National Fuel

December 9, 2013

Rosemary Chiavetta, Secretary
Pennsylivania Public Utility Commission
P.O. Box 3265

North Office Building

Harrisburg, Pennsylvania 17105-3265

Re: National Fuel Gas Distribution Corporation
Delta Fund for Research and Development Projects Report

Dear Secretary Chiavetta;

Pursuant to R-00061493 Settlement paragraph 18 A.3 “Distribution will file with the Commission and
serve upon other Parties on or before December 31 an annual report for the preceding twelve month
period ended September 30, setting forth revenues for the Delta Fund for research and development
projects and expenditures for such projects. In addition, Distribution will describe in the annual report
projects that have been funded”. The enclosed report is submitted under this settlement agreement.

Acknowledgement hereof is desired and duplicate letter is enclosed with a self-addressed, stamped
envelope for that purpose.

Very truly yours,
Eric H. Meinl

General Manager
Rates and Regulatory Affairs
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Cc: Office of Special Assistants
Office of Consumer Advocate
Office of Small Business Advocate

NATIONAL FUEL GAS DISTRIBUTION CORPORATION / 86383 MAIN STREET / WILLIAMSVILLE, NY 14221-588%



The provisions of R-00061493 Settlement paragraph 18 A.3 were adopted on November 30, 2006

and effective January 1, 2007. Paragraph 18 A .3 states:
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“3. The Joint Petitioners agree to $526,466 to fund the Delta research and
development program pursuant to the Statement of Scott E. Swarzfager No. 14. The deferral
treatment and review process outlined in R-00049656 will continue. The company will not expend
these dollars on additional customer outreach for enhanced energy efficiency.

Distribution will be permitted to record a regulatory asset or liability for differences
between the annual rate allowance and annual expenditures. However, Distribution will not be
permitted to retroactively recover in a future proceeding any expenditures in excess of the annual
rate allowance and any deferred balance from the previous year's Delta funding. Distribution will
provide for review of research projects as described in its testimony. In order to implement this
Settlement, the Joint Petitioners request that the Commission's Final Order in this proceeding
include the following language to allow Distribution to qualify for deferred accounting under SFAS
71:

“National Fuel Gas Distribution Corporation’s accounting policies conform to the
Statement of Financial Accounting Standards No. 71 ‘Accounting for the Effect of
Certain Type of Regulations’ which are in accordance with the accounting requirements
and@ratemaking practices of regulatory authorities. The application of these accounting
paligies allows the Company to defer expenses and income on the balance sheet as
refjdlatory assets and liabilities when it is probable that those expenses and income will
ge:a!lowed in the rate-setting process in a period different from the period in which they
aaid have been reflected in the income statement by an unregulated Company.

Al

qg'Because research and development projects often require a commitment over
E|’ng§iple years and because the expenditures for such projects may not match on an
annual basis revenues for funding of research and development projects, deferred
ac@unting is appropriate and is approved. The regulatory deferral treatment sought
forthe Research and Development expenditures and rate relief requested in the case
are in accordance with SFAS No. 71,

“The Company will manage the costs of the Research and Development
expenditures to match revenues deferred pursuant to this Order to eliminate any
differences between deferred costs and deferred revenues at the end of a five-year
period commencing on the day after the R-00049656 Order was entered.”

Distribution will file with the Commission and serve upon other Parties on or before

December 31 an annual report for the preceding twelve month period ended September 30, setting



forth revenues for the Delta Fund for research and development projects and expenditures for such

projects. In addition, Distribution will describe in the annual report projects that have been funded.”

The provisions of R-00049656 Settlement paragraph 44 were adopted on March 23, 2005 and
effective April 15, 2005. Paragraph 44 states:

"44. Distribution's proposal to fund the Delta research and development program pursuant to the
Supplemental Statement of Ruth Friedrich-Alf No. 102 S2 is approved. Increased rates in this
proceeding provide for recovery of $526,466 in Delta research funds. Distribution will be permitted
to record a regulatory asset or liability for differences between the annual rate allowance and
annual expenditures. However, Distribution will not be permitted to retroactively recover in a future
proceeding any expenditures in excess of the annual rate allowance and any deferred balance from
the previous year's Delta funding. Distribution will provide for review of research projects as
described in its testimony. In order to implement this agreement, the Parties request that the
Commission's Final Order in this proceeding include the following language to allow Distribution to

qualify for deferred accounting under SFAS 71:

'National Fuel Gas Distribution Corporation’s accounting policies conform to the
Statement of Financial Accounting Standards No. 71 ‘Accounting for the Effect of Certain
Type of Regulations’ which are in accordance with the accounting requirements and
ratemaking practices of regulatory authorities. The application of these accounting policies
allows the Company to defer expenses and income on the balance sheet as regulatory
assets and liabilities when it is probable that those expenses and income will be allowed in
the rate-setting process in a period different from the period in which they would have been
reflected in the income statement by an unregulated Company.

