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RECEIVED

JUL 2 4 2014

PA PUBLIC UTILITY COMMISSION
SECRETARY'S BUREAU

Re: Joint Petition for Generic Investigation or Rulemaking Regarding " Gas-on-Gas"
Competition Between Jurisdictional Natural Gas Distribution Companies;
Docket No. P-2011-2277868

Generice Investigation Regarding Gas-on-Gas Competition Between Jurisdictional
Natural Gas Distribution Companies; Docket No. 1-2012-2320323

Dear Sceretary Chiavetta:

I’lcase [ind enclosed for filing a copy of National Fuel Gas Distribution Corporation’s
Reply to Exceptions in the above-relerenced matler.

As evidenced by the attached Certificate of Service, all parties to the proceeding have
been duly served with a copy of this document.

Very truly yours,

D U

Damias A. Wilson

On behalf of

Bruce V. Miller

Counsel for National Fuel Gas Distribution Corporation
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Joint Petition for Generic Investigation or :

Rulemaking Regarding “Gas-On-Gas” Competition : P-2011-2277868
Between Jurisdictional Natural Gas Distribution

Companics

Generic Investigation Regarding Gas-On-Gas
Competition Between Jurisdictional Natural : [-2012-2320323
Gas Distribution Companies ;

REPLY TO EXCEPTIONS
ON BEHALF
OF
NATIONAL FUEL GAS DISTRIBUTION CORPORATION

INTRODUCTION

The Recommended Decision (“RD™) of Administrative Law Judge Elizabeth H. Barncs
regarding the Gas on Gas Conpetition Investigation at Docket Nos. P-2011-2277868 and I-
2012-2320323 was served on June 24, 2014, In her decision, Judge Barnes found, as her
primary recammendation, that the Commission dircet that ratcpayer funded gas-on-gas rate
discounts be abolished no later than December 31, 2018. RD, p. 30. As her alternative
reconmumendation in the event that the Commission does not wish 10 end gas on gas competition,
Judge Barnes recommended the adoption of the proposal of Peoples Natural Gas Company 1L1.C
(“Peoples™) that would permit existing contracts for discounted gas on gas competition 1o run

their cowrse and allow only for future such competition, as follows:



Peoples and Peoples TWP are, in essence, proposing the creation
of & reasonable floor on gas-on-gas discounting for all new and
renewal gas-on-gas discount agreements. That floor would be the
lowest non-discounted tariffed distribution rates of any of the
NGDCs competing for the customer's load. All existing gas-on-gas
discount agreements would be permitted to run their terms. The
NGDCs would be allowed rate recovery for Discount Adjustments
for cxisting agreements as well {as] new/renewal agreements;
provided that the NGDC can demonstrate that the discounts were
prudently awarded and are reasonable.

RD, pp. 31-32, citing Peoples M.B. at 18. In its Reply Briel to Judge Barncs, National Fuel Gas
Distribution Corporation (“Distribution” or “the Company”) adopted and endorsed Peoples’
proposal,
Distribution did not {ile a brief on exceptions given that Judge Barnes adopted Peoples’
proposal as her alternative recommendation.  As Judge Barnes noted:
[Distribution] does not currently engage in any gas-on-gas competition and has
not done so for a number of years, National Fuel endorses Peoples Proposal as it
offers the least disruption to the diminished status guo, the smallest adverse effect
on customers and the most modest expenditure of the resources of the
Commission and stakcholders in this case and is the wisest course of action 1o
follow. National Fuel avers the more immediate and rigid remedies supported by
OCA, 1& I and OSBA will create stranded costs and economic disruption tor
which the utilities will suffer shortfalls if they decide to compete. Additionally,
hardship may be experienced by large business customers that relied upon the
discounts in making business decisions.
RD, p. 18. The Industrial Energy Consumers ol Pennsylvania (“lECPPA™) and the Pennsylvania
Stale University (“PSU™), however, continue to claim that the existing gas-on-gas competition
regime should be permitied to continue.  Distribution does not agrec with those claims,
DISCUSSION
Distribution notes that, by reason of the approval (granted at Dockel No, A-2013-

2353647) of the sale of Equitable Gas Company, LLC (“Equitable™) to Peoples and Equitable’s

merger into Peoples, gas-on-gas competition (including the need for this proceeding) — which



was always limited geographically to parts of Western Pennsylvania - is now significantly
reduced from even its former, limited context, Peoples points out, for example, that the number
of customers involved in gas-on-gas compelition has been reduced from approximately 401 (o
now just 74 customers. Peoples Main Briel, p. 22. 1&E recognizes, moreover, that these 74
customers producce a total “revenue shortlall” of $4.3 million. 1&E Main Briel (at p. 24).
Consequently, on a statewide basis, the issue of gas-on—gas competition is not one of the major
policy matters with which the Commission mus! grapple.

