STATE OF NEW YORK
PUBLI C SERVI CE COWMM SSI ON

At a session of the Public Service
Comm ssion held in the Gty of
Al bany on October 11, 2000

COWM SSI ONERS PRESENT:

Maureen O. Hel ner, Chairnan
Thomas J. Dunl eavy

Janes D. Bennett

Leonard A. Wi ss

Neal N. @Gl vin

CASE 00- G 1495 - Proceeding on Mdtion of the Conm ssion
as to the Rates, Charges, Rules and
Regul ati ons of National Fuel Gas
Di stribution Corporation.

ORDER ESTABLI SH NG RATES FOR GAS SERVI CE

(I'ssued and Effective QOctober 23, 2000)

BY THE COW SSI ON:

| NTRODUCTI ON
Thi s proceedi ng was comenced with an order

directing National Fuel Gas Distribution Corporation
(National Fuel or the conmpany) to show cause why its rates
and charges for gas service should not be reduced on a
tenporary basis, unless the conpany agreed to having its
current rates and charges nmade tenporary and subject to
refund as of October 1, 2000. The order noted that
increases in custoners' bills for the com ng heating season
are anticipated as a result of the substantial rise in the
mar ket price of natural gas during the course of this year.
The order noted further that funds, from various sources,
that shoul d be passed along to the conpany's custoners are
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avai l abl e to the conpany, and that such funds coul d be used
to offset, at least in part, the anticipated increases in
heating season bills.?

In response to that order, National Fuel, the
Department of Public Service Staff (Staff), the New York
State Consuner Protection Board (CPB), and Multiple
Intervenors (M) entered into a settlenent agreenent
proposing a rate plan intended to satisfy our objectives.
The parties to the agreenent were directed to file
statenents in support of the agreenent, and ot her
interested parties were invited to file conmments, by
Cctober 3, 2000. Statenents in support of the agreenent
have been received from National Fuel, Staff, CPB, and M.

No additional filings have been submtted.

TERMS OF PROPOSED RATE PLAN
For the 12-nonth period begi nning Cctober 1,

2000, the proposed rate plan provides that National Fuel's
custonmers could receive, all told, $19.1 mllion of bill
reductions, consisting of (1) an agreed-to credit of

$10 mllion; (2) estinated overearnings in past rate years
of $7.6 mllion; and (3) a credit offsetting the expense
al  owance enbedded in base rates for a discontinued
conservation program The agreenent recogni zes that the
$7.6 mllion amobunt for past overearnings is the conpany's
estimate and is subject to change (wth reconciliation)
"due to agreenent of the parties or action by the

Comm ssion." Mbst custoners eligible to receive reductions
for the first two itens would receive themover the five-

! Case 00-G 1495, Order to Show Cause (issued August 31
2000) .
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mont h period begi nning Novenber 1, 2000;! | arge industri al
custonmers woul d receive their share of those reductions
t hroughout the 12-nonth period. The conservation program
expense all owance of fset would be received by eligible
custoners throughout the 12-nonth peri od.

For the 12-nonth period begi nning Cctober 1
2001, the proposed rate plan provides for a $5 mllion bill
credit, to be allocated in the same manner as the
$10 million credit for the first 12-nonth period. The
conservati on program expense all owance offset would al so
conti nue.

For subsequent 12-nonth periods begi nni ng
Cctober 1, 2002, the proposed rate plan incorporates a
rebuttabl e presunption that the $5 nmillion credit should
continue. For a given 12-nonth period, National Fuel would
be permtted to submt a presentation to the Comm ssion,
not later than the preceding June 1, requesting a
determ nation that the presunption should not apply. The
conservation program expense all owance offset woul d
continue unless and until National Fuel's base rates were
changed.

