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NATI ONAL FUEL GAS DI STRI BUTI ON CORPORATI ON

System Wde Ener gy Sel ect Program

SATC Service & SATS Service
Smal | Aggregation Transportation Custoner Service
Smal | Aggregation Transportation Supplier Service

DESCRI PTI ON

l. I nt roducti on.

Nati onal Fuel Gas Distribution Corporation's ("National Fuel Distribution”
or "the Conmpany") SATC Service couPIed with SATS Service will provide all of its
smal | vol ume natural gas custoners-in northwestern Pennsylvania the opportunity
to have National Fuel Distribution transport natural gas supplies purchased from
gas suppliers other than National Fuel

Begi nning April 1, 1999, through the SATC Service participating custoners
(" SATC Custoners” or "Custoners") will be able to purchase conpetitive and
reliable gas supplies fromaqualified participating sellers using SATS Service
(" SATS Suppliers"” or "Suppliers"). This service is consistent with the
underlying prem ses of the unbundling initiative in Pennsylvania and will bring
choi ce of supplier to all of the Conpany's Pennsylvania custoners in the near
term The programis anbitious in both its size and scope, however protections
provided to custonmers through state regulatory oversight will continue

. Regul at ory Cont ext .

In Pennsylvania, the Public Utility Comm ssion ("PUC'" or "Comni ssion") has
been working to address gas unbundling and customer choice i ssues on a generic
basis. Chairman Quain's coll aborative has been working on a nodel for unbundling
the gas industry and anending the Public Wility Code.

! cCustoners shall not participate in both the LIRA pilot and the SATC

progr am



The Conmi ssion and a nunber of Pennsylvania utilities have not stood stil
whi | e generic nodel s were being contenplated. Wth Comni ssion approval utilities
have tested nunmerous customer choice concepts.? QOher gas utilities have expanded
their small custonmer transportation prograns during the past year

I, Ener gy Sel ect

Pil ot Results

National Fuel itself has undertaken its own Pilot which is in its second
phase and is slated to end on March 31, 1999. The Conpany considers the Pilot a
success as it has provided all custonmers in the Pilot area a choice of a supplier
ot her than the Conpany and, as well, it has tested whether it was possible for
the utility's role of supplier of last resort to be provided in sone other way,
nanely through the Default Supplier and the Hardship Pool. The Conpany expects
t hat under any unbundling nodel, at least in the short-term, the utility wll
remain the supplier of last resort. Therefore, the Conpany has chosen to nodify
Energy Select in its systemw de offering, by remaining the supplier of |ast
resort for those custoners who cannot or do not choose.

In addition, given the Conpany's experience inits Pilot and the results of
its surveys undertaken there, it is abundantly clear that certain custonmers seek
choice of supplier. As well it is clear custoners want the utility to remain a
choice. It would be inconsistent with the alnms of the PUC as well as poor
pl anning on the part of the Conpany to sinply end the Pilot w thout offering a
repl acenent, and nore inportantly, an expanded repl acenent in order to provide
this choice to nore custonmers. Therefore, the Conpany has endeavored to create a
conpetitive choice nodel that will allow all of its custoners the opportunity to
choose their supplier.

System W de Energy Sel ect

“In April 1996, the Commission stated that "the time is ripe for the
institution of a pilot custoner choice programfor natural gas
customers. " Petition for the Establishnent of a Pennsylvania Pil ot
Program of Retail Choice and Conpetition for Energy Services in the
Bor ough of Pleasant Hills, Allegheny County, Docket No. P-00950980
(Order entered April 29, 1996). Furthernore, the Electric Act
requires electric utilities to develop pilot progranms to test retai
choi ce offerings during the course of the |arger unbundling process.



In offering its new aggregated transportation services (SATC and SATS
Service) on a systemw de basis, the Conpany has conti nued many of the features
of the Pilot and nodified others. One significant change is that the Conpany
wi Il undertake its expected role as supplier of last resort, and the rol es of
Def aul t Supplier and Hardship Pool will no longer exist. Since the Conpany is
required to serve as the supplier of last resort, and remain the party
responsi ble for safety nmatters and term nation of service the Conpany nust
maintain a billing relationship with all custoners. This is consistent with
ot her current unbundling progranms in Pennsyl vani a.

Further, under any systemw de conpetitive choice nodel, in order for the
Conpany to assure reliability, the Conpany has devel oped what it considers
essential capacity requirenments. These capacity requirenents include the Conpany
keepi ng key operational upstream capacity connected to the systemand all ocating
recei pt points into that capacity through which Suppliers in the programw ||
flow their gas. The costs of such allocated capacity will be included in the
Conmpany's SATC transportation rates. Qher upstreamcapacity will be assigned to
suppliers until contracts are term nated and replaced by the suppliers. A
col I aborative nechanismis proposed to acconplish this process.

Wth these key changes to the Pilot Program the Conpany here offers SATC
and SATS Services in order for all of its customers to have the opportunity of
choosi ng their supplier.

I V. Filing Overview.

The following narrative first briefly outlines the goals of the System Wde
Energy Sel ect Program the SATC and SATS Services. The key conponents of SATC
and SATS Services are then listed, followed by a nore detail ed summary of each
i nportant area of SATC and SATS Services. A nunber of attachnments are al so
provi ded, including Appendix B, the proposed tariffs which will inplenment the
SATC and SATS Servi ces.

The description provided here is ained at describing with specificity how
the programw | work.

V. The System W de Energy Sel ect Program Goal s.

The goal s of National Fuel Distribution's System Wde Energy Sel ect Program

are:

1. To provide all of its custoners the opportunity to make an i nforned
choi ce regarding their gas supplier through a programthat provides
the sane reliability of service that custoners have experienced in
t he past.

2. To provide a process for making that choice as informative for the
customer as possible, while assuring that the process is not a
bur den.



3.

To provide third party suppliers an operationally efficient market
envi ronnent that generates interest and encourages participation and
conpetition which provides customers with the services they want.

VI . Key Components of the Service.

Locati on:
Si ze:

Ef fecti ve
Dat e:

SATS/ SATC
Ser vi ce:

Cust omrer
Enr ol | ment :

Billing:

The Conpany's entire service territory in Pennsylvani a.

Approxi mately 213,275 custoners.

SATC and SATS Services are planned to begin April 1, 1999.

SATS Suppliers will be required to use Small Aggregation
Transportation Supplier Service ("SATS Service"), which is the
service on the National Fuel Distribution systemwhich will allow
Suppliers to nove gas to aggregated custonmer accounts that forma
pool of custoners (an "SATC G oup").

Aggregating customers under SATS Service will allow Suppliers to
mnimze administrative cost. A mninmmof 250 custonmers or a vol une
of at |least 30,000 Mcf annually will be required to enter into an
SATS Service Agreement. Small Aggregation Transportation Customner
Service ("SATC Service") will provide the means for aggregated gas to
be transported to the Suppliers' Custoners.

Enrol I ment will generally occur for gas deliveries to begin during
April of each year. Rolling enrollments will be allowed throughout

t he sunmer season until Septenber 15. Enrollnent will involve SATS
Suppliers signing up customers and then advising the Conpany of their
SATC Cust oner pool

The Conpany will bill the SATC Custoner for transportation charges
and the SATS Supplier may bill the Custoner for gas supply charges.
The Supplier may enter into a contract with the Conpany for the
Conpany to provide a single bill to custonmers for both their gas
supply service costs and transportati on costs.

SATS Suppl i er

Criterion:

Remai ni ng
Conpany

SATS Suppliers will qualify for the programon the basis of their
ability to have contracted to aggregate gas service for a m ni mum of
250 custoners or a group of custoners whose aggregate volune totals
at |least 30,000 Mcf annually. SATS Suppliers nmust satisfy the
Company's credi tworthi ness standards, as well as agree to the
Company's tariff with regard to custonmer protection policies.



ol igation: The Company shall remain responsible for all aspects of the physica
gas service to custoners, including turn-on, shut-off and energency
services. The Conpany shall al so provide customers with customner
protections related to termn nation.

Upst ream

Capaci ty: A variety of upstreamcapacity options will be used to neet the needs
of the SATS Suppliers' custoners. Upstream capacity that is
operationally required to serve custonmers will be retained and
included in SATC rates. There will be allocated receipt points to
Suppliers for this capacity. There will be mandatory assi gnnment of
ot her upstream capacity and storage. Over tinme, as these assigned
upstream contracts are available for termnation, Suppliers will have
the opportunity to contract for their own capacity, which neets the
Conmpany' s standards for conparable capacity, to enable themto
provide firmservice to SATC Servi ce customners.

Cust oner

Protections:
Customers will be provided equivalent |evels of state protection
whi | e recei ving SATC Service since National Fuel Distribution wll
remai n supplier of |ast resort.

VII. Detailed Discussion of System Wde Energy Sel ect Program
A Ceogr aphi ¢ Area.

Nati onal Fuel Distribution's service territory in northwestern Pennsylvania
is shown in the two maps in Appendix A. The first map shows the delivery points
to National Fuel Supply fromthe upstream pipelines. The second map shows how
many of those pipelines operate in effect as a part of the Distribution system
The Conpany has a strong presence in its territory and is confortable that it
will be able to communicate with the participants effectively.

B. Smal | Aggregation Transportation Custoner Service (SATC Service).

The concept of Small Aggregation Transportati on Custoner Service is that
Nati onal Fuel Distribution will transport the gas supplies provided by the SATS
Supplier. Except for gas supply related matters, National Fuel Distribution's
relationship with the end use custoner renmains the sane.

C. Smal | Aggregation Transportation Supplier Service (SATS Service).

The concept of Small Aggregation Transportation Supplier Service is that
Nati onal Fuel Distribution will aggregate the gas supplies provided by the SATS
Supplier. The Conpany shall charge the SATS Supplier a nonthly fee of $. 4 per
100 cu. Ft. of gas supplies aggregated by the Supplier, based on the burner-tip
consunption for the Supplier's custonmer group, as explained in the supporting
data at Appendi x B. Except for gas purchasing related matters, National Fue
Distribution's relationship with the end use custonmer renai ns the sane.



D. Communi cati on Pl an

Prior to enrolling custonmers, the Conpany w ||l undertake a custoner
out reach and educati on/ conmuni cati on camnpai gn for its Pennsylvani a custoners.
The Conpany will work to educate Customers on customer choice and the Conpany's
pl ans under the System Wde Energy Select Program in order to educate custoners
as well as to obtain customer feedback and insight about expected custoner
response to the Program The comunication programw ||l consist of outreach and
education sessions. National Fuel Distribution will educate its custoners prior
to SATC Service beginning. Participating SATS Suppliers will also educate their
customers about SATC Service as they market their services.

The goal s of the outreach and educati on/ comuni cati on plan are to: educate
t he custoner about the inpact of changing regul ati on and customer choice; inform
customers about customer choice through SATC Service; build custonmer interest in
el ecting their own SATS Supplier; and clearly communi cate the process by which
customers may obtain SATC Service. The Conpany and Qualified Suppliers will
assi st custoners with questions about the System Wde Energy Sel ect Program
t hrough these educational efforts and through the Conpany's established 800
numnber .

E. SATS Supplier Qualification

Nati onal Fuel Distribution will determ ne those suppliers that are
qualified to participate in SATS Service in the follow ng manner

Upon request, the Conpany will send an informational package to the SATS
Suppl i ers which contains a program description and application as well as an SATS
Service Agreenent. There will be a $500 fee payabl e upon return of the
application.

The major qualification criteria that Suppliers nust satisfy to be eligible
to participate in SATS Service relate to creditworthiness, and their agreenent to
abi de by particular custoner protection policies specified in the SATS tariff.
The SATS and SATC tariff provisions are attached as Appendix C. The
credi tworthi ness standards are intended to protect the Conpany fromloss in the
event of a failure to pay for aggregation, failure on the part of the Supplier to
pay its upstreamtransportation costs, supplenmental supply and bal anci ng service,
as well as for any non-performance penalties.

Suppliers must denonstrate to the Conpany's satisfaction that they have the
operational capability to nmeet the gas needs of the Custonmers in their SATC
G oup.

VWil e National Fuel Distribution shall remain responsible for all issues
related to the physical gas service provided to the custoner (i.e. turn-on
term nati on and gas energencies), Suppliers nust also have in place a systemto
handl e custoner service and energency questions and conpl aints.



Qualified Suppliers may contact custonmers any tine after the tariffs are

appr oved.
F. Conmpany bl igations.

The Conpany shall remain responsible for all issues associated with the
customers' physical receipt of gas service. Such issues shall include turning on

service, termnation of service, metering, and gas service energencies. SATS
Suppliers shall be obligated to include on their bills to custonmers the Conpany
phone nunmber to call with any questions regarding gas delivery service and
safety.

G SATC Servi ce Customer/ SATS Service Supplier Participation

Enrol | nent Process.

The pl anned service start date for gas flows under the System Wde Energy
Select is during the nonth of April 1999. This will be the first enroll nent
opportunity. GCenerally, enrollment will be available to occur during the nonths
precedi ng each April, for gas flows to start during the nmonth of April, in order
to coincide with the beginning of the storage injection cycle. Enrollnments may
continue on a rolling basis through the summer season of each year (ending
Septenber 15). Enrollnents nmade prior to the 15th of any nmonth shall be
effective at the beginning of the next billing cycle following the start of the
next nonth. Enrollments shall end on Septenber 15 in order for the Conpany to
plan its gas supply requirenents for the winter season. Enrollnments will be
bi nding for the remai nder of the service year ending on March 3 1, of the
followi ng year. Suppliers nust have a m ni rum of 250 customers or a pool of
cust omers whose aggregate volune totals 30,000 Mcf annually to provide for
efficient pool adm nistration

If additional Custoners enroll with a Supplier after March 15 of any year,
the Supplier will be required to pay for the costs associated with obtaining the
storage gas that nust be transferred to the Supplier for such additiona
Customers. The follow ng shows the percentage of the peak day storage quantity
needed for Customers that would be transferred dependi ng upon the nonth of
enrol | nent:

Vol unes of storage gas
transferred as a percentage

Capacity transfer nonth endi ng: of peak day storage capacity:
Apri | 14. 29%
May 28.57%
June 42. 86%
July 57.14%
August 71.43%
Sept enmber 85.71%



Suppliers also will be required to pay a portion of storage demand costs
commencing April 1 as part of the transfer charge.

Enrollments will be handled electronically by the Suppliers submtting a
val id account nunber to the Company, after which the Conpany will send a
confirmation to the Custoner to assure that service was intended. Suppliers wll
be obligated to keep on file a signature card showi ng each customer's el ection of
SATS Supplier. The Conpany reserves the right to review such el ection cards upon
request. The Custoner may cancel the selection by notifying the Conpany wthin
ten (10) days of the Conpany's nailing of the notice.

Information Provided to SATS Suppliers.

As custoners sign up with a Supplier, information on usage will be
supplied. Once authorized by the customer, SATS Suppliers will receive the
hi storical usage for their customers.

Customer Participation.

Resi dential customers (exclusive of LIRA custoners), all comercial and
public authority customers, and small and internedi ate vol une industri al
customers are eligible to participate. Upon the effective date of an SATC
Customer's SATC Service, final paynment will be due to the Conpany for service
prior to that date.

H. Upst ream Capaci ty.

Through the System W de Energy Sel ect Program participating SATS Suppliers
will obtain upstream supplies in a variety of ways. Suppliers will have a
portion of mandatorily rel eased capacity both on the upstream pi peline and on
Supply, and as well they shall be allocated receipt points into capacity retained
by the Conpany. As the opportunity beconmes avail able for the Conpany to
term nate upstream capacity, Suppliers will have the opportunity to
bring their own capacity to the system

SATS Upstream Capacity Portfolio.

Upstream capaci ty whi ch makes up an SATS Supplier's portfolio to supply its
customers i s shown bel ow. Descriptions of how gas flows to the Conpany on peak
day provided in Appendix D. Afull listing of the contracts for each type of
capacity is provided in Appendix E

Percent of Peak Day
Met by Upstream Capacity Capacity

1. 52% NFGSC ESS St orage
& EFT Transportation



2. 23% Rel eased Capacity

3. 25% Al |l ocat ed Recei pt
Poi nt Capacity

4. 0% SATS Suppl i er
Provi ded Capacity

Ret ai ned Upstream Capacity.

In order to be able to offer full customer choice service to all of its
customers, the Conpany has determ ned that certain upstream capacity nust be
retai ned by the Conpany. This capacity is used for 1) reliability; 2)
operational and flexibility needs, (nanely, that capacity includes the Conpany's
Tennessee Gas Pi peline Conmpany ("Tennessee") capacity, and National Fuel Gas
Supply Corporation ("Supply") capacity), and 3) to serve isolated | oad pockets in
the Conpany's service territory . Al of these capacity issues are nore fully
descri bed i n Appendi x F.

