
 

 
          February 25, 2019 
 
 
Committee on Transportation and Public Utilities, of the 
Council of the City of Philadelphia 
City Hall, Room 400 
 

Re: February 27th Public Hearing on an ordinance authorizing Philadelphia Gas Works to enter 
into various contracts to optimize and expand certain liquefied natural gas assets (item 181063) 

 
Thank you Chair Johnson, Vice Chair Squilla, and council committee members for the invitation to 
discuss Philadelphia Gas Works (PGW) proposed plans to optimize and expand liquefied natural gas 
assets at its Passyunk plant. 
 
My name is Christina Simeone, I am the director of policy and external affairs for the alumni-funded 
Kleinman Center for Energy Policy (Kleinman Center) at the University of Pennsylvania. In June 2016, the 
Kleinman Center published a report I authored entitled, “Philadelphia Gas Works’ LNG Expansion 
Efforts,” which explored the feasibility, costs, and benefits of the municipal gas utility’s LNG optimization 
ideas.i 
 
PGW is dutifully investigating revenue generating options to benefit its customers, through leveraging 
LNG assets. The notion of considering alternative strategies to leverage PGW’s LNG assets has been 
suggested since as early as 2008, and reaffirmed by several third-party entities including the PA Public 
Utility Commission.ii This is because PGW’s peak needs have declined over time, leaving spare LNG 
storage capacity that would otherwise be valuable to the private market.  
 
The most significant value proposition exists at PGW’s massive Richmond LNG facility. This is a “peak 
shaving” facility with 4 billion cubic feet (Bcf) of concrete reinforced storage capacity, 16 million cubic 
feet per day (MMcfd) of liquefaction capacity, and 450 MMcfd of vaporization capacity.  Annual profit 
potential via expansion of Richmond’s liquefaction capacity and direct LNG sales has been estimated to 
be $7.7 - $10 million.iii However, various complexities at Richmond (e.g. maintaining regulatory 
grandfathering status, exclusion zone limits, control of adjacent properties, etc.) may make realization of 
this opportunity difficult. 
 
The Passyunk LNG plant represents a comparatively incremental opportunity, both in terms of scale, 
project cost, and profit potential. The Passyunk plant is a small “satellite” facility that currently relies on 
the Richmond plant to produce LNG, which is subsequently delivered by truck for storage at Passyunk’s 
250 MMcf tank, and vaporization capacity of 90 MMcfd.  
 
The $60 million investment by Liberty Energy Trust (LET) would upgrade Passyunk to a stand-alone peak 
shaving facility – called the Passyunk Energy Center (PEC) – primarily by adding 10 MMcfd of liquefaction 



 

capacity, and other equipment. PGW would earn guaranteed revenue of no less than $1.35 million per 
year for providing the various LNG services to PEC, and would be eligible for 50/50 profit sharing (net of 
service and other costs accrued by PEC).  
 
As explored in my 2016 report, there are a variety of reasons why PGW should consider leveraging its 
LNG assets, including but not limited to: the ability to use profits to reduce or defer rate increases or 
accelerate pipeline replacements (rather than to be distributed to shareholders as would likely be the 
case with an investor-owned utility), limited available alternatives for revenue growth, strategic location 
of LNG assets, operational expertise and proven history of safe operations (apart from two incidents), 
etc. 
 
Just as PGW is responsibly exploring its options, other concerned stakeholders are respectfully 
presenting legitimate concerns. The 2016 report identified potential concerns related to economic risks, 
as well as risks to health, safety, and the environment. More recently, stakeholders have voiced 
concerns over lack of transparency on contract language, risk protection in the event of a PEC default, 
skepticism that the project would generate enough revenue to garner profit sharing benefits for PGW, 
and opposition to propagating the long-term use of fossil fuels.   
 
I will focus my testimony on explaining generalities of the PEC business model and risks associated with 
that model. I will then highlight at least three areas that may warrant further exploration and present 
recommendations for your consideration.  

 
The Business Model and Risks 

The most profitable opportunity for PEC is to utilize the Passyunk plant as a peak shaving facility during 
the winter months. In other words, PEC would purchase, deliver, and liquefy gas (via the PGW service 
agreement) when it is cheap then vaporize and sell stored gas via pipeline when prices are high (i.e. 
during the peak season spanning November through April). 
 
