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REPLY COMMENTS OF T. W. PHILLIPS GAS AND OIL CO. 

T. W. Phillips Gas and Oil Co. (“T. W. Phillips”) hereby submits the following Reply Comments in response to the numerous written comments and direct testimony submitted to the Pennsylvania Public Utility Commission (the “Commission”) by interested parties at the above Docket and presented to the Commission in person during its public hearing on September 30, 2004.

I. INTRODUCTION

T. W. Phillips is a small gas distribution company based in Butler, Pennsylvania which serves approximately 61,000 customers in nine southwestern Pennsylvania counties.  T. W. Phillips serves a region where gas to gas competition, flexible or negotiated tariff rates and unbundled gas service options were a way of life for many years before the enactment of the Natural Gas Choice and Competition Act (the “Act”) in July 1999.

Western Pennsylvania, unlike any other region in the state, has a long history of overlapping gas utility service territories.  Several gas utilities, including T. W. Phillips, have gas pipeline and related facilities in place and available to serve the public in western Pennsylvania.  During the ‘gas wars’ of the 1980’s between and among western Pennsylvania gas utilities, when T. W. Phillips and its low-cost gas service was a primary target, the Commission expressly authorized direct competition between gas utilities in areas where their service territories overlap.  Such overlapping service territories exist throughout western Pennsylvania.  In fact, there are some communities where gas consumers can choose from as many as three different gas utilities.

T. W. Phillips’ flexible tariff rate provisions, as approved by the Commission, have been used since the mid-1980s  to respond to the highly competitive environment in western Pennsylvania.  Among large industrial and commercial gas users, alternative gas supply options have been available for many years.  With its Commission-approved flexible tariff rates, transportation service options, low gas costs and relatively low operating costs, T. W. Phillips is equipped to take on aggressive gas-to-gas competition.  Although transportation throughput on the T. W. Phillips’ system has grown dramatically in recent years in service to its large industrial and commercial customers, T. W. Phillips still serves a considerable industrial and commercial load under its competitively-priced bundled or retail service.  In the aftermath of the gas wars, hundreds of residential and small commercial gas consumers in western Pennsylvania switched to T. W. Phillips from other utility suppliers because of its low-cost bundled sales or merchant service, and they continue to do so.  T. W. Phillips’ merchant service is still the preferred choice of its residential and small commercial customers.  

II. COMMENTS

A.
The absence of natural gas suppliers serving residential and small commercial customers on T. W. Phillips’ system does not constitute a failure of gas competition
1. Small Customer Base.  As stated above, T. W. Phillips serves only 61,000 customers, approximately 56,500 of whom are residential customers located in nine southwestern Pennsylvania counties.  Accordingly, the T. W. Phillips system does not present natural gas suppliers with a large number of potential customers concentrated together in such a way as to facilitate economies of scale.  Such economies are essential to serve small customers in an environment where margins are exceedingly small.  The fact of the matter is that the relatively small number of potential customers on T. W. Phillips’ system has done more to discourage the active presence of natural gas suppliers willing to serve them than have any shortcomings of the competitive gas supply market in Pennsylvania.  

2. The Choice of Merchant Service.  T. W. Phillips’ reliable and competitively priced merchant service has been the affirmative choice of residential, commercial and industrial customers alike on the T. W. Phillips system.  In its southwestern Pennsylvania market area, T. W. Phillips has been and continues to be the most competitive provider of merchant or bundled sales service.  For many years, the cost of T. W. Phillips’ residential service was not only the lowest in Pennsylvania, but among the lowest in the entire nation.  While T. W. Phillips has transportation service available to all of its customers, in compliance with the Act, residential and small commercial customers on the T. W. Phillips system have uniformly chosen to retain their reliable and competitively-priced merchant service.  T. W. Phillips should not be prevented from continuing to provide reliable, low-cost, bundled sales service to its customers and thereby remaining an active participant in the already-competitive western Pennsylvania gas market, where it has consistently proven itself to be the low-cost gas service provider.  

3. Gas Service Reliability.  Providing gas consumers with competitively priced gas service is not the only factor to be considered in evaluating the role of merchant service in Pennsylvania.  To the contrary, being able to maintain the level of gas service reliability that Pennsylvania gas consumers have come to expect from their gas distribution companies is also of critical importance, as acknowledged by several provisions in the Act.