Capacity for reliability is high deliverability supply which, as well as
nmeeting the needs of the Conpany's sales custoners, will also assure peak day
bal ancing. G ven the Conpany's role as supplier of last resort, this capacity
will serve as insurance in the winter when the probability for nmarketer default
is the highest. As SATS/ SATC Service grows on the Conmpany's system it is
expected that the percent of the Conpany's gas supply capabilities required for
peaki ng needs will increase.

Qperational and flexibility capacity is upstream capacity which in effect
operates as an extension of the Conpany's system i.e. the Tennessee capacity and
Supply capacity interconnecting the Conpany's service territory. Because of
Tennessee's rigid design, and inflexible transportation and rel ease system the
Conmpany cannot sinply maintain the essential market area capacity nor can it
replicate the current enhanced flexibility of its contract with Tennessee through
sinmply a rel ease of the capacity to suppliers. The anount of Tennessee capacity
retai ned can be only reduced to the extent changes are made to Tennessee's system
whi ch all ows segnenting of the market area capacity fromthe I ong-line portions
of the Tennessee capacity. This would allow the Conpany to retain essenti al
flexibility associated with the narket area capacity and rel ease the long-Iline
sections to Suppliers for their own use. Until that tine the Conpany will
all ocate receipt points into the Conpany's capacity for Suppliers' use.

Simlar to the market area Tennessee capacity, the Supply capacity operates
as an extension of the Conpany's system assuring gas is delivered where and when
needed at the Company's over 250 interconnecting points with Supply. Therefore
t he Conpany's EFT capacity on Supply, (excluding the EFT associated with ESS)
will be retained by the Conpany



and nmanaged by the Conpany and rolled into transportation rates. Retention of
t he Tennessee and Supply capacity is essential for efficient, reliable service to
conti nue.

The Conpany will also keep | oad pocket capacity for the Conpany's CNG ful
requi renents areas and Col unbia full requirenent areas which assures that
customers isolated on particular pieces of capacity will continue to have a
choi ce of supplier and access to the same supply choices as other custoners, and
as a result a nore conpetitive gas supply choice

The Tennessee and certain of the Supply EFT and Load Pocket Capacity will
be retained by the Conpany and rolled into transportation rates. Retaining any
upstream capacity which will be nmade avail able to SATS Suppliers for their use
will of course require the Conpany to seek and to receive from FERC a wai ver of
the FERC s Shipper-Mist-Have-Title policy, simlar to the waiver Atlanta Gas
Li ght obtained in its request fromthe FERC. 3

Assi gnment of Upstream Capacity.

To participate in the System Wde Energy Select Program Suppliers wll
accept fromthe Conmpany assignnent of a portion of the Company's upstream
pi pel i ne capacity, Supply Enhanced Storage Service ("ESS') and associ ated EFT
based on the estimted extrene day requirenments of the SATS Supplier's custoner
group. The nmandatory assignnent requirenment for the pipeline capacity upstream
of Supply will continue until the time when Suppliers have the opportunity to
contract for, and in fact do contract for conparable pipeline capacity on their
own. Miuch of this capacity will be available for Suppliers to obtain within the
next five years. Appendix E lists the upstream pipeline contracts making up this
capacity and associ ated term nati on dates.

Once the program begins, before the notice date regarding termnation of
any contract, the Conpany will hold a collaborative session with Suppliers to
determine if the Conpany should term nate, renew or replace capacity, in whole or
part. |If Suppliers denonstrate that they will provide conparable firmcapacity
(firmw nter season delivery into primary points held on Supply) then the Conpany
will proceed to term nate such capacity to that extent. To the extent Suppliers
no | onger serve SATC Custoners (they default or sinply choose to | eave the
program, the Conmpany will have the option to require the Supplier to assign or
rel ease such capacity to the Conpany.

As noted, the Conpany will release to Suppliers the appropriate anount of
Supply ESS and associ ated EFT retai ned by the Conpany but avail able for
Suppliers' use to replicate the no-notice service that the Conpany currently uses
to serve its core custoners.

A credit/surcharge nmechanismw ||l be used by the Conpany to insure that
costs associated with the mandatory rel eased pipeline capacity upstream of Supply
above are equal to

® Atlanta Gas Light Conpany, 84 FERC 161,119 (1998).




Nati onal Fuel Distribution's weighted average cost of that rel eased pipeline
capacity. This credit/surcharge will be applied to all Suppliers.

In releasing to Suppliers upstreamcapacity and in allocating to Suppliers
upstream pi peline receipt points of the capacity not reserved for its sales
customers, National Fuel Distribution will attenpt to accommobdate Suppliers
requests on a first-come, first-served basis. Wuere this cannot be acconpli shed,
the Conpany wi ||l designate the applicable capacity and/or points.

l. Def aul ti ng SATC Cust omers.

Customers that violate the terns of their contract with an SATS Supplier
can, upon fifteen (15) days notice to the Company, be transferred back to the
Conmpany at the beginning of the next billing cycle follow ng the notice period.
The Conpany shall have the option to: 1) recall the mandatorily rel eased capacity
used by the Supplier to serve those custoners; and 2) require the SATS Suppli er
to sell to the Conpany any gas held in storage for those custoners. The price
for such gas in storage will be as provided in Section C. 1. d. of the SATS
tariff. Upon their transfer to the Company, such custoners shall have a
recei vabl e bal ance with the Conpany for any noney owed associated with the gas
supply received fromthe SATS Supplier, if the Conpany has done the billing for
t he Supplier where the Conpany has bought the Supplier's receivables. The SATS
Supplier, if it bills the Customer itself or through a third party, remains the
party responsi ble for undertaking any collection activity associated with those
billings.

J. Def aul ti ng Suppliers.

Suppliers which violate the ternms of their contract with the Conpany shal
be subject to termination fromthe SATS/ SATC program Further, to the extent an
SATS Supplier fails to deliver its Aggregated Daily Delivery Quantity (discussed
in Section L herein) for any three days during a nonth, the SATS Supplier shal
be considered in default and subject to termination. Term nated Suppliers wll
transfer their SATC Custonmers to the Conpany. The Conpany shall have the option
to recall the capacity released to the SATS Supplier or to require the Supplier
to assign to the Conpany any conparabl e capacity obtained and used by the
Supplier to serve those custoners. The Conpany shall also have the option to
require the SATS Supplier to sell to the Conpany the gas in storage at the price
provided in Section C. 1. d. of the SATS tariff.

K. Cust oner Protection.

Customers recei ving SATC Service shall maintain equivalent protections to
those that they currently enjoy. Custoner protections will be maintained through
provisions to be incorporated in the SATS Supplier's SATS Service Agreenment wth
t he Conpany and in accordance with the protections required in the Conpany's SATS
tariff. As part of that agreenment, the Suppliers will agree to render bills in
cl ear and plain | anguage, include the phone nunber of the PUC, ensure that
customers recei ve adequate prior notice of term nation of SATC gas supply
services and respond to consunmer conplaints pronptly.



Nati onal Fuel Distribution will provide the full |evel of custoner
protecti ons agai nst unreasonable term nation provided by current regul ations.
Customers cannot be term nated by Suppliers and will be term nated by the Conpany
only after full conpliance with regul ati ons of the Conm ssion

L. City Gate Bal ancing Requirenments for SATS Suppliers.

SATS Suppliers will be the party of primary responsibility with regard to
gas supply, upstream and on-system aggregati on service obligations for the
desi gnat ed customers.

Suppliers will nmeet their obligations on a daily basis through their use of
rel eased capacity and deliveries into allocated receipt points on retained
capacity. As required under the Conpany's Small Aggregati on Transportation
Service tariff Suppliers will be required to keep their daily deliveries equal to
within a two percent (2% tolerance of its Aggregated Daily Delivery Quantity
("ADDQ'). The ADDQ equal s each SATS Supplier's total pool of SATS custoners
estimated demand for a given day, which the Conpany will cal cul ate based on
weat her forecasts and estinmated custoners' usage on a nonthly, 10-day, weekly
and/ or daily basis. Such usage estimates will then be posted on the SATS
Supplier's and on National Fuel Distribution's Electronic Comunication
Facilities ("ECF"). These postings will be provided such that Suppliers have
sufficient time to nom nate on the upstream pi pelines.

An SATS Supplier will meet its ADDQ by nominating deliveries from ESS
storage to cover the demand not net by upstream capacity. |nbal ances on the
upstream pi pel i nes and on National Fuel Supply will be governed by those
pi pelines' FERC gas tariffs. Suppliers will have all the flexibility that the
utility has in regard to the rel eased upstream and storage capacity.

M Bal anci ng Penal ti es.

An SATS Supplier's deliveries are expected to be equal to the ADDQ of the
SATS Supplier's SATC Group. As noted above, in general, an SATS Supplier's
nom nati ons from ESS shoul d cover any short-fall or take up any overdelivery.
The SATS Supplier will be responsible for any city gate inbal ance penalties
resulting fromdelivery shortfalls. An SATS Supplier will also be required to
nmeet standard targets with regard to storage inventories needed for the
Supplier's SATC G oup.

If on any day an SATS Supplier fails to deliver the ADDQ wthin a
tol erance of two percent (2%, then city gate balancing penalties will be applied
as follows:

For underdeliveries in the Sumrer Months (April through Cctober), the
penalty shall be equal to the higher of $7.00 Dth or 110% of the Market
Price for the date(s) the SATS Supplier failed to deliver the ADDQ The
Mar ket Price shall be determined by referencing the foll owi ng publication
and Indice and shall apply to each Dith not delivered: Gas Daily, for
"Appal achi a", "CNG North Point".



For underdeliveries in the Wnter Mnths (Novenber through March), the

penalty shall be equal to the higher of $10.00/Dth or | 10% of the Market

Price for the date(s) the SATS Supplier delivered in excess of the ADDQ

The Market Price shall be determned by referencing the foll ow ng

publication and Indice and shall apply to each Dih delivered over the ADDQ

Gas Daily, for "Appalachia", "CNG North Point".

During "OFO'" and "SMD' periods (both discussed belowin Section N), in
addition to those charges above, a charge of the higher of $25 per Dth or the
Market Price of gas for that day which shall be determ ned by references in The
Index, "Daily Price Survey" for "Appalachia”, "CNG North Point" shall be applied.

For overdeliveries to nmeet the SATS Supplier's ADDQ t here shall be no
penal ties, however, the Conpany shall have no obligation to accept any such
overdeliveries. SATS Suppliers shall be allowed to deliver gas into their
al | ocated recei pt points into upstream capacity for the purpose of deliveries to
storage, to the extent confirned by the upstream pipeline.

| mhal ances between the ADDQ and actual consunption by the Supplier's
customer group (Burner Tip Inbal ances) can be cashed out or rolled over to adjust
t he subsequent nonth's ADDQ  The default nethod for such inbal ances shall be a
cashout .

N. System Mai nt enance Orders and Operational Flow Orders.

The Conpany may i ssue System Mai ntenance Orders ("SMXxs") fromtinme-to-tine
whi ch assure that gas is flowing to the City Gate where and when needed. Such
SMOs shall include but not be limted to orders to flow gas at the points
assigned or received to serve their ADDQ and to flow gas at particular primary
delivery points into Supply as well as orders to flow additional gas from
storage. Should SATS Suppliers fail to conply then the Conpany shall issue
Qperational Flow Orders ("OFGs").

0. Billing.
The Conpany shall provide a bill to SATC Custoners for transportation

charges. The SATS Supplier has the right to bill the Custoner for gas supply
charges. The Supplier may enter into a contract with the Conpany for the Conpany

to provide a single bill to the Custoner for both their gas supply service costs
and transportation costs. The Conpany is considering a billing programwhere it
woul d purchase the receivables fromthe Supplier. Where the Supplier provides a
separate bill to the Customer for gas supply service the Conpany will provide the
Suppliers with the cycle neter read consunption data to facilitate such billing.
VI11. Conclusion

The System W de Energy Sel ect Programrepresents an inportant and critica
step in the transition to a conpetitive environment that will provide choice to
all of the Company's Pennsylvania gas utility custoners. The Conpany reiterates
its commtnent to the success of this programand to continuing to work with
ot her stakeholders in a collaborative nmanner to ensure that success is achieved.
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STATEMENT OF NATI ONAL FUEL GAS DI STRI BUTI ON CORPCRATI ON
I N SUPPORT OF SUPPLEMENT NO. 97 TO
TARIFF GAS - PA. P.U C NO 8 ISSUED ON OCTOCBER 30, 1998
TO BECOMVE EFFECTI VE FOR SERVI CE RENDERED QON, AND AFTER,
DECEMBER 29, 1998 - REVI SIONS TO TARI FF TO PROPGCSE
SYSTEM W DE ENERGY SELECT PROGRAM
SVALL VOLUME TRANSPORTATI ON PROGRAM

Nati onal Fuel Gas Distribution Corporation ("Distribution") submts this
statement in support of Supplenment No. 97 to its Tariff Gas - Pa. P.U C. No. 8
("Suppl ement No. 97"). The following information is being submtted in response
to the Pennsylvania Public Utility Conm ssion's ("Comrission") filing

requi renents concerning changes in tariffs, which requirenents are codified at
52 Pa. Code 853.52. For the conveni ence of the Conmm ssion each filing
requirenent will be set forth inmediately before the response thereto.

(a) VWhenever a public utility, other than a canal, turnpike, tunnel
bridge or wharf conpany files a tariff, revision or supplenment effecting changes
in the ternms and conditions of service rendered, it shall submt to the
Conmmi ssion, with the tariff, revision or supplenment, statenents show ng the

fol | owi ng:

(1) The specific reasons for each change.

| NTRODUCTI ON

This tariff supplenment is filed to inplenent a System Wde Energy Sel ect

Program for transportation of gas to residential and small commercial custoners
in Distribution's service territory on a conpetitive basis. The provision of
gas supplies to all custoners on a conpetitive basis is desirable for the
customer and the LDC because it will extend the benefits of conpetition to al

custoners.



DESCRI PTI ON OF THE SYSTEM W DE ENERGY SELECT PROGRAM

The System W de Energy Select Programis described in detail in the folder
entitled SYSTEM W DE ENERGY SELECT PROGRAM which is included with this tariff
filing and incorporated here-in by reference. Supplenent No. 97 contains
detailed tariff provisions concerning operations under the program and procedures
for inplenenting the program

In general, the program provides an opportunity for all residential and
smal | comrercial custonmers within Distribution's Pennsylvania Division to sel ect
a supplier of natural gas services other than Distribution. |If custoners do not
choose an alternate supplier they will continue to be served by Distribution
t hrough the appropriate sales service rate schedule of Distribution

Distribution is requesting approval of two new rate schedules: (1) Rate
Schedul e SATC - Snal|l Aggregation Transportation Custoner Service, and (2) Rate
Schedul e SATS - Snal|l Aggregati on Transportation Supplier Service. Rate Schedul e
SATC is the custoner transportation service that will permt small vol une
customers to obtain transportation service fromDistribution and receive gas
supplies froman aggregated pool of gas provided by approved suppliers. Rate
Schedul e SATS is the supplier service that will permt suppliers to aggregate the
supply requirenents of small volume custonmers and deliver those supplies to
Distribution's systemin a reliable nanner.

In order to facilitate delivery of gas by the suppliers to Distribution for
transportation to customers, Distribution will rel ease storage capacity and
associ ated pi peline capacity on National Fuel Gas Supply Corporation ("Supply")

and pi peline



capacity upstreamof Supply. Releases will be at maxi mumrates and will be based
upon the coincidental peak day requirenments of each supplier's group of

customers. Suppliers nust accept capacity in order to participate. Suppliers
will also be required to provide a proportion of their custoner requirenents

t hr ough upstream pi peline capacity retained by the Conpany and included in the
transportation rates billed to custonmers. Since capacity currently used to serve
customers will be released to suppliers or recovered through transportation
rates, there will be no stranded costs or cost shifts to other custoners. As
upstream contracts expire marketers will have the opportunity to replace these

contracts with their own capacity.

CONCLUSI ON_OF ENERGY SELECT PI LOT PROGRAM

By this filing the Conpany will also conclude its Energy Select Pil ot
Program The Energy Sel ect Pilot Programwas inplenmented in October 1997 by the
Conmi ssion's approval of Distribution's Rate Schedul e PTA - Pil ot
Transportation/ Aggregation Service. Rate schedule PTAis a transportation
program desi gned to test the procedures associated with small vol une
transportation program Rate schedule PTA applied to custoners in the cities of
Sharon, Farell, and Herm tage, Boroughs of Sharpsville, Wst M ddl esex and
Weat | and, and Townshi p of Shenango ("Pilot Area"). By this filing D stribution
is requesting the ternmination of the pilot program?® Distribution is also
requesting that the provisions restricting the Pilot Area fromthe applicability

section of the Residential Service Rate Schedul e, Commerci al and

The PTA tariff will be maintained due to the requirement to conplete billing
for the services rendered under the tariff. Custoners will no |onger be served
under the PTA tariff after their April 1, 1999 billing cycle is conpl eted.



