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February 3, 2006 

VIA UPS OVERNIGHT 

The Honorable Ron Jones 
Chairman 
Tennessee Regulatory Author~ty 
460 James Robertson Parkway 
Nashville, Tennessee 37243-0505 

James H. ~ e f f  ries IV 
Attorney at ~ a {  

I 

T 704 331 1079, 
F 704 339 5879; 
~~n i je f f r~es~Prnva law con1 

I 
Moore & V a n  ellen PLLC 

I 

Su~ te  4700 
100 North Tryo; Street 
Charlotte, NC 28202-4003 

Re: Nashville Gas Company, A Dlvlsion of Piedmont Natural Gas Company, Inc. - 
' 

Docket No. 05-001 65 i 
i 
! 

Dear Cha~rman Jones: 

Pursuant to the procedural schedule establ~shed In th~s proceeding and Tenn. Cornp. R. and Reg. 
1220-1 -1 -2-.11, Nashville Gas Company respectfully subm~ts a copy of the Second supplemental 
Responses of Nashville Gas Company, a Division of P~edmont Natural Gas Company, lnc., to the 
Consumer Advocate and Protection Div~sion's Second Set of Discovery Requests. I 

Please accept these Supplemental Responses for filing and return a f~led-stamped cGpy of this 
letter to me in the enclosed self-addressed and stamped envelope. I 

Thank you for your assistance with this matter If you have any questions regarding these 
comments you may reach me at the number shown above. I 

Sincerely, 

JHJ/bao 

Enclosure 

c: All Part~es of Record 

Research Trlangl&. NC 
Cliarlestol>. SC 



NASHVILLE GAS COMPANY 
REVIEW OF NASHVILLE GAS COMPANY'S IPA 

RELATING TO ASSET MANAGEMENT FEES 
DOCKET NO. 05-00165 

CONSUlVlER ADVOCATE AND PROTECTION DIVISION 
SECOND SET OF DISCOVERY REQUESTS 

January 3,2006 

DISCOVERY REOUEST NO. 3 

In response to Discovery Request No. 10 of the Consumer Advocate's First Set of 

Discovery Requests, Nashville Gas Company stated that "[olther reasons justifying the 

inclusions of the asset nianagement fees are set forth in the proceed~ngs In which the 

asset management fees were approved." Please identify all proceedlngs in which 

Nashville Gas contends that the asset management fees were approved, including, but 

not limlted to, the particular documents from such proceed~ngs that demonstrate the 

approval of asset management fees. 

SUPPLEMENTAL RESPONSE: Please see the attached additional documents filed 

in TRA Docket No. .96-00805. 
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Tennessee Public Service Commission - ! =J - 
Nashville, Tennessee i C -  yy rn 

Application of Nashville Gas Company, a Division ) - 
of ~iedmont '~atura1 Gas Company to Establish a ) Docket No. 03 

Performance Incentive Plan 

Application For Approval Of 
Performance Incentive Plan 

Pursuant to Tennessee Code Annotated, Section 65-2-102, Nashville Gas Company 

(Nashville), a division of Piedmont Natural Gas Company, Inc. (Piedmont) hereby respecthlly 

requests the Commission to approve the tariff containing the performance incentive plan (Incentive 

Plan) filed with this application as Exhibit - (TES-2). In support of h s  request, Nashville 

respectfully shows the following: 

I. 

Identity of Applicant. 

-The full name and address of the Petitioner is: 

Nashville Gas Company 
65 5 Mainstream Drive 
Nashville, TN 37228 

II. 
I 

Service List. 
.c 

The names and addresses of all persons to whom correspondence, petitions, interventioris and 

other communications relative to this Application should be mailed are as follows: 

John H. Maxheim 
Chairman, President and Chief Executive Officer 

Piedmont Natural Gas Company, Inc. 
P.O. Box 33068 

Charlotte, NC 28233 

( ~ e r v i c e ~ ~ i s t  Continued on Next Page) 



Bill R. Moms 
Director of ' ~ a t e s  

Piedmont Natural Gas Company, Inc. 
P.O. Box 33068 

Charlotte, NC 28233 

Jerry W. Amos 
Amos & Jef ies ,  LLP 

P. 0. Box 787 
Greensboro, NC 27402 

Jurisdiction of Commission. 

Piedmont is incorporated under the laws of the State of North Carolina and is engaged in the 

business of transporting, distributing and selling gas in the States of Tennessee, North carolin4 and 

South Carolina. Piedmont is a public utility under the laws of Tennessee, and its public utility 

operations in Tennessee are subject to the jurisdiction of h s  Commission. Piedmont conducts its 

public utility business in T e ~ e s s e e  through its operating division, Nashville. Nashville maintains 

an office at 665 Mainstream Drive, Nashville, Tennessee. Nashville is engaged in the business of 

furnishing natural gas in Davidson County and in portions of Cheatham, Dickson, Robertson, 

Rutherford, Sumner, Trousdale, Williamson and Wilson Counties, T e ~ e s s e e ,  and in certain 

incorporated towns therein. 

Purpose of Application. I 

The purpose of this application is to seek approval of the Incentive Plan. As explained in 

more detail in the testimony and exhlbits accompanying this application, the Incentive Plan will 

provide Nashville with incentives to acquire gas at the lowest reasonable cost consistent with a 

secure gas supply, eliminate the need for time consuming and costly prudence reviews, and re:duce 

consumer gas rates. 



v. 

Effect on Existing Ratemaking Procedures 

Under the Incentive Plan, Nashville will be permitted to increase or required to decrease the 

margin component of its rates to reflect its performance gains or losses. No other changes would be 

required in existing ratemaking procedures. .Nashville's base rates and base margin would continue 

to be established in general rate case filings. Nashville would continue to recover its gas costs under 

the existing PGA procedures and its GSR costs under the existing approved procedures. Nashville 

would also continue to adjust its rates as permitted by the WNA procedures. 

VI. I 

General Description of Incentive Plan. 

As explained in more detail in the testimony and exhibits accompanying h s  application, 

the Incentive Plan is comprised of two interrelated components--a Gas Procurement' Incentive 

Mechanism and a, Capacity Management Incentive Mechanism. The Gas Procurement Incentive 

Mechanism establishes a predefmed benchmark index to which Nashville's city gate commodij cost 

of gas is compared, and also addresses the recovery of gas supply reservation fees, the treatment of 

offsystem sales and wholesale interstate sale for resale ,transactions, and the use of financial or 

private contracts in managing gas costs. The Capacity Management Incentive Mechanism is 

designed to encourage Nashville to actively market offpeak unutilized transportation and storage 

capacity on pipelines in the secondary market. 

VII. 
e 
e 

General Description of the Gas Procurement Incentive Mechanism. 

The Gas Procurement Incentive Mechanism establishes a monthly benchmark dollar amount 

to which Nashville's actual city gate commodity gas costs are compared. If the total commodiG gas 

purchase costs for a given month vary from the benchmark dollar amount by more than one pei-cent 

(the monthly deadband), the variance or excess from the one percent deadband will be considered 



I 

incentive gains or losses. These incentive gains or losses will be shared on a 50150 basis between 
I 

the company and its ratepayers subject to an overall mnual cap of $1.6 million on gains or losses for 

Nashville under the plan. The benchmark dollar amount is established by multiplying total actual 

purchase quantities each month by a monthly price index. The monthly price index is a composite 

price referencing monthly index prices published by Inside FERC,weighted by location according 

to Nashville's firm capacity rights each month on upstream pipelines for gas supplies purchased by 

Nashville in the first-of-the-month market and transported under Nashville's firm transportation (FT) 

contracts, monthly index prices published by Inside FERC for spot supplies purchased in the'first 

of the month market and delivered to the city gate using transportation arrangements other than 

Nashville's FT contracts, and the weighted average daily index prices published by Gas ~ a i &  for 

Nashville's daily spot purchases. 

Reservation Fees. 

' 

Nashville would continue to pass through reservation fees paid to gas suppliers on a dollar 

for dollar basis (with no profit or loss potential). With respect to new or replacement su'pply 
1 

arrangements or price renegotiations under existing arrangements, Nashville would solicit bids or 

proposals for service and choose the best bid for the fm service Nashville requires consistent with 

its "best cost" gas procurement strategy. Nashville would continue to reserve the right to offer 

existing suppliers (who have performed well under expiring contracts) a right of first refusal to 

match the best bid. 
< 

8 

IX. 

Offsystem Sales and Wholesale Sale for Resale Transactions. 

Any margin generated as the result of offsystem sales or wholesale sale for resale transactions 

using Nashville's fm transportation or storage capacity entitlements (the costs of which are 

recovered from Nashville's ratepayers) will be credited to gas costs and will be shared with 



ratepayers under the Gas Procurement Incentive Mechanism. Margin will be defined as the 

difference between the sales proceeds and the total variable costs incurred by Nashville in connection 

with the transaction, including transportation and gas costs, taxes, fuel, or other costs. For purposes 

of gas costs, Nashville will impute such costs for its related supply purchases at the benchmark f i t -  

of-the-month or daily index, as appropriate, on the pipeline and in the zone in which the sale takes 

place. The difference between Nashville's actual costs and such index price is already taken into 

account under the plan. As to transportation costs, Nashville will impute such costs up to the 

transporting pipeline's maximum interruptible transportation (IT) rate. The difference between the 

maximum IT rate and Nashville's actual transportation commodity costs will be treated as capacity 

release margin under the Capacity Management Incentive Mechanism. After deducting the total 

transaction costs horn the sales proceeds, any remaining margin will be credited to commodity gas 

costs and shared on a 50150 basis with ratepayers. 

X. 

Financial and Other Private Contracts. 

To the extent Nashville uses futures contracts, other financial derivative products, storage 

swap arrangements or other private contractual arrangements to hedge, manage or reduce gas costs, 

it will flow through any gains or losses through the commodity cost component of the Gas 

Procurement Incentive Mechanism. 

XI. 

Capacity Management Incentive e Mechanism. 
& 

The Capacity Management Incentive Mechanism is designed to provide Nashville an 

incentive to release unutilized offpeak fum transportation or storage capacity in the secondary 

interstate market and reduce Nashville's demand charges paid under those contracts to pipelines. 

The plan would flow back to Nashville's ratepayers 75% of the resulting cost savings and credit 

Nashville with 25% of the savings. Transportation or storage margin embedded in offsystem sales 



or wholesale interstate sale for resale transactions (as described above) will also be subject to the 

same 75/25 sharing formula. Like the other components of Nashville's incentive plan, the Capacity 

Management Incentive Mechanism will be subject to the $1.6 million overall annual cap on gains 

and losses for Nashville established for the plan. 

MI. 

New Pipeline Capacity Demand Costs and Gas Supply Reservation Fees. 

