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CASE 00-G-1858 – Proceeding on Motion of the Commission as to
                 the Rates, Charges, Rules and Regulations of
                 National Fuel Gas Distribution Corporation.

ORDER CONCERNING JOINT PROPOSAL

(Issued and Effective May 30, 2001)

BY THE COMMISSION:

INTRODUCTION

We established National Fuel Gas Distribution

Corporation’s (NFG or the company) current rates in 2000.1

That case had been initiated by a Show Cause Order after we

determined that without action the company would have earned in

excess of a reasonable return.2  The Show Cause Order also noted

that NFG had not filed a restructuring plan pursuant to the

Commission’s Natural Gas Policy Statement and that  “[a] long

term rate plan that does not address restructuring issues and

other concerns set out in the Policy Statement is an

                    
1 Case 00-G-1495, National Fuel Gas Distribution Corporation   

Gas Rates, Order Establishing Rates for Gas Service (issued
October 23, 2000).

2 Case 00-G-1495, Order to Show Cause (issued August 31, 2000).
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unacceptable response to this order.”3  We stated that we

expected “a restructuring proposal to be submitted to us within

six months following the effective date of this order” (or, by

April 22, 2001).4

By letter dated April 10, 2001, NFG reports that,

while the parties to the case were unable to reach a proposed

resolution of all restructuring issues, several of the parties

executed a Joint Proposal5 designed as an interim measure that

takes some steps toward fostering competition while a full

restructuring of the company’s services is negotiated.  As

explained in the company’s transmittal letter,

   The Joint Proposal is not, and is not
intended to be, a comprehensive plan for
restructuring [NFG’s] rates and services.
Rather, it is a proposal that addresses
several items relating to Distribution’s
restructuring to further promote competition
in the company’s service territory.  As
provided in the Joint Proposal, the parties
have agreed to continue negotiations to
address additional restructuring items.6

Comments supporting the Joint Proposal have been received from

NFG, Multiple Intervenors (MI), the State Consumer Protection

Board, four ESCOs and the Department of Public Service Staff

(Staff).  Concerned Independent Producers and Shippers

(Producers and Shippers) suggest that, at best, the Joint

                    
3 Id. at 3.

4 Case 00-G-1495, Order Establishing Rates for Gas Service, at 6.

5 The Joint Proposal is attached as Appendix A. 

6 NFG’s letter transmitting the Joint Proposal to Secretary
Deixler (dated April 10, 2001).
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Proposal represents an initial first step and that we should do

more.

The parties have also developed an extensive list of

restructuring issues to be considered in the next phase of the

negotiations.  This order resolves the issues posed by the Joint

Proposal.

ELEMENTS OF THE JOINT PROPOSAL

Liquid Points7

Marketers are generally required to show that they can

provide reliable service through the use of firm capacity

between the point where gas is produced and where it is accepted

for redelivery by the local distribution company. Alternatively,

where gas is available at “liquid points,” marketers are not

required to show firm capacity upstream (i.e., closer to the

areas of gas production) of such points.  The Joint Proposal

provides a listing of certain trading locations that will be

considered liquid points8 and provides a mechanism for certifying

new liquid points;  marketers will not need to show firm

capacity upstream of those points.9

The Joint Proposal also provides that NFG will modify

its Gas Transportation Operating Procedures Manual accordingly

and provides a procedure whereby parties can agree to add or

remove liquid points from the list.

                    
7 Liquid Points are places on the interstate pipeline grid where

natural gas is actively traded and can be purchased at any
time.  The number of liquid points available to northeast
markets is currently limited due to pipeline constraints.

8 Joint Proposal, p. 3.

9 Staff’s Comments, p. 3.
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Local Production

Western New York has indigenous natural gas that might

be able to be used to meet some of NFG’s customers’ firm

requirements.

The Joint Proposal requires that a joint study be

performed of local production deliveries into NFG’s system.

Because local production is generally obtained from wells that

are smaller than those in Texas or the Gulf of Mexico and may

not receive the same degree of maintenance, NFG has long

questioned whether such production is reliable enough to meet

its firm load.  The study is designed to help resolve that

issue.