Public Authority Service Rate Schedule, Snall Volume |Industrial Service Rate
Schedul e, and the Internediate Volune Industrial Service Rate Schedul e be renoved
fromthese rate schedul es.

The Conpany considers the Energy Select Pilot programa success and has
used the lessons learned fromthat programin designing the System W de Energy
Sel ect Program

(2) The total nunmber of customers served by the utility.

As of Septenber 30, 1998, the Conpany served the follow ng nunber of

cust oners:
Class of Service Total Custoners Served
Resi denti al 196, 465
Conmer ci al 14, 454
I ndustri al 583
O her
Tot al 211,502

(3) A cal cul ation of the number of custonmers, by tariff subdivision

whose bills will be affected by the change.

Customers bills that will be affected by the change include custonmers in
the Pilot Area (approximately 18,000 residential and 1,000 nonresidenti al
customers) and existing sales custoners outside the pilot area that choose to be
supplied by an approved supplier. Custoners in the Pilot Area choosing to
continue to be served by a supplier other than Distribution will now receive a

bill fromDistribution for transportati on services



provided by Distribution. Customers in the Pilot Area that choose to receive
sales service fromDistribution will receive a Distribution sales service bill
Customers outside the pilot area that choose a supplier other than D stribution
will receive a Distribution bill for transportation service rather than a
Distribution bill for sales service. Those custoners outside the Pilot Area that
do not choose a supplier other than Distribution will see no changes to their
bills.

(4) The effect of the change on the utility's customners.

Resi dential and small commrercial custonmers systemw de will now have the
ability to choose an alternative supplier of natural gas supplies. Residential
and small conmercial customers in the Pilot Area will have the ability to return
to Distribution's sales service if they so choose. Residential and snal
commercial custonmers in the pilot area may continue to receive service froma
supplier other than Distribution

The protections which Distribution has built into the programw ||l permt
customers to choose alternative suppliers without risking reliability of service.
By assigning capacity to suppliers, they are given the full capability to provide
full reliable service. Suppliers are required by tariff to neet the daily gas
vol unes of their custonmers. Procedures are included in the tariff for
transferring capacity and gas froma supplier to Distribution in the event the
supplier fails to maintain required deliveries. Accordingly, there will be no
change in reliability of service.

Al so, a full set of consumer protections is provided in Rate Schedul e SATS.

(5) The effect, whether direct or indirect, of the proposed change on the
utility's revenue and expenses.



Revenues received fromcustoners in the Pilot Area are likely to increase
since these custonmers will no | onger be restricted fromchoosing Distribution's
sales service. The increase in revenue is directly related to the purchased gas
revenues and gross receipt taxes included in sales rates. The nunber of
custonmers in the Pilot Area that will choose to return to sales service is not
known at this tine.

Revenues received fromcustoners outside the pilot area are likely to
decrease because Distribution will no Ionger bill customers that choose an
alternate supplier commodity gas costs and demand gas costs associated with
assigned capacity. There will also be a correspondi ng decrease in expenses for
these custoners since Distribution will no | onger purchase gas to serve these
customers and Distribution will receive credits for released capacity. There
will also be a decrease in revenues related to gross receipts tax and a
correspondi ng decrease in gross receipt taxes paid by the Conmpany due to
customers transferring fromsales to transportation.

There will also be an increnental increase in expenses associated with the
adm ni stration and custonmer education efforts of the program These esti mated
expenses are provided in Attachment "A'. The basis for these expense estinmates
is the experience that D stribution has gained through the admnistration and
education effort associated with the Energy Select Pilot. Distribution is
proposing to recover these incremental program expenses from an aggregation
charge billed to suppliers under Rate Schedul e SATS. The cal cul ation of the
aggregation unit costs to include in Rate Schedul e SATS is also provided in
Attachment "A". As denonstrated in Attachnent "A', Distribution's proposed

aggregation rate of $0.10/Mf is a reasonable estimate given that the recovery



of aggregation costs in a unit rate is contingent upon the volunme associated with

customers converting.

(6) The effect of the change on the service rendered by the utility.
See the responses to 52 Pa. Code 853.52(a)(1l) and (4).

(7) A list of the factors considered by the utility in its determ nation

to make the change. The list shall include a conprehensive statenent
as to why these factors were chosen and the rel ative inportance of
each.

The factors nmotivating the proposed tariff nodifications are set forth in
the responses to 52 Pa. Code 853.52(a)(1) and in the System Wde Energy Sel ect
Program Description (see specifically the section entitled The System W de Energy
Sel ect Program Goal s).

(8) St udi es undertaken by the utility in order to draft its proposed

change.

Distribution reviewed the | evels of pipeline and storage capacity that
woul d be necessary to be provided to participating suppliers to permt themto
provide reliable service to custoners. The details of the necessary |evels of
pi pel i ne and storage capacity are provided in the System Wde Energy Sel ect
Program Descri pti on.

(9) Customer polls taken and ot her docunents which indicate custoner
acceptance and desire for the proposed change. |If the poll or other
docunents reveal discernible public opposition, an explanation of why
the change is in the public interest shall be provided.

Distribution utilized the Energy Select Pilot Programto determ ne custoner

reaction to a choice of conpetitive suppliers. The Energy Select Pilot Program
was a success in determning the required program features needed to offer choice

on a systemw de basis. As explained in the System Wde Energy Sel ect Program

Description, the lessons of the Energy Sel ect Pil ot



Program have been incorporated into the proposed tariffs.

Distribution also utilized a survey of its residential customers to
determ ne the l|ikelihood of conversions at various savings |evels.

(10) Plans the utility has for introducing or inplenenting the changes

wi th respect to ratepayers.

As explained in the System Wde Energy Sel ect Program Description,
Distribution will undertake a custoner outreach and educati on/ conmuni cation
canpai gn to comruni cate to custonmers the opportunity to choose a supplier other
than Distribution.

(11) FCC, FERC or Conmi ssion Orders or Rulings applicable to filing.

As explained in the System Wde Energy Sel ect Program Description,
Distribution is proposing to retain and roll into base rates certain FERC
regul ated pipeline capacity in order to maintain systemreliability, flexibility,
and service to "load pockets". The retention of this capacity and the supplier
delivery requirenments associated with this capacity will require the Conpany to
seek and receive from FERC a wai ver of the FERC s Shi pper-Mist-Have-Title policy.
Due to this requirenent, Distribution has made the availability of its proposed
SATC Servi ce and SATS Service contingent upon FERC approval of the requested
wai vers.

(b) VWhenever a public utility, other than a canal, turnpike. bridge or
wharf conpany files a tariff, revision or supplenment which will increase or
decrease the bills to its custoners, it shall submit in addition to the
requi renents of subsection (a), to the Conmmission, with the tariff, revision or

suppl enent, statenments showi ng all of the foll ow ng:

(1) The specific reasons for each increase or decrease.



See the responses to 52 Pa. Code 853.52(a)(1l) and (7).

(2) The operating incone statenent of the utility for a 12-nmonth peri od,
the end of which may not be nore than 120 days prior to the filing.
Water and sewer utilities with annual revenues under $100, 000 and
muni ci pal corporations subject to Conm ssion jurisdiction may provide
operating incone statenents for a 12-nonth period, the end of which
may not be nore than 180 days prior to the filing.

The operating inconme statenment for the twelve nonths ended Septenber 30,

1998 is attached as Attachnment "B"
(3) A cal cul ation of the number of custoners, by tariff subdivision
whose bills will be increased.
See the responses to 52 Pa. Code 853.52(a)(5).

(4) A calculation of the total increase in dollars, by tariff
subdi vi sion, projected to an annual basis.

See the responses to 52 Pa. Code 853.52(a)(5).

(5) A cal cul ation of the number of customers, by tariff subdivision
whose bills will be decreased.

See the responses to 52 Pa. Code 853.52(a)(5).

(6) A calculation of the total decrease in dollars, by tariff
subdi vi sion. projected to an annual basis.

See the responses to 52 Pa. Code 853.52(a)(5).



Projected Aggregation Costs

Supplier Administrative
Customer Administrative
Customer Outreach
Other Administrative
Miscellaneous

Total Projected Aggregation Costs

Total Qualifying Volumes (Mmcf)
Residential
Small Commercial <250
Small Commercial >250 and <1000
Large Commercial
Small Industrial
Intermediate Industrial

Total

Projected Conversions
Projected Volumes

Projected Unit Costs

ATTACHMENT A

National Fuel Gas Distribution Corporation
Pennsylvania Division

Development of the SATS Aggregation Rate

Projected Conversions

High Moderate  Low
5% -10% 0% - 5% 0%
Savings Savings Savings Average
$ 61,847
$ 114,367
$ 41,779
$ 73,089
$_ 8918
$ 300,000 $300,000 $300,000
24,436
962
2,520
3,982
138
919
32,957
21% 10% 5%
6,921 3,296 1,648
$ 0.04 $ 009 $ 018 $ 011




ATTACHVENT B

Page 1 of 2

NATI ONAL FUEL GAS DI STRI BUTI ON CORPORATI ON
PENNSYLVANI A DI VI SI ON
STATEMENT OF UTI LI TY OPERATI NG | NCOVE
TWELVE MONTHS ENDED SEPTEMBER 30, 1998

Pennsyl vani a
OPERATI NG | NCOVE Di vi si on
$

Sal e of Natural Gas

480 Resi dent i al 157, 169, 599
481. 1 Conmrer ci al 31, 616, 604
481. 2 I ndustri al 4,469, 321
481. 3 Public Authority 6, 058, 447
483. 4 Of System Sal es 18, 840, 932
483.5 Provi sion for Refund 0

Total Sal es of Gas 218, 154, 903

O her Operating Revenues

487 Forfeited D scounts 854, 547
489 Rev. from Transport of Gas of Qthers 24,109, 516
493 Rents from Gas Property (6,613)
495 O her Gas Revenues 24, 207

Total O her Revenues 24,981, 657

Total Operating Revenues 243, 136, 560



NATI ONAL FUEL GAS DI STRI BUTI ON CORPORATI ON
PENNSYLVANI A DI VI SI ON

STATEMENT OF UTI LI TY OPERATI NG | NCOVE

TWELVE MONTHS ENDED SEPTEMBER 30, 1998

COPERATI NG EXPENSES

401- 402 Operation & Mi ntenance Expenses

Pur chased Gas Sol d

403
408.
408.

4009.

410.
411.
411.

Wk

(e IS

Nat ural Gas Field Line Purchases (801)
Natural Gas Trans. Line Purchases (803)
O her Gas Purchases

Total Purchased Gas Sol d
Nat ural Gas Production

O her Gas Supply

Transni ssi on

Di stribution

Cust omer Account

Cust oner Service

Sal es Pronption

Adm ni strative & General
Subt ot al

Depreci ati on Expense

Taxes Gt her than | ncone Taxes
Taxes Gt her than | ncone Taxes
Total Operating Revenue Deducti ons
Before State & Federal Inc. Tax

Net Utility Operating |Incone
Bef ore | ncone Taxes

Feder al

State
Def erred | ncone Taxes
Deferred | ncone Taxes Cr.
Il ncone Taxes

Il ncone Taxes:

Provi si on for
Provi sion for
M sc. Adjustnent for

Total | ncone Taxes

Net Utility Income

Page 2 of 2

Pennsyl vani a
Di vi si on
$

75, 920, 073
5, 859, 957
58, 303, 201
140, 083, 231

5,441

810, 346

1, 044, 529
13, 142, 924
12, 768, 087
3,052, 925
73,788

16, 832, 405
47,730, 445

10, 361, 268
1,277, 886
11, 862, 521

211, 315, 351
31, 821, 209

10, 552, 657
2,504, 927
9, 837, 241

(13, 502, 973)

0

9, 391, 852

22,429, 357
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Suppl emrent No. 97 to
Gas - Pa. P.UC No. 8

NATI ONAL FUEL GAS DI STRI BUTI ON CORPORATI ON
BUFFALO, NEW YORK

RATES, RULES AND REGULATI ONS

GOVERNI NG THE FURNI SHI NG
OF
NATURAL GAS SERVI CE

I N
TERRI TORY DESCRI BED HEREI N

| ssued: Cctober 30, 1998 Ef fective: Decenber 29, 1998

P. C. ACKERMAN, PRESI DENT
BUFFALO, NEW YORK

Thi s Suppl enent Make Changes
to Existing Rules and Rates. See Page 2



NATI ONAL FUEL GAS
DI STRI BUTI ON CORPORATI ON

Suppl emrent No. 97 to

Gas - Pa. P.UC No. 8

Ei ghty-Fifth Revised Page No. 2

Cancel | i ng Ei ghty-Fourth Revi sed Page No. 2

CHANGES:

1.)

2.)

3.)

4.)

5.)

LI ST OF CHANGES MADE BY TH S TARI FF

New "Rat e Schedul e SATC' for Small Aggregation Transportation
Custonmer Service has been added.
Pages 83AC- 83AF.

New "Rate Schedul e SATS' for Small Aggregation Transportation
Suppl i er Service has been added.
Pages 83AG 83AV.

Language pertained to "Rate Schedul e PTA" has been del eted. Pages
31, 32A, 41 and 41B

The term nati on of "Rate Schedul e PTA" has been clarified. Page
83L.

Language on the gas cost treatnment of "Rate Schedul es SATC and
SATS" has been added.
Pages 84-90.

| ssued: Cctober 30, 1998 Ef fecti ve: Decenber 29, 1998



Suppl enent No. 97 to
Gas - Pa. P.UC No. 8

NATI ONAL FUEL GAS Ei ghty-Si xth Revi sed Page No. 3
DI STRI BUTI ON CORPORATI ON Cancel ling Eighty-Fifth Revised Page No. 3
TABLE OF CONTENTS
Page
List of Changes......... ... . ... 2 Ei ghty-Fifth Revised
2A Twent y- Ei ght h Revi sed
2B First Revised
Table of Contents......... ... . .. . ... . ... 3 Ei ghty-Si xth Revi sed
4 Seventy- Fourth Revi sed
5 Seventy- Si xt h Revi sed
5A Thirteenth Revi sed
Description of Territory.......... ... .. ... i, 6 Ori gi nal
7 First Revised
Rules and Regulations............................ 8 Ori gi nal
9 Fourth Revi sed
10 Ei ght h Revi sed
11 Ori gi nal
12 First Revised
13 First Revised
14 Second Revi sed
15 First Revised
16 Ori gi nal
17 Second Revi sed
18 Ori gi nal
19 Third Revi sed
20 Ori gi nal
21 Third Revi sed
22 Second Revi sed
23 Second Revi sed
24 First Revised
25 Second Revi sed
26 Ori gi nal
27 Ori gi nal
28 Ori gi nal
29 First Revised
30 Third Revi sed
30A First Revised
30B First Revised
30C First Revised
Residential Service Schedule.................... 31 Forty-Fifth Revised
Rat e Schedul e LI RAS
Low I ncome Residential Assistance Service 31A Thirty-Fifth Revised
31B Second Revi sed
31C Ori gi nal
Commercial and Public Authority
Service Rate Schedule........................... 32 Ei ght eenth Revi sed
32A Thirtieth Revised
Commerci al Rider BDS — Business
Devel opnent Service Rider...................... 33 Fourth Revi sed
34 Ori gi nal
35 Ori gi nal
Rat e Schedul e CPA-LBS
Load Bal ancing Service for
Commercial and Public Authority Custoners....... 36 First Revised
37 Third Revi sed
38 Twent y- Si xt h Revi sed
39 Fourteenth Revised
40 Forty-Fourth Revi sed
40A Si xt h Revi sed
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RESI DENTI AL SERVI CE RATE SCHEDULE
RESI DENTI AL CLASSI FI CATI ON

This classification shall include gas supplied for residential purposes
such as a private dwelling, apartment house with a single neter supplying four or
less dwelling units, separately nmetered apartnments of a multiple dwelling,
accessory buildings to dwellings or apartnment houses such as garages, except at
resi dences receiving service under Rate Schedul e LI RAS for Low I ncone Residenti al
Assi stance Service and ot her places of residence where gas is used for
resi dential purposes.

Churches and m ssions (places of worship) shall be entitled to Service
under the Residential service rate schedul e.

AVAI LABI LI TY OF SERVI CE

Gas service shall be available at one |ocation, except as otherw se
provi ded, for residential custoners.