New pipeline capacity demand costs andfor gas supply reservation fees will be recovered 

through the PGA on a dollar for dollar basis (with no profit or loss potential). Nashville will solicit 

bids and will choose the bid which best matches Nashville's requirements. As new fm 

transportation capacity or supply services are added to Nashville's portfolio, Nashville will amend 

the monthly price index formula set forth in the Gas Procurement Incentive Mechanism to take into 

account any new weighting of capacity entitlements within the supply zones. 

m. 
, Cap on Gain and Losses. 

Nashville will be limited to overall gains or losses totaling $1.6 million under the Incentive 

Plan in any plan year. Such gains or losses would form the basis for a rate increment or decrement 

to be filed and placed into effect separate from any other rate adjustments to recover or refund such 

amount over a prospective twelve month period. 

XIV. 

Accounting Procedurez. - 
Each month during the term of plan, Nashville will compute any gains or losses under the 

Incentive Plan. If Nashville earns a gain, a separate non-interest bearing Incentive Plan Account 

(IPA) will be debited with such gain. If Nashville incurs a loss, that same IPA will be credited with 

such loss. The offsetting entries to IPA gains or losses will be recorded to income or expense, as 

appropriate. At its option, however, Nashville may temporarily record any monthly gains in a non- 



regulato j deferred credit balance sheet account until results for the entire plan year are available. 

Each year, effective November 1 ,  the rates for all customers, excluding interruptible 

transportation customers who receive no direct benefits from any gas cost reductions resulting from 

the plan, will be increased or decreased by a separate rate increment or decrement designed to 

amortize the collection or refund of the June 30 IPA balance over the succeeding twelve month 

period. The increment or decrement will be established by dividing the June 30 P A  balance by the 

appropriate volumetric billing determinants for the twelve months ended June 30. 'During the twelve 

month amortization period, the amount collected or refunded each month will be computed by 

multiplying the billed volumetric determinants for such month by the increment or decrement, as 

applicable. The product will be credited or debited to the IPA, as appropriate. The balance in the 

IPA will be tracked as a separate collection mechanism. 

XV. 

Reports. 

Nashville will file interim quarterly reports of the IPA account with the Commission not later 

than 60 days following the end of each fiscal quarter and will file an annual report of IPA activity 

not later than 60 days following the end of each plan year. 

An?. 

Proposed Effective Date. 

Nashville requests an effective date of July 1, 1996, with the first plan year continuing 

through June 30, 1997. The plan would rollover into a second -- year commencing July 1, 1997 and 
e 

ending June 30, 1998 with the agreement of Nashville and the approval of the Commission. 

Nashville would inform the Commission of its intention to roll over the plan for a second year no 

later than April 1, 1997. 



Attachments. 

The following documents are being filed with and are incorporated herein: 

I.  Testimony and Exhibits of Thomas E. Skains; 

2. Testimony and Exhibits of Chuck Fleenor; and 

3. Testimony and Exhbits of Dr. Jay P. Lukens. 

XVIII. 

Request for Approval. 

WHEREFORE, Nashville respectfully requests the Commission to (1) find that the proposed 

Incentive Plan is in the public interest and to grant authorization under Tennessee Code Annotated, 

Section 65-2- 102, as amended, to implement the Incentive Plan effective July 1, 1996 on the terms 

and conditions set forth herein and in the Incentive Plan and (2) relieve Nashville of any 

responsibility for prudence reviews or their costs during the term of the Incentive Plan. 

' Nashville Gas Company, a Division of 
Piedmont Natural Gas Company, Inc. 

By: 
John H. Maxheim, President, 

w Chairman of the Board and 
Chief Executive Officer 

y . 0 .  BOX 787 
Greensboro, NC 27402 
Telephone: (91 0) 273-5569 



STATE OF NORTH CAROLINA ) 

) 

COUNTY OF MECKLENBURG- ) 

John H. Maxheim, being first duly sworn, states that he is President, Chairman of the 

Board and Chief Executive Officer of Piedmont Natural Gas Company, Inc., that he has read the 

foregoing Petition, that the facts stated therein are true to the best of his knowledge, information 

and belief and that he has been duly authorized to execute the foregoing Petition on behalf of 

Piedmont Natural Gas Company, Inc. 

Sworn to and subscribed before me 
this the 18th day of April, 1996 

My commission expires: 
!ah, 1579r 
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Testimony of Thomas E. Skain: 
Page I 

Identification of Witness. 

Please state your n p e  and your business address. 

My name is Thomas E. Skains. My business address is 191 5 Rexford 

Road, Charlotte, North Carolina 282 1 1. 

By whom and in what capacity are you employed? 

I am employed by Piedmont Natural Gas Company, Inc., (Piedmont) as 

Senior Vice President, Gas Supply and Services. 

Please describe the scope of your present responsibilities for Piedmont? 

My principle duties are to direct the activities of the company in areas 

related to the planning, procurement and utilization of pipeline capacity 

and gas supplies to meet Piedmont's present and future requirements, 

including the requirements of Piedmont's Nashville Gas Company 

division (Nashville). In addition, I am responsible for Piedmont's sales 

and transportation services and the management of the company's 

throughput, including industrial customer services and gas control 

operations. 

Please describe your educational background? 

I graduated from Sam Houston State University in 1978 with a 

Bachelor's Degree in Business ~ d r n i n i s t r a t h .  In 1981, I received a 

Doctor of Jurisprudence Degree from the University of Houston Law 

School, and I was admitted to the State Bar of Texas. 

Please describe your professional background. 

I joined the legal department of Transcontinental Gas Pipe Line 

Corporation (Transco) in 198 1, and I practiced law in the areas of gas 
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supply, rate and federal regulatory matters until 1986. In 1986, I was 

elected a Vice President of Transco and was responsible for marketing, 

transportation and customer services. I was promoted to Senior Vice 

President of Transco in 1989, and I was responsible for the marketing and 

~ administration of Transco's transportation and storage services, including 

project development activities, until I left Transco in April 1995 to join 

Piedmont. 

Q. Have you previously testified before any regulatory authority? 

A. Yes. I have presented testimony and appeared as a witness in numerous 

proceedings before the Federal Energy Regulatory Commission (FERC), 

and I have appeared before the North Carolina Utilities Commission 
', 

WCUC). 

11. Identification of Applicant. 

Q. Please give a general description of Piedmont and its businesses. 

A. piedmint is a North Carolina corporation with its corporate headquarters 

in Charlotte, North Carolina. Piedmont is principally engaged in the 

natural gas distribution business and as of February 1996 delivered gas 

to approximately 53 8,000 customers--- 1 19,000 of which are located in 

Tennessee. Our Tennessee operations are conducted by our Nashville 

division. Of total fiscal year 1995 (ending October 3 I,  1995) natural gas 

deliveries of 125,593,326 dts, 27,891,656 dts or 22% were delivered to 

customers of Nashville. 

111. Purpose of Testimony. 

Q. What is the purpose of your testimony in this proceeding? I 
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The purpose of my testimony is to explain Nashville's goals in this 

proceeding and to describe Nashville's proposed performance incentive 

plan relating to its gas acquisition activities. I am also sponsoring 

Nashville's application in this proceeding and certain exhibits. 

Will other witnesses offer testimony on Nashville's behalf? 

Yes. Dr. Jay Lukens will offer testimony on the appropriate goals for a 

performance incentive plan, describe the attributes of a good incentive 

plan and describe how Nashville's plan meets these goals. Mr. Chuck 

Fleenor will describe Nashville's design day requirements and the 

company's three year supply plan to meet those requirements through the 

winter of 1 998- 1999. 

Have you reviewed the application filed by Nashville in this proceeding? 

Yes. 

To the best of your knowledge and belief are the statements contained in 

that application true and correct? 

Yes. 

What exhibits are your sponsoring? 

I am sponsoring Exhibit - (TES-1) which is a description of the 

proposed performance incentive plan, E x h i b 5  (TES-2) which is the 

tariff under which the proposed performance incentive plan will be 

implemented, Exhibit - (TES-3) whch is a schedule summarizing 

Nashville's existing firm transportation and storage capacity 

arrangements on pipelines, and Exhlbit - (TES-4) which is a schedule 

summarizing Nashville's firm gas supply arrangements with producers 
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and marketers. 

Current ratemaking procedures. 

Please explain the current procedures under which Nashville's rates are 

set by this Commission. I 
Nashville's rates are established by this Commission in general rate 

cases. The rates established by the Commission in those cases, however, 

are subject to adjustment under various orders, rules, and regulations of 

the Commission. For example, Nashville's rates are adjusted upward or 

downward under the Commission's Purchased Gas Adjustment (PGA) 

rules to reflect changes in the wholesale cost of gas. Nashville's rates are 

also subject to adjustment for changes in the weather under Nashville's 

Weather ~ormaiization Adjustment (WNA) procedures approved by the 

Commission in Docket No. 9 1-0 17 12. Finally, Nashville's rates are 

subject to adjustment fiom time to time under procedures approved by the 

Commission in Docket No. 94-04284 which permit Nashville to recover 

certain FERC Order No. 636 gas supply realignment (GSR) costs passed 

on to it by upstream pipelines. 

What, if any, problems exist under the existing method for setting rates? 

The current ratemaking procedures were a d o ~ e d  at a time when utilities, 

at least in theory, were regulated monopoly franchises protected from 

competition. A utility's earnings are limited to a return on its plant 

investment determined to be ''just and reasonable." Rates are set at a 

level that will give the utility an opportunity to recover its prudently 

incurred costs (including gas costs) and to earn a fair return. There are no 
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specific "incentive" programs or "carrots" to reward a utility for 

improved performance. Instead, the procedures rely on a disincentive or 

a "stick" that a utility will be penalized and costs disallowed if it is found 

imprudent. 

Q. Doesn't Nashville's statutory obligation to operate in the most efficient, 

least-cost manner provide incentive enough for efficient operations? 

A. While I certainly believe that Nashville has conducted its business affairs 

prudently under the current regulatory regime, I do fundamentally believe 

that "carrot" as opposed to "stick" regulation provides a better approach 

to improving business performance. This question was answered by 

Commissioner Terrence L. Bernice of the Illinois Commerce 

Commission as ibllows: 

"There are those ... who cling to the maxim that 
regulated uiilities already have the statutory obligation to 
operate in the most efficient, least-cost manner and 
coupled with the retention of 'excess' earnings 
attributable to regulatory lag, there is a duty and incentive 
enough for efficient operations without the need for new- 
fangled incentive plans. I would have thought that 
argument would have gone the way of the Berlin Wall, 
which was demolished by the power of the truth now 
assaulting traditional regulation: Regimes founded upon 
profit incentives induce people to act more efficiently 
(and thus more prosperously) than regimes propped up by 
the bludgeon of command and control regulation." 

Public Utilities Fortnightly, June 15, 1995, p. 16. 

Q. Why did you state that utilities have been historically protected from 

competition "in theory?" 

