McNees

Wallace & Nurick LLc

Teresa K. Schmittberger

’ Jirect Dial: 717.237.5370
100 Pine Street » PO Box 1166 * Harrisburg, PA 17108-1166 P
Tel: 717.232.8000 = Fax: 717.237.5300

tschmittberger@mwn.com

January 27,2012

Rosemary Chiavetta, Secretary VIA HAND DELIVERY
Pennsylvania Public Utility Commission

Commonwealth Keystone Building
400 North Street, 2™ Floor
Harrisburg, PA 17120

RE: Natural Gas Pipeline Replacement and Performance Plans;
Docket No. M-2011-2271982

Dear Secretary Chiavetta:

Enclosed for filing with the Pennsylvania Public Utility Commission are the original and
five (5) copies of the Reply Comments of the Industrial Energy Consumers of Pennsylvania
("IECPA"), Central Penn Gas Large Users Group ("CPGLUG"), Columbia Industrial Intervenors
("CII"), Peoples Industrial Intervenors ("PII"), Philadelphia Area Industrial Energy Users Group
("PAIEUG"), Philadelphia Industrial and Commercial Gas Users Group ("PICGUG"), and UGI

Industrial Intervenors ("UGIII") (collectively, "Industrial Customer Groups") in the above-
referenced proceeding.

As shown by the attached Certificate of Service, all parties to this proceeding are being

duly served. Please date stamp the extra copy of this transmittal letter and Reply Comments, and
kindly return them to our messenger for our filing purposes.

Very truly vours,
McNEES WALLACE & NURICK LLC
By%%%%j
Teresa K. Schmittberger

Counsel to the Industrial Customer Groups
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Natural Gas Pipeline Replacement
and Performance Plans

Docket No. M-2011-2271982

REPLY COMMENTS OF THE INDUSTRIAL CUSTOMER GROUPS
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Pamela C. Polacek (PA 1.D. No. 78276)

Teresa K. Schmittberger (PA 1.D. No. 311082)
McNees Wallace & Nurick LLC
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166
Phone: (717) 232-8000
Fax: (717} 237-5300

Counsel to Industrial

Energy Consumers of
Pennsylvania, Central Penn Gas Large Users Group,

Columbia Industrial Intervenors, Peoples Industrial
Intervenors, Philadelphia Area Industrial Energy
Users  Group, Philadelphia  Industrial

and
Commercial Gas Users Group, and UGI Industrial
Intervenors
Dated: January 27, 2012



I INTRODUCTION

In a Tentative Order adopted November 10, 2011, the Pennsyivania Public Utility
Commission (“Commission™) proposed to require larger natural gas distribution companies
("NGDCs") to submit Natural Gas Pipeline Replacement and Performance ("PRP") Plans, which
should include a proposed procedure and timeline for pipeline replacement, as well as cost
recovery mechanisms for the replacement process. On January 13, 2012, the Commission
received a number of Comments regarding the format of PRP Plans. Reply Comments must be
submitted to the Commission by January 27, 2012.

The Industrial Energy Consumers of Pennsylvania ("IECPA") is an association of
energy-intensive industrial companies operating facilities across the Commonweaith of
Pennsylvania. Also sponsoring these Comments are coalitions of industrial customers receiving
service from most of the Commonwealth's NGDCs: Central Penn Gas Large Users Group
("CPGLUG"), Columbia Industrial Intervenors ("CII"), Peoples Industrial Intervenors ("PII"),
Philadelphia Area Industrial Energy Users Group ("PAIEUG"), Philadelphia Industrial and
Commercial Gas Users Group ("PICGUG"), and UGI Industrial Intervenors ("UGIII"™)
(collectively, "Industrial Customer Groups").

Because the Industrial Customer Groups depend on substantial volumes of natural gas in
their manufacturing and operational processes, any modification to the terms or conditions of gas
service for Large Commercial and Industrial customers could substantially impact the [ndustrial
Customer Groups' overall operating costs. Accordingly, the Industrial Customer Groups

respectfully submit the following Reply Comments.