APPL| CABI LI TY

Applicable in all areas served under this tariff. (O
MONTHLY RATE
$ 11.68 Basi ¢ Service Charge
71.184¢ per 100 cubic feet for the first 5,000 cubic feet
66. 160¢ per 100 cubic feet for all over 5,000 cubic feet

The above rates shall be subject to surcharges in accordance with the
provisions of Rider B - State Tax Adjustnment Surcharge and Rider | - Case R942991
Inflation Adjustnent Surcharge, as set forth in this tariff.

RULES AND REGULATI ONS

The rules and regulations set forth in this tariff shall govern, where
applicable, the supply of gas service under this rate schedul e.

(O I ndi cat es Changes
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APPL| CABI LI TY

Applicable in all areas served under this tariff. (O

MONTHLY RATE

For "Smal|" Commercial /Public Authority Customers using not nore than
250, 000 cubic feet per year:
$16. 25 Basi ¢ Servi ce Charge
74.438¢ per 100 cubic feet for the first 5,000 cubic feet
72.718¢ per 100 cubic feet for all over 5,000 cubic feet
The above rates shall be subject to surcharges in accordance with
t he provisions of Rider B - State Tax Adjustnment Surcharge and
Rider I - Case R-942991 Inflation Adjustnment Surcharge, as set
forth in this tariff.
For "Smal|" Commercial/Public Authority Customers using greater than
250, 000 cubic feet but not nore than 1,000,000 cubic feet per year
$27.50 Basi ¢ Servi ce Charge
70. 008¢ per 100 cubic feet for the first 20,000 cubic feet
68. 648¢ per 100 cubic feet for all over 20,000 cubic feet

The above rates shall be subject to surcharges in accordance
with the provisions of Rider B - State Tax Adjustnment Surcharge
and Rider | - Case R-942991 Inflation Adjustment Surcharge, as
set forth in this tariff.

For "Large" Commercial/Public Authority Customers:

$127.50 Basi ¢ Service Charge
61. 381¢ per 100 cubic feet for the first 300, 000 cubic feet
60. 007¢ per 100 cubic feet for the next 1,700,000 cubic feet
58. 276¢ per 100 cubic feet for all over 2,000, 000 cubic feet

The above rates shall be subject to surcharges in accordance
with the provisions of Rider B - State Tax Adjustnment Surcharge
and Rider | - Case R-942991 Inflation Adjustment Surcharge, as
set forth in this tariff.

APPL| CATI ON PERI OD

The Application Period shall be the twelve nonths begi nning March 1 of each
year.

RULES AND REGULATI ONS

The rules and regulations set forth in this tariff shall govern, where
applicable, the supply of gas service under this rate schedul e.

(O Indicates Change
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SVIS

SMALL VOLUME | NDUSTRI AL SERVI CE RATE SCHEDULE

| NDUSTRI AL CLASSI FI CATI ON

An Industrial customer shall be defined as a custoner using gas primarily
in a process which grades or changes raw material or unfinished material into
anot her form or product including establishnents in mning and manufacturi ng.
The nature of the custonmer's prinmary business or economc activity at the
| ocati on served determ nes the classification

If a particular load to a manufacturing or processing plant represents gas
used for plant cafeteria or a heating load, with or w thout processing | oad,
whet her or not separately netered, the account shall be classified as Industrial

AVAI LABI LI TY OF SERVI CE

Gas service shall be available at one |ocation, except as otherw se
provided, for Industrial customers. Al industrial custoners shall receive
service under this rate schedul e except industrial custoners eligible for service
under Rate Schedule IVIS for Internediate Volunme |Industrial Service, Rate
Schedul e LM S for Large Volune Industrial Service or under Rate Schedule LIS for
Large Industrial Service. Custonmers served under this rate schedule will be
billed according to their annual consunption |level as follows. Those custoners
wi th actual deliveries of 1,000,000 cubic feet (1,000 Mcf) or less during the

twel ve billing nonths of the cal endar year precedi ng the next-succeeding
Application Period, as defined in this rate schedule, shall be considered to be a
SVIS custonmer. The actual deliveries of gas to the Custoner shall include not

only vol unes of gas purchased fromthe Conpany by such Customer but al so vol unes
of Custoner-owned gas transported by the Conpany to such Custoner.

A proposed new I ndustrial Custoner who does not qualify for the IVIS LVIS
or LIS Rate Schedul es, not previously receiving any service fromthe Conpany,
shal | be considered a SVIS Custoner unless both the Conpany and the Custoner
agree that the projected total volune of gas, including not only vol unes of gas
to be purchased fromthe Conpany by such Industrial Customer but al so vol unes of
Cust omrer - owned gas projected to be transported by the Conpany to such Custoner,
measured in thousand cubic feet (MSf), will be not |less than 1,000 M during the
succeedi ng twel ve nont hs.

APPL| CABI LI TY

Applicable in all areas served under this tariff. (O

(O Indicates Change
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VIS

| NTERVEDI ATE VOLUME | NDUSTRI AL SERVI CE RATE SCHEDULE

| NDUSTRI AL CLASSI FI CATI ON

An Industrial customer shall be defined as a custoner using gas primarily
in a process which grades or changes raw material or unfinished material into
anot her form or product including establishnents in mning and manufacturi ng.
The nature of the custonmer's prinmary business or economc activity at the
| ocati on served determ nes the classification

If a particular load to a manufacturing or processing plant represents gas
used for plant cafeteria or a heating load, with or w thout processing | oad,
whet her or not separately netered, the account shall be classified as Industrial

AVAI LABI LI TY OF SERVI CE

Gas service shall be available at one |ocation, except as otherw se
provided, for Industrial customers. Al industrial custoners shall receive
service under this rate schedul e except industrial custoners eligible for service
under Rate Schedule SVIS for Small Volune Industrial Service, Rate Schedule LVIS
for Large Volune Industrial Service or under Rate Schedule LIS for Large
Industrial Service. Custoners served under this rate schedule will be billed
according to their annual consunption |evel as follows. Those custonmers wth
actual deliveries in excess of 1,000 Mcf but |ess than 50,000 Mcf during the

twel ve billing nonths of the cal endar year precedi ng the next-succeeding
Application Period, as defined in this rate schedule, shall be considered to be
an I VIS customer. The actual deliveries of gas to the Customer shall include not

only vol unes of gas purchased fromthe Conpany by such Customer but al so vol unes
of Custoner-owned gas transported by the Conpany to such Custoner.

A proposed new I ndustrial Custoner who does not qualify for the IVIS LVIS
or LIS Rate Schedul es, not previously receiving any service fromthe Conpany,
shal | be considered a SVIS Custoner unless both the Conpany and the Custoner
agree that the projected total volune of gas, including not only vol unes of gas
to be purchased fromthe Conpany by such Industrial Customer but al so vol unes of
Cust omrer - owned gas projected to be transported by the Conpany to such Custoner,
measured in thousand cubic feet (MSf), will be not |less than 1,000 M during the
succeedi ng twel ve nont hs.

APPL| CABI LI TY

Applicable in all areas served under this tariff. (O

(O Indicates Change
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RATE SCHEDULE PTA
Pl LOT TRANSPORTATI ON' AGGREGATI ON SERVI CE

APPL| CABLE TO USE FOR

Delivery services to custoners under this service classification wll

term nate at the conpletion of the custoner's April 1999 billing cycle. (O
(O

This Service will be provided to third party suppliers in order for themto
serve the custonmers in the Cities of Sharon, Farrell and Hermtage, Boroughs of
Sharpsville, Wst M ddl esex and Wheat| and, and Townshi p of Shenango, pursuant to
the Conpany's test programfor residential and remaining sales custoners
unbundling ("Pilot Program'). Under the Pilot Programall customers in those
counties will obtain gas supplies fromsuppliers other than the Conpany, through
transportati on provided by the Conmpany. These "Non-Supplied" Customers primarily
affected by the Pilot Programare all residential and renaining sal es custoners
and they will participate in the Pilot Program by either choosing a supplier
during the enrollnent period of the Pilot Program or if they do not choose a
supplier they will be served by a supplier that has been chosen by the Conpany to
serve all such non-el ecting customners.

Service hereunder is available to any qualified party (hereinafter called
the Supplier) which: (1) has either a) obtained the consent and appoi ntnent of a
group of at |east 500 relevant custoners or a group of relevant custoners whose
vol unes total at |east 60,000 Mcf on an annual basis ("PTA Customer(s)" or "PTA
Customer Goup"), and agrees to assune the prinmary responsibility for all gas
supply service obligations for that group of PTA Customers, or b) has been
appoi nted by the Conpany to be the Supplier that will serve all custoners not
served by other Suppliers ("the Default supplier”) and agrees to assune the
primary responsibility for all gas supply service obligations for such designated
customers, subject to the provisions herein; (2) neets all applicable
requi renents established by the Conmpany, including the Conpany's requirenents for
creditworthiness; and (3) has entered into a PTA Service Agreenent with the
Conpany.

CHARACTER OF SERVI CE

Pil ot Transportation/Aggregation Service ("PTA Service") billed to
Suppliers which is the transportation service by which the residential and
remai ni ng sales custonmers in the Gties of Sharon, Farrell and Hermtage,

Bor oughs of Sharpsville, Wst M ddl esex and Weatl and, and Townshi p of Shenango
wi Il receive unbundl ed services from Suppliers other than the Conpany as a part
of the Conpany's Pilot Program Through the procedures and provisions of this
Pil ot Transportation/Aggregation rate schedul e and the Conpany's Pilot Program
approved by the Public Uility Conm ssion, the customers will: 1) contract for
service with a Supplier and be served by such Supplier for an initial term ending
March 31, 1998; or 2) if custonmers in the Pilot Program do not select a Supplier
by the close of the Enrollnent Period (as defined in Section H 2 herein) then
such PTA Custoner shall be served by the Default Supplier pursuant

(O Indicates Change
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RATE SCHEDULE SATC (O
SMALL AGGREGATI ON TRANSPORTATI ON CUSTOVER SERVI CE

APPL| CABLE TO USE FOR

Service hereunder is available on or after April 1, 1999 to any qualified
customer ("SATC Customer” or "Custoner") that has enrolled to receive gas supply
service froma qualified supplier under the Conmpany's Small Aggregation
Transportation Supplier Service ("SATS Supplier” or "Supplier"). Service is
avai | abl e under this Rate Schedule only if the Federal Energy Regul atory
Conmmi ssion grants a wai ver of the requirenent that the SATS Supplier nust have
title to capacity retained by the Conpany as provi ded under Rate Schedul e SATS.

CHARACTER OF SERVI CE

Thr ough the procedures and provisions of this Small Aggregation
Transportation rate schedul e SATC Custoners will contract for service with a SATS
Supplier and be served by such Supplier for an established termending at the
SATC Custonmer's nmeter reading in April (April billing cycle). The enroll nment
period and service starting dates will be as specified in Rate Schedul e SATS.

The Conpany will bill the SATC Custoner for transportation services
rendered by the Conpany for the SATC Customer.

Customers shall not participate in both the LIRA pilot and the Snal
Aggregation Transportation Customer Service program

RATES AND CHARGES
A Customer Transportation Service Rates

The Conpany will provide transportation services to deliver gas supplies to
the SATC Custoner(s). The Custoner shall be billed the charges for the
transportation services rendered for it at the appropriate charges provided
herein for which service the SATC Custoner qualifies.

The SATC Custoner shall pay the follow ng transportation charges for the
transportation of gas. The commodity rates set forth bel ow contain a conponent,
presently $0.08440 per Ccf, for the recovery of purchased gas demand costs and
shal | be adjusted pursuant to Rider A of the tariff. Such purchased gas costs
col l ected through these rates shall be included as revenues for the recovery of
purchased gas costs as specified in Rider A of this tariff.

(O Indicates Change
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1. Resi dential Transportation Rates

SATC Custonmers that neet the qualifications under the Residential Service
Rat e Schedul e cl assification

Rat es per Residential SATC Custoner per Nonth:
$11. 10 Basi ¢ Servi ce Charge
.28812 Per 100 cu. ft. for the first 5,000 cu. ft.
.24039 Per 100 cu. ft. for all Over 5,000 cu. ft.

2. Commer ci al and Public Authority Transportation Rates

SATC Custonmers that neet the qualifications under the Conmercial and Public
Authority Service Rate Schedul e cl assification

a) Rat es per Commercial /Public Authority customer per nonth for "Small"
Conmer ci al / Publ i ¢ Custoners using not nore than 250,000 cubic feet per
year:

$15. 44 Basi ¢ Servi ce Charge

.31903 per 100 cu. ft. for the first 5,000 cu. ft.
. 30269 per 100 cu. ft. for all Over 5,000 cu. ft.

b) Rat es per Commercial /Public Authority customer per nonth for "Small"
Conmmer ci al / Publ i ¢ Customers using greater than 250,000 cubic feet but not
nore than 1,000,000 cubic feet per year

$26. 13 Basi ¢ Service Charge
.27695 per 100 cu. ft. for the first 20,000 cu. ft.
. 26403 per 100 cu. ft. for all over 20,000 cu. ft.

c) Rat es per Commercial /Public Authority customer per nonth for 'Large”
Commer ci al / Publ i ¢ Custoners:

$121.13 Basi ¢ Service Charge
. 19499 per 100 cu. ft. for the first 300,000 cu. ft.
. 18194 per 100 cu. ft. for the next 1,700,000 cu. ft.
. 16549 per 100 cu. ft. for all over 2,000,000 cu. ft.

(O Indicates Change
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3. Smal | Vol ume I ndustrial Service Transportation Rates

SATC Customers that neet the qualifications under the Small Vol une
I ndustrial Service Rate Schedul e classification

Rates per Small Vol une Industrial Service SATC Custoner per Month:

$65. 08 Basi ¢ Service Charge
. 27767 Per 100 cu. ft.

4. Internediate Vol unme I ndustrial Service Transportation Rates

SATC Custonmers that neet the qualifications under the Internediate
Vol ure I ndustrial Service Rate Schedul e cl assification

Rates per Internediate Vol ume |Industrial Service SATC Custoner per
Mont h:

$142. 50 Basi ¢ Servi ce Charge
. 22488 per 100 cu. ft for the first 100,000 cu. ft.
. 18836 per 100 cu. ft for the next 1,900,000 cu. ft.
. 15975 per 100 cu. ft. for all over 2,000,000 cu. ft.

B. M scel | aneous Customer Surcharges

1. E- Fact or Charges
For a period of 12 nonths starting when service hereunder is rendered
to the SATC Custonmer by the SATS Suppliers, the rates for
transportati on services under this service classification shal
i ncl ude an anmount per 100 cubic feet equal to the commodity " CE"
factor included in the currently applicable Purchased Gas Commodity
rate as specified in Rider Aof this tariff and any portion of the
Demand "DE" Factor included in the currently applicable Purchased Gas
Demand rate as specified in Rider Aof this tariff that is not
i ncluded in the Custoner Transportation Service Rates provided in
Rat es and Charges Section A of this tariff.

2. Transition costs associated with FERC Order No. 636. The rates for
service rendered pursuant to the service classification shall be
subject to a nmonthly transition cost surcharge as described in Rider
Gto this tariff.

(O Indicates Change
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3. Ri der | Surcharge
The rates for service rendered pursuant to this service
classification shall be subject to surcharges in accordance with the
provisions of Rider I - Case R 942991 Infl ation Adjustnent
Surcharge, as set forth in this tariff.

SPECI AL PROVI SI ONS
A Qualified Suppliers

Customers under this service classification may only receive service from
qual i fied SATS Suppliers. Such qualified SATS Suppliers are required, anong
other things, to neet the Consumer Protections requirenents of the SATS Rate
Schedul e.
B. Term nation of SATS Suppli er

If the SATS Supplier serving the SATC Custoner is term nated the SATC

Customer shall be served by the Conpany under the appropriate sales service rate
schedul e for all services provided after the term nation of the Supplier

(O Indicates Change
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APPL| CABLE TO USE FOR

Service hereunder is available on or after April 1, 1999 to any supplier
(" SATS Supplier” or "Supplier") which has obtained the consent and appoi nt nent of
a group of at |least 250 rel evant custoners or a group of relevant custoners whose
vol umes total at |east 30,000 Mcf on an annual basis ("SATC Customer(s)" or "SATC
Customer Group"), and agrees to assune the primary responsibility for the gas
supply obligations for that group of SATC Customers. Service is avail able under
this Rate Schedule only if the Federal Energy Regul atory Comm ssion grants a
wai ver of the requirenent that the SATS Supplier nmust have title to capacity
retai ned by the Conpany under Special Provision C. 3. of this Rate Schedul e.

CHARACTER OF SERVI CE

Through the procedures and provisions of this Small Aggregated
Transportation Supplier rate schedule qualified SATS Suppliers will contract for
service with qualified SATC Customers and shall serve such SATC Custoners for an
est abl i shed termending at the conclusion of the SATC Custoner's nmeter reading in

April (April billing cycle).