For the three-year period beginning Cctober 1
2000, the proposed rate plan establishes a new threshold
for sharing earned returns on conmon equity. The threshold
woul d be reduced fromthe current 12%to 11.5% and the
calculation of the earned return would reflect a 47% conmon
equity ratio, the exclusion of expenses associated with
stock appreciation rights and restricted stock dividends,

and an updated reconciliation of the conpany's earnings

1 Custoners taking service under individually-negotiated
rates would not be eligible for the proposed reductions.

- 3-
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base and capitalization. Earnings would be cal cul ated for
the entire three-year period, and 50% of any cumnul ative
earni ngs exceeding those required for a return on common
equity of 11.5% would be returned to National Fuel's
custoners, beginning in cal endar year 2004.

The proposed rate plan provides that, should
National Fuel not have filed a rate case that is pending as
of April 1, 2003,! the conpany shall, by that date, provide
to Staff and CPB financial forecasts for its New York
division for the 12-nmonth period begi nning Cctober 1, 2003.
The proposed rate plan provides that such forecasts would
be kept confidential and woul d be used to "ascertain an
appropriate level of rates for future periods.” The
agreenent alludes to the possibility that the parties to
the agreenent mght attenpt to negotiate a settl enent
pertaining to the 12-nonth period begi nning October 1
2003.

The proposed rate plan contenpl ates that Nati onal
Fuel be kept whole for unrecovered costs resulting fromthe
i ntroduction of conpetitive nmetering and billing. The
proposed rate plan does not advance a resol ution of
restructuring issues, but it provides for the continuation
of negotiations anong the parties to the agreenent,
mar keters on National Fuel's system and other interested
parties with a view toward "resolv[ing] all of the
out standi ng i ssues raised by the Conmm ssion in its various

orders aimed at the restructuring of the natural gas

! The agreenent states that "[n]othing herein shal
constrain [the] ability of the Conmpany or any other party
to petition the Comm ssion for rate relief in the third
year consistent with the provisions of the Public Service
Law. "
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industry in the State."” The proposed rate plan sets a six-
nont h deadline for the conclusion of discussions.

Finally, the proposed rate plan contenpl ates that
Nat i onal Fuel may petition the Conm ssion for deferred
accounting recognition and rate recovery of any increase in
its operating expenses exceeding 3% of its net incone and
resulting froma change, repeal, or anmendnent of a |ocal,
state, or federal law, rule, regulation, order, or other

requi renent while the rate plan was in effect.

EVALUATI ON OF PROPOSED TERMS

As pointed out in the parties' statenents, there

are three distinct reasons supporting adoption of the
proposed rate plan. First, the rate plan would provide
sonme neasure of relief fromexpected increases in bills for
t he 2000- 2001 heating season resulting fromthe increased
mar ket price of the natural gas commodity itself (conpared
with the commodity price during the 1999- 2000 heati ng
season). Staff points out that, all else equal
residential customers' bills would be reduced by 4% under
the rate plan; under expected conditions, however, the
proposed base rate reduction will help to mtigate expected
bill increases of 25%to 30%"

Second, approval of the rate plan would end the
show cause proceeding, thus allowing the parties to
continue negotiating a long-termrestructuring proposal .

Nat i onal Fuel points out that at the tinme of the issuance

Y Inits conpliance filing, National Fuel should subnit,
for our staff's review, a proposed nessage to be printed
on custoners' bills explaining that the amounts billed
during the heating season reflect the credits and base
rate reductions provided for in the approved rate plan.

-5-
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of the August 31, 2000 Order to Show Cause, the conpany
"had been neeting with parties to its previous settlenent
and gas marketers on its systemin an effort to develop a
new rate (and restructuring) settlenment for the period
commenci ng upon the previous settlement's expiration."! The
conpany argues that it "is certain that all the parties
involved in the negotiations that were taking place before

t he i ssuance of the Order woul d agree that those

negoti ations should resunme as soon as possible."?

We agree
that the parties should pronptly resune negotiati ons, and
we enphasi ze here that we expect a restructuring proposal
to be submitted to us within six nmonths follow ng the
effective date of this order.