‘Because research and development projects often require a commitment over
multiple years and because the expenditures for such projects may not match on an annual
basis revenues for funding of research and development projects, deferred accounting is
appropriate and is approved. The regulatory deferral treatment sought for the Research
and Development expenditures and rate relief requested in the case are in accordance with
SFAS No. 71.

'The Company will manage the costs of the Research and Development
expenditures to match revenues deferred pursuant to this Order to eliminate any
differences between deferred costs and deferred revenues at the end of a five-year period
commencing on the day after this Order is entered.’

Distribution will file with the Commission and serve upon other Parties on or before December 31

an annual report for the preceding twelve month period ended September 30, setting forth



revenues for the Delta Fund for research and development projects and expenditures for such

projects. In addition, Distribution will describe in the annual report projects that have been funded.”

As presented in R-00049656 Statement No. 102 (page 15);

“On an annual basis coming off of September 30, a reconciliation of revenues and expenditures
with a description of projects funded will be on file on or before December 31 with the Office of Trial
Staff, Office of Consumer Advocate and the office of Small Business Advocate. At the fifth

reconciliation, Distribution will file a five year report.”

As presented in R-00049656 Statement No. 102 S2 (page 7)

“Annual revenues .... will be deferred to offset the costs of the Research and Development

expenditures (expenses) to both the Gas Technology Institute (“GTI”) fund and local projects.

The Company will manage the cost of the Research and Development expenditures to match
revenues deferred pursuant to this Order to eliminate any differences between deferred costs and
deferred revenues at the end of a five-year period commencing on the day after this Order is

entered.”

It is under these guidelines and agreements that Distribution files the following report for the
period ended September 30, 2013.



National Fuel Gas Distribution Corporation
Pennsylvania Division

Annual Filing of Delta Fund Revenues and Expenditures
For the period ended September 30, 2013

Annual Cumulative

Year Ended Expenditures Revenues Expenditures Revenues Balance

Sept. 2005 $92,300 $113,927 $92,300 $113,027 ($21,627)
Sept. 2006 $376,800 $526,466 $469,100 $640,393 ($171,293)
Sept. 2007 $596,800 $526,466 $1,065,900 | $1,166,859 ($100,959)
Sept. 2008 $526,493 $526,466 $1,592,393 | $1,693,325 ($100,932)
Sept. 2009 $376,368 $526,466 $1,968,761 | $2,219,791 ($251,030
Sept. 2010 $455,911 $526,466 $2,424,672 | $2,746,257 ($321,585)
Sept. 2011 $721,800 $526,466 $3,146 472 | $3,272,723 ($126,251)
Sept. 2012 $280,300 $526,466 $3,428,772 | $3,799,189 ($372,417)
Sept. 2013 $626,800 $526 466 $4,053,672 | $4,325,655 ($272,083)

Note 1: Rates were effective April 15, 2005 therefore the report ended September 30, 2005 does not
represent a 12 month period of revenue collection.

DESCRIPTION OF ACTUAL EXPENDITURES - PERIOD ENDED SEPTEMBER 2013

GTI Utilization Technology Development Program

$192,300 was submitted to Utilization Technology Development, NFP (UTD) for the April 1, 2013 through
March 31, 2014 dues. $92,349 has been allocated to specific projects as listed below.