The Conpany will bill the Supplier for aggregation services (including any
pur chases of Conpany gas) provided to the Supplier

RATES AND CHARGES
A Suppl i er Aggregati on Charges

The SATS Supplier shall be billed the charges for the aggregation services
rendered for it at the appropriate Supplier aggregation charges provi ded herein.
A SATS Service Agreenment will allow Suppliers under this service classification
to aggregate supplies to serve individual qualified SATC residential custoners
and qualified SATC non-residential customners.

1. Aggregation Charge

The Conpany shall charge the SATS Supplier a nonthly fee of $0.010 per 100

cu. ft. of gas supplies aggregated by the Supplier based on the burner-tip
consunption for its Custoner G oup.

(O Indicates Change
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2. Billing Service Charges (O

The Conpany will bill the SATC Custoner for gas supplies sold by the
Supplier to the Customer subject to the Supplier entering into a billing service
contract with the Conpany. Paynments made by the Custoner under the billing
service will be applied first to anounts to past service due under an
anortization agreement with the Conmpany, next to current bills due to the
Company, next to gas supply charges owed to the Supplier, and lastly to charges

for other services. The ternms and charges for the Supplier billing services wll
be negoti ated between the Conpany and the Supplier. The Conpany shall be under
no obligation to provide the Supplier billing services if mutually agreeable

terns and charges cannot be negoti at ed.

The Conpany, at its option, may purchase the accounts receivable from
participating Suppliers at a discount to be negotiated with the Supplier. |If the
Conmpany purchases the accounts receivable fromthe supplier, the Conpany retains
the right to termnate service for failure to pay either transportation or supply
charges, in accordance with Conm ssion Regul ati ons.

SPECI AL PROVI SI ONS
A Gas Quality

Gas delivered by the Supplier nust satisfy the quality specifications of
the pipelines used to transport Supplier's gas. For deliveries to the Conpany,
such deliveries nust be nade at an appropriate Conpany facility | ocated within
the Territory, as described in this tariff, or at another point or points
acceptabl e to the Conpany.

B. Al | owance for Losses

As all owance for losses incurred in the process of delivery, the Supplier
shal | provide the Conmpany with a vol une of gas equal to 3.25% of the anount
delivered to the Conpany. |In addition, for deliveries into Conpany capacity
retai ned pursuant to Section C 3., Suppliers shall provide incremental quantities
of gas equal to the anmount of retainage required to transport gas fromthe
recei pt point into such Conpany retained capacity to the entry point to the
Conmpany's system ("City Gate").

(O Indicates Change
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C. Total Upstream Capacity Requirenents for SATS Suppliers

SATS Suppliers shall be required to provide sufficient firmpipeline
transportation and storage capacity to neet the estimted extrene day
requi renents of their SATC Customer groups as further described bel ow

Such sufficient pipeline transportation and storage capacity shall be
provi ded through the foll owi ng neans:

1. Rel eased ESS St orage Capacity and Associ ated EFT Capacity
a. Requi renents To Be Met Through ESS Storage

52% of extrene peak day requirenments shall be provided through the
Conmpany's ESS storage and associ ated EFT transportati on capacity on NFGSC. Such
NFGSC storage and transm ssion capacity shall be released to SATS Suppliers at
the maxi mumrate under the pipeline's FERC gas tariff.

b. Initial Assignment of ESS Storage Capacity

Each year, interested SATS Suppliers may request an initial assignnment of
storage capacity, based on the percentage set forth at C. |.a. above, to neet the
Supplier's estimate of market share for the upcom ng winter period. The request
deadl i ne for such assignnments will be March 15 for an effective date of April 1.
Fifteen days prior to the close of nom nations for the nmonth of Novenber, the
Company will reduce the quantity of storage capacity released to match the SATS
Supplier's revised winter requirenents based on the nunber of SATC Custoners
aggregated by the Supplier, to be effective Novenber 1, and such capacity to be
returned to the Conpany shall include an equal volune of storage gas. The
Company shal |l conpensate the SATS Supplier for such storage gas transferred at a
price equal to the Conpany's | owest nonthly wei ghted average commodity cost of
gas delivered to the Conpany's City Gate during the previous storage injection
period (April through Cctober), plus applicable storage demand capacity charges
since April 1 for such returned volunmes. The SATS Supplier shall be responsible
for all taxes and pipeline fees associated with noving or transferring the
storage gas to the Conpany.

(O Indicates Change
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c. Additional Assignnents of ESS Storage Capacity

I f additional SATC Custoners join a SATS Supplier's SATC Custonmer G oup, or
if a Supplier requests and the Conpany grants an assi gnment of storage capacity
after the initial assignment period described at C.|.b. above, the Conpany wl|l
rel ease additional capacity as required, based on the percentage set forth at
C.l.a. above. 1In addition, the SATS Supplier will be required to pay the Conpany
for storage gas transferred and all taxes and pipeline fees associated with
nmoving or transferring the storage gas to the Supplier. The storage gas transfer
rate shall be the sumof (1) the higher of the Conpany's fiscal year weighted
average cost of gas (including all pipeline demand and storage costs), or the
Market Price of gas for that day which shall be determ ned by reference to The
Gas Daily Index, 'Daily Price Survey" for "Appalachia,” "CNG North Point," plus
all transportation costs to the Conmpany's City Gate, plus (2) the Demand Transfer
Recovery Rate ("DTR rate"). The DIR rate shall equal the per Mf System Average
Unr ecovered Demand Charge revenue beginning in the month of April through the
initial month that storage capacity is released to the Supplier. The System
Aver age Unrecovered Demand Charge Revenue shall equal the sum of the differences
bet ween t he average demand charge revenues and the average fixed denmand costs
begi nning the nonth of April through the initial nonth that storage capacity is
rel eased to the Supplier.

Al'l revenues received fromsuch storage gas transfers shall be credited as
revenues for the recovery of purchased gas costs as specified in Rider A of this
tariff.

Storage gas shall be transferred with rel eased capacity as foll ows:

Vol unes of Storage
Gas Transferred as

Capacity Transfer a Percent age of
Mont h Endi ng Rel eased Capacity
Apri | 14. 29%

May 28.57%
June 42. 86%
July 57.14%
August 71.43%

Sept enmber 85.71%
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d. Return of ESS Storage Capacity

If a SATS Supplier that has received rel eased storage capacity in the
prior year elects, effective April 1, to return storage capacity to the Conpany
or athird party, the Supplier may either (1) transfer the renai ning storage
gas to a third party, subject to applicable pipeline requirenments and charges; or
(2) transfer the storage gas to the Conpany at the |esser of (a) 95% of the
Company's | owest nonthly wei ghted average commodity cost of gas during the
previ ous storage injection period (April through Cctober), plus associated
variabl e transportation cost to NFGSC s City Gate; or (b) 95% of the Market Price
of gas for that day which shall be determ ned by reference to the Gas Daily
Index, "Daily Price Survey" for "Appalachia,” "CNG North Point," plus associated
variabl e transportation costs to the Conpany's Gty Gate. The SATS Supplier
shal |l be responsible for all taxes and pipeline fees associated with noving or
transferring the storage gas to the Conpany.

If a Supplier's SATS Agreenent is canceled or term nated, the Conpany may
recal | ESS storage and associ ated EFT transm ssion capacity that has been
rel eased to the Supplier. The Conpany shall have the right but not the obligation
to purchase the remai ning storage gas at the |esser of (a) 95% of the Conpany's
| owest nonthly wei ghted average commodity cost of gas during the previous
injection period (April through Cctober), plus associated variable transportation
costs to NFGSC s City Gate and a proportionate share of storage demand capacity
charges on such volunes since April 1; or (b) 95%of the Market Price of gas for
that day which shall be determ ned by reference to the Gas Daily Index, "Daily
Price Survey" for "Appalachia," "CNG North Point," plus associated variable
transportation costs to the Conpany's City Gate and proportionate storage demand
capaci ty charges on such volumes since April 1.
The SATS Supplier shall be responsible for all taxes and pipeline fees associated
with noving or transferring the storage gas to the Conpany.

e. Requi red ESS Storage Inventory Levels

Suppliers will be required to follow a schedul e set out by the Conmpany such
that the particul ar storage |evels are obtained throughout the year, to assure
the Supplier's SATC custoners' needs are met by the Supplier

In addition to neeting the City Gate bal ancing requirenents set forth
bel ow, Suppliers must a nmeet mninum storage inventory | evel of 86% at Septenber
30; 98% at Cctober 31; 92% at Novenber 30; a mininmuminventory |evel of 80% at
Decenmber 31; a m ni mum of 50% on January 31, a m ni num of 22% on February 28 and
a mnimumof 17%on March 15. Any deficiency will be automatically adjusted by
the Conpany to neet the required level. The Supplier will be charged per Mf for
such automatic adjustment at the higher $7.00 per Mcf or the Market Price of gas
for that day which shall be determ ned by reference to The Gas Daily I ndex,
"Daily Price Survey" for "Appalachia”, "CNG North Point", plus all transportation
costs to the Conpany's City Gate.
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2. Rel eased Transmi ssion Capacity Not Included in SATC
Transportati on Rates

23% of extrene peak day requirements is to be provided by the rel ease
of pipeline capacity upstream of NFGSC which is not included in transportation
rates. All such capacity shall be rel eased to SATS Suppliers, and SATS Suppliers
shal | take such rel eased capacity, at the maxi mumrate under the pipeline' s FERC
gas tariff. To the extent that the actual demand cost per Dth of such upstream
pi pel i ne transm ssion capacity agreed to be released is greater than the
Conmpany' s wei ght ed average demand cost per Dth of upstream pipeline transm ssion
capacity not included in transportation rates, the SATS Supplier shall receive a
credit for such difference in capacity costs for the billing month. To the
extent that the actual demand cost per Dth of such upstream pipeline transm ssion
capacity agreed to be released is |less than the Conpany's wei ghted average denmand
cost per Dth of the upstream pipeline transm ssion capacity not included in
transportation rates, the Supplier shall be surcharged for such difference in
capacity costs for the billing month. These credits and charges wll be
reflected in the Conpany's purchased gas cost rate under Rider A of this tariff.
The actual pipeline capacity path upstream of NFGSC to be rel eased to the
Supplier by the Company shall be designated by the Conpany fromits avail able
capacity. The Conpany will attenpt to acconmodate a Supplier's request for
particul ar capacity on a first-cone first-serve basis.

For capacity term nation notices which occur after January 1, 1999,
prior to the term nation notice date of any capacity contract in this Section
C. 2., the Conpany will hold a collaborative session with all interested qualified
Suppliers under this tariff to determne if the Conpany should term nate, renew,
or replace such contract, in whole or in part. The Conpany will agree to
term nate a proportionate share of the capacity contract if: (1) Suppliers
denonstrate that they will provide conparable firmcapacity to serve the
Company's core custoners, and (2) the Suppliers agree to assign such conparabl e
capacity at the contracted price to the Conpany upon Conpany request if such
capacity is required to nmeet supply requirenents of SATC Custoners due to the
term nation of the SATS Supplier pursuant to section H 1 or if the Supplier has
reduced the level of delivery requirements fromthe previous periods
requi renents. Conparable capacity nmust have firmrights for at |east the seven
(7) winter nmonths, and such capacity mnmust have primary delivery rights into
avail abl e primary receipt rights on NFGSC hel d by the Conpany.

(O Indicates Change
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If the Company term nates capacity included in this Section C 2., the
requi renent to take rel eased capacity pursuant to this Section C. 2. shall be
adj usted downward for the Supplier that replaces the term nated capacity to
refl ect such term nation. Corresponding changes will be nade in Section C 4.

3. Capacity Upstream of NFGSC Included in Transportation Rates

25% of extrene peak day requirements is to be provided by a SATS Supplier's
maxi mum dai ly delivery into allocated upstream pi peline receipt points which the
Conpany has retai ned ("Conpany Retained Upstream Capacity") and the cost of which
capacity is included in transportation rates. The actual pipeline point upstream
of NFGSC to be nmade available to the Supplier by the Conmpany shall be desi gnated
by the Conpany. The Conpany will respond to requests for particular capacity and
recei pt points on a first-cone first-serve basis and will reallocate capacity
each April.

4. SATS Supplier Provided Capacity

0% of the extrenme peak day requirements is to be provided by a SATS
Supplier's own firmcapacity. The percentage provided by SATS Supplier's own
firmcapacity is subject to increases if the Conpany terninates capacity as
specified in Section C. 2. The Supplier shall assign such SATS Supplier capacity
to the Conpany upon Conpany request if such capacity is required to nmeet supply
requi renents of SATC Custoners due to the term nation of the SATS Supplier
pursuant to section H 1 or if the Supplier has reduced the |evel of delivery
requi renents fromthe previous period requirenents.

5. NFGSC Capacity Included in Transportation Rates
The Conpany will deliver all upstream pipeline deliveries associated with

Speci al Provisions Sections C. 2, C 3, and C. 4 above through the NFGSC EFT
capacity retai ned by the Conpany and included in transportation rates.
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D. City Gate Bal ancing
1. Determ nation of Daily Delivery Quantities and Aggregate Daily

Delivery Quantities

The Conpany, based upon each SATC Custoner's historical |oad profile and/or
estimates of consunption as applied to any forecasted weather, shall determ ne a
SATS Supplier's SATC Customer's projected weat her nornmalized consunption for a
gi ven period; either nonthly, weekly, or daily. Based upon this projected
consunption, the Conpany will determ ne each SATC Custoner's Daily Delivery
Quantity (DDQ and the Conpany will also determi ne the Supplier's SATC Custoner
G oup's Aggregate Daily Delivery Quantity (ADDQ by sunming all DDQs of the SATC
Customers in the Supplier's SATC Custoner Group. The DDQ@ and ADDQ so cal cul at ed
will be used to determine the Supplier's daily delivery obligations at the
Company City Gate. The DD and ADDQ shall also be used to determ ne the
specific rates and charges as outlined in this rate schedul e.

A SATS Supplier taking service under this rate schedul e accepts the
Company's cal cul ati on of the DDQ and/or ADDQ The Conpany shall not be |iable
for the difference between the projected consunption and the consunption
determ nati on by the Conpany.

2. Del i very Requirenents

Deliveries of natural gas at the Gty Gate under this rate schedul e both
fromdirect deliveries at the City Gate under Special Provisions Section C.1. and
as a result of deliveries to upstream pipeline transfer points made under Speci al
Provi sions Sections C 2., C 3, and C. 4. shall be nade to neet the DDQ for all
customers in a SATS Supplier's SATC Custoner Goup (the ADDQ w thin a tol erance
band descri bed bel ow. The Conpany will deliver to each individual SATC Custoner
the Custoner's requirenents.

To the extent the Supplier's Gty Gate deliveries differ fromthe ADDQ
provided to the Supplier by the Conpany then a City Gate Inbal ance shall occur
(' I'mbal ance”) and charges for such Inbalance will be incurred as described bel ow.