Third, the proposed rate plan, by leaving in
pl ace the earnings sharing provision approved in its | ast
rate case (while reducing the threshold return on common
equity from12%to 11.5%, provides a continuing and
effective incentive for National Fuel to inprove its
operating efficiency while naintaining the safety and
reliability of its service. The conpany points out that
earnings sharing "clearly worked" as an incentive, because
“[n]ot only did the Conpany reduce its costs, it did so
with no dimnution of service and, noreover, achieved the
conversions of customers to third-party gas nmarketers in a
manner that exceeds the success rate of any other [gas

corporation] in this State."3

! National Fuel's Statement, p. 1 (footnote omitted).
2 |bid., p. 2 (footnote onitted).

3 Ibid., p. 4. The parties agree that the earnings sharing
provi sion mght be nodified to incorporate restructuring-
rel ated incentives. Meanwhile, Staff notes, the customer

(continued.))
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As noted by National Fuel, the proposed rate plan
entails the foll owi ng concessions and assunptions of risk

on its part:

1. The conpany has agreed to "the early return
of $7.6 mllion of earnings sharing credits
ari sing under previous agreenents, even
t hough several key elenents of the earnings
sharing cal cul ati on under those settlenents
remain in dispute."?!

2. The conpany's earnings sharing threshold
woul d be reduced fromthe threshold approved
in 1998, 12% to 11.5% even though capital
costs generally have not decreased
correspondi ngly since 1998.

3. The conpany's opportunities to benefit from
t he earnings sharing incentive will be
limted, because "[t]he range of operations
and mai ntenance activities available for
cost-cutting and efficiency gains continues
to shrink,"?2 while slow econonmic growth and a
continuing trend of declining consunption per
custoner wll conbine to hold down growth in
sal es and net revenues.

On the basis of the foregoing, we concl ude that
approval of the proposed rate plan will satisfy our
statutory obligation to assure safe and adequate gas
service at just and reasonable rates. Accordingly, we

shal | adopt the terns and conditions of the proposed rate

pl an.

service incentive approved in National Fuel's last rate
case woul d continue under the proposed rate plan.

id.
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STATE ADM NI STRATI VE PROCEDURE ACT

The parties to the settlenment agreenent

contenplate that the proposed rate plan will go into effect
on Novenmber 1, 2000, to assure that the bill reductions
take effect as the heating season begins. As discussed
above, the increased market price of natural gas is
expected to result in substantial increases to custoners
bills for gas service this winter. The rate reductions and
credits will mtigate in part the likely bill increases.

For the foregoing reasons, we are approving this order on
an energency basis pursuant to 8202(6) of the State

Adm ni strative Procedure Act (SAPA). W find that

i mredi at e adoption is necessary for the preservation of the
general welfare, and that conpliance with the advance

noti ce and comment provisions of SAPA 8202(1), which would
not permt a decision until well after Novenber 1, would be

contrary to the public interest.

The Conm ssion orders:

1. The terns and conditions proposed in the
settlement agreenent filed on Septenber 22, 2000 and
attached to this order are adopted and are incorporated as
part of this order.

2. National Fuel Gas Distribution Corporation
(the conpany) is directed to file amendnents to its
existing tariffs consistent with this order. The conpany
shal |l serve copies of its conpliance filing upon al
parties that filed statements supporting the settl enent
agreenent. Any comments on the conpliance filing nust be
received at the Conmi ssion's offices within ten days of its
date of service. Tariff anmendnents specified in the
conpliance filing shall not becone effective on a permnent

- 8-
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basis until approved by the Comm ssion. The conpany is
directed to file the amendnents on not |ess than one day's
notice to go into effect on a tenporary basis on or before
Novenber 1, 2000, subject to refund if any showing is nmade
that the new rates and charges are not in conpliance with
this order. The requirenents of Public Service Law 866(12)
and 16 NYCRR 8720-8.1 that newspaper publication be

conpl eted before the effective date of the new tariff
anendnents directed in this ordering paragraph are wai ved,
but the conpany is directed to file with the Comm ssion,
within six weeks after the effective date of those
anmendnents, proof that notice to the public of the changes
contained in the anendnents and their effective date has
been published once a week for four successive weeks in a
newspaper having general circulation in each county
containing an area affected by the anendnents.

