs.
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Thank you.

Energy Association of Pennsylvania
800 North 3 Street, Suite 205
Harrisburg, PA 17102
(717) 901-0600
www.energypa.org
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