A. Local distribution companies have never been truly protected from 
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competition from alternative fuels, such as residual he1 oil, propane, 

coal, electricity and wood chips. It is true that prior to the changes in the 

natural gas industry resulting from FERC 0 r d e r ' ~ o s .  436 and 636, local 

distribution companies faced little competition regarding the acquisition 

and sale of interstate gas supplies and pipeline capacity. Today, however, 

with "open access" transportation and the deregulation of gas supplies, 

many large price sensitive customers can arrange pipeline capacity and 

buy gas fiom diverse pipeline and supply sources. To compete, utilities 

must be more innovative and must take more risks than ever before. I 
Nashville is willing to undertake these additional risks; however, we 

believe we should also be permitted to share in the rewards when our 

performance improves. Nashville's proposed performance incentive plan 

is designed to provide prospective incentives for improved performance 

by the company in its gas acquisition activities in a manner that we 

believe would produce provides an opportunity for rewards for both our 

customers and our shareholders. 

Q. Could Nashville be provided adequate incentiyes through the elimination 

of PGA procedures? 

A. No. Roughly 50% of Nashville's fiscal year 1995 revenues consisted of 

gas cost recovery. This compares to only 7% of Nashville's revenues that 

represented profits. Thus, a very small change in Nashville's cost of gas 

could totally eliminate Nashville's profits. Since gas prices change on a I 
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daily basis depending upon weather and a number of other factors beyond 

our control, we could lose substantial sums of money or earn windfall I 
unreasonable profits due solely to fluctuations in gas prices over which 

we have no control. We do not believe this result would be fair either to 

our customers or to our shareholders. In the absence of PGA procediures, 

the only way to limit these losses in a regulated environment would be to 

file general rate cases (including gas costs) on at least a monthly basis. 

Not only would these rate cases be extremely costly and time-consuming 

for all parties, they would produce an instability that would make it 

difficult, if not impossible, for Piedmont to raise capital on terms that 

were fair and reasonable. 

Q. Is Nashville proposing to amend the PGA procedures in this docket? 

A. No. The method by which rates are established under the PGA 

procedures would not be affected in any manner by adoption of the 

proposed performance incentive plan. But because our performance 

relative to pipeline capacity and gas supply acquisition costs will be 

measured, rewarded andlor penalized underdhe proposed performance 

incentive plan, gas cost prudence reviews or audits will no longer be 

required. 

V. Background 

Q. Would you please provide an overview of Nashville's gas procurement 
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strategy? 

Several years ago, the company adopted a "best cost" gas purchasing 

policy. This policy consists of five main components -- the price of gas, 

the security of the gas supply, the flexibility of the gas supply, gas I 
deliverability and supplier relations. All of these components are 

interrelated, and we consider and weigh each of these factors when 

developing an overall gas supply portfolio. We place a value on supply 

security to meet the requirement of our firm customers; therefore, we 

acquire fm transportation and storage capacity from pipelines and firm 

gas supply arrangements from producers and marketers. These firm 

contract rights generally require the payment of demand charges andor 

reservation fees to secure fm warranted service. Overall, we believe our 

"best cost" purchasing policy provides Nashville with a secure, 

reasonably priced supply of gas to meet the requirements of our 

customers. 

Please describe Nashville's firm pipeline transportation arrangements. 

As a result of FERC Order Nos. 436 and 63% Nashville has unbundled 

its services on pipelines. Exhibit - (TES-3) summarizes Nashville's 

existing firm transportation and storage capacity arrangements. Under 

these service agreements, Nashville pays demand and commodity charges 

that are found just and reasonable by the FERC. As reflected on that 

schedule, Nashville holds 136,677 dtfd of peak day firm transportation 
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capacity from the supply area to Nashville's city gates. 130,000 dt/d of 

that capacity is 365-day firm transportation service under Tennessee Gas I 
Pipeline Company's (Tennessee) Rate Schedule FT-A. Of such amount, 

107,565 dud extends back to Tennessee's Zone 1 (Southern Zone through I 
Louisiana) and 22,435 dt/d back to Tennessee's Zone 0 (Texas Zone). 

On Columbia Gulf Transmission (CGT), Nashville holds 5,000 dt/d of 

October through March firm transportation capacity (4,601 dt/dt April 

through September) under Rate Schedule FTS 1 extending back to Rayne, 

Louisiana, Nashville also subscribes to 1,677 dt/d of 365-day firm 

transportation capacity on Texas Eastern Transmission (Tetco) under 

Rate Schedule SCT in Zone MI.  

Q. What about Nashville's fm storage arrangements? 

A. Nashville has subscribed to a total of 4,385,904 dt of firm storage 

capacity with 85,900 dt/d of associated peak day withdrawal I 
deliverability. On Columbia Gas Transmission (TCO), Nashville holds 

61 1,870 dt of market area storage under Rate Schedule FSS with 10,000 

dud of peak day withdrawal deliverability. -Nashville has also 

contracted with TCO for 10,000 dud of associated firm transportation I 
capacity under Rate Schedule SST (5,000 dud for summer injections) to 

provide incremental peak day service for storage withdrawals to the city 

gate. On Tennessee, Nashville has subscribed to 2,901,943 dt of market 

area storage capacity with 49,828 dud of associated peak day withdrawal 1 
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deliverability under Rate Schedule FS-MA, and 672,09 1 dt of production 

area storage capacity with 6,072 dtld of associated peak day withdrawal 

deliverability under Rate Schedule FS-PA. Storage injections and I 
withdrawals are transported under Nashville's FT-A service arrangement 

with Tennessee described above. Finally, Nashville is allocated 200,000 

dt of firm storage capacity and 20,000 dtld of withdrawal deliverability . 

under a contract with Crystal Oil Company at the Hattiesburg salt dome I 
facility in Mississippi. Like Tennessee storage, Hattiesburg storage I 
withdrawals are transported to Nashville's city gate using Tennessee FT- 

A capacity or other incremental arrangements on the Tennessee system. 

Q. Mr. Skains, Could you please describe Nashville's firm existing gas 

supply arrangements on the Tennessee system? 

A. Exhibit - (TES-4) summarizes Nashville's firm gas supply 

arrangements with producers and marketers. In general,' under these 

contracts, Nashville pays negotiated reservation fees for the right to 

reserve and call on firm warranted supply service up to the maximum 

daily contract quantity, and market-based wrnmodity charges tied to I 
first-of-the-month index prices published in Inside FERC (an industry 

trade publication) for the dekatherms actually purchased each month. 

On Tennessee's pipeline system, Nashville has contracted for firm gas 

supplies with six suppliers under eight contracts. Six of these contracts, 

which total 44,000 dtld of supply service are for winter only service I 
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(November - March) and provide for monthly nominatelbaseload type I 
service. Under these contracts, Nashville has the right to nominate in 

advance of each month all or any part of the daily contract quantity and 

must take and purchase (i.e., baseload) each day of that month the daily 

quantity so nominated. Nashville has no right to call on or purchase 

during any such month any portion of the daily contract quantity not 

nominated for purchase on a monthly basis in advance. 
I 
I 

In addition, Nashville has one firm supply contract for 30,100 dt/d on the 

Tennessee system which provides for 365 day service. During the 

summer months (April through October), the entire contract quantity is 

a monthly nominatehaseload service and during the winter months 

(November through March) 15,000 dt/d is monthly nominatehaseload 

service and 15,100 dt/d is daily swing service. Under daily swing 

service, Nashville has the right to nominate in advance of each day all or 

any part of the daily contract quantity and must take and purchase the 

daily quantity so nominated. Nashville has no right to call on or purchase 

any portion of the daily contract quantity notnominated +- for purchase on 

a daily basis in advance. 

Q. Could you please describe the commodity pricing provisions in these gas 

purchase agreements? 

A. Under the firm gas supply contracts on the Tennessee system, the 

commodity sales index price is established each month by reference to I 
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the first-of-the-month index price published by Inside FERC for the 

geographic location to which Nashville's firm capacity rights extend 

(either Zones 0 or 1). 

What are the remaining terms of these supply contracts. 

With the exception of two contracts, the gas supply arrangements on 

Tennessee described above extend-until March 3 1,2000. The remaining 

two contracts expire or may be terminated in 1997. 
\ 

Could you please describe Nashville's firm gas supply arrangement on 

the CGT system? I 
On the CGT system, Nashville has contracted for firm gas supplies with I 
one supplier for a daily swing contract quantity of up to 5,000 dtld on a 

365-day basis, provided such quantity is nominated prior to the first of I 
each month. The commodity sales index price is established each month 

by reference to the first-of-the-month index price published by Inside 

FERC for CGT, Louisiana plus the applicable transport charges and fuel 

in CGT's FT tariff for transport to Rayne. This contract may be I 
terminated by written notice effective as of Bctober 3 1, 1997. 

What about arrangements on the Tetco system serving Nashville's 

Hartsville system? 

On the Tetco system, Nashville has assigned a supplier agency rights to 

its Tetco SCT firm transportation capacity, and lVashville has purchased I 
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a bundled 365-day city gate swing supply service from that supplier. 

This small contract (0.5% of Nashville's fiscal year 1995 gas supply) 

serves Nashville's requirements for the Hartsville area and is designed to 

replicate the small bundled fill service contract Nashville formerly held 

on Tetco. No reservation fees are paid on a fixed basis and Nashville 

pays a fixed commodity rate per dt for city gate quantities actually taken 

each day. This bundled service allows for intra-day swing service to 

meet Hartsville's day-to-day requirements. This contract may be 

terminated by written notice effective as of April 30,2002 and provides 

for annual price renegotiations. 

Q. Is there any other general information you would like to provide 

concerning Nashville's supply arrangements? 

A. In addition to the first-of-the-month commodity-priced firm supply 

contracts described above, Nashville may enter the spot market from 

time to time to supplement its supply arrangements. Such purchases are , 

made to augment Nashville's storage withdrawals and firm supply 

purchases, to balance supply and demand and to avoid reservation fees 

which would otherwise be paid for fm offpeak supply arrangements. 

These daily or monthly spot supply purchases may be purchased at the 

city gate or transported under Nashville's firm or interruptible 

transportation arrangements with the upstream pipelines. 

During fiscal year 1995, all of Nashville's first of the month supply 
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purchases were transported under FT capacity arrangements to the city 

gate. Of Nashville~'~ fiscal year 1995 gas supply, less th& one percent 

represented daily spot purchases and a11 of such purchases were 

transported to Nashville's city gates under its FT service agreements with 

the upstream pipelines. 

Will Nashville need to acquire additional firm capacity and supply during 

the term of the proposed performance incentive plan? 

Yes. As explained by Mr. Fleenor, Nashville is experiencing design day 

growth in its market area. Nashville will be in the market for 

supplemental firm gas supply arrangements to meet those requirements. 

Consistent with its past practice, Nashville will solicit bids and proposals 

for these incremental firm services and choose the bid which best 

matches Nashville's requirements consistent with Nashville's "best cost" 

supply philosophy. Of course, Nashville will need to take into account 

operational limitations and supply diversity factors in this bidding 

process. In addition, although outside the term of the pr,oposed incentive 

performance plan, Nashville's existing firm- service agreements with 

Tennessee will terminate effective November 1, 2000, and those 

agreements will be subject to renegotiation, termination andlor 

replacement at that time. 