3. This order is adopted on an energency basis
pursuant to 8202(6) of the State Admi nistrative Procedure
Act .

4. This proceeding is continued.

By the Conmm ssion,

( SI GNED) JANET HAND DEI XLER
Secretary



Case 00-G-1495 - Proceeding on motion
of the Commission as to the rates, charges,
rules and regulations of National Fuel Gas
Distribution Corporation.

X
AGREEMENT

On August 31, 2000, Chairman Maureen 0. Helmer issued a one-
commissioner order (“Order”) convening the above-captioned proceeding and directing
National Fuel Gas Distribution Corporation (“Distribution” or "the Company”) to, inter
alia, file evidence by September 20, 2000 and show cause, at a hearing to be held at a
time and place to be fixed, why its rates should not be reduced on atemporary basis.

Parties, including marketers, consumer advocates and others were invited
to attend a conference to determine if an agreement could be reached that would obviate
the need for the show cause proceeding. In response to that invitation, the Company, the
Staff of the Department of Public Service (“ Staff’), the Consumer Protection Board
("CPB") and Multiple Intervenors ("MI")! (also, collectively, “the Parties’) met in
Albany, New York at the Department’ s offices on September 12 and 13, 2000. This
settlement is the product of those meetings (“ Agreement”).

The Parties believe that this Agreement is appropriate and fair and should
be accepted by the Commission as a reasonable and lawful basis to withdraw its
requirement that Distribution show cause why its rates should not be reduced on a

temporary basis. The Parties wish to emphasize that this Agreement is not intended to be

! Additionaly, personnel from North American Energy, Inc., a marketer on Distribution’s system,

participated by telephone in the meeting held on September 12, 2000.



a comprehensive agreement covering Distribution’s rates and the further restructuring of
its services along competitive lines. Rather, it is an agreement that provides for just and
reasonable rates during the time it takes to complete the more comprehensive settlement
process, or, if such negotiations do not bear fruit, for the period covered by the
Agreement. This Agreement helps address the Commission’s concerns regarding higher
gas costs in the upcoming Winter of 2000-2001 by providing for bill credits that will
begin November 1, 2000 and maintains an earnings sharing mechanism without
interruption, albeit at alower level than the current level set in the Settlement Agreement
attached to the order in Case 98-G-1291 (" 1998 Agreement").?

Therefore, the Parties hereby agree, as follows:

1 Upon its approval of this Agreement, the Commission should
terminate the show cause proceeding initiated as Case 00-G-1495.

2. Distribution shall provide an aggregate credit totaling $10 million
to its customers® bills for the 12 month period beginning October 1, 2000. For customers
inSC 1, SC3and SC 13 (TC-R, TC-1.0, TC-1.1, TC-2, TC-3 and TC-4.1), the credit
shall be provided over a five-month period beginning November 1, 2000. Customers in
the SC-13, TC-4.0 category (large industria classification) will receive the credit over the
12 month period commencing October 1, 2000. The credit shall be applied across all
customer classes based on the margins by service classification included in Appendix B

of the 1998 Agreement updated for normalized sales and margins through June 30, 2000.

2 Case 98-G- 129 1, Petition of National Fuel Gas Didiribution Corp. for approval of a settlement
agreement establishing rates for the period October 1, 1998 - September 30, 2000, Order Establishing Rates
for Gas Service (issued and effective October 2 1, 1998).

Or marketers hills, as the case may be. Invoices issued to marketers receiving service under
Distribution’s aggregation tariff (Service Classification No. 19) will include a credit for each retail
customer enrolled in the marketer's aggregation group.




