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Exhibit No. 1
Statement No. 1
DI RECT TESTI MONY OF ERIC H. MEI NL

State your nanme and busi ness address.
My nane is Eric H Meinl. M business address is 10
Laf ayette Square, Buffalo, New York 14203.
By whom are you enployed and in what capacity?
| am enpl oyed by National Fuel Gas Distribution
Corporation ("Distribution" or the “Conpany”) as
Assi stant General Manager in Distribution's Rates and
Regul atory Affairs Departnent.
Describe briefly your educational background and
experi ence.
In 1981, | graduated fromthe State University of New
York at Buffal o, New York with ny Bachel or of Busi ness
Managenent degree and with a concentration in Finance.
In 1984, | received ny Master of Business
Adm ni stration degree fromthe State University of New
York at Buffal o, and began ny enpl oynent with
Distribution as a Managenent Trainee. Later in 1984, |
was pronoted to the position of Supervisor. [In 1988 |
was pronoted to the position of Assistant Manager, and
in 1990 | was pronoted to Director in Distribution's
Mar ket Pl anning and Anal ysis Departnent. In June of

1992, | was transferred to the Contract Adm nistration
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Departnent and in August of 1994 | was pronoted to the
position of Manager of Regulatory Affairs. |n January
of 1995 | was transferred to Distribution’s Market
Pl anni ng Departnent and in August 1996 | was pronoted
to Seni or Manager of the Market Pl anning Departnent.
I n Septenber of 1998, | was pronoted to my current
position as Assistant General Manager of the Rates and
Regul atory Affairs Departnent.
Have you previously testified before the Pennsyl vani a
Public Uility Comm ssion?
Yes, | testified before this Conmm ssion on behal f of
Distribution in Docket Nos. R-870719, R-891218, R-
901670, R-911912, R-922499, R-932548, R-932885, R-
943207, R-953487, R-963779, R-974167, and R-984497.
Have you presented testinony before any other
regul at ory conm ssi ons?
Yes. In addition to the expert testinony | have
presented to this Conm ssion, | have presented
testinony before the New York Public Service Conm ssion
and the Federal Energy Regul atory Conm ssi on.
Are you famliar with Distribution's filing, on Cctober

1, 1999, entitled National Fuel Gas Distribution
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Cor poration, Pennsylvania Division, Filing in
Compliance with the Natural Gas Choice and Conpetition
Act .
Yes, | am The filing sets forth the data required by
t he Pennsylvania Public Utility Conm ssion's
("Comm ssion") Oder setting forth Filing Requirenents
for the restructuring plans that nust be filed by
natural gas distribution conpani es pursuant to the
Nat ural Gas Choice and Conpetition Act (“Act”). 66 Pa.
C.S. 88 2201-12. The filing contains five exhibits
responding to filing requirenents set forth by the
Comm ssi on and providing other rel evant data.
Is the information in these exhibits true and correct
to the best of your know edge, information, and belief?
Yes.
What is the purpose of your testinony?
| will provide a general description of Distribution’s
exi sting custoner choice program how it evolved into
its current form and how it has been revised in this
filing to conply with the Act. | amalso available to

answer questions, where necessary, relating to the
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DI RECT TESTI MONY OF ERIC H MEI NL

filing requirenents that were prepared by nme or under

nmy supervision. These filing requirements are:

A Restructuring of Services
B. 1. b. Cust omer Choi ce

D. 1. Nat ural Gas Suppliers

G bl igation to Enpl oyees

Do Distribution”s custonmers currently have the
opportunity to purchase gas supply service fromthe
natural gas supplier (“NGS’) of their choice?

Yes. Initially choice was nade available to a sel ect
group of Distribution’s custoners in 1997, when a pil ot
aggregation program was approved; choice was nade
avai l able for all custoners on March 4, 1999.

Pl ease provide a brief overview of the pilot
aggregati on program

Distribution’s pilot aggregation program operated from
Cctober 1, 1997 to March 31, 1999. The pilot program
tested, anong other things, whether the utility could
exit conpletely, or at least significantly limt, its
role as supplier of last resort. Under the pil ot
program Di stribution was not a natural gas supplier for

custoners for a specified geographic area of
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Distribution’ s service territory'. Based on the
results of the pilot, Distribution determ ned that, at
least in the short term the utility nmust remain the
provi der of |ast resort.

