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CHAIRMAN FITZPATRICK, VICE CHAIRMAN BLOOM, AND MEMBERS 
  OF THE PENNSYLVANIA PUBLIC UTILITY COMMISSION 

 
  My name is Sonny Popowsky.  I am the Consumer Advocate of Pennsylvania.  I 

want to thank you for permitting me to testify here this afternoon. I also want to commend the 

Commission, and particularly Commissioner Pizzingrilli, for holding this session in order to hear 

from the varied stakeholders about the critical issues that affect retail natural gas consumers in 

Pennsylvania.  Most importantly, I think this hearing can help to educate Pennsylvania 

consumers about the prospects for higher natural gas prices this winter and the steps that they can 

take to help reduce the impact of those price increases on their monthly bills.  

  There seems to be little question that the wholesale price of natural gas which is 

passed through to retail consumers in Pennsylvania will be appreciably higher this coming winter 

than it was when we began the last winter heating season.  This situation is certainly not unique 

to Pennsylvania, but is a national problem of significant proportion.  But just because the 

increase in wholesale natural gas prices has been nationwide, that does not mean there is nothing 

we can do here in Pennsylvania to help moderate and reduce the harmful impact of this event on 

Pennsylvania consumers.  I believe there are steps that can be taken by this Commission, by our 

local natural gas distribution companies, and, again most importantly, by individual consumers, 

that can reduce the pain that will otherwise be suffered as a result of higher unit prices for natural 

gas service. 

  Based on recent price increases in the wholesale markets, I anticipate that retail 

gas prices paid by Pennsylvania consumers this winter could be as much as 20% to 30% higher 

than they were a year ago.  For typical home heating customers, this could mean that bills over 

the course of this coming winter could be as much as $30 to $45 per month higher than they paid 
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a year ago.  Wholesale spot prices and forward prices have been higher than they were a year 

ago, and the price of natural gas placed in storage over the last several months is substantially 

higher than the comparable price in prior years.  It is this latter change that I think is the most 

significant because it appears to reflect a fundamental change in the national wholesale gas 

market that results in part from the greater use of natural gas as a year-round fuel, particularly for 

new electric generating plants.  Thus, while it is not now anticipated that we will see the wild 

price increases that occurred in the winter of 2000-2001, when wholesale spot prices soared to 

record highs, it is also highly unlikely that we will again see the precipitous price drop that we 

saw after the summer of 2001 when the prices fell back to historic lows.  My concern now is that 

prices will be higher this winter than in most previous years and that they will stay higher than 

recent historical levels for the foreseeable future. 

  But having said that, let me return to my main point, which is that higher 

wholesale prices at the national level do not mean that Pennsylvanians are powerless to prevent 

some of the most severe negative consequences at the local retail level.  As I often tell 

consumers, there are two primary components to a monthly natural gas bill.  The first is the price 

for each unit of gas – and that is determined by wholesale market forces and the Pennsylvania 

PUC; the second is the amount of gas used – and that is determined, at least in part, by the 

individual consumer. 

  So what can consumers do now in preparation for an expected increase in the unit 

price of natural gas that will be delivered to their homes this winter?  I have several 

recommendations, which I expect will be echoed by many other speakers here today. 
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1. Budget Billing:  Budget billing is offered by every local gas distribution company and I 

encourage consumers to take advantage of that offer, particularly now, before the higher bills 

of winter begin.  Rather than paying very high bills in the winter and very low bills in the 

summer, budget billing evens out consumer bills throughout the year.  Budget billing can 

help make monthly bills predictable and affordable so that consumers can plan better to meet 

their gas costs and are not hit with a sudden shock when the first cold weather bill arrives in 

the winter.   

2. Conservation:  I want to emphasize to consumers that there are a number of steps they can 

take to reduce their gas bills. 

• First, some of the cheapest and easiest energy saving measures are also the most 

effective.  One of the easiest things consumers can do to lower their bills is to stop air 

leaks that pull the heat out of their homes and the dollars out of their wallets.  Look for 

cracks around doors and windows and use caulk or weather stripping where you find 

them.  Fix broken windows.  Search for the source of drafts in your home and seal those.  