T. W. Phillips’ gas service reliability is well known to its customers.  They have not experienced service interruptions as T. W. Phillips’ customers.  Even during the coldest winter weather in the history of the Commonwealth in January, 1994, T. W. Phillips satisfied total system requirements without interruption.  T. W. Phillips’ presence as an active competitor in western Pennsylvania with bundled sales service has raised the standard of performance demanded of all other competitors in the marketplace, from both a price and reliability standpoint.  It is essential that T. W. Phillips, through its merchant service and reputation for reliability, be permitted to continue to provide this positive influence on the gas market in its service territory.

Pennsylvania gas consumers should not be denied the opportunity to ‘choose’ the bundled retail sales or merchant service they have come to rely on from their gas distribution company, particularly when it is not necessary to deny that reasonable choice under the Act to accomplish the purpose of providing competitive gas supply options for Pennsylvania’s gas consumers.  

4. Potential Savings are Small.  In conjunction with the passage of the Act in 1999, the Pennsylvania legislature also eliminated the 5 percent gross receipts tax on merchant service provided by natural gas distribution companies.  Prior to that action, natural gas suppliers, who could provide gas supply service to Pennsylvania gas customers without being subject to the gross receipt tax, had a built-in 5 percent price advantage over the merchant service option.  With the elimination of that tax, natural gas suppliers lost the ability to offer  their customers some or all of that 5 percent price advantage in savings to induce them to switch from merchant service.  Today, the margins remain small and the potential savings to residential and small commercial customers provide little or no incentive for small gas consumers to go to the trouble of switching, even if they were inclined to do so. 

Merchant service on the T. W. Phillips’ system is an option that should be protected and preserved for its small residential and commercial gas customers, not sacrificed to the goal of a more competitive gas supply market in Pennsylvania.  If T. W. Phillips were to be forced out of merchant service by operation of the Act, then its residential and small commercial gas customers, who were supposed to be the primary beneficiaries of the ‘increased competition’ promoted by the Act, will end up paying more for their gas service.  After all, how can ‘increased competition’ provide a benefit to consumers if it removes from the competitive arena the most reliable, competitively-priced service option?  Such action would never benefit T. W. Phillips’ residential and small commercial gas consumers as much as it would the gas suppliers, marketers and brokers, who seek to eliminate merchant service, like that of T. W. Phillips, as a competitor and enter the market themselves as gas supply service providers.  

B.
Gas competition is working on the T. W. Phillips’ system
In its 2000 restructuring case, as filed with the Commission in compliance with the Act, T. W. Phillips introduced a range of unbundled transportation service options for its customers.  T. W. Phillips has seen its transportation throughput grow from 3,306,313 Mcf or 13 percent of total throughput in 2000, to 11,459,680 Mcf or 50 percent of total throughput in 2003.  The fact that the transportation service option has been used exclusively by large industrial and commercial customers on the T. W. Phillips system does not mean that gas competition has failed or is somehow deficient for customers served by T. W. Phillips.  The dramatic increase in transportation volumes on the T. W. Phillips system demonstrates that the opposite is true.  

For the several reasons stated in Section II.A. above, T. W. Phillips’ reliable, competitively-priced merchant service remains the best service option for residential and small commercial customers served by T. W. Phillips.  The elimination of that option would create the worst possible scenario for T. W. Phillips’ customers; namely, higher cost and less reliable gas service.  As discussed at length in comments submitted by the Office of the Consumer Advocate, the Georgia approach, pursuant to which all gas consumers were forced to choose an alternative supplier or have one assigned to them, has not been a model adopted by any other state.  Nor should it be adopted in Pennsylvania.  

C.
Annual Purchased Gas Cost proceedings assure 
competitive gas costs for purchasers of merchant service

Natural gas distribution companies remain subject to annual purchased gas cost proceedings, which require them to confirm their use of least cost gas procurement strategies in acquiring gas supplies from their merchant service customers.  Gas costs are then recovered from customers on a dollar-for-dollar basis.  No such regulatory protections are available to gas supply customers of non-regulated natural gas suppliers.  Accordingly, residential and small commercial customers of T. W. Phillips who have retained their merchant service have not only benefited from T. W. Phillips’ competitively-priced, reliable gas service, but are also guaranteed that least cost procurement strategies are always followed in the acquisition of their gas supplies.  Not only would this protection be lost if T. W. Phillips’ merchant service were to be denied them, but such customers would be obliged to purchase gas from suppliers who, unlike T. W. Phillips, fully expect to earn a profit on the gas they sell.  Under such circumstances, it is difficult to see how T. W. Phillips’ residential and small commercial customers could expect to realize savings as a result of such ‘increased competition’.  