The Conpany is not obligated to accept any quantities nom nated by Supplier
in excess of its SATC Customer G oup's ADDQ
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3. City Gate Inbal ance Charges
For City Gate deliveries by the SATS Supplier that differ fromthe
applicable ADDQ the Supplier will incur the follow ng charges:
a. Charges for Daily City Gate Underdeliveries:

i For Daily City Gate underdeliveries up to or equal to (2) percent of
the applicable ADDQ there will be no charge.

ii. For Daily City Gate underdeliveries in excess of two(2) percent of
t he applicable ADDQ during the Sumrer Period (April through Cctober), the charge
for the gas supplied by the Conpany to make up for the underdeliveries shall be
equal to the higher of $7.00 per Dith or 110% of the Market Price of gas for that
day which shall be determined by references in The Gas Daily Index, "Daily Price
Survey" for "Appal achia”, "CNG North Point".

iii. For Daily City Gate underdeliveries in excess of two(2) percent of
t he applicable ADDQ during the Wnter Period (Novenber through March), the charge
for the gas supplied by the Conpany to make up for the underdeliveries shall be
equal to the higher of $10.00 per Dth or 110% of the Market Price of gas for that
day which shall be determined by references in The Gas Daily Index, "Daily Price
Survey" for "Appal achia”, "CNG North Point".

iv. During OFO periods, the charges described in Section F herein shall
apply in addition to those charges specified in this Section D.3.

b. Charges for Daily City Gate Overdeliveries

There shall be no charges for Daily City Gate overdeliveries of up to
two(2) percent of the applicable ADDQ however, any such overdeliveries in
excess of two(2) percent of the applicable ADDQ nmay be rejected by the Conpany in
its sole discretion.
E. Burner Tip | nmbal ances

1. Aggregation of Custonmer Burner Tip |nbal ance

For the SATC custoners included in the SATS Supplier's SATC Custoner G oup,

the Conpany will net all the inbal ances for which the Supplier is responsible
pursuant to this rate schedule into a single inbalance ("SATS I nbal ance").
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2. Resol uti on of Burner Tip |Inbal ances
The Conpany will resolve burnertip inbalances through either a rollover to
subsequent nonths or a cash-out. Unless the Supplier elects the rollover option,
the default method of burnertip inbalances resolution will be cash-out.
a. Rol | over Option
At the close of the billing nmonth, the Conpany will cal cul ate the SATS

| mbal ance, as descri bed above, for each SATC Custoner G oup. The Conpany shall
adj ust the applicable ADDQ for the next follow ng nonth that operating conditions

permt, upward to reconcile a net deficiency in the billing nmonth, or downward to
reconcile a net surplus in the billing nonth.
b. Cash Qut Option

i Burner Tip |Inbal ances Resulting in Net Overdelivery

For SATS | nbal ances which result in a net overdelivery of volunes of gas
for a SATC Custoner Goup during the nonth, the Conpany shall have the right to
purchase, wi thout further notice, the anount of overdelivery at a rate equal to
the | owest comodity price the Conpany offers to pay for nmonthly spot purchases
of gas produced directly into the Conpany's system

ii. Burner Tip Inbal ances Resulting in Net Underdelivery

For SATS I nbal ances which result in a net underdelivery of volumes of gas
for a SATC Custoner Goup during the nonth, the Conpany shall charge the Supplier
for the gas supplied by the Conpany to make up for the underdeliveries a charge
equal to the higher of $7.00 per Dih or 110% of the Market Price of gas for that
day which shall be determined by references in The Gas Daily Index, "Daily Price
Survey" for "Appal achia”, "CNG North Point".

F. System Mai nt enance Order ("SMD')

1. | ssuance of SMs

The Conpany shall issue System Mai ntenance Orders fromtinme to tinme which
assure that gas is flowing to the City Gate where and when needed. Such SMXs
shal | include but not be Ilinmted to orders to deliver gas at any or all of the

poi nts obtained by or allocated to Suppliers in Special Provisions Section 3
above, to deliver gas at particular primary points into NFGSC, or into the
particul ar primary points of the Conpany Retai ned Upstream Capacity, as well as
orders to deliver additional gas to or fromstorage. Should SATS Suppliers fail
to conply with such SM3s then the Conpany shall issue OFCs as descri bed bel ow
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2. Communi cati on of SM3s

SMOs will be communicated to the Supplier through the Conpany's el ectronic
communi cations facilities ("ECF') with four hours advanced notice. Such notice
wi |l be supplenmented by the use of internet E-mail notification to a Supplier's
I nt er net address.

G Qperational Flow Order (' OFO")
1. | ssuance of OFGCs

The Conpany reserves the right to i ssue Operational Flow Orders as
necessary to preserve the operational integrity of its system Such OFCs may
i nclude, but shall not be Iimted to the following: a requirenment to flow gas to
or fromstorage on NFGSC, and a requirement to flow gas to the Supplier's primary
recei pt points on NFGSC.

2. Charges for Violation of OFGs

In addition to all other charges due the Conmpany, any gas not delivered by
SATS Supplier in violation of any OFO i ssued under this Section F. may be
assessed a charge of the higher of $25 per Dth or the Market Price of gas for
t hat day which shall be determ ned by references in The Index, "Daily Price
Survey" for "Appal achia”, "CNG North Point".

3. Communi cati on of OFGCs

OFCs will be communicated to the Supplier through the Conpany's ECF with
four hours advanced notice. Such notice will be supplenented by the use of
internet E-mail notification to a Supplier's Internet address.

H. Term nation of Service for Failure to Deliver Daily Quantity

1. The Conpany shall have the right to termnate service under this rate
schedul e to any Supplier that fails for any three (3) days to deliver at |east
ninety (90) percent of the applicable ADDQ for the Supplier's SATC Custoner
G oup, neasured during a single thirty-day period ("Term nated Supplier"). The
Term nated Supplier, at the Conpany's option, may be prohibited fromreceiving
service under this rate schedule for the greater of 6 nonths or until such tinme
as another Enrollnent Period as defined in Section J.1. is established by the
Conmpany. Such Term nated Supplier's SATC Custoners will be served by the Conpany
with the obligation that the gas supplies in storage and the capacity reserved
for those customers shall be transferred to the Conpany through sale and recall
as follows:
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a. Upon notice by the Conpany to the Term nated Supplier, the Conpany at
its option may recall the capacity that it has released to the Term nated
Supplier; and or require release of the Supplier's capacity as provided under
Section C. 4.

b. Inventory remaining in storage shall be sold to the Conpany at a
price equal to the Conpany's | owest nonthly weighted average commodity cost
experi enced over the last twelve nonths.

C. The Term nated Supplier shall be responsible for any and all fees
and taxes associated with noving or transferring the storage inventory to the
Conpany.

d. Any failure to conply with the provisions under Sections H.I.a.
Hl.b., Hl.c., and C 4. will result in the permanent ineligibility to receive
service under this rate schedul e.

e. Supplier's SATC custoners may be notified by the Conpany as to the
i npendi ng transfer to Company service, together with a statenent that the
transfer is the result of the Supplier's failure to performas required. The
Company shall recover the cost of such notice fromthe Supplier by either, (1)
adjusting the inventory sales price described in Section HIl.b., or (2) draw ng
down the Supplier's security deposit (or other security instrument.

l. Supplier Qualification Criteria

1. Service under this rate schedule is contingent upon the SATS Supplier
nmeeting the Conpany's creditworthi ness standards. Applicants for service
hereunder will be required to conplete a Credit Application for evaluation by the
Conmpany based on the criteria set forth in this tariff. The results of the
credi tworthi ness checks perforned by the Conpany will be conmunicated to the
applicant within two weeks of the Conpany's receipt of the properly conpl eted
application.

2. The SATS Supplier's application shall include a description of the
SATS Supplier's operational capability for neeting the requirements of its SATC
Customer G oup. The Conpany shall then nmake a determ nation as to whether this
capability is sufficient.

3. SATS Suppliers shall also describe in the application the neans by
which they will handle marketing and billing for 250 or nore customers.
Al ternatively, SATS Suppliers may identify a third party and descri be how such
party will handl e such tasks. The Conpany shall then make a determ nation as to
whet her this capacity is sufficient.
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4. SATS Suppliers shall include with their application paynent of a non-
ref undabl e $500 f ee.

5. SATS Suppliers shall also include with their application a copy of their
i ntended pro forma contract for their prospective SATC Custoners (m nus
confidential pricing provisions) denonstrating inclusion of the provisions
set out in Section J. herein.

J. SATS Supplier Obligations

1. Suppliers may enroll customers for service comencing with the SATC
Customer's nmeter reading in any nmonth of April through Septenber which
corresponds to the billing nmonths of May through Cctober ("Enrollnment Period").
Service to the SATC Custoner shall begin at the start of the customer's billing
cycle after enrollment confirmation has been provided by the Conpany.

2. Once qualified, SATS Suppliers will be obligated to notify the
Conmpany on a weekly basis during the Enroll nent Period of those custoners
enrolled in the Suppliers' SATC Custonmer Groups. Enrollnents will not be
accepted after Septenber 15 of each year

3. Enrol I ment shall occur electronically, however, each SATS Suppli er
will be obligated to keep on file, witten evidence of each custonmer's enroll nment
with that Supplier, which evidence shall be avail able for Conpany review at any
time, upon 24 hours' notice. The Conpany will provide the SATC Custonmer with a
letter confirmng enrollment, if the Custonmer notifies the Conpany within 10 days
of issuance of the confirmation letter that the Custoner does not wi sh to be
served by the SATS Supplier, the enrollnment for the Custonmer will be rescinded.

4. To the extent a SATS Supplier's SATC Custoner at any time is not
served any |onger by that SATS Supplier and is then the responsibility of the
Conmpany, effective upon the transfer of that customer to the Conpany, the Conpany
shal |l have the option to recall capacity released to the Supplier under Special
Provisions Section C.1 and C. 2 or require assignment of capacity under Speci al
Provi si ons Section C. 4.

5. SATS Suppliers agree to abide by any other specific requirenents in

t he Conpany's Aggregation Application as such is approved by the Public Wility
Conmi ssi on.
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K. Consuner Protections

In addition to satisfying the criteria set out in Sections G and H above, SATS
Suppliers seeking to obtain service hereunder to sell gas to custoners nust
denonstrate to the Conpany that they will neet the foll owi ng requirenents:

1. Contracts between SATS Suppliers and residential SATC Custoners will
contai n specific | anguage advising custoners that the foll owi ng consuner
protections (Sections |1.2.-7.) will be provided by the Supplier

2. The SATS Supplier has established a dispute resolution process
sati sfactory to the Conpany. Questions or conplaints received by the Conpany
will be processed to determ ne the nature of the dispute, and then forwarded as
appropriate to the SATS Supplier. The Conpany shall provide the Conm ssion's
Conpetition Hotline phone nunber to each SATC Custoner who has submitted a
guestion or conplaint concerning the SATS Supplier

3. The bills rendered by the SATS Supplier will be clear and in plain
| anguage and shall neet the billing information requirements of Chapter 56 of the
Commi ssion's regul ations, including the requirenment that bills contain a
statement directing the custoner to "register any question or conplaint about the
bill prior to the due date,"” with the Conpany tel ephone nunber where the custoner
may initiate the inquiry or conplaint. The Supplier shall submit a sanple bil
to the Conpany.

4. The SATS Supplier shall provide SATC Custoners with m ni mum paynent
peri ods required by the Conmi ssion's regulations; i.e. residential custoners
shal | have 20 days to pay and conmercial customers shall have 15 days. If a

customer fails to pay by the due date, the Supplier shall notify the SATC
Customer by mail that failure to pay will result in transfer to the Conpany in 15
days, whereupon the Conpany has the ability to term nate service for nonpaynent
in accordance with the Comni ssion's regul ations.

5. Procedures are in place to ensure residential SATC Custoners receive
adequate prior notice of term nation of gas supply services. The procedures nust
provide that notifications be sent to the residential SATC Custoner(s) and to the
Conmpany at |east 15 days before discontinuation of supply service to allow
residential SATC Custoners the opportunity to pay the overdue bill. Custoners
will only be transferred froma Supplier to the Conpany upon the "Control Date"
for such custoner, as such is established by the Conpany.
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L. SATS Servi ce Agreenent

The initial termof the SATS Service Agreenent between the Conpany and the
SATS Supplier shall be for a period ending March 31, 2000 and renewabl e annual |y
for successive one-year terns unless cancel ed by default of any ternms or
conditions hereof, or by the Conmpany or the Supplier on sixty (60) days witten
notice prior to the end of a term or otherw se by nutual agreenent. A SATC
Customer shall be obligated to contract with Suppliers for terns ending with the
customer’s April billing cycle. Notice for term nation of such contracts shal
be a matter to be determ ned by the SATS Supplier and SATC Custoner.

M Force Majeure

SATS Supplier will be excused fromdelivering the required daily quantity
of supply on any given day for Force Majeure events which directly and
substantially affect a SATS Supplier's natural gas deliveries to the Conpany and
for which alternate supply arrangenments cannot be obtai ned by SATS Supplier or
if the SATS Supplier is unsuccessful in obtaining alternate supplies, for which
t he Conpany cannot obtain supplies on behalf of the SATS Supplier. For supplies
provi ded by the Conpany, the SATS Supplier shall be charged the higher of 125% of
the Residential purchased gas cost (commodity and demand) identified in R der A
or the highest price reported in the “Appal achia”, "CNG North Point" index of the
Gas Daily "Daily Price Survey" for each day such alternate supplies are delivered
on behal f of SATS Supplier. For purposes of this rate schedule, a Force Mjeure
event will be any failure of the final pipeline delivering gas to the Conpany or
an upstream pi peline feeding such pipeline, with such failure having been
classified as a Force Majeure event pursuant to the ternms of that pipeline's
Federal Energy Regul atory Conm ssion approved tariff. The advent of the Year
2000 or any |eap year, and any events or disruptions related to the advent of the
Year 2000 or any |leap year, shall not constitute a “Force Mjeure" event or
otherwi se be treated as force najeure. A Force Majeure event that curtails the
SATS Supplier's assigned firmtransportation service on an upstream pi peline that
ultimately feeds a downstream pi peline, which directly and substantially affects
a SATS Supplier's natural gas deliveries to the Conpany, and for which no
alternative supplies are available fromthe Conpany or other sources will excuse
a SATS Supplier fromperformng pursuant to this rate schedule to the extent of
such curtailment. |[If at such tine the SATS Supplier is delivering gas to other
customers on the sane interstate pipeline system the volune excused from
performance on the Conmpany's systemw ||l be no nore than a proportionate anount
of the affected deliveries curtailed by the Force Majeure event. The SATS
Supplier is responsible for supplying conplete informati on and verifiable proof
of all the particulars requested by the Conpany related to any such Force Mjeure
excl usi on.

(O Indicates Change

| ssued: Cctober 30, 1998 Ef f ecti ve: Decenber 29, 1998



Suppl emrent No. 97 to

Gas - Pa. P.UC No. 8

NATI ONAL FUEL GAS Original Page No. 83AV
DI STRI BUTI ON CORPORATI ON

(O

RATE SCHEDULE SATS
SMALL AGGREGATI ON TRANSPORTATI ON SUPPLI ER SERVI CE (Cont . )

In order to validate a claimof Force Majeure, the SATS Supplier nust have
a firm non-interruptible service with the affected pipeline that is covered by
the Force Majeure event and nmust be willing to present such agreenments to the
Conpany.

Vol umres not delivered pursuant to this Special Provision nmust be made up by
SATS Supplier as soon as possible at a delivery rate to be established by the
Conmpany. Any curtail ed volunes which are not made-up within thirty (30) days
will be sold to SATS Supplier at a rate of $10.00 per Mf.

N. Title to Gas

Supplier warrants that, at the tinme of delivery of gas to the Conpany's
City Gate or at the receipt point in to the Conpany Retai ned Upstream Capacity
pursuant to Special Provisions Section C. 3. and for deliveries of supply
associ ated with Special Provisions Sections C. 2. and C. 4., Supplier or Custonmner
shal |l have good title to deliver all volumes nade avail abl e.

0. Control and Possessi on

After Supplier delivers gas or causes gas to be delivered to the Conpany,
t he Conpany shall be deened to be in control and possession of the gas until it
is redelivered to the Custoner at Custoner's neter

P. 24 Hour Availability
Supplier shall include on the SATS Service Agreenent a phone nunber by
whi ch Supplier can be reached on a twenty-four (24) hour basis.

Q Nom nati ons of Supplies

For deliveries into Conpany Retai ned Upstream Pi peline Capacity pursuant to
Section C. 3. and for deliveries of Supply associated with Sections C. 2 and C 4,
Supplier shall notify the Conpany through the Conpany's ECF one hour in advance
of the deadline the Conpany has to subnmit nom nations to upstreamtransporters of
any and all information required by upstreamtransporters to nomnate, confirm
and schedul e gas on their facilities.

(O Indicates Change
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RI DER A
SECTI ON 1307(f) PURCHASED GAS COSTS
PROVI SI ON FOR RECOVERY OF PURCHASED GAS COSTS

Rates for each Mf (1,000 cubic feet) of gas supplied under Residential,
Low I ncome Residential Assistance Service, Commercial and Public Authority,
Commer ci al and Public Authority Load Bal ancing Service ("LBS"), Small Vol une
Industrial, Internediate Volunme Industrial, Internmediate Volume Industrial LBS,
Large Industrial, Large Industrial LBS, Large Volume |Industrial, Large Vol une
Industrial LBS and Natural Gas Vehicle Service rate schedules of this tariff,
shal | include $3.2306 per Mcf for recovery of purchased gas commodity costs,
calcul ated in the manner set forth bel ow, pursuant to Section 1307(f) of the
Public Wility Code.

Rates for each Mcf (1,000 cubic feet) of gas supplied under Residential,
Commercial and Public Authority, Small Vol une Industrial Service, Internediate
Vol urre I ndustrial, Large Volune Industrial Service, Large Industrial Service and
Standby Service rate schedules of this tariff, shall include $1.7434 per Mf for
recovery of purchased gas denmand costs, calculated in the manner set forth bel ow,
pursuant to Section 1307(f) of the Public Wility Code.

Rates for each Mf (1,000 cubic feet) of gas transported under the Small —|_
Aggregation Transportation Custoner Rate Schedul e shall include $0.8440 per Mcf (O
for the recovery of purchased gas demand costs.