Install gaskets behind switch plates and electric sockets.  

• Second, make sure that your gas appliances are operating properly.  Furnaces should be 

serviced periodically and furnace filters changed often for both safety and to keep gas use 

down.  Gas water heater temperatures should be kept at a safe and comfortable level to 

avoid excess use of gas. 

• Third, if you can be comfortable with a slightly cooler home, lower thermostat 

temperatures by a couple of degrees.   

• Consumers who want to ge t more information can contact their natural gas utilities and 

other local and state agencies that can provide information about conserving energy.  
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Consumers can call my Office, for example, on our toll- free number at 800-684-6560 for 

a free copy of the Department of Energy’s very helpful Energy Savers booklet.  

• Low-income programs:  People who face difficulty paying their gas bills may qualify 

for several Commission and utility-sponsored assistance programs targeted at low-

income and payment-troubled customers.  Every local distribution company in 

Pennsylvania has established a Customer Assistance Program (CAP) and a Low Income 

Usage Reduction Program (LIURP).  CAP provides low-income consumers with lower 

rates which help to reduce gas bills.  LIURP has resulted in tens of millions of dollars of 

energy efficiency improvements to low-income gas consumers’ homes.  It has been 

shown to substantially reduce gas use through efficient equipment and insulation while its 

consumer education component has taught thousands of consumers to better manage both 

their energy consumption and their gas bills.  Gas utilities, their employees and customers 

also contribute well over a million dollars each year to provide special supplemental 

assistance to customers with the most serious payment problems.  These invaluable 

programs are administered by organizations such as the Dollar Energy Fund, the Utility 

Emergency Services Fund (UESF), the Commission on Economic Opportunity (CEO), 

the Salvation Army and other community organizations.  Finally, the federally supported 

Low Income Home Energy Assistance Program (LIHEAP) is a long-standing mainstay 

for low-income customers in need of help in paying winter heating bills.  I would add in 

this regard that over the last few years there have been several proposals in the 

Pennsylvania General Assembly to supplement these programs with a modest level of 

state funds.  I have supported and would continue to support these efforts, particularly at 

this time when home heating burdens are increasing.   I would urge consumers who are 
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having trouble paying their bills to contact their local gas utilities or call my Office toll-

free (800-684-6560) to obtain information about all of these vital programs. 

   

As I noted earlier, I think there are also steps that can be taken by our local 

Natural Gas Distribution Companies (NGDCs) to moderate retail gas prices as well. 

4.  NGDC Supply Activities:  We frequently hear that there’s not much that can be done at the 

state level to reduce gas commodity prices.  I only partly agree because I think that prices can 

be moderated somewhat by NGDCs and by the Commission through following least cost gas 

procurement strategies as required by Section 1307 and 1318 of the Pennsylvania Public 

Utility Code.  

• Purchasing:  Prudent management of gas purchasing can lower commodity costs.  This 

has long been a fundamental principle of retail natural gas operations in Pennsylvania.  

However, what constitutes prudent management has taken on a broader and more 

sophisticated form in recent years as gas purchasing practices and tools have evolved.  

The combination of several different, prudent strategies can have a net significant impact 

on costs. 

• Forward Contracts:  The use of forward contracts with varying pricing terms is 

important in stabilizing and possibly moderating commodity costs.  Forward prices 

fluctuate daily as well as in the longer term.   I support the use of tools that help to 

optimize cost control by determining the types of forward purchases that should be made.  

The results we have seen suggest that Pennsylvania companies have been able to reduce 

their commodity costs through the use of these tools.  Our NGDCs should continue to 

maximize the efficiency of their forward contracting practices. 
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•  Financial Hedges:  Effective management can include the use of financial hedging 

instruments.   It is important to recall that when our gas choice statute was passed in 

1999, the definition of purchased gas costs for NGDCs in Section 1307(h) of the existing 

statute was amended to specifically include “costs paid for employing futures, options 

and other risk management tools.”  That change was made in order to make it clear that 

prudent costs incurred by NGDCs for the use of various financial management tools 

would be recoverable from purchased gas cost consumers. In this spirit, we have worked 

cooperatively and, where appropriate, supportively with NGDCs as they have brought 

financial hedging strategies before the Commission.  We will continue to work with 

NGDCs and the Commission to optimize price protection while keeping risk within 

reasonable bounds.  I encourage all NGDCs to continue the development of prudent 

financial hedging strategies.   