The proposed performance incentive plan. I 
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Q. What are Nashville's primary goals in this proceeding? 

A. Nashville has three primary goals in submitting the instant performance 

incentive plan for approval. First, Nashville would like to obtain advance 

Commission approval for a gas procurement plan that will enable it to 

serve the present needs of its customers and the anticipated load growth 

on its system in the most efficient, cost-effective manner possible while 

ensuring secure and reliable service. The establishment and approval of 

a clear, well-organized gas supply plan will enable Nashville to align its 

resources and strategies to meet these objectives. Second, the adoption 

of the proposed plan will avoid the necessity of hindsight prudence 

reviews. These review procedures, while understandable in the context 

of.the old regulatory regime, are a time consuming and expensive drain 

on the resources of Nashville and the Commission. More productive 

results could be achieved by constructively focusing on the present and 

future. Finally, Nashville's incentive plan creates opportunities for the 

company while at the same time reducing gas costs for the benefit of its 

customers through prospective improvemeats in the company's gas 

acquisition performance. Nashville continually strives to create "win- 

win" business arrangements and believes the profit sharing 

methodologies set out in its incentive plan provide just that -- an 

opportunity for the company and its customers to share the benefits of 

improvements in Nashville's gas procurement activities. 
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What advantages does the proposed incentive plan provide for the 

Commission, its staff, and interested intervenors? 

One of the major problems with traditional ratemalung procedures is that 

they are often adversarial and rigid as the result of the legal requirements 

imposed by due process. Instead of working together to achievefirture I 
savings through increased efficiencies, parties spent vast resources 

reviewing past expenses. Under the proposed incentive rate plan, all 

parties will share the same goals. If Nashville can reduce its gas costs, all 

will benefit; therefore, there will be an incentive to work together to I 
achieve future savings rather than discuss the past. 

Explain how Nashville's rates would be established by the Commission 

under the proposed incentive rate plan. 

Nashville's base rates and base margin would continue to be established 

in general rate case filings. Nashville would continue to recover its gas 

costs under the existing PGA procedures and its GSR costs under the 

existing approved procedures. Nashville would also continue to adjust 

its rates as permitted by the WNA procedurewhere the customer would 

continue to be protected from weather variations. The only change in the 

existing ratemaking procedures is that Nashville would either increase I 
or decrease the margin component of its rates to reflect its performance 

gains or losses under the performance incentive plan. 

Could you please describe the elements of Nashville's incentive I 
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proposal? 

Nashville's performance incentive plan is comprised of two interrelated 

components--a Gas Procurement Incentive Mechanism and a Capacity 

Management Incentive Mechanism. The Gas Procurement Incentive 

Mechanism establishes a predefined benchmark index to which 

Nashville's city gate commodity cost of gas is compared, and also 

addresses the recovery of gas supply reservation fees, the treatment of 

offsystem sales and wholesale interstate sale for resale transactions and 

the use of financial or private contracts in managing gas costs. The 

Capacity Management Incentive Mechanism is designed to encourage 

Nashville to actively market offpeak unutilized transportation and storage 

capacity on upstream pipelines in the secondary market. 

Could you please describe the components of the Gas Procurement 
I 

Incentive Mechanism in more detail? 

The Gas Procurement Incentive Mechanism establishes a monthly 

benchmark dollar amount to which Nashville's actual city gate 

commodity gas costs are compared. The benchmark dollar amount is 

established by multiplying total actual purchase quantities each month by 

a monthly price index. The monthly price index is a composite per dt 

price referencing monthly index prices published by Inside FERC 

weighted by location according to Nashville's firm capacity rights each 

month on upstream pipelines for gas supplies purchased by Nashville in 
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the first-of-the-month market and transported under Nashville's firm 

transportation (FT).contracts, monthly index prices published by lnside 

FERC for spot supplies purchased in the first of the month market and 

delivered to the city gate under arrangements other than Nashville's FT 

contracts, and the weighted average daily index prices published by G a s  

Daily for Nashville's daily spot purchases. 

How does the monthly price index provide Nashville an opportunity to 

improve its performance? 

As reflected on Exhibit - (TES-4) and described earlier in my 

testimony, the lnside FERC first-of-the-month index prices used in the 

monthly index price formula are the same index prices referenced by 

Nashville's exist& fm gas supply contracts. In addition, the monthly 

price index is weighted using Nashville's existing pipeline FT capacity 

entitlements. As a result, Nashville must take proactive steps to achieve 

improved performance in its gas acquisition activities under these 

contracts in order to reduce gas costs and earn incentive gains under the 

plan. I 

Under our proposal, Nashville has the opportunity to improve its 

performance by optimizing its first-of-the-month gas purchases through 

its existing FT capacity entitlements on upstream pipelines (currently 

during peak winter months 22,435 dt/d in Tennessee Zone 0, 107,505 dtld 

in Tennessee Zone 1 and 5,000 dt/d at CGT Rayne) to achieve the lowest 
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possible price. The specific optimization strategy that Nashville will 

employ each month will depend on the dynamics of changing regional 

and locational pricing in the gas market. In addition, Nashville has the I 
opportunity to negotiate first-of-the-month prices which beat the 

published Inside FERC index prices and day market prices (daily spot 

purchases) which beat the average daily market price for similar daily 

transactions as published in Gas Daily. 

Is the small supply contract on the Tetco system taken into account in the I 
monthly price index formula? 

No. ~ e c a i s e  of the small size and low load factor utilization of that 

arrangement at the present time and the complexities associated with the 

bundled city gate structure of that supply arrangement (with the 

reservation fee and pipeline demand charges embedded in the gas I 
commodity price), we have not included a weighting in the monthly 

index formula to account for that contract. We propose to pass through 

all costs associated with this supply contract on a dollar-for-dollar basis 

(with no profit or loss potential) as we do teday under the PGA. Any 

extension or replacement of such contract would be subject to the same 

competitive bidding procedures as Nashville's firm reservation fee I 
contracts described below. 

How'does the Gas Procurement Incentive Mechanism provide Nashville 

incentives related to its commodity gas purchasing practices? I 
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If the total commodity gas purchase costs for a given month vary from 

the benchmark dollar amount by more than one percent (the monthly 

deadband), then the variance or excess from the one percent deadband 

shall be considered incentive gains or losses. These incentive gains or 

losses will be shared on a 50150 basis between the company and its 

ratepayers subject to an overall annual cap on gains or losses under the 

incentive plan to be discussed later in my testimony. 

What is the rationale for a monthly one percent deadband under which all 

gains or losses are passed through to the ratepayers? 

The deadband provides some allowance for uncertainty and unexpected 

change in market conditions in today's dynamic and volatile gas market. 

The deadband is smaller than those approved in other incentive plans due 

to the fact that Nashville is proposing to pass through supplier reservation 

fees on a dollar-for-dollar basis (with no profit or loss potential) as 

described below. As a result, the deadband does not need to be vjidened 

to take into account the premium paid for firm gas supplies since the plan 

accounts for that premium separately. < < 

You mentioned reservation fees to gas suppliers, how does Nashville - .  

address these costs in its plan? 

Because of the importance placed by Nashville on security and reliability 

of fm service, Nashville would.continue to pass through these costs on 

a dollar-for-dollar basis (with no profit or loss potential). Otherwise, 
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Nashville may be placed in an awkward position of possibly maximizing 

profit potential by reducing its firm supply entitlements and taking the 

risk on supply security or facing financial losses by paying reservation 

fees to ensure supply security and reliability in a market of rising 

reservation fees for firm supply. 

With respect to new or replacement supply arrangements or price 

renegotiations under existing arrangements, Nashville would solicit bids 

for service and choose the best bid consistent with Nashville's "best cost" 

supply philosophy for the firm service Nashville requires. Nashville- 

would continue to reserve the right to offer existing suppliers (who have 

performed well under expiring contracts) a right of first refusal to match 

the best bid. 

How will Nashville account for any margin created by offsystem sales or 

wholesale interstate sales using Nashville's firm storage or pipeline 

capacity entitlements? 

Any margin created by offsystem sales or wholesale sale for resale 

transactions using Nashville's firm transportation or storage capacity 

entitlements (the costs of which are recovered from Nashville's 

ratepayers) will be credited to gas costs and under our proposal will be 

shared with ratepayers under the Gas Procurement Incentive Mechanism. 

Margin will be defined as the difference between the sales proceeds and 

the total variable costs incurred by Nashville in connection with the 
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transaction, including transportation and gas costs, taxes, hel ,  or other 

costs. For purposes of gas costs, Nashville will impute such costs for its 

related supply purchases at the benchmark first-of-the-month or daily 

index, as applicable, on the pipeline and in the zone in which the sale 

takes place. The difference between Nashville's actual costs and such 

index price is taken into account elsewhere under the plan. As to I 
transportation costs, Nashville will impute such costs up to the 

transporting pipeline's maximum interruptible transportation (IT) rate. 

The difference between the maximum IT rate and Nashville's actual 

transportation commodity costs will be treated as capacity release margin 

under the Capacity Management Incentive Mechanism described later in 

my testimony. After deducting the total transaction costs from the sales 

proceeds, any remaining margin will be credited to commodity gas costs 

and shared equally with ratepayers. 

Does Nashville's Gas Procurement Incentive Mechanism or other specific I 
formula features of Nashville's incentive plan explicitly address use of 

financial instruments or other contract mechanisms to control, hedge or 

otherwise reduce gas costs? I 
To the extent Nashville uses futures contracts or other financial derivative 

products to hedge or manage gas costs or storage swap arrangements or 

other contractual arrangements to reduce gas costs, it will flow through 

any gains or losses through the commodity cost component of the Gas I 
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Procurement Incentive biechanism. Private negotiated arrangements with 

third parties may be particularly usehl in managing and optimizing the 

value of Nashville's storage assets. 

Mr. Skains, could you explain how firm pipeline transportation and 

storage costs are treated under the plan? I ~ 

As explained earlier in my testimony, the demand and commodity 

charges incurred by Nashville under its transportation and storage 

contract with pipelines are subject to regulation by the FERC -and are 

found to be ''just and reasonable" under Natural Gas Act (NGA) rate case 

approval procedures. Nashville treats these costs as gas costs for 

purposes of flow through under its PGA and would continue to do the 

same under the plan. 

Could you please describe the second component of Nashville's incentive 

performance plan -- the Capacity Management Incentive Mechanism? 

The Capacity Management Incentive Mechanism is designed to provide 

Nashville an incentive to release unutilized 0fFpea.k firm transportation 

or storage capacity in the secondary intefstate market and reduce 

Nashville's demand charges paid under those contracts to pipelines. The 

plan would flow back to Nashville's ratepayers 75% of the resulting cost 

savings and credit Nashville with 25% of the savings. Transportation or 

storage margin embedded in offsystem sales or wholesale interstate sale I 
for resale transactions (as described earlier in my testimony) will also be I 
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subject to the same 75/25 sharing formula. Like the other components of 

Nashville's incentive plan, the Capacity Management Incentive 

Mechanism will be subject to the annual cap on gains and losses 

established for the plan as discussed below. 