The Philadelphia region provides a significant peak shaving business opportunity given most large-
volume gas users in the area likely buy gas priced at the TETCO M3 or Transco Z6 Non-NY hubs. Pricing 
at these hubs has become extremely volatile in the peak winter season, given these hubs feed into 
northeast natural gas markets (e.g. via the Algonquin pipeline) that are generally both supply and 
pipeline constrained. See the graph below for a better sense of winter price spikes at these hubs. 



 

 
PGW’s testimony to the Gas Commission indicated of the 2.75 Bcf per year of PEC’s LNG at Passyunk, 
approximately 900 MMcf would be sold as flowing gas via pipeline, and the remaining 1,800 MMcf 
would be delivered as LNG via truck.iv  
 
I suspect in the short-to-mid-term, the majority of revenues and profits generated by the PEC project 
will be associated with the 900 MMcf sold via pipeline. In fact, most of this profit could be generated 
over a very short period of time (e.g. weeks or month), dependent on the timing and duration of 
extreme winter cold snaps that simultaneously spike gas demand for both power generation and space 
heating.  
 
There are several key risks to be aware of with this business model.  

• PEC’s ability to capitalize on this brief, annual opportunity will be limited by the relatively small 
size of the Passyunk tank, which when combined with the call option at Richmond (i.e. PEC’s 
contractual right to use a limited amount of gas stored at the Richmond plant), would enable 
about 44 MMcfd of vaporized flowing gas for about 10-12 days.  

• PGW’s call option on LNG volumes stored at PEC – which are in place to ensure PGW can use the 
supply for system reliability, if needed - may inhibit PEC’s ability to capitalize on these short-
lived high prices. 

• Over the 25-year term of PGW-PEC deal, it is possible that circumstances will change, in effect 
reducing the TETCO M3 and Transco Z6 non-NY hub winter price spikes that may initially make 
this project profitable. For example, new or expanded pipelines could be built to serve the 
northeast, or gas demand could decrease (e.g. through reductions in power sector demand, or 
via energy efficiency and conservation in heating demand). 

• The markets for the majority of the PEC’s annual LNG product - 1,800 MMcf of LNG delivered by 
truck - may take longer to mature and may not be as profitable. This is the more speculative 

https://kleinmanenergy.upenn.edu/sites/default/files/Uploads/TestimonyRaymondSnyder.pdf


 

portion of the business model that will need to develop to ensure the project’s long-term 
success. 

 
Issues to Explore Further 

 
Safety. A 2015 feasibility study PGW commissioned from CH-IV expressed concern that a new 35 MMcfd 
liquefier (which would have also required a new storage tank) at Passyunk could have the potential to 
create vapor dispersion extending beyond PGW’s property line.v Primarily, this is a concern because of 
flammability, and therefore, would prevent compliance with federal regulations and inhibit permitting. 
The same study also indicated upgrading the truck loading area may raise safety-related permitting 
challenges. These concerns may no longer exist given the liquefier has been scaled back to 10 MMcfd 
and no new tankage is required. Public assurance that these site-specific issues have been addressed, as 
well as a plan to coordinate scheduling of LNG truck deliveries with the local fire department (as PGW 
has done in the past with deliveries from Richmond to Passyunk) would be beneficial.  
 
Crediting Firm Transportation. As outlined above, key to PEC’s initial success will be pipeline-delivery of 
natural gas, associated with vaporized LNG stored at Passyunk. During peak times, both gas supply and 
pipeline capacity to deliver the gas can be limited. Capitalizing on flowing gas peak shaving opportunities 
depends on PEC’s use of both the LNG facilities and PGW’s firm interstate pipeline capacity (via 
“exchange services”). However, the petition term sheet does not seem to charge PEC for use of PGW’s 
firm transportation capacity. Only intra-city, on-system transportation is priced, at $0.20 per dekatherm. 
Incorporating service fees for optimizing firm capacity may increase the revenue generation potential of 
this project for PGW, or could lower the purchased gas cost rate paid by PGW customers. This issue may 
warrant further exploration.  
 
