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Good morning, Senator Yaw, fellow presenters and guests.  I am Terry Fitzpatrick, 

President and CEO of the Energy Association of Pennsylvania (“EAP” or “Association”), a trade 

association comprised of electric and natural gas utilities operating in Pennsylvania.  Thank you 

for this opportunity to participate today in this public information hearing on behalf of EAP’s 

natural gas utility members1 regarding natural gas extension services in Pennsylvania. 

By way of background, the Energy Association’s main functions are to advocate 

positions before state agencies (most notably the Public Utility Commission) and the General 

Assembly, and to assist its members in sharing best practices.  EAP also provides educational 

opportunities for its members (as well as for out-of-state utilities, government employees, and 

other interested parties) through its annual conferences on electric and gas operational issues and 

consumer service issues. 

 I’ll begin with a brief description of how gas utilities fit into the overall structure of the 

natural gas industry in Pennsylvania.  The technical name for gas utilities under the Natural Gas 

Choice and Competition Act of 1999 is “natural gas distribution companies,” because they own 

and operate gas distribution systems.  Gas utilities do not own gas wells or interstate pipelines, 

although they may have corporate affiliates that operate independently of the utility and are 

involved in these other businesses.  Gas utilities are regulated by the Pennsylvania Public Utility 

Commission (PUC), which oversees the reasonableness of their rates and the quality of their 

service.  Since the passage of the Gas Competition Act, all customers have the opportunity to 

purchase supplies of gas from competitive natural gas suppliers.  However, if customers choose 

not to purchase from these suppliers, gas utilities continue to serve them as the “default 

 
1 EAP natural gas distribution company members include: Columbia Gas of PA; Equitable Gas Company; National 
Fuel Gas Distribution Corporation; PECO Energy Company; Peoples Natural Gas Company; Peoples TWP, LLC; 
Philadelphia Gas Works; Pike County Light & Power Company; UGI Central Penn Gas, Inc.; UGI Penn Natural 
Gas, Inc.; UGI Utilities, Inc.; and Valley Energy Company.   
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supplier.”    Gas utilities purchase gas for non-shopping customers pursuant to a “least cost” 

purchasing strategy that is approved by the PUC.  Gas utilities earn a profit on their distribution 

services, but not on their sales to default service customers.   Finally, gas utilities provide bills to 

customers and administer Universal Service Programs to assist their low-income customers.   

Next, I’ll provide a brief description of how gas gets from the well to your home.  

Production is the first step.  Here, following extraction, the natural gas is moved from the 

collection point into a gathering system.  This includes a processing facility where the natural gas 

is purified and useful by-products such as propane and butane are removed. 

Next the natural gas is moved from the processing plant into the transmission system by 

compressors, which boost pressure along the way to counteract friction that is created when gas 

is moved through steel pipe.  Some of the natural gas is then stored in underground storage 

facilities upstream from the production areas for easy withdrawals during high usage periods.   

The final step is arrival at the gas utility’s delivery point, also known as the “city gate”.  

Here the pressure is reduced and an odorant is added so that the product can be easily detected 

(even in minute quantities).  At this point, the gas is moved into the distribution pipeline 

infrastructure, or mains.  Pressure is then further reduced for delivery to homes and businesses 

through individual services lines.   

Natural gas is growing in popularity because of its efficiency, cleanliness and reliability.  

Most (88%) of the natural gas consumed in the United States is produced domestically.  And, as 

technology advances, the development of shale formations will further increase the domestic 

supply of gas. 

Pennsylvanian’s have seen a drop in natural gas prices, making natural gas a preferred 

fuel choice.   The lower prices can be attributed to a number of factors including the economy, 
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warmer weather which means reduced demand, high production and storage levels and 

increasing supply from local sources. 

That brings us to the issue for discussion today.  We can understand the desire to discuss 

extensions of natural gas utility service to areas of rural Pennsylvania where gas exploration and 

related infrastructure development are occurring.  The natural starting point for this discussion is 

to review the current approach that gas utilities take to line extensions. 

 Gas line extensions are addressed in PUC regulations and in the PUC-approved tariffs of 

each gas utility.  The general policy goal of the existing regulations and tariffs is to make gas 

service reasonably available to as many people as possible without unduly burdening existing 

customers with the costs of uneconomic extensions.  Gas utilities evaluate the economics of each 

situation – the cost of extending facilities and the expected additional revenue from serving 

customers through the facilities.  Where the additional revenues are sufficient to pay for the line 

extension over a reasonable payback period, the utility will make the extension assuming 

reasonable conditions are met.  However, where the additional revenues are not sufficient for this 

purpose, the utility may seek a capital contribution from those requesting the extension in order 

to avoid subsidization of the new customers by the gas utility’s existing customers. 

A few additional observations are relevant to the types of situations we are talking about 

today.  First, gas utility service is most prevalent in areas of Pennsylvania where there is a 

relatively high density of customers – urban and suburban areas.  No doubt, this is because it 

makes the most economic sense to build the expensive infrastructure to provide gas service 

where there are greater concentrations of customers to pay for this investment.  Rural areas of 

Pennsylvania, on the other hand, are more likely to rely on other heating sources, such as fuel oil, 

that do not require such an expensive distribution infrastructure.   
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Second, because gas facilities are located underground and are installed to rigid safety 

inspections, it is very expensive to install these facilities and to restore the property.  Installation 

and restoration costs can be as much as one-million-dollars-per-mile depending on the project.  

Examples of obstacles that can contribute to increased costs include weather, rock, streams and 

waterways, and highway infrastructure.    It is more economically feasible to extend lines to 

serve new residential developments than it is to extend mains into established neighborhoods.  

This is so because residents of existing neighborhoods are unlikely to switch to gas service 

immediately due to the investment they already have in their current heating source.   

The cost to put new pipeline into the ground is increasing.  At the same time, energy use 

per customer is decreasing as a result of more efficient appliances, such as furnaces and hot 

water heaters, and individual customer conservation efforts.  All of these factors and more 

contribute to the feasibility and overall cost of a project.    

The current policies governing line extensions are supported by decades of experience, 

and we believe that they continue to make sense.  We also understand the desire to take a fresh 

look at these policies in light of the opportunities presented by the Marcellus Shale.  Gas utilities 

will cooperate with policymakers in any discussion of policy options to promote line extensions.  

These options could include providing ratemaking incentives to utilities and identifying public 

funds to support line extensions. 

Thank you again for the opportunity to testify, and I’d be happy to answer any questions. 

 