Q. Does Piedmont have a similar 75/25 sharing mechanism in effect in any 

other jurisdiction? 

A. Yes. A similar 75/25 sharing arrangement has been approved by the 

North Carolina Utilities Commission. , 

Q. Mr. Fleenor testifies to the need for Nashville to acquire incremental 

firm supply service during the term of the plan to meet Nashville design 

day growth requirements and to establish a reserve margin. How will any 

new capacity or supply costs be treated under the proposed incentive 

plan? 

A. Like the treatment of renegotiated firm supply reservation contracts, 

Nashville would propose to flow through new pipeline capacity demand 

costs and gas supply reservation fees on a dollar-for-dollar basis (with 

no profit or loss potential). As describe&earlier in my testimony, 

Nashville will solicit bids and will choose the bid which best matches 

Nashville's requirements. As new firm transportation capacity or supply 

services are added to Nashville's portfolio, Nashville would need to 

modify the monthly price index formula set forth in the Gas Procurement 

Incentive Mechanism to take into account any new weighting of capacity I 
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entitlements within the supply zones. 

Q. Could you please describe the overall annual cap on incentive gains and 

losses you have mentioned earlier in your testimony? 

A. During a plan year, Nashville will be limited to overall gains or losses 

totaling $1.6 million. Such gains or losses will form the basis for a rate 

increment or decrement to be filed and placed into effect separate from 

any other rate adjustments to recover or refund such amount over a 

prospective twelve-month period. 

Each month during the term of plan, Nashville will compute any gains or 

losses under the plan. If Nashville earns a gain, a separate non-interest 

bearing Incentive Plan Account (IPA) will be debited with such gain. If 

Nashville incurs a loss, that same IPA will be credited with such loss. 

The offsetting entries to IPA gains or losses will be recorded to income 

or expense, as appropriate. At its option, however, Nashville may 

temporarily record any monthly gains in a non-regulatory deferred credit 

balance sheet account until results for the entire plan year are available. 

Total incentive plan performance gains or IoSses for any plan year will 

be limited to $1.6 million. 

Each year, effective November 1, the rates for all customers, excluding 

interruptible transportation customers who receive no direct benefits fiom 

any gas cost reductions resulting from the plan, will be increased or 

decreased by a separate rate increment or decrement designed to amortize I 
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the collection or refund of the June 30 IPA balance over the succeeding 

twelve month period. The increment or decrement will be established by 

dividing the June 30 IPA balance by the appropriate volumetric billing 

determinants for the twelve months ended June 30. During the twelve 

month amortization period, the anlount collected or refunded each month 

will be computed by multiplying the billed volumetric determinants for 

such month by the increment or decrement, as applicable. The product 

will be credited or debited to the IPA, as appropriate. The balance in the 

IPA will be tracked as a separate collection mechanism. 

Nashville will file interim quarterly reports of the IPA account with the 

Commission not later than 60 days following the end of each fiscal 

quarter and will file & annual report of IPA activity not later than 60 

days following the end of each plan year. 

Q. What is the rationale for an overall cap on gains and losses, in general, 

and the $1.6 million cap for Nashville, to be specific? 

A. Overall caps on gains and losses associated with incentive programs are 

generally approved to ensure that the utility does not achieve 

unreasonable profits or suffer catastrophic losses under an incentive plan 

which is essentially experimental in nature. The $1.6 million cap for 

Nashville provides a meaningful incentive for proactive performance 

Q. When does Nashville propose to place its incentive performance plan into 
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effect? 

A. Nashville requests an effective date of July 1, 1996, with the first plan 

year continuing through June 30, 1997. The plan would rollover into a 

second year commencing July 1,1997 and ending June 30, 1998 with the 

agreement of Nashville and the approval of t h ~  Commission. Nashville 

would inform the Commission of its intention to roll over the plan for a 

second year no later than April 1, 1997. 

Q. Mr. Skains, can you estimate how Nashville would have performed under 

the incentive plan during any recent test years? 

A. Yes. During calendar year 1994 the plan would have generated losses 

of approximately $69,000 subject to 50150 sharing under the Gas 

Procurement Incentive Mechanism and cost savings of approximately 

$546,000 subject to 25/75 sharing under the Capacity Cost Incentive 

Mechanism. These amounts compare to total commodity gas costs of $ 

42.4 million and total pipeline capacity demand costs of $22.2 million in 

calendar year 1994. Nashville would have earned an incentive gain 

approximately of $102,000 and ratepayers would have recognized 

incentive savings of approximately $375,000. 

During calendar year 1995, the plan would have generated losses of 

approximately $36,000 subject to 50150 sharing under the Gas 

Procurement Incentive Mechanism and cost savings of approximately 

$530,000 subject to 25/75 sharing under the Capacity Cost Incentive 
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' Mechanism. These amounts compare to total commodity gas costs of 

$38.3 million and'tptal pipeline capacity demand costs of $18.7 million 

in calendar year 1995. Nashville would have earned an incentive gain of 

approximately $1 16,000 and ratepayers would have recognized savings 

of approximately $3 86,000. 

Mr. Skains, does this conclude your testimony? 

Yes, it does. 
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Nashville Performance Incentive Plan 

Introduction 

~ a s h v i l l e  Gas Company's (Nashville's) Performance Incentive Plan is comprised of two 
interrelated components--a Gas Procurement Incentive Mechanism and a Capacity Management 
Incentive Mechanism. In the first part, Nashville's commodity gas cost performance is 
compared to predefined benchmark indices. In the second part, Nashville is encouraged to 
actively market unutilized off-peak pipeline capacity in the secondary capacity release market. 

Nashville requests an effective date of July 1, 1996, with the first plan year extending through 
June 30, 1997. The plan will continue into a second year with the agreement of Nashville and 
the approval of the Commission. Nashville will inform the Commission of its willingness to 
extend the Plan for a second year no later than April 1, 1997. 

Gas Procurement Incentive Mechanism 

Commodity Costs 

Each month Nashville will compare its total city gate commodity cost of gas' to a benchmark 
dollar amount. The benchmark gas cost will be computed by multiplying total actual purchase 
quantities for the month by a price index. The monthly price index is defined as 

I = F~P,&+P,K,+P&+ ... P. K.)+FoO+FdD; where 

F,+F0+F,= 1 ; and 

I = the monthly city gate commodity gas cost index. 

F, = the fiaction of gas supplies purchased in the first-of-the-month market which are 
transported to the city gate under Nashville's FT seryice agreements. 

'Gas purchases under Nashville's supply contract on the Tetco system to serve 
Nashville's Hartsville system are excluded from the incentive mechanism. Nashville will 
continue to recover 100 percent of these costs through its PGA with no profit or loss potential. 
Extension or replacement of such contract shall be subject to the same competitive bidding 
procedures that will apply to other firm gas supply agreements. In addition, Nashville's gas 
procurement incentive mechanism will measure storage gas supplies against the benchmark 
index during the months such quantities are purchased for injection. For purposes of comparing 
such gas purchase costs against the monthly city gate index price, Nashville will exclude any 
commodity costs incurred downstream of the city gate to storage so that Nashville's actual costs 
and the benchmark index are calculated on the same basis. 
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P = the Inside FERC Gas lbfarket Report price index for the first-of-the-month edition for 
a geographic pricing region, where subscript 0 denotes Tennessee Gas Pipeline (TPG) 
Rate Zone 0; subscript 1 denotes TGP Rate Zone 1; subscript C denotes Columbia Gas 
Transmission (CGT), Louisiana, plus applicable transportation and fuel charges in CGT's 
FT tariff to Rayne, and subscript - denotes new incremental firm services to which 
Nashville may subscribe in the future. The commodity index prices will be adjusted to 
include the appropriate pipeline maximum firm transportation (FT) commodity 
transportation charges and fuel retention to the city gate under Nashville's FT service 
agreements. 

K =  the fraction (relative to total maximum daily contract entitlement) of Nashville's total 
firm transportation capacity under contract in a geographic pricing region, where the 
subscripts are as above.* 

F, = the fraction of gas supplies purchased in the first-of-the-month spot market which 
are delivered to Nashville's system using transportation arrangements other than 
Nashville's FT contracts. 

0 = the weighted average of Inside FERC Gas lkiarket Report first-of-the-month price 
indices, plus applicable maximum IT rates and fuel retention, from the source of the gas 
to the city gate, where the weights are computed based on actual purchases of gas 
supplies purchased by Nashville and delivered to Nashville's system using transportation 
arrangements other than Nashville's FT contracts. 

F, = the fraction of gas supplies purchased in the daily spot market. 

D = the weighted average of daily average index commodity prices taken from Gas Daily 
for the appropriate geographic pricing regions, where the weights are computed based on 
actual purchases made during the month. The commodity index prices will be adjusted to 
include the appropriate maximum transportation commodity charges and fuel retention to 
the city gate. 

If the actual total commodity gas purchase cost in a month is within one percent of the 
benchmark dollar amount, then there will be no incentive g G s  or losses. If the actual total 
commodity gas purchase cost varies from the benchmark dollar allowance by more than one 
percent, then the variance in excess of the one percent threshold shall be deemed incentive gains 
or losses under the plan. Such gains or losses will be shared 50150 between the Company and the 
ratepayers. 

'Because the aggregate maximum daily contract quantities in Nashville's FT contract 
portfolio vary by month over the course of the year, the weights would be recalculated each 
month to reflect actual contract demand quantities for such month. The contract weights, and 
potentially the price indices used, would also vary as Nashville renegotiates existing or adds new 
FT contracts. As new contracts are negotiated, Nashville would modify the index to reflect 
actual contract demand quantities and the commodity price indices appropriate for the supply 
regions reached by such FT agreements. 
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Gas SUUD~V Reservation Fees 

Nashville shall continue to recover 100 percent of gas supply reservation fees cost through its 
PGA with no profit or loss potential. For new contracts and contracts subject to renegotiation 
during the Plan year, Nashville shall solicit bids for gas supply reservation fees contracts. 

Offsystem Sales and Sale for Resale Transactions 

Margin on offsystem sales and wholesale sale-for-resale transactions using Nashville's firm 
transportation or storage entitlements (the costs of which are recovered from Nashville's 
ratepayers) shall be credited to gas costs and will be shared with ratepayers under the commodity 
cost component of the incentive plan. Margin on such sales will be defined as the difference 
between the sales proceeds and the total variable costs incurred by Nashville in connection with 
the transaction, including transportation and gas costs, taxes, fuel, or other costs. For purposes of 
gas costs, Nashville will impute such costs for its related supply purchases at the benchmark 
first-of-the-month or daily index, as appropriate, on the pipeline and in the zone in which the sale 
takes place. The difference between Nashville's actual costs and such index price is taken into 
account elsewhere under the plan. As to transportation costs, Nashville will impute such costs up 
to the transporting pipeline's maximum interruptible transportation (IT) rate. The difference 
between the maximum IT rate and Nashville's actual transportation commodity costs will be 
treated as capacity release margin under the Capacity Management Incentive Mechanism. After 
deducting the total transaction costs from the sales proceeds, any remaining margin will be 
credited to commodity gas costs and shared on a 50150 basis with ratepayers. 