D. Natural gas suppliers have failed to take advantage of opportunities
to participate in the Pennsylvania gas supply market.

1.
Capacity Assignment.  Natural gas suppliers have consistently and repeatedly failed to take advantage of opportunities to adjust the competitive gas environment in Pennsylvania to their favor.  First, many suppliers and marketers have vigorously objected to the assignment of firm interstate transportation and storage service capacity from natural gas distribution companies to natural gas suppliers and marketers, as a hindrance to effective gas supply competition.  The Act provides, at Section 2204(d)(5)(ii), that suppliers have been free to petition the Commission, since July 1, 2002, to prevent capacity assignment and authorize supplier use of alterative capacity when it can be shown to be comparable, particularly in terms of reliability.  No natural gas suppliers or marketers have taken advantage of this opportunity.  

Furthermore, under Section 2204(e) of the Act, natural gas distribution companies have been required to file with and obtain Commission approval in advance of acquiring any new or renewed firm transportation or storage service capacity that is used to maintain service to their customers.  As a result of this requirement, natural gas suppliers and marketers interested in serving customers in Pennsylvania have been given ample opportunity to intervene in and object to any such renewals which could require them to accept the assignment of capacity that may not allow them to compete effectively and to propose alternative capacity more attractive to them.  T. W. Phillips itself has made several such filings with the Commission since 2000 to renew or extend transportation or storage service contracts used to meet the requirements of its merchant service customers.  No natural gas supplier has ever intervened in these proceedings.  Furthermore, T. W. Phillips is not aware of any natural gas supplier taking advantage of this procedure to challenge the actions of any other natural gas distribution company in Pennsylvania.  Accordingly, natural gas suppliers should not now be heard to complain about the assignment of transportation or storage capacity that they might have changed or replaced under procedures made available to them under the Act.  

2.
Standards of Conduct.  In addition, complaints by natural gas suppliers about the failures or ineffectiveness of existing standards of conduct to protect against competitive abuses, particularly in connection with natural gas distribution company affiliates, can not be given serious attention now when they neglected to take advantage of the opportunities made available by the Commission in the spring of 2003 to discuss and resolve questions about the Binding Interim Standards of Conduct adopted by the Commission in 2000.  In April 2003, the standards of conduct working group, which had assisted the Commission in drafting the Interim Binding Standards of Conduct in 2000, and other interested parties were invited to attend a meeting in Harrisburg to consider whether or not the Interim Standards should be confirmed by the Commission and adopted as permanent.  

The unanimous consensus of those who attended the meeting on April 28, 2003, was that the Interim Standards were functioning well after three years in place and should not be changed.  No natural gas suppliers were present at the meeting, but a follow-up communication was sent to several suppliers and marketers, informing them of the consensus opinion that the Interim Standards be adopted as presented and inviting them to present their views.  No changes were proposed by any natural gas supplier, marketer, or broker.  At its Public Meeting on September 18, 2003, the Commission adopted a Proposed Rulemaking Order, entered September 23, 2003, recommending that permanent standards of conduct be adopted directly from the Interim Binding Standards of Conduct. 

Natural gas suppliers have had opportunities to affect the competitive nature of the natural gas supply market in Pennsylvania.  They have not availed themselves of those opportunities and should not now be heard to complain about deficiencies in the competitive gas supply market that they could have influenced by conscientious participation in the processes established under the Act. 

III. CONCLUSION

T. W. Phillips appreciates this opportunity to reply to the comments and direct testimony submitted by parties interested in the Commission’s current investigation into competition in the Pennsylvania gas supply market.  T. W. Phillips contends that gas competition is working effectively in Pennsylvania and that the lack of natural gas suppliers actively competing for residential and small commercial customers on T. W. Phillips’ and other distribution systems in the Commonwealth is not indicative of a failure of gas competition, but is more likely evidence of a lack of sufficient numbers of residential customers and the fact that small gas consumers prefer the reliable merchant service of their natural gas distribution companies to the alternatives, particularly when they can expect little or no savings if they accept an alternative service option.

On T. W. Phillips’ system, residential and small commercial service recognize and appreciate the benefits of the reliable, competitively-priced merchant service they have consistently enjoyed as customers of T. W. Phillips. 

Respectfully submitted,

Date:  November 3, 2004
________________________________

Robert M. Hovanec

Jay W. Dawson

T. W. PHILLIPS GAS AND OIL CO.
205 North Main Street

Butler, Pennsylvania 16001

(724) 287-2751
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