The pilot program al so tested many of the
operational and information systenms required to support
a large-scale natural gas customer choice program
Di stribution used the | essons | earned over the one and
a half year life of the pilot programin devel oping the
system wi de custoner choice programthat it operates
currently.

Pl ease descri be the system w de custoner choice

progr am

The Comm ssion permtted Distribution s systemw de
nat ural gas supplier choice programfor all custoners
to becone effective on March 4, 1999. D stribution has
been providing all customers with the opportunity to
choose an alternative NGS since April 1, 1999. The
system wi de choi ce program approved by the Comm ssion

repl aced and expanded the pilot described above. Under

'The pil ot programoperated in the cities of Sharon,
Farrell, and Herm tage; boroughs of Sharpsville, West
M ddl esex, and Weat| and; and the townshi p of Shenango.

5
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Distribution’s systemw de choice program qualified
NGSs other than Distribution are able to serve the
aggregat ed gas supply requirenents of their custoners.
Retail custoners receive transportation service under
Distribution’s Small Aggregation Transportation
Custoner Service (“Rate Schedul e SATC'). NGSs are
required to qualify for service under Distribution's
Smal | Aggregation Transportation Supplier Service
(“Rate Schedul e SATS”).

NGSs are allowed to enroll custoners under Rate
Schedul e SATS from April through Septenber 15 annually.
Two billing options are available for the NGS. the two-
bill nodel, where the NGS invoices the retail custoner
for its natural gas supply service and Distribution
i nvoi ces the sanme custoner for natural gas distribution
service, and the utility single-bill nodel where supply
and distribution charges are consolidated in one
i nvoi ce issued and processed by the Conpany. Billing,
custonmer information disclosure and NGS transaction
protocols are discussed in nore detail in the Direct

Testinony of M chael E. Novak.
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Under the SATS tariff, Distribution is the

Supplier of Last Resort (“SCLR’). In order to pronote
conpetition without conpromsing reliability and system
operational integrity, the Conmpany retains upstream
capacity necessary for operational purposes. Capacity
not retained by the Conpany is allocated to NGSs to
meet custonmer needs. More specifically, upstream
capacity which forns a SATS NGS's capacity portfolio is

br oken down as foll ows:

Percent of Peak Day
Met by Upstream Capacity Capacity

1. 52% Nat i onal Fuel Gas Supply
Cor poration (“NFGSC’)
st orage and associ at ed
transm ssion released to
NGS

2. 23% Mandat ory rel ease of
upstream capacity

3. 25% upstream transm ssi on
capacity retained by
Di stribution but
avai l abl e for use by NGS
4. 0% NGS- suppl i ed capacity
As nore fully described in the Direct Testinony of

Bruce D. Heine, the above-outlined “mx” of rel eased
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capacity and capacity retained by Distribution is
critical to the nmaintenance of reliability throughout
t he Conpany’s distribution network. Over tine, as
capacity contracts are available for termnation, there
is a procedure by which NGSs will have the opportunity
to replace such term nated capacity with their own
contracts. Although nodified, the sanme general
capacity plan is proposed in the instant filing to
conply with section 2204(D) of the Act.
Exhibit 3 of this filing provides the filings
Di stribution has made before the Conm ssion regarding
Distribution’s system w de custoner choice program
These filings provide a thorough background in the
devel opnent, goals, rates, and operation of
Distribution’s system w de custoner choice program
The rates and charges associated with Distribution’s
original issuance of the systemw de choice tariffs
have been nodified pursuant to Distribution’s nost
recently concluded 1307(f) gas cost proceeding (R

984497) .
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Does this filing propose any nodifications to the
system wi de custoner choice programin order to conply
with the Act?
Yes. The nost significant change is in the allocation
schenme outlined above. 1In the instant filing, the
percentages are adjusted as foll ows:

Percent of Peak Day
Met by Upstream Capacity Capacity

1. 43% Nat i onal Fuel Gas Supply
Cor poration (“NFGSC’)
st orage and associ at ed
transm ssion released to
NGS