Use of Financial Instruments or Other Private Contracts 

To the extent Nashville uses futures contracts, financial derivative products, storage swap 
' 

arrangements, or other private agreements to hedge, manage or reduce gas costs, it will flow 
through gains or losses through the commodity cost component of the Gas Procurement 
Incentive Mechanism. 

Capacity Management Incentive Mechanism 

To the extent Nashville is able to release transportation or storage capacity in the secondary 
market, it will flow back to ratepayers 75 percent of associated cost savings and retain 25 percent 
of the cost savings. Transportation or storage margin (calculated as described above) associated 
with offsystem or wholesale sales will also flow through to ratepayers on a 75/25 sharing basis. 

Cap on Incentive Gains and Losses 

During a plan year, overall gains or losses for Nashville cannot exceed $1.6 million. 

Three Year Supply Plan 

As a part of the Performance Incentive Plan, Nashville is submitting a Three Year Supply Plan. 
Nashville will obtain additional firm gas supply related thereto. Included in the Supply Plan is 
support for a capacity reserve margin. 



NASHVILLE GAS COMPANY 
665 Mainstream Drlve 
Nashville, Tennessee 37228 
A Div~sion of Piedmont Natural Gas Company 
TPSC Service Schedule No. 14 

Page I 
E x h i b ~ t  - (TES-2) 

1st Revlsed Sheet No. 14 
Page I of 5 

SERVICE SCHEDULE NO. 14 
Performance Incentive Plan 

APPLICABILITY 
The Performance Incentive Plan replaces the current reasonableness or prudence 
review of Nashville Gas Company's (Nashville) gas purchasing activities overseen by 
the Commission. The plan is designed to provide incentives to Nashville in a 
manner that will produce rewards for its customers and its shareholders and 
improvements in Nashville's gas procurement activities. Each plan year will begin 
July 1. The annual provisions and filings herein would apply to this annual period. 

OVERVIEW O F  STRUCTURE 
Nashville's Performance Incentive Plan is comprised of two interrelated components. 

a Gas Procurement Incentive Mechanism 
Capacity Management Incentive Mechanism 

The Gas Procurement Incentive Mechanism establishes a predefined benchmark index 
to which Nashville's commodity cost of gas is compared. It also addresses the 
recovery of gas supply reservation fees, the treatment of off-system sales and 
wholesale interstate sale,for resale transactions, and the use of financial or private 
contracts in managing gas costs. The net incentive benefits or costs will be shared 
between the Company's customers and the Company on a 50% / 50% basis. 

The Capacity Management Incentive Mechanism is designed to encourage Nashville 
to actively market off-peak unutilized transportation and storage capacity on 
upstream pipelines in the secondary market. The net incentive benefits or costs will 
be shared between the Company's customers and the Company on a 75% / 25% 
basis. 

The Company will have a cap on incentive gains and losses. During a plan year, 
Nashville's overall gains or losses cannot exceed $1.6 million. Also as a part of the 
Performance Incentive Plan, Nashville submitted a Three Year Supply Plan and will 
obtain additional firm gas supply related thereto. Included in the Three Year Supply 
Plan is support for a capacity reserve margin. 

GAS PROCUREMENT INCENTIVE MECHANISM 
The Gas Procurement Incentive Mechanism addresses the following areas: 

Commodity Costs 
' Gas Supply Reservation Fees 

Off-System Sales and Sale for Resale Transactions 
Use of Financial Instruments or Other Private Contracts 

Issued B y  John H Maxhe~m 
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COMMODITY COSTS 
Each inonth Nashville will compare its total city gate commodity cost of gas1 to a 
benchmark dollar amount. The benchmark gas cost will be computed by multiplying 
total actual purchase quantities for the. month by a price index. The monthly price 
index is defined as 

I = F,(P,&+P,K,+P,K,+ ... P, K,)+F,O+F,D; where 

F,.+F,+F,= 1 ; and 

I = the monthly city gate commodity gas cost index. 

F, = the fraction of gas supplies purchased in the first-of-the-month market 
which are transported to the city gate under Nashville's FT service 
agreements. 

P = the Inside FERC Gas Market Report price index for the first-of-the- 
month edition for a geographic pricing region, where subscript 0 denotes 
Tennessee Gas,Pipeline (TPG) Rate Zone 0; subscript 1 denotes TGP Rate 
Zone 1; subscript C denotes Columbia Gas Transmission (CGT), Louisiana, 
plus applicable transportation and he1 charges in CGT's FT tariff to Rayne, 
and subscript oc denotes new incremental firm services to which Nashville 
may subscribe in the hture. The commodity index prices will be adjusted to 
include the appropriate pipeIine maximum firm transportation (FT) 
commodity transportation charges and fuel retention to the city gate under 
Nashville's FT service agreements. 

- 

1 Gas purchases under Nashville's supply contract on the Tetco system to serve 
Nashville's Hartsville system are excluded from the incentive mechanism. Nashville 
will continue to recover 100 percent of these costs through its PGA with no profit 
or loss potential. Extension or replaceme'nt of such contract shall be subject to the 
same competitive bidding procedures that will apply .to other firm gas supply 
agreements. In addition, Nashville's gas procurement incentive mechanism will 
measure storage gas supplies against the benchmark index during the months such 
quantities are purchased for injection. For purposes of comparing such gas purchase 
costs against the monthly city gate index price, Nashville will exclude any 
commodity costs incurred downstream of the city gate to storage so that Nashville's 
actual costs and the benchmark index are calculated on the same basis. 

;sued B y  John H. Mmheim Etfect~ve July 1. 1996 
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K= the fraction (relative to total maximum daily contract entitlement) of 
Nashville's total firm transportation capacity under contract in a geographic 
pricing region, where the subscripts are as above.' 

F, = the fraction of gas supplies purchased in the first-of-the-month spot 
market which are delivered to Nashville's system using transportation 
arrangements other than Nashville's FT contracts. 

0 = the weighted average of Inside FERC Gas hlarket Report first-of-the- 
' 

month price indices, plus applicable maximum IT rates and fuel retention, 
from the source of the gas to the city gate, where the weights are compLted 
based on actual purchases of gas supplies purchased by Nashville and 
delivered to Nashville's system using transportation arrangements other than 
Nashville's FT contracts. 

F, = the fraction of gas supplies purchased in the daily spot market. 

D = the weighted average of daily average index commodity prices taken 
from Gas Daily for the appropriate geographic pricing regions, where the 
weights are computed based on actual purchases made during the month. The 
commodity index prices will be adjusted to include the appropriate maximum 
transportation commodity charges and fuel retention to the city gate. 

If the actual total commodity gas purchase cost in a month is within one percent of 
the benchmark dollar amount, then there will be no incentive gains or losses. If the 
actual 'total commodity gas purchase cost varies from the benchmark dollar allowance 
by more than one percent, then the variance in excess of the one percent threshold 
shall be deemed incentive gains or losses under the plan. Such gains or losses will 
be shared 50150 between the Company and the ratepayers. 

'Because the aggregate maximum daily contract quantities in Nashville's FT 
contract portfolio vary by month over the course of the year, the weights would be 
recalculated each month to reflect actual contract demand quantities for such month. 
The contract weights, and potentially the price indices used, would also vary as 
Nashville renegotiates existing or adds new FT contracts. As new contracts are 
negotiated, Nashville would modify the index to reflect actual contract demand 
quantities and the commodity price indices appropriate for the supply regions reached 
by such FT agreements. 

Issued By. John H M ~ x l i e ~ r n  
Issued On. A p r ~ l  22. 1996 

Et i ec t~ve  July 1 .  1996 
Docket No. 



t 1 1  NASHVILLE GAS COMPANY 
665 Mainstream Drive 
Nashv~ l l e .  Tennessee 37228 
A Divis~on of Piedmont Natural Gas Company 
TPSC Service Schedule No 14 

Page 4 
Exhibit - (TES-2) 

1st Revised Sheet No. 14 
Page 4 of 5 

Gas S u ~ p l y  Reservation Fees 
Nashville will continue to recover 100% of gas supply reservation fee costs through 
its PGA with no profit or loss potential. For new contracts andlor contracts subject 
to renegotiation during the Plan year, Nashville will solicit bids for gas supply 
contracts containing a reservation fee. 

Off-Svstem Sales And Sale For Resale Transactions 
Margin on off-system sales and wholesale sale-for-resale transactions using 
Nashville's firm transportation and capacity entitlements (the costs of which are 
recovered from Nashville's ratepayers) shall be credited to the commodity gas cost 
component of the Gas Procurement Incentive Mechanism and will be shared with 
ratepayers. Margin on such sales will be defined as the difference between the sales 
proceeds and the total variable costs incurred by Nashville in connecAon with the 
transaction, including transportation and gas costs, taxes, he l ,  or other costs. For 
purposes of gas costs, Nashville will impute such costs for its related supply 
purchases at the benchmark first-of-the-month or daily index, as appropriate, on the 
pipeline and in the zone in which the sale takes place. The difference between 
Nashville's actual costs and such index price is taken into account elsewhere under 
the plan. As to transportation costs, Nashville will impute such costs up to the 
transpofting pipeline's maximum interruptible transportation (IT) rate. The difference 
between the maximum IT rate and Nashville's actual transportation commodity costs 
will be treated as capacity release margin under the Capacity Management Incentive 
Mechanism. After deducting the total transaction costs from the sales pioceeds, any 
remaining margin will be credited to commodity gas costs and shared on a 50/50 
basis with ratepayers. 

Use Of  Financial Instruments Or Other Private Contracts 
To the extent Nashville uses htures contracts, financial derivative products, storage 
swap arrangements, or other private agreements to hedge, manage or reduce gas 
costs, it will flow through gains or losses through the commodity cost component of 
the Gas Procurement Incentive Mechanism. 

CAPACITY MANAGEMENT INCENTIVE MECHANISM 
Through the Capacity Management Incentive Mechanism, to the extent Nashville is 
able to release transportation or storage capacity in the secondary market, it will flow 
through to customers 75% of the associated cost savings and retain 25% of the cost 
savings. Transportation or storage margin (calculated as described above) associated 
with off-system or wholesale sales-for-resale will also flow through to customers on 
a 75/25 sharing basis. 