The unit amount of revenue credit per service classification will be identified in the
existing Statement of Revenue Credits filed each month with the Commission.
Customers receiving services under individually negotiated rates shall not be eligible for
the credit. For the 12 month period beginning October 1, 2001, Distribution shall provide
a credit to its customer bills totaling $5 million; such credit to be applied in the same
manner as described above.* Thereafter, there shall be a rebuttable presumption that such
$5 million credit shall continue as described above. This presumption may be rebutted
upon a showing by Distribution and a determination by the Commission that it is no
longer just and reasonable that such credit be provided. Such a showing shall be
presented to the Commission not later than the first day in June preceding the October 1st
date on which the credit to be contested is to become effective.

3. The Company shall share with its customers, on a50/50 basis,
earnings on equity in excess of 11.5%. The Company agrees to calculate its earnings in
the same manner described in Appendix F to the 1998 Agreement, except that: (1) the
common equity component of capital used in such calculation shall be fixed at 47% for
the entire three-year period; (2) expenses associated with stock appreciation rights
("SARS") and restricted stock dividends shall be excluded from such calculation; (3) the
EB/CAP adjustment shall be updated as of June 30, 2000; and (4) gas storage inventory
levels shall be based on the average annual level in each of the three years of the
Agreement. Furthermore, the income statement will reflect the Policy Statement on
Income Taxes expected to be issued by the Commission, if it isissued. The calculation

of earnings shall be cumulative for the three-year period commencing October 1, 2000

4 e alocation of the revenue credits shal stay in effect unless otherwise agreed to by the Parties
or changed by the Commission.



and any cumulative earnings in excess of 11.5% shall be returned to customers
commencing in calendar year 2004 in a manner to be agreed upon by the signatories to
this Agreement, or if the Parties cannot agree, in a manner to be determined by the
Commission. This earnings sharing mechanism may be changed during the subsequent
negotiations described above to include various incentive provisions.

4, For the 12 month period ending September 30, 2001, the bill credit
described in paragraph 2, above, will be increased by a one-time additional annual credit
of $7.6 million relating to customers’' share of earnings from the 1998 Agreement and a
previous settlement agreement (and such additional credit isto be distributed to
customers in the same manner as described in paragraph 2).> This amount is based on the
Company’s calculation of the earnings due customers. If the aforementioned amount of
$7.6 million is changed due to agreement of the parties or action by the Commission, the
amount of $7.6 million shall be reconciled to the changed amount and the difference shall
be collected from, or refunded to, customers. Additionally, the parties recognize that
certain expenses for HIECA were built into base rates and under the 1998 Agreement
were to be returned to customers beginning October 1, 2000 by a credit applied to
customers bills. The parties agree that the HIECA credit shall be provided for customers
eligible for such credit (SC 1, SC 3, SC 13 (TC-R) and SC 13 (TC-1.0)) over the 12
months beginning October 1, 2000 and continuing until base rates are changed.

5. A reconciliation of credits returned to customers against the target
levels of $10 million, $5 million and $7.6 million shall be determined and any excess

amounts or shortfalls shall be returned to the Company or provided to customers by way

5 The Parties recogni ze that earnings sharing proceeds due customersfrom settlementsin both

Cases 95-G- 1009 and 98-G- 129 1 remain in dispute.



of a surcharge or credit, respectively, or otherwise addressed through an appropriate
ratemaking mechanism. The surcharge or credit shall be assessed from, or returned to,
customer classes that initially received the credit.

6. The Parties agree that the Company shall be kept whole for "back-
out credits’ determined by the Commission associated with its restructuring effort. The
exact mechanism for recovery of allowable costs, whether through a surcharge or a
drawdown to the extent funds are available in the generic restructuring reserve
established in the 1998 Agreement, may be worked out in the future negotiations referred
to above.

7. If the Company does not have a pending rate case, on or before
April 1, 2003, the Company shall by April 1, 2003 provide Staff and CPB with estimates
of its New York division financia forecasts for the fiscal year commencing on October 1,
2003. The parties to whom the information is to be provided understand that this
information is highly confidential and is not to be disclosed or used in any manner other
than to ascertain an appropriate level of rates for future periods. Nothing herein shall be
read to limit the ability of MI or other parties to obtain information if exploratory
discussions ensue as to a settlement intended to cover the period commencing October 1,
2003.