Such rates for gas service shall be increased or decreased, fromtine to
time, as provided by Section 1307(f) of the Public UWility Code and the
Conmi ssion's regul ations, to reflect changes in the |Ievel of purchased gas costs.

The amounts per Mf for recovery of purchased gas costs (commodity and
demand) and rel ated gross receipts tax included in rates under each rate schedul e
of the tariff are as foll ows:

Resi dent i al $4. 9740
Low I ncone Residenti al
Assi st ance Service $4. 9740
Commerci al and Public Authority$4.9740
Smal | Vol une I ndustri al $4. 9740
I nternedi ate Vol une | ndustrial $4. 9740
Large Vol une Industri al $4. 9740
Large Industrial $4. 9740
St andby $0. 4534
Priority Standby $0. 9309
Smal | Aggregation Transportation
Custoner Rate Schedul e $0. 8440 (O

COVWPUTATI ON OF PURCHASED GAS COWODI TY COSTS PER MCF
Purchased gas commodity costs, per Mf, shall be conmputed to the nearest one-
hundredth cent (0.01¢) in accordance with the fornula set forth bel ow

PGOC = (CC - CE) + (1-T)
(S

(O Indicates Change
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Purchased gas commodity costs, so conputed, shall be included in rates charged to
custonmers for gas service under the Residential, Commercial and Public Authority,
Commercial and Public Authority Load Bal ancing Service ("LBS"), Small Volune |ndustri al
Internmedi ate Volune Industrial, Intermediate Volune Industrial LBS, Large Industrial
Large Industrial LBS, Large Vol une Industrial and Large volunme Industrial LBS Service
rate schedules for an initial period determ ned by the Conmi ssion and for consecutive
twel ve nonth periods begi nning August 1 of each year thereafter, unless such period is
revised by the Conm ssion. The anpbunt of purchased gas commodity costs, per Mf, wll
vary, if appropriate, based upon annual filings, by the Conpany, pursuant to Section
1307(f) of the Public Utility Code and such supplenental filings as may be required or be
appropriate under Section 1307(f) or the Conm ssion's regul ati ons adopted pursuant
t hereto.

In conputing purchased gas commdity costs, per Mf, pursuant to the formula,
above, the follow ng definitions shall apply:

"PGCC' - purchased gas conmmpdity costs determ ned to the nearest one- hundredth
cent (0.01¢) to be included in rates for each Mcf of gas supplied under Residential, Low
I ncone Residential Assistance Service, Commercial and Public Authority, Commercial and
Public Authority Load Bal ancing Service ("LBS"), Small Volune Industrial, Internediate
Vol une Industrial, Internmediate Volunme Industrial LBS, Large Industrial, Large Industria
LBS, Large Volune Industrial, Large Volune Industrial LBS and Natural Gas Vehicle Service
rate schedules of this tariff.

"CC' - the estimated current commodity cost of gas, determined as follows: (a) for
all type of purchased gas, project the commpodity cost for each purchase (adjusted for net
current gas stored) for the projected period when rates will be in effect plus (b) the

arithmetical sumof (1) the projected book value of noncurrent gas at the begi nning of
the conputation year mnus (2) the projected book value of noncurrent gas at the end of
the conmputation year. This factor shall include no anpbunt for purchased gas denmand or
wi nter requirenment charges of an interstate pipeline conpany.

"CE" - experienced net overcollection or undercollection of purchased gas T
commodity costs. For the initial filing, pursuant to 1307(f) of the Public Uility Code
in order to achieve an orderly transition from Gas Cost Rate procedures to Section
1307(f) procedures, such experienced net overcollection or undercollection, to be
reflected in rates effective Septenmber 1, 1985, shall be the net overcollection or
undercol l ection arising under the Gas Cost Rate procedure. The anount of such net (O
overcol | ection or undercollection shall include the historic net anount as of March 31,
1985 together with the projected net overcollection or undercollection for the five-nonth
period endi ng August 31, 1985.

After the transition fromthe Gas Cost Rate procedures, established pursuant to
the Commi ssion's order of Cctober 1, 1978 at M 78050055, (52 Pa P.U. C. 217) as anended
to procedures established pursuant to Section 1307(f) of the Public Uility Code, such
experienced net overcollection or undercollection shall be determined for the nost recent
period permtted under |aw which shall begin with the nonth followi ng the last nonth
whi ch was included in the previous over-under collection calculation reflected in rates.

The annual filing date shall be the date specified by the Conpany's Section
1307(f) tariff filing and not the date established by the Conmission for pre-filing of
certain information pursuant to 52 Pa. Code Sections 53.64(b)(1) and 53.65

Supplier comodity refunds received will be included in the calculation of "CE" _1;
(9

with interest added at the annual rate of six percent (6% calculated fromthe nonth
received to the effective nonth such refund is refunded

(O Indicates Change
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“S" - projected Mcf of gas to be billed to customers under the commodity charges
of the Residential, Commercial and Public Authority, Commercial and Public Authority Load
Bal anci ng Service ("LBS"), Small Volune Industrial, Internediate Volune |Industrial

Internmedi ate Volunme Industrial LBS, Large Industrial, Large Industrial LBS, Large Vol une
Industrial and Large Volune Industrial LBS Service rate schedules of this tariff during
the period when rates will be in effect.

"T" - base-rate portion of Gross Receipts Tax.
COVPUTATI ON OF PURCHASED GAS DEMAND COSTS PER MCF OF GAS SUPPLI ED UNDER THE RESI DENTI AL,
COMVERCI AL AND PUBLI C AUTHORI TY, SMALL VOLUME | NDUSTRI AL, | NTERVEDI ATE VOLUME | NDUSTRI AL,
LARGE VOLUME | NDUSTRI AL, LARGE | NDUSTRI AL AND STANDBY SERVI CE RATE SCHEDULES

Purchased gas demand costs, per Mf, to be included in rates under Residential

Commercial and Public Authority, Small Volune Industrial, Internediate Volunme |ndustrial
Large Vol une Industrial, Large Industrial and Standby rate schedul es shall be conputed to
the nearest one-hundredth cent (O 4 ¢), in accordance with the formula set forth bel ow
PGDC = (DC + DE)
(S + SATCVP) - (SBS) - @-T7 (O

Purchased gas demand costs, so conputed, shall be included in the rates charged to
custonmers for gas service, pursuant to the Residential, Commercial and Public Authority,
Smal | Vol une Industrial Service, Intermediate Volune Industrial Service, Large Vol une
Industrial Service, Large Industrial Service and Standby Service rate schedules, for an
initial period determ ned by the Comm ssion and for consecutive twelve-nonth periods
begi nning August 1 of each year thereafter unless such period is revised by the
Conmi ssi on. The ampunt of purchased gas demand costs, per Mf, will vary, if
appropri ate, based upon annual filings, by the Conpany, pursuant to Section 1307(f) of
the Public Utility Code and such supplenental filings as nay be required or be
appropriate under Section 1307(f) or the Conm ssion's regul ati ons adopted pursuant
t heret o.

In conputing purchased gas demand costs, per Mf, pursuant to the fornula, above,
the follow ng definitions shall apply:

"PGDC" - purchased gas demand costs determ ned to the nearest one-hundredth cent
(O dc) to be included in rates for each Mcf of gas supplied under Residential
Commercial and Public Authority, Small Volune Industrial Service, Internediate Vol une
Industrial Service, Large Volume Industrial Service, Large Industrial Service and Standby
Service rate schedules of this tariff.

"DC' - the estimated current demand cost of gas, determ ned by projecting, for al
types of purchased gas, the total demand and wi nter-requirenment charges from any
interstate pipeline conpany or any other source of gas supply purchased by the Conpany
for the projected period when rates will be in effect

"DE" - experienced net overcollection or undercollection of purchased gas denmand
costs. For the initial filing, pursuant to 1307(f) of the Public Uility Code, in order
to achieve an orderly transition from Gas Cost Rate procedures to Section 1307(f)
procedures, such experienced net overcollection or undercollection, to be reflected in
rates effective Septenber 1, 1985, shall be the net overcollection or undercollection
arising under the Gas Cost Rate procedure. The anmpunt of such net overcollection or
undercol l ection shall include the historic net anount as of March 31, 1985 together with
the projected net overcollection or undercollection for the five nmonth period endi ng
August 31, 1985.

(O Indicates Change

| ssued: Cctober 30, 1998 Ef f ecti ve: Decenber 29, 1998




Suppl enent No. 97 to

Gas - Pa. P.UC No. 8

NATI ONAL FUEL GAS Ni nth Revi sed Page No. 87
DI STRI BUTI ON CORPORATI ON Cancel | i ng Ei ghth Revi sed Page No. 87

After the transition fromthe Gas Cost Rate procedures, established pursuant to T
the Commi ssion's order of Cctober 1, 1978 at M 78050055, (52 Pa P.U.C. 217) as
amended, to procedures established pursuant to Section 1307(f) of the Public Uility
Code, such experienced net overcollection or undercollection shall be determ ned for
the nost recent period permtted under |aw which shall begin with the nmonth foll ow ng
the last nonth which was included in the previous over-under collection calculation
reflected in rates. (O

The annual filing date shall be the date specified by the Conpany's Section
1307(f) tariff filing and not the date established by the Conmission for pre-filing of
certain information pursuant to 52 Pa. Code Sections 53.64(b)(1) and 53.65

Supplier demand refunds received will be included in the calcul ation of "DE"
with interest added at the annual rate of six percent (6% calculated fromthe nonth
received to the effective nonth such refund is refunded. ——

“S" - projected Mcf to be billed to custoners during the projected period under _T_
the Residential, Commercial and Public Authority, Small Volune Industrial
I nternedi ate (O
volune Industrial, Large Industrial and Large Volunme Industrial Service rate schedules._l_

"SATCVP" - projected Mcf to be transported to customers through pipeline capacity
upstream of National Fuel Gas Supply Corporation retained by the Conpany during the
projected period under the Small Aggregation and Transportation Rate Schedul e.

“SBS" - projected Mcf volune to be billed to customers during the projected
period"under the Standby Service rate schedul e.

"T" - base-rate portion of Gross Receipts Tax.

COVPUTATI ON OF PURCHASED GAS DEMAND COSTS PER MCF OF GAS TRANSPORTED UNDER THE RATE —_
SCHEDULE SMALL AGGREGATI ON TRANSPORTATI ON CUSTOVER SERVI CE

Purchased gas demand costs transportation, per Mf, to be included in rates under
the Rate Schedul e Smal | Aggregation Transportation Custoner Service shall be conputed to

t he nearest one-hundredth cent (O Oc), in accordance with the fornula set forth bel ow
PCDCT (DCT _+ DE)

(S + SATCV) - (SBS)

"DCT" - the estimated current demand cost of gas, determ ned by projecting,
for all types of demand purchased gas capacity costs included in Small Aggregation
Transportation Custoner Service Rates, the total usage, demand and wi nter-requirenent
charges fromany interstate pipeline conpany or any other source of gas supply purchased
by the Conpany for the projected period when rates will be in effect. (O

"DE" - experienced net overcollection or undercollection of purchased gas denmand
costs. Such experienced net overcollection or undercollection shall be determ ned for
the nost recent period permtted under | aw which shall begin with the nmonth follow ng the
| ast month which was included in the previous over-under collection calculation reflected
in rates.

The annual filing date shall be the date specified by the Conpany's Section
1307(f) tariff filing and not the date established by the Conmission for pre-filing of
certain information pursuant to 52 Pa. Code Sections 53.64(b)(1) and 53. 65. —+

(O Indicates Change
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Suppl i er demand refunds received will be included in the cal cul ati on of T
"DE" with interest added at the annual rate of six percent (6% calculated from
the nonth received to the effective nonth such refund is refunded.
(O

“S" - projected Mcf to be billed to custoners during the projected period
under the Residential, Comrercial and Public Authority, Small Vol une Industri al
I nternediate Vol unme Industrial, Large Industrial and Large Vol une |Industrial
Servi ce rate schedul es.

"SATCV' - projected Mcf to be transported to custonmers during the projected
peri od under the Small Aggregation and Transportati on Rate Schedul e.

"SBS' - projected Mcf volume to be billed to custonmers during the projected
peri od under the Standby Service rate schedul e. -4

DETERM NATI ON OF OVER/ UNDERCOLLECTI ON OF GAS COSTS

The Conpany shall determ ne separate comodity cost and denmand cost
over/undercol l ections. In conputing the experienced over/undercollection of
pur chased gas demand and commodity costs for a period defined by the Conmm ssion
the foll ow ng
pr ocedur e shal | be used:

(a) Al experienced purchased gas costs, actually incurred by the Conpany
to serve custoners pursuant to all rate schedules of this tariff
shal | be included as costs of purchased gas and shall be identified
as demand or commodity costs;

(b) The foll owi ng amount shall be included as purchased gas
commodi ty or purchased gas demand revenues for recovery of gas costs: (Q

(1) An anount determned by multiplying cormodity vol unes billed
under the Residential, Low Incone Residential Assistance Service,
Commer ci al and Public Authority, Commercial and Public Authority
Load Bal anci ng Service ("LBS'), Small Volunme |ndustri al
I nternediate Volune Industrial, Internediate Industrial LBS,
Large Industrial, Large Industrial LBS, Large Volunme |ndustrial
Large Vol une Industrial LBS and Natural Gas Vehicle rate
schedul es, for the applicable over/undercollection period, tines
t he PGCC conponent excludi ng E Factor, and excludi ng G oss
Recei pts Tax; plus

(2) An anount determned by multiplying cormodity vol unes billed
under the Residential, Comercial and Public Authority, Snal
Vol urme I ndustrial, Internediate Volunme Industrial, Large Vol une
Industrial and Large Industrial rate schedules for the applicable
over/undercol |l ection period, times the PGC charge as determn ned
under this rider excluding Goss Receipts Tax; plus

(3) An anount determ ned by multiplying demand vol unes bill ed under

Rate Schedule SB to LVIS and LIS custoners tinmes the PGC charge
excl udi ng G oss Recei pts Tax; plus

(O Indicates Change
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(4) An anount determned by multiplying gas billing demand units
("Gas BDU') billed under the Commercial and Public Authority (O
Load Bal anci ng Service ("LBS"), Intermedi ate Vol une I ndustri al
LBS, Large Industrial LBS and Large Vol une Industrial LBS rate
schedul es, for the applicable over/undercollection period, tines
the Rate Per Gas BDU applicable to custoners under the LBS rate
schedul es.

(5) An anount determned by multiplying cormodity vol unes billed
under the rate schedule for Natural Gas Vehicle Service for the
appl i cabl e over/under collection period, tines the applicable
rate applicable to customers under the new Rate Schedul e

(6) An anount equal to all actual purchased gas costs recovered under
the rate schedule Monthly Metered Transportation Service plus an
addi ti onal anount equal to the anmpbunt of purchased gas costs that
woul d have been recovered from custoners served under the rate
schedule for Daily Metered Transportation Service if they had
been served under the rate schedule for Monthly Metered
Transportation Service. |In conputing revenues for recovery of
purchased gas costs under this item(6), any adjustnent to rates
under Special Provision L. of the Rate Schedul e for Mnthly
Met ered Transportation Service will be elimnated fromthe
cal cul ati on.

(7) An anount determned by multiplying the volune expressed in Mf
of gas transported under any Load Bal anci ng Service rate schedul e
times the portion of the Conmodity Rate for recovery of purchased
gas costs.

(8) An anount equal to seventy percent of the revenues before incone
taxes from of f-system sal es over the nonthly average comodity
cost of gas plus variable transportation costs to deliver the gas
to the of f-system custoner. The nonthly average commodity cost
of gas shall be defined as the monthly average commodity cost of
gas purchases for all supplies schedul ed at the beginning of the
nmont h; provi ded, however, that, if an additional unschedul ed
purchase is made during the nonth specifically for an off-system
sal e, such purchase shall be considered to be the gas used to
make the off-systemsale and the commodity cost of such purchase
will be assigned to off-systemsales up to the volune of the
purchase. Of,-system sal es for 30-day nonrefundabl e sal es
commenci ng on the first of the nmonth shall be treated as specific
purchase sales for determning the cost of gas assigned to the
sale. Gas will not be withdrawn from storage to nmake of f-system
sal es, and the prices charged for off-systemsales will not
reflect the price attributable to gas withdrawn from storage
Any remaining of f-system sale not covered by such unschedul ed
purchase(s) shall be assigned a gas cost equal to the nonthly
average commodity cost of schedul ed purchases.

(O Indicates Change
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(9) An anount equal to the revenues generated fromthe rel ease (O

of pipeline transm ssion and storage capacity to Suppliers under
Rat e Schedul e PTA, including any capacity credits or surcharges.

(10) The first $100,000 in excess of $1,344,053 generated fromrel ease
of National Fuel Gas Supply Corporation's EFT capacity and
overdel i very charges shall be credited to sales custoners during
the twel ve nonths ending July 31, 1999.