Determination Of Shared Savines 
The calculations and recording of incentive gains or losses under the various 
elements of the Gas Procurement Incentive Mechanism and the Capacity 
Management Incentive Mechanism shall be performed in accordance with the 

, 

benchmark formulas approved by the Commission in Docket No. . Monthly, 
Nashville will compute the gain or loss using the approved formulas. 
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During a plan year, Nashville will be limited to overall gains or losses totaling $1.6 
million. Such gains or losses will form the basis for a rate increment or decrement 
to be filed and placed into effect separate from any other rate adjustments to recover 
or r e h d  such amount over a prospective twelve-month period. 

Each month during the term of plan, Nashville will compute any gains or losses 
under the plan. If Nashville earns a gain, a separate non-interest bearing Incentive 
Plan Account (IPA) will be debited with such gain. If Nashville incurs a loss, that 
same IPA will be credited with such loss. The offsetting entries to IPA gains or 
losses will be recorded to income or expense, as appropriate. At its option, however, 
Nashville may temporarily record any monthly gains in a non-regulatory deferred 
credit balance sheet account until results for the entire plan year are available. 

Each year, effective November 1, the rates for all customers, excluding interruptible 
transportation customers who receive no direct benefit from any gas cost reductions 
resulting from the plan, will be increased or decreased by a separate rate increment 
or decrement designed to amortize the collection or refund of the June 30 IPA 
balance over the succeeding twelve month period. The increment or decrement will 
be established by dividing the June 30 IPA balance by the appropriate volumetric 
billing determinants fdr the twelve months ended June 30. During the twelve month 
amortization period, the amount collected or refunded each month will be computed 
by multiplying the billed volumetric determinants for such month by the increment or 
decrement, as applicable. The product will be credited or debited to the IPA, as 
appropriate. The balance in the IPA will be tracked as a separate collection 
mechanism. 

FTLTNG WITH THE COMMISSTON 
The Company will file calculations of shared savings and shared costs quarterly with 
the Commission not later than 60 days after the end of each interim fiscal quarter 
and will file an annual report not later than 60 days following the end of each plan 
year. 

PERIODIC REVTEW 5 

Because of the experimental nature of the Performance Incentive Plan, it is 
anticipated that the indices, utilized, and the composition of the utility's purchased 
gas portfolio may change. The Company shall, within 30 days of identifying a 
change to a significant component of the mechanism, provide notice of such change 
to the Commission Staff. 
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NASHVILLE FIRM TRANSPORTATION AND STORAGE ARRANGEMENTS 
EFFECTIVE 

DA TE 
CONTRACTED 

OUANTrrY 
COMPANY NAME SERVICE WIRATION 

DATE 
COMMENTS 

1 l l l / W  

10131HO 

1M1112 

9/1/93 

11/1/94 

W/9J 

11H/93 

11/1/93 

91/94 

9/1/93 

BH/90 

TENNESSEE GAS 
PIPELINE 

COLUMBIA GULF 

TEXAS EASTERN 

OPEN ACCESS. PREGRANTED ABANDONMENT 
CONTRACT SUBJECT TO ROFR 

OPW ACCESS. PREGRANTED ABANWNMENT 
CONTRACT SUBJECT TO ROFR 

OPEN ACCESS. PREGRANTED ABANDONMENT 
CONTRACT SUBJECT TO ROFR 

Fr-A 
Firm 

Transpartaban 

F r S l  
Firm 

Transpartabon 

SCT 
Firm 

Trampartamn 

MDQ = 130.000 dVd 

MDQ = 5.000 dtld 
OCT -MAR 

M m  = 4 , m  dVd 
APR - SEPT 

MDQ = 1.677 dVd 

10/31/10 

1M1110 

11llRO 

1 1llRO 

s7l31RS 

MDQ = 136.677 dtld 

SCQ = 61 1.870 dt 
MOSQ = 10.000 dud 

MDIG=4.906 dVd 

MDQ = 10.000 dVd 
OCT - MAR 

MDQ = 5.000 dtld 
APR - SEPT 

MSQ = 2.901.943 dt 
MDWQ = 49,828 dtld 
MDlQ = 19.347 dVd 

MSQ = 672091 dt 
M W O  = 6.072 dvd 
MDlCl= 4.481 dVd 

MSQ=200,000dt 
M W Q  = 20.000 dtld 
MOO = 10.000 dVd 

MSQ = 4.385.904 dt 
MDWQ = 85,900 dVd 

OPEN ACCESS. PREGRANTEO ABANWNMWT 
CONTRACT SUBJECT TO ROFR 

OPEN ACCESS. PREGRANTED ABANGONMENT 
CONTRACT SUBJECT TO ROFR 

OPEN ACCESS. PREGRANTED ABANWNMENT 
CONTRACT SUWECT TO ROFR 

OPEN ACCESS. PREGRANTED W W N M W T  
CONTRACT SUBJECT TO ROFR 

0PENACCESS.PREGRANTEDWDONMENT 
CONTRACT SUWECT TO ROFR 

TOTAL -Peak Day Firm Transportation 

COLUMBIA GAS 

COLUMBIA GAS 

TENNESSEE GAS 
PIPELINE 

TENNESSEE GAS 
PIPELINE 

CRYSTAL OIL 
COMPANY 

FSS 
F~rm 

Storage 

SST 
Firm 

Storage 
Transpartabon 

F W  
F~rm 

-09 

FSPA 
Firm 

StOraOe 

HAmESBURG 
San Dome 
Storage 

TOTAL Storage Capacity 
TOTAL Stonpe Withdrawal Deliverability 



Nashville ~ i r m  Gas Supply Arrangements 

SUPPUER NAME 
(Pfpelme) 

COMMODITY 
INDEX PRICE 

QUANTITY EXPIRATION 
DATE 

EFFECTlM 
DATE 

COMMENTS 

INSIDE FERC 
l s l  of Month 

INSIDE FERC 
1st of Month 

INSIDE FERC 
1st of Month 

INSIDE FERC 
1 st of Month 

INSIDE FERC 
1st of Month 

INSIDE FERC 
1st of Month 

INSIDE FERC 
I st of Month 

INSIDE FERC 
1st of Month 

INSIDE FERC 
I st of Month 

Fixed Commod~ty 
Rate 
per dt 

(Renegotiate 
Annually) 

0910 1 193 

11/01195 

11/01/94 

11/01/95 

11/01/92 

11/01/92 

11/01/95 

11/01/95 

11/01/93 

05/01/95 

Supplier A 
(Tennessee) 

Supplier B 
(Tennessee) 

Supplier C 
(Tennessee) 

Supplier A 
(Tennessee) 

Supplier D 
(Tennessee) 

Suppller D 
(Tennessee) 

Supplier E 
(Tennessee) 

Suppller F 
Venn-) 

Suppller G 
(Columbia) 

Supptier H 
(Tetco) 

30.100 
dtld 

5.000 
dtld 

7,140 
dud 

4.960 
dtld 

6.1 86 
dud 

10.000 
dtld 

5.000 
dud 

5.71 4 
dud 

5.000 
dtld 

REQ. FOR 
HARTSVILLE 

9/1/97 

3/31/00 

3/31/97 

3/31/00 

3h1100 

3/31/00 

3/31/00 

3/31/00 

1M1/97 

5 
4/30/02 

365-DAY SERVICE 
Summer Baseload 30.100 dud 
Winter Baseload 15.000 dVd 

Swng Se~rce 15,100 dud 

WINTER ONLY SERVICE 
BASE LOAD ONCE NOMINATED 

WINTER ONLY SERVICE 
BASE LOAD ONCE NOMINATED 

WINTER ONLY SERVICE 
BASE LOAD ONCE NOMINATED 

WINTER ONLY SERVICE 
BASE LOAD ONCE NOMINATED 

WINTER ONLY SERVICE 
BASE LOAD ONCE NOMINATED 

WINTER ONLY SERVICE 
BASE LOAD ONCE NOMINATED 

WINTER ONLY SERVICE 
BASE LOAD ONCE NOMINATED 

365DAY 
SWING SERVICE 

BUNDLED 
365-DAY SWING 

SERVICE 
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Identification of Witness. 

Please state your name and business address. 

My name is Chuck Fleenor. My business address is 19 15 Rexford Road, 

Charlotte, North Carolina 2821 1. 

By whom are you employed and in what capacity? 

I am employed by Piedmont Natural Gas Company, Inc., (Piedmont) as Vice 

President-Gas Services. 

Please summarize your educational and professional background. 

I received a B.S. degree in Physics in 1972 from the University of North 

Carolina at Charlotte. In 1979 I received a Masters degree in Business 

Administration from the same university. I became a registered Professional 

Engineer in the state of North Carolina in 1980. In 1987, I became a registered 

Professional Engineer in the state of South Carolina. I was employed by 

Piedmont in 1974. Prior to my current position as Vice President-Gas Services, 

I held the positions of Engineer-Gas Supply, Manager-Technology, Director- 

Technology, Director-Energy Systems and Director-Gas Supply. I was 

promoted to Vice president - Gas Supply in 1985 and held that position until 

April 1, 1996 when my position changed to Vice President - Gas Services. 

What are your current responsibilities with ~ i edhon t?  

Of my various current responsibilities, those that are relevant to the issues of 

this proceeding include estimating the gas demand of Piedmont's various 

market segments to ensure that Piedmont has secure, adequate, competitively- 

priced 'gas and capacity to meet the peak, seasonal and annual needs of its 

various classes of customers. 
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Have you previously testified before this Commission or any other regulatory 

authority? 

Yes. I have testified before this Commission on.severa1 occasions. I have dso  

testified before the South Carolina Public Service Commission, the North 

Carolina Utilities Commission and the Federal Energy Regulatory 

Commission. 

In what areas have you testified before federal or state regulatory agencies? 

I have presented testimony on a number of issues, including cost of service 

studies, rate designs, cost of gas, projected sales and transportation volumes 

and revenue requirements. Of particular relevance to this proceeding, I have 

presented testimony concerning prudent purchasing practices before the North 

Carolina Utilities Commission and the South Carolina Public Service 

Commission. Additiondly, I have developed the annual Gas Supply Plans with 

respect to the gas purchasing practices of Piedmont's Nashville division 

(Nashville). These Gas Supply Plans have been provided periodically to this 

Commission and its prudence auditors, RCGMagler, Bailly Inc. (RCG) and 

Theodore Barry & Associates (TB&A). 

What have been the results of the prudence reviews? 

Piedmont has been found to be prudent in its gas purchasing practices in all 

three states in every single prudence review. 

Purpose of Testimony. 

Please describe the purpose of your testimony in this proceeding. 

I will describe Nashville's design day growth requirements and the Company's 

three year plan to meet those requirements through the winter of 1998- 1999. 
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IV. 

Q. 

I also propose to establish a five percent "reserve margin" for lvashville as part 

of that plan. 

Background. 

Briefly describe the nature of Nashville's growth. 

In recent years, Nashville has experienced a growth rate several times the 

national average. Over the last five years, the average annual increase in net 

customers in Nashville has exceeded five percent per year. This increase is a 

result of additional high priority firm customers. Because of the degree of 

weather sensitivity displayed by these customers, design day and seasonal 

requirements for firm reliable gas service are increasing significantly. 