2. 27% Mandat ory rel ease of
upstream capacity

3. 30% Capacity retai ned by
Di stribution and incl uded
in SATC rates
The cal cul ation of the total capacity requirenments of
the NGS is proposed to be reduced from 72 degree days
to 59 degree days. The change in the allocation is the
result of Distribution retaining an increnment of NFGSC
storage and ot her peak supply assets needed for peaking

requi renents and to account for the differences between

forecasted daily tenperatures utilized in devel oping
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the daily delivery quantities required of NGSs and the
actual daily tenperatures experienced on the system as
well as variations in estimated and actual usage per
degree day. A nore thorough description of the peaking
requi renents and tenperature variance between
forecasted and actual tenperatures and its inpact on
system operations is provided in response to the filing
requirenents found in Exhibit 2, Schedule A 2, and
Schedul e C. 3.
VWhat tariff changes were required in order to reflect
t he acconmmodati on of peaking requirenments and the
vari ance between forecasted and actual usage?
The followng tariff changes were made to accommodat e
peaki ng requirenents and the variance between
forecasted and actual tenperature:
1) SATC transportation rates were
i ncreased by $0.1830/ Mcf to reflect the
increase in storage capacity retained by the
Conmpany to provide reliable service to SATC
custoners.
2) St orage capacity assigned to NGSs

was reduced under the SATS tariff on a

10
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correspondi ng basis to reflect the increase
in retained capacity. The reduction in
capacity assigned to NGSs will largely offset
the increase in SATC transportation rates
menti oned previously.
3) Changes to tariff Ri der A gas costs
applicable to SATC service were made that
refl ect the changes in capacity retained by
t he Conpany.
The cal cul ati on of the changes in SATC rates brought
about by the tenperature swi ng capacity/ peaking
requirenent is provided in response to Exhibit 2,
Schedul e A 2.
Section 2203(3) of the Act requires that a natural gas
di stribution conpany unbundl e natural gas supply
services fromits rates. In its filing requirenents
(A.1. Restructuring of Services) the Conm ssion
requires natural gas distribution conpanies to address
how existing tariffs are unbundled with respect to
comodity, capacity, storage, bal ancing, and aggregator

servi ces. Has Di stri buti on unbundl ed these services

11
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fromits rates for small volunme transportation
custoners and NGSs?
Yes, in devel oping Rate Schedul es SATC and SATS
Di stribution has unbundl ed from sal es service the cost
conponents associated wth commodity, capacity,
st orage, bal anci ng, and aggregat or services.

A denonstration of how SATC rates are unbundled is
provi ded in Wrkpaper, Exhibit 2, Schedule A 2. Page 1
of Workpaper, Exhibit 2, Schedule A 2. provides for the
cal cul ation of base rate non-gas costs included in SATC
rates. As can be seen fromthis workpaper, base rate
non-gas costs are determ ned by deducting total
commodity costs of gas, total storage and pipeline
capacity costs, and gross receipt taxes from sal es
rates.

Page 2 of Wbrkpaper, Exhibit 2, Schedule A 2.
denonstrates the final devel opnment of SATC rates.

Added to the base rate non-gas costs are the costs
associated wth retai ned capacity, tenperature

SwW ng/ peaki ng capacity, and the current storage and
capacity ‘DE factor. As explained in Distribution’s

Cct ober 30, 1998 system w de choice filing (included as

12
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Exhibit 3 in this filing), Distribution requires the
retai ned capacity included in SATC rates to support:
(1) reliability, (2) operational and flexibility
requi renments of the system and (3) to serve the
i sol ated | oad pockets in Distribution’s service
territory. Tenperature sw ng/ peaking capacity is
required to support the system during periods when
actual daily tenperatures and associ ated custoner usage
vary from projections. This capacity will also be used
to neet demand when the average tenperatures are bel ow
6°F. M. Heine addresses the reliability issues in
greater detail in his direct testinony. Colum P of
Wor kpaper, Exhibit 2, Schedule A 2., Page 2 provides
the total proposed SATC tariff rate.
Colum S of Workpaper, Exhibit 2, Schedule A 2.,

Page 2 provides the total SATC rates for custoners
transferring fromsales service to SATC service. The
current commodity ‘E factor will be charged to
custoners converting fromsales service to
transportation service for twelve nonths. This is

consistent with Section 1307(f)(6) of the Act.

13
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As denonstrated in Wrkpaper, Exhibit 2, Schedule A 2,
Distribution has retained a portion of capacity for
reliability purposes. Can an NGS utilize this
capacity?
Yes, as explained by M. Heine and M. Novak an NGS has
the ability to use this capacity to deliver gas
supplies to the systemto neet the requirenents of
cust oners.
Has Distribution unbundl ed bal anci ng services?
Yes, bal ancing and aggregati on services are separately
identified in Distribution's SATS tariff.