(11) Credits obtained fromrel easi ng Nati onal Fuel Gas Supply
Corporation's EFT capacity in excess of 37,023 Mcf on any day
shall be credited to sal es custoners.

(12) An anount determ ned by multiplying volumes billed under the
Smal | Aggregation Transportation Service rate schedule tinmes the
PGDCT charge recovered through rates under rate schedul e Smal
Aggregation Transportation Customer Service.

Interest shall be conputed nmonthly at the appropriate rate provided for in
Section 1307(f)(5) of the Public Uility Code fromthe nonth that the over or
undercol | ection occurs to the effective nonth such overcoll ection is refunded.
Custoners shall not be liable for interest on net undercoll ections.

ADJUSTMENT OF "CE’ and "DE" FACTOR AMOUNTS

Each 1307(f) rate shall also provide for refund or recovery of anounts necessary
to adjust for over or underrecoveries of "CE' and "DE' factor amounts included in
prior 1307(f) rates. |In conputing the anmount to be included for over or
undercol l ection of "CE' and "DE" factor anmounts, the anount recovered for "CE"
and "DE" factor anounts under the prior 1307(f) rate shall be determ ned by

mul tiplying the commodity volunmes billed under the Residential, Low |Incone

Resi denti al Assi stance Service, Commrercial and Public Authority, Conmercial and
Public Authority Load Bal ancing Service ("LBS"), Small Vol une Industrial
Internediate Vol unme Industrial, Internediate Volune Industrial LBS, Large
Industrial, Large Industrial LBS, Large Volunme Industrial, Large Vol une
Industrial LBS, and Natural Gas Vehicle Service rate schedul es during the
applicable 1307(f) period tinmes the portions of the PGCC and PGDC conponent t hat
provide for recovery of "CE' and "DE' factor anounts, and adding to that product,
t he amount recovered from Snall Aggregation Transportation Custoner Service
customers for "DE'" factor anounts under the prior 1307(f) rate which shall be
determ ned by nmultiplying the cormodity volunmes billed under the Smal

Aggregation Transportation Custonmer Service rate schedul es during the applicable
1307(f) period times the PGC conponent that provides for recovery of "DE" factor
anmounts under the Small Aggregation Transportati on Custoner Service. Anounts
recovered shall also include ambunts charged to the PTA custoners for the 1 year
period followi ng transfer to Rate Schedul e PTA.

If the Pilot Transportation/Aggregation Programis discontinued, the next 1307(f)

proceedi ng shall include in the "DE'" factor the total Final Adjustnent
Char ge/ Ref und amount .

(O Indicates Change
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PA SAT PEAK DAY UPSTREAM CAPACI TY

Cl: Released ESS Storage and Associ ated EFT Transportation

Pl PELI NE DA LY QUANTI TY EXPI RATI ON

(Dt h) DATE
NFGSC EFT 154,245 (1) 3/ 31/ 03
NFGSC ESS 149, 751 3/31/03
NFGSC ESS 4,494 4/ 15/ 06

(1) Total NFGSC EFT capacity allocated to PA is 389,736 Dth. 235,491 Dth of
this is associated with C2 and C3 below and is included in SATC
Transportation rates.

C2: Rel eased Transm ssion Capacity Not Included in SATC Transportation Rates

Pl PELI NE DA LY QUANTI TY EXPI RATI ON
(Dt h) DATE

CNG FT 21, 180 03/ 31/ 01
CNG FT- GSS 21, 929 03/ 31/ 01
Col . Gas FTS 507 10/ 31/ 04
NFGSC FSS 2,125 03/ 31/ 04
Tetco CDS 6, 786 10/ 31/ 05
Tetco FT-1 17, 865 10/ 31/ 00
Tetco FT-1 (CNO 15, 035 10/ 31/ 01
TGP FT-A (CNQ) 2, 639 11/ 01/ 00
TGPL FT (CNG) (Zone 2 - 6) 3,913 10/ 31/ 12
TGPL FT (CNG) (Zone 3 - 6) 87 10/ 31/ 12
TGPL FT (Zone 1 - 6) 1,519 10/ 31/ 04
TGPL FT (Zone 2 - 6) 2,234 10/ 31/ 04
TGPL FT (Zone 3 - 6) 5, 182 10/ 31/ 04

C3: Capacity Upstream of NFGSC Included In Transportation Rates

Pl PELI NE DA LY QUANTI TY EXPI RATI ON

(Dt h) DATE
CNG FT- GSS 5,108 03/ 31/ 01
Col . Gas SST 514 10/ 31/ 04
TGP FT-A /| 74 53, 885 11/ 01/ 00
TGP FT-A /| Z5 27, 863 11/ 01/ 00

C:\ W NDONB\ TEMP\ [ PACAP. XLS] Sheet |



APPENDI X F



NATI ONAL FUEL GAS DI STRI BUTI ON CORPORATI ON
UPSTREAM CAPACI TY REQUI REMENTS

| NTRODUCTI ON

In keeping with its legal obligation, as the supplier of last resort,
Nati onal Fuel Gas Distribution Corporation ("National Fuel" or "the Conpany")
has specific reliability concerns related to its system Utinmately, any
unbundl i ng plan must deal with existing physical limtations related to
availability of competing capacity, the |location of gas delivery points and the
i solation of certain market areas. A description of the unique characteristics
of the National Fuel systemis thus a necessary starting point before
determ ni ng how to manage upstream pi peline capacity in order to assure

reliability while opening the system and providing choice to all custoners.
A Nat i onal Fuel's System

The National Fuel distribution systemincludes numerous areas of snall
geogr aphi cal l y di spersed systens serving |ocal, non-contiguous nmarkets. Due to
t he geographi c expanse of National Fuel's service territory, these markets are
connected only by upstream pi peline systens.

Appendi x A, Map 1 to the Energy Sel ect Description shows how it is
primarily National Fuel Gas Supply Corporation's ("Supply Corporation")
substantial transm ssion systemthat interconnects these markets. O her
interstate pipelines which connect National Fuel's markets are Tennessee Gas
Pi pel i ne Company (" Tennessee"), CNG Transm ssion Corporation ("CNG') and smal
pi eces of Col unbia Gas Transm ssion Corporation ("Colunbia") and Enpire Gas

Transm ssion Corporation ("Enpire").



Appendi x A, Map 2 nore clearly shows how t hese upstream pi pelines operate
within National Fuel's distribution territory as a piece or extension of its
system

Map 3 to Appendix A illustrates specific | oad pocket markets where
upstream capacity is restricted. These areas present special reliability

concerns which are di scussed bel ow.

B. Nat i onal Fuel Mist Retain Some Upstream Capacity for
Reliability and to Efficiently Bal ance the System

Any unbundl i ng of National Fuel's system nmust take into account the
physical limtations of a distribution systemsuch as National Fuel's. On the
Nat i onal Fuel system the pipeline capacity servicing the systemcan be divided
into four distinct categories: Reliability Capacity; COperational and
Flexibility Capacity; Load Pocket Capacity; Capacity Retained for Sales
oligation or for Release. The capacity identified as "Reliability",
"Qperational and Flexibility" and "Load Pocket" nmust be retained to ensure
systemintegrity. Capacity not needed to neet sales obligations will not be
renewed.

Nati onal Fuel's rationale for keeping capacity to neet reliability and
the operational and flexibility needs of the systemis not sinply the critica
role that the capacity plays in neeting its custoners' needs. Retaining this
capacity is in fact the nost efficient nodel for creating a system where al
sal es custoners are served by many suppliers. \Whether that capacity is held by
Nati onal Fuel or by other parties, it nmust be used as National Fuel uses it now
to serve the system By leaving that capacity in National Fuel's hands, a

snoot h, cost-effective overlay is made for the system



As we nove to a tine when nany custoners are buying frommany suppliers
there are two possi bl e arrangenents whereby we can assure that deliveries of
suppliers equals denmands for receipts. Under the first, we would track the
| ocation of every custoner of every supplier and require each supplier to
deliver the requisite volunmes to the delivery point specific to each supplier's
customers. Alternatively, we could require each supplier to deliver a
proportionate part of their total requirenents to every delivery point.

The second is preferable although still substantially conplex, especially
if we require deliveries at each of the nore than 250 delivery points into
Nati onal Fuel in Pennsylvania. This alternative beconmes substantially nore
user friendly as we nove upstreamw th the points of required delivery. By
retaining the majority of the capacity on Supply, the requirenment of delivering
into each of nore than 250 points can be reduced to approxi mately 60 points.

In turn by retaining capacity on Tennessee and the capacity needed for the |oad
pockets, those 60 points can potentially (if primary segmenting becones

possi ble on all pipelines) be reduced to sonething | ess, approximtely 6
points.' W believe sinplifications such as this will be necessary to make our
systemviable for any but the very |argest nmarketers.

Any proposal for keeping upstream capacity will require National Fuel to
obtain a waiver of the Federal Energy Regul atory Conm ssion's ("FERC') Shipper-

Must - Have-

! As discussed further herein, the Federal Energy Regulatory Commission has issued a Notice of Proposed
Rulemaking in Docket RM98-10 which may ultimately require pipelines to offer primary segmenting, in
which case National Fuel would be able to retain the market area segment of Tennessee and terminate the
capacity from the Gulf of Mexico to the market area.



Title policy because this proposal entails National Fuel noving gas for other
shippers within capacity it will retain and not rel ease. Atlanta Gas Light
recently received approval fromthe FERC of its request for a waiver of its

proposal at Atlanta Gas Light, 84 FERC 61,119 (1998).

1. Reliability.

To assure reliability, National Fuel intends to have under contract high
deliverability sources of supply. Such capacity will assure peak day bal anci ng
needs are net at a low cost. For instance, National Fuel currently has a ten
(10) day peaking service contract with Engage Energy US, L.P. and high
deliverability storage contracts with Colunbia that it intends to naintain.

The Conpany may in the future contract for other high deliverability storage to
further meet this reliability role. Such peaking capacity is much |ess
expensi ve than maintai ning peak winter deliverability through an upstream

pi peline. Moreover, in the future it will serve the role of insurance at the
time of year when a marketer is nost likely to default on its supply
obligations and when alternate supplies can be difficult to arrange.

2. Qperational and Flexibility Capacity.

As di scussed, certain capacity is critical to National Fuel's system
because of its flexibility and because of how National Fuel's market operates.
This capacity assures that gas will be delivered when and where needed. This
capacity is best understood as an extension of the National Fuel distribution
system since the piping systemof the distribution systemwas built in

recognition of and in reliance on the existence of these



other systens and since it is nost efficiently managed primarily as a whol e.
The two nost significant pieces of this capacity are on Supply Corporation and

Tennessee.
Supply Corporation

Nati onal Fuel's physical systemis best thought of as a series of webs
wi th Supply Corporation pipelines interconnecting the webs. 1In addition,
Supply both interconnects the series of webs with the upstream pipelines, and
i nterconnects both those upstream pi pelines and the di spersed webs with
Supply's thirty-four (34) storages. Currently, there are over 250 delivery
poi nts between the two conpanies in Pennsylvania. Depending on the tine of
year gas can be flowing directly fromthe upstream pi pelines and storage to
Nati onal Fuel's market, or fromthe upstream pipelines into storage, or
possibly to market and into storage. Because of this physical conplexity of
gas flows, it is inperative that National Fuel retains this capacity to ensure
that gas service is available to all corners of its systemat any tine of year
O herwi se, deliveries could be required to be schedul ed to each of these over
250 points every day.

To better explain, gas supplies delivered fromthe upstream pipelines
flow to Supply and then are delivered where and when needed through this
networ k which knits together National Fuel's system These gas flows are
enhanced through the extensive storage facilities of Supply, which Nationa
Fuel has reserved and which neet nearly half of National Fuel's peak wi nter
needs. This storage only reaches National Fuel through the transportation
capacity on Supply. Therefore, this transportation capacity which is the
critical link to virtually all of National Fuel's upstream capacity and storage

will be retained in any systemw de unbundl i ng nodel .



Tennessee

The Tennessee capacity contract that National Fuel acquired pursuant to
FERC Order No. 636 has distinctive enhanced flexibility associated with its
delivery points. National Fuel refers to this enhanced flexibility as
"redundancy". This redundancy duplicates the service National Fuel received
from Tennessee prior to Order No. 636. Specifically, the contract all ows
Nati onal Fuel to elect delivery of gas at its choice of twenty-five points.
Typically, pipeline capacity is contracted for based on a specific quantity of
gas being delivered at specific points. |If National Fuel were required to
contract for and pay for each Dih of deliverability at all of these twenty-five
poi nts, the Tennessee contract costs would be raised substantially. Therefore,
this redundancy on Tennessee is highly valuable. Wth it National Fuel can
deliver gas to different points at different times of the year, thereby
incurring a lower cost than if the conpany had separate capacity for each
delivery point.

This delivery capability is an outgrowth of how National Fuel's
predecessors, United Natural Gas and Pennsyl vani a gas Conpany in Pennsyl vani a,
and Iroquois Gas Corporation in New York, and Tennessee devel oped their systens
during the 1950s. These conpanies relied on Tennessee to deliver gas to the
market in the winter and to storage in the summer. This use of Tennessee by
the current LDC, National Fuel, still continues today.

In noving to a systemw de choi ce nodel there are two issues that stand
in the way of the Conpany rel easing the Tennessee capacity. First and
forenpst, Tennessee's rel ease nechani smcurrently works on a point-to-point
basis. Hence, there is no way to release the capacity and maintain this

efficient



redundancy or delivery point flexibility with that rel eased capacity. A

rel easee would only obtain a specific streamof capacity, without the ability
to deliver to any other point. National Fuel at present therefore, nmust retain
the contract itself. Indeed, the conmpany's current plans are to renew at | east
a piece of its Tennessee capacity because of its redundancy. This flexibility
exists with respect to Zone 4 and Zone 5 on the Tennessee system This rel ease
capability may ultimately be rel easable as a result of the NOPR i ssued by FERC
in Septenber. The resolution of the NOPR i ssue, however, will not occur for
sone tinme.

Mor eover, notw t hstandi ng that Tennessee's rel ease system nmay be i nproved
as a result of the NOPR, that does not renedy the fact that Tennessee's narket
area capacity (Zone 4/ Zone 5) acts as an extension of the National Fuel system
just as Supply capacity does. For that reason, this market area capacity wll
be retained in order to create the efficient fully unbundl ed nodel previously
di scussed. At present however, just as Tennessee's rel ease nmechanismis
inflexible and rigid, so too is the ability for shippers on Tennessee to break
a stream of capacity into pieces (or segnment the capacity) and preserve the
reliability of that capacity, i.e. National Fuel cannot at present sinply keep
the market area capacity. Segnenting is at issue in the NOPR and relief may be
forthcomng with its resolution which may provide the ability to segnment the
capacity so that National Fuel could sinmply keep the Tennessee market area
capacity. Once that capability exists, National Fuel would not maintain

capacity extending to the @ulf of Mexico.



3. Load Pocket Capacity.

This capacity is conposed of the specific pieces of capacity that are
critical to the | oad pocket markets previously nmentioned. In unbundling it is
likely that one party will obtain the capacity to an isolated nmarket, so that
mar ket power coul d be exercised over customers in that |oad pocket. This could
| ead to bal kani zati on of National Fuel's custoners, with sone custoners
receiving | ower cost supplies as a result of conpetition and others paying
what ever their sole supplier mght require.

G ven that gas marketers are unregul ated conpani es whose | egal obligation
is to maximze profit for the benefit of their shareholders, it is not
farfetched to assunme that they will aggressively seek nmonopoly control of a
market. This is particularly true when it is as easy as purchasi ng smal
pi eces of capacity on one pipeline serving isolated markets. A recent exanple
of the potential for market power when few parties control capacity to a market
is NGC Corporation's acquisition of a significant portion of El Paso Natural
Gas transm ssion capacity into California. Since, and as a result of that
acqui sition, prices have been reported to have dramatical ly increased.? Because
of these concerns, National Fuel proposes to retain such capacity.

4. Capacity Retained for Sales oligations or Available for Rel ease.

The Conpany will continue to retain capacity that it needs to neet sales

obligations. This capacity will be secured, however, on as short a termbasis

as is consistent with cost-efficiency and other prudent contracting practices.
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Mai nt ai ni ng shorter termcontracts will facilitate adjustnent to the changing
market. At the outset, this capacity will sinply be a subset of the capacity

Nati onal Fuel currently has under contract.

CONCLUSI ON

Wth the unique characteristics of the National Fuel systemas a starting
poi nt, the Conpany has worked to devel op an efficient method of handling
upstream capacity in order to allow choice for all custonmers while at the sanme

time assuring reliability is maintained.