Transportation Balancing

There is currently no requirement that a marketer’s

daily deliveries track consumption.  As the percentage of load

supplied through competitive sources increases, this

circumstance could create problems for the reliability of the

company’s system if marketers do not track their customers’ load

in a reasonable manner.

The Joint Proposal provides that monthly metered

transportation customers will be required to deliver at least

80% and no more than 120% of the customers’ daily average

normalized consumption for the month.

Temperature Swing Storage Allocation

The Joint Proposal provides that a portion of a

marketer’s load may be met from the company’s storage, and that

on any day when weather conditions are forecast to, or actually

exceed, 62 heating degree days, the company will provide the

additional deliverability through its storage capacity.  The
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Joint Proposal establishes a reserve capacity charge for the

service.10

Demonstration of Firm Capacity

NFG has proposed that marketers demonstrate firm

capacity for the winter season by April 1, but the Joint

Proposal provides that marketers need not do so before July 1 of

each year so long as a monthly report describing the marketers’

plan for compliance is submitted beginning April 1.

COMMENTS OF THE PARTIES

NFG’s comments suggest that the proposal’s provisions

will advance competition in the state.  It states that given

recent natural gas prices it is wise to proceed cautiously and

limit the implementation of restructuring changes to items that

will produce few operational disruptions and preserve service

reliability.  It maintains that the State’s economic interests

are addressed by the parties’ agreement to perform a joint study

of local production.  Finally, it states that the proposal would

produce results that are within the range of reasonable results

that would likely have arisen from a litigated proceeding.

MI recognizes the scope of the Joint Proposal as

relatively narrow but suggests that the Commission should adopt

it without modification.

Staff states that the Joint Proposal strikes a

reasonable balance among the interests identified by the

Commission because it provides a reasonable resolution of

operational issues and accelerates restructuring.

                    
10 Since marketers are relieved of the requirement to provide

upstream capacity for demand when heating degree days exceed
62 on any day, the additional charge roughly approximates the
reduced upstream capacity charges now paid by marketers.



CASE 00-G-1858

-6-

Producers and Shippers do not support the proposal.

They note there are many non-signatory parties and claim that

NFG has been less than forthright in its efforts to resolve

outstanding issues.  They argue that consideration of numerous

critical issues has been postponed and that the Commission

should set specific dates for the resolution of remaining

issues.

DISCUSSION AND CONCLUSION

We will revise NFG’s procedures in the manner

recommended by the Joint Proposal.  Some provisions will foster

competition.  For example, the listing of liquid points will

relieve marketers of the need to show firm capacity upstream of

those points and the July 1 date for the firm capacity showing

is more lenient than NFG had originally proposed.  Other

provisions, such as the transportation balancing requirement,

will help daily deliveries more accurately track consumption,

fostering reliability, and the local production study may result

in an additional reliable source of production to meet load on

NFG’s system.

The Producers and Shippers make a reasonable point;

several important issues remain unresolved.  Still, the parties

have made some progress and have agreed to continue working.  We

will not establish specific dates as requested by the Producers

and Shippers, but we expect the process to proceed

expeditiously.

Thus, on balance the Joint Proposal represents a

reasonable step forward.  It enhances both competition and

reliability and is the next reasonable step in the restructuring

of NFG’s rates and practices.

Accordingly, we direct NFG to revise its procedures

and tariffs in accord with the recommendations in the Joint

Proposal.
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The Commission orders:

1.  The terms of the Joint Proposal are adopted and

incorporated as part of this order.

2.  National Fuel Gas Distribution Corporation is

directed to revise its Gas Transportation Operating Procedures

Manual according to the Joint Proposal.

3.  National Fuel Gas Distribution Corporation is

directed to file to become effective June 1, 2001 on a temporary

basis, revised tariff amendments in conformance with this order.

The company shall serve copies of the revised tariff amendments

upon all parties to this proceeding.

4.  The requirement of Section 66(12)(b) of the Public

Service Law as to newspaper publication of the amendments

directed in Clause 3 above is waived.

5.  Any comments on the revised tariff amendments must

be received at the Commission’s offices within ten business days

of service of the revised amendments.

6.  The revised tariff amendments shall not become

effective on a permanent basis until approved by the Commission.

7.  This proceeding is continued.

By the Commission,

(SIGNED) JANET HAND DEIXLER
    Secretary








