• Storage:  Gas storage has long served as an effective physical hedge against price 

volatility.  Over the past couple of years, however, with increased use of gas for electric 

generation during the summer, the cost of gas has increased during the injection season.  

Thus, some of the benefits of storage may have been reduced.   Gas storage will continue 

to be the keystone to ensuring deliverability in times of higher demand, but it is unlikely 

that historical patterns of gas supply that rely on major winter/summer differentials will 

return anytime soon. This means that year-round purchasing strategies must be used to 

supplement the hedge we previously expected from storage.  In other words, NGDCs will 

need to employ hedging strategies when purchasing gas for injection into storage and not 

just when purchasing winter supplies.  As gas storage contracts come up for renewal, 
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NGDCs must examine the economic costs and benefits of each contract in light of 

reduced summer/winter price differences. 

5. Commission Actions   

•   Consumer Information and Education:  As part of the Commission’s consumer 

education efforts, I would urge greater emphasis on the type of conservation activities 

that I referred to earlier in my testimony.  Both through its own efforts and through its 

supervision of the activities of the NGDCs, I believe conservation and energy savings 

must be a primary goal of the Commission.  I would urge the Commission to work with 

NGDCs as well as community organizations to develop a comprehensive, statewide 

program that gives consumers the information they need in order to save money on their 

own energy bills. 

•   Support for Voluntary Hardship Funds:  As I mentioned above, gas utility hardship 

funds that are supported by voluntary contributions from NGDC shareholders, employees 

and customers provide critical help to the customers in the most dire circumstances.  It is 

my understanding that customer contributions have declined, however, even as natural 

gas prices have risen.  There is also a great disparity among NGDCs in the success of 

these programs.  The most recent data show that average per customer contribution rates 

among NGDCs range from a low of $.05 per customer to a high of $.50 per customer.  

Clearly, some companies can do more to promote customer contributions to these 

hardship programs.  I suggest that the Commission work with the NGDCs to increase the 

levels of customer awareness and contributions to these important programs.      

•   Shopping Rules:  Under section 2204(g) of the natural gas choice act, the Commission is 

scheduled to review the state of natural gas competition in 2004.  I believe the 
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Commission should take that opportunity to see if changes should be made to bring about 

improvements in the retail choice market for residential customers.  One area that I think 

needs careful review is the “price to compare” methodology for natural gas choice.  

Given the method in which quarterly changes are made to NGDC prices, I think it is 

extremely difficult for consumers to make a reasonable “apples-to-apples” comparison 

between an NGDC and alternative suppliers in those areas where choices are available. 

•   Base Rates:  The focus on gas commodity costs is appropriate because these account for 

the larger share of total costs to consumers.  This must not obscure the fact that base rates 

must be set at just and reasonable levels in order to control price increases.  Fortunately, 

most of our NGDCs in Pennsylvania have not had to seek frequent base rate increases in 

recent years.  This is probably due in part to the fact that interest rates today are the 

lowest they have been in several decades, the federal income tax on equity dividends has 

been drastically reduced, and the costs of capital allowed in prior base rate proceedings 

were therefore probably higher than they would be in a base rate case decided today.  But 

that is all the more reason in my mind to reject efforts at the Commission and the General 

Assembly to approve interim surcharges for gas distribution system improvements 

between base rate cases.  To the extent a company spends money on gas distribution 

system improvements, and to the extent the costs of those improvements and other cost 

increases outweigh the reductions in costs resulting from plant retirements, depreciation, 

and drastically reduced costs of capital, then a gas company can seek a base rate increase.  

But we should not implement a system where hard-pressed consumers must face yet 

another surcharge for costs that are wholly within the control of utilities and that, more 

importantly, may be outweighed by cost reductions in other areas.  



 9 

  In conclusion, I want to thank the Commission again for holding this hearing and 

for permitting me to share my views on this important issue.  I would be happy to answer any 

questions you may have at this time. 
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