Furthermorce, all partics appear to recognize that ending gas-on-gas competition, as the
Recommended Decision counsels as its “primary recommendation,” will raise some significant
tegal problems associated with dividing up service territories (stranded costs and constitutional
takings issues), dividing up customers and meeting re same (anli-trust concerns) and cnding
contracts betore their end dates (impairment of contracts and lack of a record to warrant that
result) that the People’s compromise position wiscly avoids.

IECPA and PSU, however, continue to argue that the existing situation, with all of its
lalse “competition” and subsidies must be maintained. 1ECPA, for example, argues (that because
class rates of return vary, there is no reason (o assume that discounts to large customers are
supparted by smaller customers.  TECPA Exceptions, p. 7. IECPA also contends that there is no
reason Lo permit discounting to address bypass from interstate pipeline and gas producers while
constraining discounting for gas on gas competition. 1ECPA Lxceptions, pp. 12-15. PSU argucs
that “large customers with competilive options must be oflcred discounted rates 11 order to retain
the overall system benefits derived (rom keeping that customer’s load on the system™ PSU
Exceptions, p. 10, In PSU"s view “it is basic business that someone who has two sources for a

desired conunodity or service may be able to purchase it a lower price due to competition than



someone who has only one source. I’SU Exceptions, p. 11. Finally, IECPA claims that gas on
gas competition is “consistent with current publie utility law and ratemaking principles.,..”
[ECPA Exceptions, p. 4.

Contrary 1o IECPA’ claim, utility discounting of rates to meet gas on gas competition is
unlike discounting to meet pipeline or gas producer bypass, or bypass from alternative fucls.

The Commission does not regulate those other business and has no interest in whether their
customers are subsidizing reduced rates to meet competition from NGDCs. On the other hand,
the Commission does regulate all NGDCs in Pennsylvania and has a keen interest in seeing that
rates are not reduced to meet a false competition. Here, [ECPA and 'SU fail to rcalize that some
limits must be placed on gas-on-gas competition in the future, lest the “race to the bottom™ that
such competition creates artificially lowers rates for a select few customers while improperly
increasing rates {or the rest. Even in the case of discounting to meet bypass and alternative fuel
threats, there are still limits that are placed on the utility’s ability to meet such competitive
threats in a way that preserves benefits for customers rather than requiring them to subsidized
such competition,

Distribution previously endorsed competition at rates that would permit NGDCs to
recover the cost of providing the service so that ne undue subsidy will result. Peoples’
recommendation, adopted as the Recommended Decision’s alternative recommendation, is
consistent with that view. Distribution belicves that in order to limit the disruption 10 customers
who might have made decisions based on their discounted contract rates, cquity and law counsel
that such rates for gas-on-gas competition be permitted (o remain in effect through the expiration

of their contract term. Given that the gas-on-gas rates agreed to in these contracts have been




relied upon by customers in projecting their energy costs over the duration of their contracts, this
is also sound economic policy.

The alternative proposcd by Peoples would also avoid the significant legal hurdles
created by a more rapid cessation of gas on gas competition, with the abrogation of contracts and
the potential division of customers resulting from it. In view of the now-limited amount of such
discounting (both in numbers and dellars), there is simply no sound basis or justification to
create these legal problems and the costs attendant 10 seeing them through to a conclusion.

CONCLUSION

For all the above reasons, Distribution believes that the proposal of Peoples, endorsed by
the Recommended Decision as its aliernative resolution of this matter, represents a reasoncd path
to the ultimate climination of gas-on-gas discounting at rates below the cost of providing such
scrvice. Given the now extremely limited nature of gas-on-gas compelition, such a gradual
resolution is in the best interests of all stakeholders in this proceeding. Therefore, Distribution
recommends that the Commission adopt the resolution oflered by Peoples and issuc it for the

appropriale notice and eomment,

Respectlully submitted,
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National Fuel Gas Distribution Corp. 100 Quentin Roosevelt Blvd
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CERTIFICATE OF SERVICE
Docket Nos, P-2011-2277808 and 1-2012-2320323

I hereby certity that 1 am this day serving a true copy of the foregoing document upon the
participants {isted below in accordance with the requirements of 52 Pa. Code Scction 1.54
(relating Lo service by a partictpant).