Payments, Fees, Credits, Carryover

Payments to UTD $192,300

Administration Fees $19,230

Carryover of Unallocated Funds from 2012 $19,210
[ Funds Available for Allocation $192,280 |

Allocations to Projects

Residential/Commercial Space Conditioning

{1.10.J) Low NOx Residential Furnace $4,867

(1.11.M) Whole House Residential Retrofit Technalogies Evaluation

(Building America) and Phase 2012 $1,457

(1.11.Q) Initial Evaluation of Ultra Low NOx Burner Techinologies

(200,000 BTU/hr) and Phase 2012 $1,795

(1.11.T) Residential and Commercial Gas Fired Clothes Dryer

Opportunity Assessment and Technology Development and Phase

2012 $1,841

(1.11.Y) NextAire Chiller Link Energen Headquarters Case Study $493



(1.11.2) Competitive Assessment of Daikin Altherma™ System
(1.12.G) Codes and Standards for Advanced Gas Technologies
(1.12.J) Commercial Building Reference Models

(1.12.U) Cold Climate Performance Evaluation of NextAire™ Gas
Engine-driven Heat Pump

{1.13.D) Codes and Standards for Advanced Gas Technologies
{1.13.L) SPC204 MCHP Test Method Standard Support

Residential/lCommercial Water Heating

(1.8.H) Solar/Natural Gas Domestic Hot Water Solution

(1.9.C) Low Cost Condensing Water Heaters

(1.9.E) Residential Hybrid Gas-Solar Water Heating System
Demonstrations

(1.9.F) Commercial Hybrid Gas-Solar Water Heating System
Demonstrations

(1.11.G) Integrated Contact Condensing Water Heater (ICCWH)
(1.12.Q) Unplugged Energy Star Water Heater

(2.6.E) Solar-Assisted Natural Gas Energy Systems

Commercial Food Service

{1.11.A) Food Service Audit and Survey
{1.11.D) Gas Fired Conveyor Warewasher
{1.13.B) CFS Tools and Calculators

Industrial Solutions

{2.10.D) 5 ppm NOx Burners :

(2.11.E) Active Burner Control Scheme/Design for Increased
Efficiency/Stability

{2.11.1) Reducing CO2 at the Source Phase Il

{2.11.P) Waste Heat Recovery from Corrosive Industrial Exhaust
Gases

(2.12.U) Gas Quality Sensor (GQS) for Natural Gas and Renewable
Gas Fueled Engines

(2.13.F) Gas-Fired Baking Oven Performance Improvement

Transportation

(2.8.B) Low Cost & Scalable CNG Cylinder

(2.12.A) Truck Trailer Integrated CNG Storage Design

(2.12.B) Ultimate CNG FuelMule Mobile Fueling Vehicle

(2.12.C) Vertical Well CNG Storage Investigation

(2.12.E} NGV Fueling Appliance Prototype Testing and Evaluations
(2.12.T) Free Piston Linear Motor Compressor (FPLMC)

{2.13.G) CWI 6.7 liter Med Duty Engine Development

(2.13.1) improvements In High Volume Dispensing Performance

Carbon Management
Carbon Management Information Center

Other
{1.10.A) Gas Technology Advisor - Program Upkeep

$1,384
$128
$2,739

$6,185
$2,953
$1,107

$1,032
$653

$475

$902
$5,188
$6,848
$2,224

$2,076
$220
$923

$5,349

$5,044
$1,833

$3.825

$3,612
$1,107

$1,845
$1,354
$1,107
$1,107
$3,974
$3,568
$1,202
$1,476

$9,227

$576



GTI Emerging Technology Program $9,227

Refunds

(1.10.E) Hybrid Optimized Tankless (HOT) Water Heater Prototype

Field Testing - REFUND ($283)
(2.10.H) Design, Development and Certification of ESI 9.3L Heavy

Duty NG Engine - REFUND {$8,370)
Miscellaneous Refunds and Adjustments - REFUND (311)

| Funds Allocated to Projects $92,349 |

Unallccated Funds $99 931
Funds Available for Allocation $192,280

GTI Operations Technology Development Program

$184,500 was submitted to Operations Technology Development, NFP (OTD) for the 2013 membership
fee. $151,539 has been allocated to specific projects as listed below.

Payments, Fees, Carryover

Payments to OTD $184,500
Administration Fees $13,837
Carryover of Unallocated Funds from 2012 $39,906
Funds Available for Allocation $210.569J

Allocations to Projects

{1) Pipe and Leak Location

(1.i) Remote Leak Survey Using Laser $4,185
(1.8.a) GPS-Based Excavation Encroachment Notification $7.077
(1.8.a) GPS Based Excavation Encroachment Notification for ROW

Monitoring- CA (GTH1) $369
{1.11.c) Low-Cost MEMS Methane Sensor Platform Phase 1 $513
{1.12.b) Cross-Beres Detection Using Mechanical Spring Attachment $2,941
(1.13.a) Integration of Acoustic and GPR Technologies for HDD