8. Nothing herein shall constrain ability of the Company or any other
party to petition the Commission for rate relief in the third year consistent with the
provisions of the Public Service Law. If, asaresult of such arequest by the Company,

the Commission does change the Company’ s base rates, such rates shall supplant this



Agreement and such terms of this Agreement as they have been applied to the Company
by action of the Commission.

9. The Parties agree that in the subsequent negotiations referred to
above, they, along with marketers on the Company’s system and other interested parties,
should attempt to address and resolve all of the outstanding issues raised by the
Commission in its various orders aimed at the restructuring of the natural gas industry in
the State. The Parties further agree that this effort should be completed within six months
following the execution of this Agreement.

10. If achangein any law, rule, regulation, order, or other requirement
(or any repeal or amendment of an existing law, rule, regulation, order or other
requirement) of the state, local or federal government or court having competent
jurisdiction results in an increase in Distribution’s annual operating expenses, to the
extent that the aggregate amount of the effect of such changes in the 12-month period
commencing October 1, 2000, or any 12-month period commencing October 1 st
thereafter, exceeds 3% of the Company’s net income, Distribution may petition to defer
the full effect of such expense, and any such deferrals are to be reflected in rates the next
time the Company’s base rates are changed or may be collected from customers through
surcharge, as determined by the Commission.

11, It is specifically understood and agreed that this Agreement
represents a negotiated interim resolution of the Company’ rates for the period in question
and is intended to be binding only in this proceeding and only as to the matters
specifically addressed herein. Neither the Company, the Commission, Staff nor any other

signatory shall be deemed to have approved, agreed to, or consented to any principle or



methodology underlying or supposed to; underlie z{my agreement provided for herein.
None of the terms and provisions oft& Agreemelint and none of the positions taken
herein by any Party may be referred td, cited, or r?clicd upon by any party in any fashion
as precedent or otherwise in any proceieding befox%e this Commission or any regulatory
agency or before any court for any pu::pfose e:xcepftI in furtherance of the purposes and
results of this agreement.

12, The Parties undierstand tha'é this Agreement requires the approval
of the Commission. The Parties conclr that this }:\grcement shall be presented to the
Commission for its approval and the Paities agree!‘ that they will take such action asis
reasonable and necessary to obtain thg Commissiém‘s approva of said Agreement. If the
Commission does not approve this Agreement in 1ts entirety, without modification and
terminate the Show Cause proceeding; aparty miay choose not to be bound by its terms

l
and shall indicate same by providing notice to thé other parties and the Commission. In

i

pontinuc.

[ I
This Agreement is being executed ',in counterpart originals and shall

such event, the above captioned procc?eding shall

. !
become effective when the counterparts have been executed.

AGREED to this"2- | day of September 2000.




methodology underlying or supposed to underlie any agreement provided for herein.
None of the terms and provisions of this Agreement and none of the positions taken
herein by any Party may be referred to, cited, or relied upon by any party in any fashion
as precedent or otherwise in any proceeding before this Commission or any regulatory
agency or before any court for any purpose except in furtherance of the purposes and
results of this agreement.

12.  The Parties understand that this Agreement requires the approval
of the Commission. The Parties concur tbat this Agreement shal be presented to the
Commission for its approval and the Partiesagree that they will take such action asis
reasonable and necessary to obtain the Commission’s approval of said Agreement. If the
Commission does not approve this Agreement in its entirety, without modification and
terminate the Show Cause proceeding, a party may choose not to be bound by itsterms
and shdl indicate same by providing notice to the other parties and the Commission. In
such event, the above captioned proceeding shall continue.

This Agreement is being executed in counterpart originas and shall
become effective when the counterparts have been executed.

AGREED to this 3/o7 day of September 2000,

Nationa Fuel Gas Didribution Corporation

S EL

Department of Public Service
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