Environmental Impacts. PGW commissioned a study looking at the environmental impacts associated 
with operation of the new facilities at the Passyunk plant.vi The study documented relatively insignificant 
impacts associated with the PEC project (e.g. minor increases in NOx and CO emissions). Broader 
environmental impacts (positive or negative) are more likely to relate to the end use of the 
gas.  Securing large volume gas use clients for peak shaving will come easily for PEC. Yet, for these likely 
uses, there would be zero to modest environmental benefit (e.g. perhaps avoiding on-site petroleum 
use for dual-fuel generators).vii  
 
Reducing harmful diesel and fuel oil emissions through increased use of natural gas has the potential to 
provide environmental and health benefits. However, the liquid LNG market is less developed than the 
peak shaving opportunities, as discussed above. LET mentioned three key diesel displacement 
opportunities it intends to pursue: oil-fired generation, emergency generation, and heavy transportation 
(specifically locomotives, but bunker fuel replacement is an opportunity too). However, these markets 

https://kleinmanenergy.upenn.edu/sites/default/files/Uploads/PGWEnvironmental_ReviewFINAL10192018.pdf
https://www.sciencedirect.com/science/article/pii/S0301421518307626


 

may take considerable time to develop, and therefore the environmental benefits are theoretical until 
realized. For example, LNG for locomotive transport is essentially still in pilot phase. Displacing diesel 
through LNG for backup generation requires a big upfront investment, because you can’t use gas in an 
existing diesel generator and you need LNG storage and vaporization on-site. These upfront investments 
may be cost prohibitive. Accelerating the retirement of rarely used oil-fired peak generation capacity 
could occur - provided gas-fired units invest in on-site LNG storage and vaporization assets – but it is 
unclear these projects would be financially viable given capital requirements and historic dispatch rates. 
 

Recommendations 
Based on the observations above, implementing the following recommendations would better inform 
the public and policymakers as they consider this project. 

• Safety Check - Provide public information and education on safety-related issues, and how these 

issues have been addressed in order to ensure regulatory compliance and neighborhood 

stewardship. 

• Valuing PGW’s Firm Capacity – Explore the opportunity to credit ratepayers for PEC’s use of 

PGW’s firm interstate pipeline capacity. 

• Market and Environmental Benefits Test - Host and provide outcomes of a non-binding open 

season for PEC services to better assess likely clients and inform claims of environmental harms 

or benefits. 
 
Thank you for the opportunity to address the committee.  I look forward to any questions you may have. 
 
Sincerely, 
 
Christina Simeone 
csimeone@upenn.edu 
 

i A copy of the “Philadelphia Gas Works’ LNG Expansion Efforts” report can be found at 
https://kleinmanenergy.upenn.edu/sites/default/files/proceedingsreports/PGW%20LNG%20Expansion%20Efforts
%20FINAL%20%282%29.pdf  
ii For example, see “The Philadelphia Gas Works: Challenges and Solutions”, October 2008, published by The 
Economy League of Greater Philadelphia (funded by the Pew Charitable Trusts and the William Penn Foundation); 
and Pennsylvania Public Utility Commission (PA PUC) Staff Report, “Inquiry into Philadelphia Gas Works’ Pipeline 
Replacement Program,” April 21, 2015. 
iii Black and Veatch, “Independent Consultant’s Engineering Report,” City of Philadelphia Gas Works Revenue 
Refunding Bonds Thirteenth Series (1998 General Ordinance), July 2, 2015, p. 80. Assumes a $120 million 
investment in LNG expansion project at the Richmond Plant to include 5 Bcf of direct LNG sales and 21 MMcfd of 
additional liquefaction capacity. 
iv See the Testimony of Raymond M. Snyder of PGW before the Philadelphia Gas Commission, October 29, 2018, 
located at https://kleinmanenergy.upenn.edu/sites/default/files/Uploads/TestimonyRaymondSnyder.pdf  
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v CH-IV International, “Feasibility Study for Liquefaction Capacity at the Passyunk and Richmond Facilities,” May 15, 
2015. 
vi See Langan Engineering and Environmental Services’ Environmental Review report for PGW Passyunk plant 
expansion at https://www.pgworks.com/uploads/pdfs/PGW_-_Environmental_Review_-_FINAL_10_19_2018.pdf  
vii  Given the pending regulatory approval of the project, PEC has not yet executed binding agreements. PGW 
receives firm gas supply via the Texas Eastern (Tetco) and Transcontinental (Transco) pipelines. Therefore, other 
gas users on these lines may be good candidates for PEC’s peak shaving services. Nearby customers on the Tetco 
Line include the Philadelphia Energy Solutions Refinery, the Paulsboro Refinery, Liberty Electric power plant, 
Delmarva Power and Light, and PECO gas distribution. Nearby customers on the Transco line include: a cement 
plant near Camden, Marcus Hook refinery/terminal, PECO gas distribution, a Power Plant (connected at Post Road 
M6317), and Delmarva Power and Light. In addition, large volume gas users behind the citygate may also be 
attractive clients for PEC. 
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