Di stribution provides two bal anci ng services for
the NGS: (1) city gate balancing, and (2) burner tip
bal ancing. City gate balancing refers to the delivery
of sufficient supplies to nmeet the NGS s aggregated
daily delivery quantity (ADDQ . The NGS is required to
provide deliveries within a 2% tol erance of the ADDQ
Failure to neet the ADDQ requirenments within 2% w ||
result in additional charges for underdeliveries or
rejection of nom nations for overdeliveries.

Burner tip inbalances result fromthe differences

bet ween what a NGS' s aggregated custoner group uses and

14
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what an NGS delivers to the system Burner tip
i nbal ances are cal cul ated for each NGS nonthly. The
Conpany provides the NGS with the option of resolving
burner tip inbal ances through a cash out procedure or a
roll over procedure.

Under the cash out procedure burner tip inbal ances
resulting in a net overdelivery are purchased by
Distribution. Distribution will sell gas to an NGS for
burner tip inbalances resulting in a net underdelivery.

Under the roll over procedure for burner tip
i mbal ances Distribution resolves the inbal ance by
adj usting the ADDQ delivery requirenment of the NGS in
subsequent nont hs.

Has Di stribution unbundl ed aggregati on services?

Yes, Distribution has devel oped separate unbundl ed
aggregation charges under its Rate Schedul e SATS. The
separate charges include an aggregation charge billed
to the NGS based on the burner tip consunption for the
NGS s custoner group and a billing service charge
applied to an NGS that chooses Distribution to provide

billing services.

15
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Section 2211(A) of the Act requires that for a period
fromthe effective date of the Act until January 1,
2001, the total non-gas cost charges of a natural gas
di stribution conpany for service to any retail natura
gas customer shall not exceed the maxi num non-gas cost
charges that are contained in the natural gas
di stribution conpany’s tariff as of the effective date
of the Act. Has Distribution increased any of the non-
gas cost charges in Distribution’s tariff since the
effective date of the Act?
No, Distribution has not increased any of its non-gas
cost charges since the effective date of the Act. The
only rate change proposed by Distribution at this tine
as aresult of the Act is the previously identified
change in SATC rates associated with capacity costs
related to peaking requirenents and tenperature sw ngs.
The change in SATC rates associated wi th peaking
requi renents and tenperature swngs is a gas cost
rel ated rate change, and, as nentioned previously,
Di stribution has made a correspondi ng reduction in the
anount of storage capacity required to be released to

NGSs under Distribution’s SATS tariff.

16
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The summary of revenues at current and proposed
rates applied to volunes for Distribution s nost
recently concluded fiscal year (the 12 nonths ended
Septenber 1998) is provided in Exhibit 2, Schedule A 3.
Are there any additional tariff changes related to the
Act ?
Yes, Distribution has added two additional rate riders
toits tariff: (1) Rider J — Universal Service Charge
and (2) Rider K — Custoner Education Charge. These
riders relate to additional costs associated with the
Act as explained by M. Guchala and M. Novak in their
testinmony. Rider J is designed to recover the
i ncrenmental universal service costs brought about by
the Act. R der Kis designed to recover the custoner
education costs, which the Act will cause D stribution
to incur.
Di stribution has al so made the foll ow ng
nmodi fications to Rate Schedul e SATS:. (1) procedures for
NGSs repl aci ng Conpany contracted upstream pi peline
capacity were updated, (2) NGSs are permtted to

mai ntain oral evidence or witten evidence of custoner

17
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enrol Il ment, and (3) notice procedures for NGSs exiting
t he choi ce program were added.
Section 1307(f) (6) of the Act requires that custoners
transferring fromtransportation service to sales
service not be subject to the over or under collection
adjustnment in gas cost rates for an appropriate period
follow ng such a transfer. Has D stribution nodified
its tariff to exclude custoners transferring from
transportation service to sales service from payi ng
such over or under collections?
Not at this tinme. Distribution believes the
appropriate tine to address this issue would be in
Distribution’s next 1307(f) proceeding. Since the
custoners that this provision would apply to are
current participants in Distribution’s custoner choice
program and those custoners had no notice that the
‘CE factor would not apply, it would be appropriate to
i npl enment this provision in Distributions next 1307(f)
proceeding with rates effective August 1, 2000. Under
this proposal custoners would have had the opportunity
to return to Distribution sales service when their

contracts expire prior to August 1, 2000, and could

18
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make no claimto being charged a different sales rate
due to their participation in the current program

Does this conplete your testinony?

Yes, at this tine.

19