Operations $738
{1.13.a) Integration of Acoustic and GPR Technologies for HDD

Operations add (PHMSA) ' $3,691
(1.13.¢) No Blow Fish Tape Technology to Locate PE Mains —

Testing and Field Evaluation $3,691

{2) Pipe Materials, Repair, and Rehabilitation

(2.10.b) Polyurea Coating Testing and Assessment for Gas Industry
Use $1,538

{2.10.b) In-Service Field Evaluation of Polyurea Coating Systems —
Phase 2 $3,691



(2.12.a} Integrated Expert Monitoring and Training System for Butt
Fusion

(2.13.b) Guidelines for Special Permits for Structural Composite
Rehabilitations

(3) Excavation and Site Restoration

{4) Pipeline Integrity Management and Automation

{4.7.9) Yield Strength

{(4.8.j} (GTI) Distribution Integrity Management Risk Model

{4.11.e) Evaluating Assessment Technique Effectiveness

{4.12.¢) Field Test of a Cathodic Disbondment Detector

{4.12.d) Continuous Threat Identification Program

(4.12.e) PipeCrawler Market Assessment and Demonstration (GT1)
(4.13.a) DIMP Consequence Model

(5) Operations Infrastructure Support

(5.7.p) (GTI) GPS Consortium

(5.8.e) (b) Enhanced Material Tracking and Traceability Development
of Standardized Protocols Identifiers For Transmisson Pipeline

(5.9.f) CP Monitor Prototype Maodification and Field Trials Phase 2
(5.9.h) North American Manufacturer Qutreach

(5.10.2) Evaluation of lonix Static Suppressor on Existing PE Piping
Systems

(5.11.e) Intefligent Utility System - Phase 3; Automated Component
Validation Software

(5.11.m) Intelligent Utility Installation Process (Asset Tracking)
(5.11.n) Quality Control Procedure for High Potential Anodes — Phase
2

(5.11.s) Breakaway Disconnect Shutoff Product Development and
Evaluation Phase Il

{5.11.1) Essential Data Capture for PE Fusion Operations

{5.12.b) Development of a Portable Flash Fire Suppression System
{PFFSS)

(5.12.n) Advanced Tools for Improved AC Corrosion Prevention and
Mitigation

(5.12.0} Guidelines for Cast-lron (Cl) Winter Operations

(5.13.f) Low Cost Collision Avoidance System

(6) Other- GTI SMP
(7) Environmental, Renewables and Gas Quality

{7.10.c) Improving Methane Emission Estimates Phase Il - Cast Iron
and Unprotected Steel Pipes

$8,765

$1,845

$0

$923
$1,845
$4,770
$1,448
$5,536
$1,824
$3,691

$5,636

$635
$2,262
$1,845

$568

$3,601
$5,536

$1,845

$3,322
$3,691

$3,994

$3,691
$2,953
$1,845

$36,907

$14,763



Adjustments and Miscellaneous Small Refunds (REFUND} ($6286)

Funds Allocated to Projects $151,539 |
Unallocated Funds $59,030
Funds Available for Allocation $210,569

Local Opportunity Projects

$250,000 was expended for Local Opportunity Projects in 2013.

SUMMARY OF EXPENDITURES - 2013

Utilization Technology Development Program $192,300
Operations Technology Development Program $184,500
Local Opportunity Projects $250.000
Total Pennsylvania Delta Funds Program Expenditures $626,800

PROJECTED EXPENDITURES - PERIOD ENDING SEPTEMBER 2014

Expenditures for National Fuel Gas Distribution Corporation's Pennsylvania Delta Funds RD&D Program
are projected to be $626,800 in 2014 consisting of the following charges:

1. Utilization Technology Development (UTD) membership fees of approximately $192 300. Specific
priojects to be determined.

2. Operations Technology Development (OTD) membership fees of approximately $184,500.
Specific projects to be determined.

3. Local Opportunity Projects spending estimate of $250,000. Funds not used for the development of
qualified local technology projects in National Fuel territory will be allocated to the national Gas
Technology Institute programs above.

STATUS UPDATE OF LOCAL OPPORTUNITY PROJECTS- 2013

Funding of gas industry research through the Gas Technology Institute (GTI), as an example, returns
many benefits, including insuring continued improvement and availability of energy-efficient, low
emissions and cost-effective gas technologies; while leveraging the funding resources of gas utilities
across North America. The Local Opportunity Projects portion of this program intends to identify projects
for direct local support offering equal, or better, benefits than GTI. This is challenging but National Fuel
endeavors to identify and develop these opportunities. Funds available through this portion of the
program, beyond the minimum commitments to GTI, may be used for qualified local projects. Funds not
used locally are sent to GTl to be allocated to suitable projects, as shown in the previous supported
project listings.