VIA ELECTRONIC MATL AND FIRST CLASS MAIL;

Allison C. Kaster, Esq.

Pennsylvania Public Utility Commission
Bureau of Investigation & Enforcement
Commonwealth Keystone Building

400 North Strect, 2nd Iloor West

P.O. Box 3265

Hurrisburg, PA 17105-3265

Tanya I. McCloskey, Esq.
Dayryl Lawrence, Esq.

Aron ). Bealty, Esq.

Office of Consumer Advocale
555 Walnut Street

Forum Place, 5th Floor
Harrisburg, PA 17101-1923

Elizabeth Rose Triscari, Esq.
Sharon I, Webb, Esq.

Office of Small Business Advocate
300 North Second Street

Suite 1102

Harrisburg, PA 17101

Theodore 1. Gallagher, Esq. NiSource
Nisource Corporate Services Company
121 Champion Way. Suite 100
Canonsburg, ’A 15317

Mark C. Morrow, Iisq.
Melanie J. El Atieh, [Esq.
UGI Corporation

460 North Gulph Roud
King of Prussia, PA 19406

William H. Roberts I, Esq. Peoples
Natural Gas Company LL.C 375
North Shore Drive, Suite 600
Pittsburgh, PA 15212

Jennifer L. Petrisek, Esq.

Peoples TWP LLC

375 North Shore Drive, Suite 600
Pittsburgh, PA 15212

Thomas J. Sniscak, Esq.

William E. Lehman, Esq.

Hawke McKeuan & Sniscak LLP
100 North Tenth Street

P.O. Box 1778

Harrisburg, PA 17105-1778
Counsel for The Pernsylvania Staie
University

Donna M.JI. Clark, Esq.

Energy Association of Pennsylvania
800 North Third Street

Suite 205

Harrisburg, PA 17101

Amy W. Neufeld, Esq.
PECO Energy Company
500 North Third Street
Suite 800

Harrisburg, PA 17101
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SECRETARY'S BLREAL)



David W. Gray, Esq.
Equitable Gas Company LLC
225 North Shore Drive

Third Floor

Pittsburgh, PA 15212

Michael §. Swerling, Esq.

Exclon Business Services Company
2301 Market Street/S23-1

P.0. Box 8699

Philadelphia, PA 19101-8699

Charles E. Thomas, Jr., Esq.

Thomas T, Niesen, Esq.

Thomas, Long, Nicsen & Kennard

212 Locust Street

P.0. Box 9500

Harrisburg, PA 17108-9500

Counsel for Equitable Gas Company, LI1.C

Pamela C. Polacek, Csq.

Charis Mincavage, [3sq.

Teresa K. Schmittberger, Esq.

McNees Wallace & Nurick

100 Pine Street, yth Floor

PO Box 1166

Harrisburg, PA 17108

Counsel for Industrial Energy Consumers of
Pennsyivania

Kevin I, Moody, Esq.

Pennsylvania Independent Oil & Gas
Association

212 Locust Streel

Suite 300

Harrisburg, PA 17101-1510

Dated: July 24, 2014
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PA PUBLIC UTILI ¥y COMMISSION

SECRETARY'S BUREAU

Tishekia Williams, Esq.
Duquesne Light Company

411 Seventh Avenue, 16th Floor
Pittsburgh, PA 15219

David P, Zambito

Counsel lor Peoples Natural Gas Co. LLC
Cozen O Connor

305 North Front Street, Suite 400
Harrisburg, PA 17101

Benjamin L., Sheehtman, Esq.

Stevens & Lee

620 Freedom Business Center, Suite 200
King of Prussia, PA 19406

Counsel for Duguense Light Company

in Elee

Brian Kalcic, Consuliant

Excel Consulting

222 8. Meramec Avenue, Suite 720-T
St. Louis, MO 63105

Robert D. Knecht, Consultant
Industrial Economics Incorporated
2067 Massachusetts Avenue
Cambridge, MA 02140

Glen A Watkins, Executive VP/Consultant
Technical Associates, Inc.

9030 Stony Point Parkway

Suite 580

Richmond, VA 23235

Dianc Mcyer Burgraff, Consultant
19 Weslwind Drive
Lemoyne, PA 17043

Damias A. Wilson, Esq.
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