1I. REPLY COMMENTS

As noted in the Industrial Customer Groups' Comments, the Commission correctly
identified its authority within the Public Utility Code to ensure utilities are providing safe,
adequate, and reliable natural gas service.! Pursuant to this authority, the Commission may
require replacement of all high risk pipeline,” and call for NGDCs to submit PRP Plans
proposing reasonable steps for accomplishing this replacement.’  Contrary to the assertions of
multiple Commenters, the Commission has present authority to require the submission of PRP
Plans as described in its Tentative Order. The Industrial Customer Groups support the
Commission's acknowledgement of their authority on this matter, and welcome a future
stakeholder process for evaluating PRP Plans.

The Industrial Customer Groups disagree with certain Commenters who argue that
NGDCs have absolute "managerial discretion” to determine the timelines and guidelines for
pipeline replacement, and the Commission should not infringe on this discretion. The NGDCs
claim that their prior infrastructure replacement efforts are a demonstration of this "managerial
discretion,” which were completed without Commission guidance. However, where, as here,
the Commission examines the current condition of utility assets and determines that it must
monitor the utility's progress in replacing those assets to avoid potential reliability problems, the
"managerial discretion" of the utility must give way so the Commission can ensure the safety of

the public.

' Tentative Order at 5-6. ("Pursuant to our authority under Sections 501, 504, 505, 506 and 1501 of the Public Utility
Code, 66 Pa. C.S. §§ 501, 504, 505, 506 and 1501, and, in particular, our fundamental duty to ensure the provision
of safe and reliable utility service to consumers, utility employees and the public, we propose that Pennsylvania’s
major natural gas distribution utilities be required to file Pipeline Repiacement and Performance Plans (‘PRP Plans’)
for Commission review and approval.”).

* See 66 Pa. C.S. § 1501.

* See 66 Pa. C.8. § 504.



Furthermore, other Commenters expressed support for House Bill 1294 and a
Distribution System Improvement Charge ("DSIC"), which they framed as the optimal
mechanism for pipeline replacement cost recovery. Providing safe, adequate, and reliable
service under the ratemaking constraints in Section 1308 of the Public Utility Code is part of the
"regulatory compact" between the customers and the utility shareholders and owners. It is both
expected and necessary that utilities replace failing infrastructure for the benefit of ratepayers
and the public at large. Commenters favored alternative ratemaking mechanisms, because they
would provide a return on the NGDCs' investments into pipeline replacement between rate cases.
However, a utility can seek rate relief under Section 1308 that provides shareholders with the
opportunity to earn a return on their infrastructure.  Thus, alternative ratemaking mechanisms
that automatically include a specific return are inconsistent with this basic aspect of utility law,
and alter the traditional balance between ratepayers and shareholders. The Industrial Customer
Groups do not believe that alternative ratemaking incentives are necessary or appropriate.

The Industrial Customer Groups agree that unsafe and unreliable infrastructure should be
replaced, and the Commission should have a means to supervise the procedures for this
replacement. This issue should be evaluated and PRP Plans should be developed in a reasoned
and deliberate manner. Accordingly, the Industrial Customer Groups support Comments by the
Energy Association of Pennsylvania and several NGDCs that the Commission should take all

necessary time to finalize the requirements for PRP Plans.

4 Pennsylvania Gas & Water Co. v. Pennsylvania Pub. Util. Comm'n, 470 A.2d 1066, 1072 (Pa. Commw. Ct. 1984)
("[A] major consideration in determining utility rates is to establish rates which do not produce excessive returns,
but which do afford the utility an opportunity to earn a fair and reasonable return on property used and useful in the
public service.").



Comments.