Updates on four Local Opportunity Projects are provided.



Clarion University Microturbine. This combined heat and power hybrid system consisting of a
natural gas microturbine generator and a solar array produces electricity to meet the partial needs
of the new science building at Clarion University. Heat produced by operation of the microturbine
is used to supplement building heat. The system has been in operation since August 2010, but
this project had not yet been closed because of an open contract item. A final payment of
$12,486 was to be due upon installation of a video display board in the building lobby monitoring
the performance and benefits of the on-site generation system. Budget cut-backs and key
personnei changes at the University have sidetracked the implementation of this final task.
National Fuel has therefore closed our portion of the project. Subsequent improvements to heat
recovery from the microturbine, along with more effective thermal utilization, have been made by
the University beyond the scope of the National Fuel project. National Fuel understands that the
system continues to operate satisfactorily. No program funds were used this year nor is further
RD&D work anticipated. The project has been closed.

Natural Gas Powdered Metals Sintering Furnace. Computer modeling and performance
simulation of natural gas powdered metals (P/M) sintering furnace operation has been completed.
This modeling was created and performed by Pennsylvania State University-Erie using resources
of this program to induce a sintering furnace manufacturer in St. Marys, PA to develop an
improved natural gas sintering furnace design. An improved and competitive gas furnace with
higher efficiencies and lower emissions could provide Pennsylvania P/M shops with opportunities
to further reduce their operating costs using lower cost natural gas over the predominance of
electricity. National Fuel has introduced the furnace manufacturer to an innovative industrial
combustion burner manufacturer in Erie. The parties are working together to resolve hardware
issues, and develop an acceptable and competitive design. Results of those discussions will
determine any additional necessary RD&D support. No program funds were used this year.

Advanced Heat Recovery System (AHRS). This project was an initiative by National Fuel
begun ih 2012 working with the Gas Technology Institute (GTI). It was an attempt to identify sites
for a new energy-efficient Transport Membrane Condenser (TMC) technology resulting from UTD
development. The TMC is a spin-off from the Federally-funded Super Boiler project to recover
sensible and latent waste heat, and water, from boiler or other industrial process exhausts. It had
been commercially introduced by Cannon Boiler Works of New Kensington, PA as the Ultramizer.
National Fuel has not been successful in finding any suitable host sites to this point. Cannon has
indicated that low prices and abundant supplies of natural gas have negatively impacted their
target markets. National Fuel will continue to assess potential sites as opportunities arise. No
Local Opportunity program funds have been used either in this, or prior years for the technology.

Public Access Compressed Natural Gas Fueling Station at Brookville, PA. In early 2013, a
public access compressed natural gas (CNG) fueling station along I-80 in Brookville, PA was
opened by a local Pennsylvania developer with the assistance of this RD&D program. Upon
inducing the developer to locate his new station.in this high visibility high traffic location, and
provide his own financing, assistance was provided by this program to address additional costs to
open access to CNG beyond private fleets. The intent was to make it as easy as possible to
serve a greater population of public vehicles, allowing them to enjoy the benefits of lower cost
CNG fuel which is indigenous to PA, or is domestically sourced, with lower emissions. In addition
to the technical issues, there were numerous regulatory, tax, legal, credit card, commercial and
other business challenges which were addressed. The existence of this station is providing
awareness and interest among the public on the benefits of CNG vehicle fuel. It is providing the
impetus for growth. The developer’s strategic plan is to place CNG stations at about 40 mile
intervals along the 1-80 and 1-79 corridors. Since the opening of this station, a number of other
stations are being actively developed, or are under consideration, along those corridors, as well
as in other locations. The station appears to be both & technical and commercial success. The
program support for this project in 2013 amounted to $250,000 with the developer more than
satisfying his commitments,



National Fuel intends to continue efforts to identify other beneficial Lacal Cpportunity Projects for
development which may provide direct benefit to our Pennsylvania consumers, businesses, and
industries.
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RETURN SERVICE REQUESTED

Rosemary Chiavetta, Secretary
Pennsylvania Public Utility Commission
P.O. Box 3265

North Office Building

Harrisburg, PA 17105-3265
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