WHEREFORE, the Industrial Customer Groups respectfully request that the
Pennsylvania Public Utility Commission consider and adopt, as appropriate, the aforementioned

Respectfully submitted,

McNEES WALLACE & NURICK LLC

o . A

Pamela’C. Polacek (PA 1.D. No. 78276)
Teresa K. Schmittberger (PA 1.D. No. 311082)
100 Pine Street
P.O. Box 1166

Harrisburg, PA 17108-1166
Phone: (717) 232-8000
Fax: (717) 237-5300

Counsel

to Industrial

Energy Consumers of
Pennsylvania, Central Penn Gas Large Users Group,
Columbia Industrial Intervenors, Peoples Industrial

Intervenors, Philadelphia Area Industrial Energy
Users

Group, Philadelphia  Industrial  and
Commercial Gas Users Group, and UGI Industrial
Intervenors
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CERTIFICATE OF SERVICE

I hereby certify that I am this day serving a true copy of the foregoing document upon the

participants listed below in accordance with the requirements of 52 Pa. Code Section 1.54

(relating to service by a participant).

VIA E-MAIL AND FIRST CL.ASS MAIL

Paul Metro

Chief, Gas Safety Division

Pennsylvania Public Utilities Commission
Transportation & Safety Bureau
Commonwealth Keystone Building

400 North Street, 3rd Floor East
Harrisburg, PA 17120

pmetro{@pa.gov

Robert F. Young, Esquire

Deputy Chief Counsel — Law Bureau
Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street, 3rd Floor West
Harrisburg, PA 17120

rfyoung(@pa.gov

W. Edwin Ogden, Esquire

Brian J. Knipe, Esquire

Buchannan Ingersoll & Rooney, P.C.
17 North Second Street, 15" Floor
Harrisburg, PA 17101-1503
edwin.ogden@bipc.com

brian. knipe{@bipc.com

David W. Gray, Esquire
Equitable Gas Company
225 North Shore Drive
Pittsburgh, PA 15212-5861
dgray(@equitablegas.com

Gregory J. Stunder, Esquire
Philadelphia Gas Works

800 West Montgomery Avenue
Philadelphia, PA 19122
greg.stunder@pgworks.com

Daniel Clearfield, Esquire

Eckert Seamans Cherin & Mellot, LL.C
213 Market Street, 9" Floor
Harrisburg, PA 17101
dclearfield{@eckertseamans.com

Christopher M. Trejchel, Esquire

National Fuel Gas Distribution Corporation
P.O. Box 2081

Erie, PA 16512

trejchele@natfuel.com

Terrance J. Fitzpatrick

President & CEO

Energy Association of Pennsylvania
800 North Third Street, Suite 205
Harrisburg, PA 17102
tfitzpatrick@energypa.org

Anthony E. Gay, Esquire

Michael S. Swerling, Esquire
Exelon Business Services Company
2301 Market Street

PO Box 8699

Philadelphia, PA 19101-8699
anthony.gay(@exelon.com
michael.swerling(@exelon.com

Kimberly S. Cuccia, Esquire
Theodore J. Gallagher, Esquire
Columbia Gas of Pennsylvania, Inc.

121 Champion Way, Suite 109 =
Canonsburg, PA 15317 < ~ X
" . e’ .
kscuccia@nisource.com ™ % Y
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Certificate of Service

Docket No. M-2011-2271982
Page 2

Anthony D. Kanagy, Esquire

Post & Schell PC

17 North Second Street, 12" Floor
Harrisburg, PA 17101-1601
akanagy(@postschell.com

Kent D. Murphy, Esquire
Mark C. Morrow, Esquire
UGI Corporation
460 North Gulph Road
King of Prussia, PA 19406
murphvke@ugicorp.com
MOrroWm(@ugicorp.com

James A. Mullins, Esquire
Tanya J. McCloskey, Esquire
Office of Consumer Advocate
555 Walnut Street, 5" Floor
Forum Place

Harrisburg, PA 17101-1923
imullins(@paoca.org
tmccloskev@paoca.org

William H. Reberts, I1, Esquire
Peoples Natural Gas Company LLC
375 North Shore Drive, Suite 600
Pittsburgh, PA 15212

William.H.Robertsi@Peoples-Gas.com

Jay W. Dawson, Esquire
Peoples TWP LLC

205 North Main Street
Butler, PA 16001

Jav.Dawson{@peoplestwp.com

o

Teresa K. Schmittberger

Counsel to the Industrial Customer Groups

Dated this 27" day of January, 2012, at Harrisburg, Pennsylvania
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