Please explain what you mean by "design day" requirements. 

Piedmont determines a design day criteria based on probability. Briefly stated, 

a design day temperature has a probability of occuning on a weekday once in 

ten years. For Nashville, this temperature has been previously calculated to be 

4.3 degrees Fahrenheit. Calculations are made using the weather sensitive 

characteristics of the firm customers to determine what the expected 

requirements of the Nashville system are for such a condition. 

Has such a methodology been reviewed by the state commissions having 

jurisdiction over Piedmont's planning and operation? 

Yes. The procedures underlying this calculation have been reviewed during 

previous prudence reviews and most notably by RCG and TB&A. In all cases 

the procedure has been found to be appropriate. 

Explanation of Terms. 

What is meant by the term "reserve margin" and how does it apply to "design 
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day" requirements? 

A "reserve margin" is the amount by which available firm supply resources 

under contract (such as fm transportation entitlements on a pipeline and LNG 

deliverability) exceed the estimated firm requirements during a period of 

"design day" conditions. 

Is a reserve margin only available on a "design day"? 

No. A reserve margin may also be used during other critical period conditions 

during extreme cold periods of winter weather. 

Why is it important to maintain a reserve margin? 

There are a number of reasons for maintaining a reserve margin. These reasons 

include: 

1) To cope with the uncertaintv of demand estimates - Although 

most models in the industry today assume a linear relationship 

between temperature and gas consumption per customer, accurate 

long range weather predictions are weliable and customer . 

growth estimates provide additional uncertainties. Other factors 

such as wind, prior days' temperatures, precipitation and cloud 

cover also play a part in influencing demand predictions. The 

infrequent occurrence of design days necessarily result in the 

extrapolation of expected results beyond the range of data 

populations. 

2) To supply colder-than-design temperature conditions - Most 

LDCs utilize a statistical probability to determine an occurrence 

criteria; however, the design criteria can be exceeded frbm time 
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.to time. 

3) To accommodate su~plier  failure. trans~ortation cauacity 

losses. and facilitv uroblems - Natural disasters and force majeure 

events can result in hurricane and freeze off damage to production 

facilities resulting in reductions in pipeline delivery pressures. 

Nashville depends on its LNG facility for 43% of its design day 

deliverability. Failure of equipment, such as pumps or 

vaporizers, could reduce portions of the full deliverability. 

4) To ~rovide  stand-by service - Although Nashville interrupts 

service to its non-firm customers that have alternative fuels 

during design and critical periods, occasionally these customers 

experience emergency conditions such as failure of alternate 

equipment or total depletion of alternative fuels. In these cases, 

Nashville may provide emergency service at higher rates in order 

, to prevent property damage or plant shut downs if doing so will 

not impair the security of firm customers. 

5) To meet future growth - Both near term and long term growth 

projections are subject to error. Additionally, it is often difficult 

or impossible to acquire economically e attractive incremental 

services in quantities that exactly match the expected growth in 

demand. 

Did the reviews performed by TB&A address the issue of maintaining a reserve 

margin? . 

Yes. In their report for operations ending June 30, 1994 in the section titled -. 
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"Finding: Peak Day (Short-Term) Reserve Margin Is Adequate," TB&A states, 

"Current pipeline contract sources, plus storage and LNG, amount to a peak 

day reserve of about 6%" In the most recent report TB&A calculated the 

reserve margin for the winter of 1994-1995 to be 7%. 

Did these reports find that Nashville was prudent? 

Yes. 

What was the reserve margin for the winter of 1995-1996? 

As indicated in Exhibit(CWF-1) the reserve margin was entirely consumed 

by the continuing demand growth experienced by Nashville. When this 

condition was coupled with the critically cold weather actually experienced 

during this past winter, Nashville found itself with seriously depleted storage 

reserves by the time moderating spring weather finally arrived. Interruptions 

of sales service to non-firm customers were unprecedented. 

Request of the Witness. 

1s.Nashville requesting the use of a reserve margin in connection with the 

Performance Incentive Plan being proposed in this proceeding? 

Yes. Exhibit(CWF-1) entitled "Design Day Supply and Demand Schedule - 

Nashville" indicates a 5% reserve margin added to the Design Day Estimate in 

the calculation of Total Firm Requirements. When this reserve margin of 

approximately 13,300 dts per day is added to the annual expected growth in 

firm demand of 11,000 dts per day, the schedule indicates a need to acquire 

24,300 dts per day of incremental peak day firm service for the winter of 1996- 

1997. This schedule also indicates the expected growth in requirements and 

supplies through the spring of 1999. Nashville is in the process of soliciting 
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bids, evaluating proposals, and negotiating the price and terms of services that 

are needed to meet these requirements. 

Do you believe that this Commission should approve the utilization of a five 

percent "reserve margin" as a part of the Performance Incentive Plan being 

proposed in this proceeding? 

Yes. Based upon information obtained about reserve margins utilized by other 

LDCs in the AGA study, "Analysis of LDC Peak Day Planning," the 7.5% 

reserve margin approved by this Commission in the United Cities Experimental 

Performance-based Ratemaking Mechanism, and my own experience in gas 

supply planning and dispatch, I believe the use of five percent reserve margin 

is justified. I do not intend to imply that our reserve margin will always be 

exactly five percent; however, we do request the Commission's approval for 

the use of a reserve margin of approximately five percent in the Performance 

Incentive Plan. This approval is important since after the Performance 

Incentive Plan is approved, the reserve margin will not be subject to prudence 

review. Nashville intends to monitor its particular needs and circumstances 

to determine if an adjustment would be appropriate at a later date. 

Does this conclude your testimony. 

Yes. It does. 



Design Day Supply and Demand Schedule - Nashville 

' Nashv~lle is presently arranging and negotiating for incremental services to balance "design day" requirements I 

1995-96 

Design Day Estimate 255,000 

Reserve Margin @ Approx 5% 

Total Firm Requirements 255,000 

Tennessee Gas Pipeline 

FT (365 day transport) 74,100 

FS (60 day storage) 55,900 

Columbia Gas 

FTS (365 day transport) 5,000 

Fss  (60 day storage) ~0,000 

Nashville - Local Storaae 
LNG (10 day) 1 10,000 

Total Existing Supplies 255,000 

Incremental Supply Options 

Incremental Firm Services* 

(Deficit) Surplus . 0 

1996-97 

266,000 

13,300 

279,300 

74,100 

55,900 

5,000 

10,000 

1 10,000 

255,000 

Z 24,300 

0 

1997-98 

275,000 

14,000 

289,000 

74,100 

55,900 

5,000 

10,000 

1 10,000 

255,000 

34,000 

0 

1998-99 

285,000 

14,300 

299,300 

74,100 

55,900 

5,000 

10,000 

1 10,000 

255,000 

44,300 

0 
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Testimony of Jay'P. Lukens 

Introduction 

Please state your name, title, and business address. 

My name is Jay Lukens. I am President of Energy Market Economics, Inc. 

(EME), and my business address is 982 1 Katy Freeway, Suite 250, Houston, 

Texas 77024. 

On whose behalf are you submitting this testimony? 

I am testifying on behalf of Nashville Gas Company (Nashville). 

What is the role and purpose of your testimony? 

EME was retained by Nashville to assist it in developing a performance-based 

gas cost recovery plan that is consistent with Nashville's corporate values, 

existing contracts, and strategic goals regarding gas procurement. I will be 

discussing concepts of incentive or performance-based rate-making. I will set 

forth criteria by which I believe incentive regulation plans should be 

evaluated, and I will discuss Nashville's plan in light of such criteria. 

Please summarize your background and experience. 

I founded EME in December of 1995. Prior to that date, I had been Senior 

Vice President of Planning and Rates for Transcontinental Gas Pipe Line 

Corporation (Transco). I joined Transco in 1985, was promoted to Vice 

President in 1986, and to Senior Vice President in 1989. From 1987 until my 

departure in 1995,I was principally responsible for directing Transco's 

strategic planning, rates, and Federal regulatory affairs. During such period I 

was also Transco's principal policy witness in Federal Energy Regulatory 
a- 

Commission (FERC) proceedings. A list of the testimony I have submitted at 

FERC is presented as Exhibit No. (JPL-I) to this testimony. 

Prior to my employment at Transco, I was employed by AT&T 

Communications where, from 198 1 to 1985, I worked in an internal consulting 

group know as the Analytical Support Center. During my tenure, AT&T was 

in the process of divesting the regional Bell operating companies and 

beginning to respond to new competition from partially deregulated long 
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distance carriers. As an internal consultant my work was project driven and 

covered'a wide array of topics. A central theme during that period, however, 

was the development of pricing strategies in a partially deregulated market. 

My educational background includes a B.A. in economics from Eckerd 

College, and a Ph.D. in economics from Texas A&M. I taught economics at 

Texas A&M from 1979 to 198 1, and I was an adjunct faculty member 

teaching in the MBA program at Farleigh Dicliinson University from 198 1 to 

1984. 

In your time at Transco, did you have any direct experience with incentive 

regulation? 

Yes. I served as Transco's representative on the Rate Committee and the 

Policy Analysis Committee of the interstate pipeline trade association, the 

Interstate Natural Gas Association of America (WGAA). Following issuance 

of a research report on incentive regulation in 1989 by FERC's Office of 

Economic Policy1 , WGAA formed a Task Force on Incentive Regulation to 

advise the WGAA Board of Directors in formulating its policy position before 

FERC. I was an active member of the Task Force during 1989-1992 when it 

was in existence. The Task Force, through the efforts of its members and 

through use of outside consultants, conducted an extensive study of the theory 

and practice of incentive regulation in a number of regulated industries in the 

U. S. and abroad. 

Transco attempted to put theory into practice by filing a 
8 

comprehensive incentive rate proposal at FERC in February of 19922. I 

coordinated the efforts of a project team which included, among others, 

Professors Joseph Kalt and Adam Jaffee of Harvard University and Dr. A. 

'Federal Energy Regulatory Commission (1989) Incentive Regulation: A Research 
Report, Office of Economic Policy, Technical Report. 
2Federal Energy Regulatory Commission (1992) Transcontinental Gas Pipe Line, 
Docket No. CP92-378, Direct Testimony of Joseph P. Kalt, A. Larry Kolbe, and 
Jay P. Lukens. 
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Lawrence Kolbe of the Brattle Group. Our team formulated an incentive 

proposal based on "yardstick competition" among Transco's peer pipelines. 

Although the proposal was ultimately withdrawn as part of a settlement of 

another proceeding, in my view it stands today as the most ambitious and well 

thought-out incentive proposal filed at FERC. 

Theory of Incentive Regulation 

Please describe the goals of incentive regulation. 

The central purpose of incentive regulation is to lower the societal costs 

caused by the regulatory process. A cost-of-service regulatory process 

imposes two forms of costs on society. First, there are the direct 

administrative and legal costs borne by the regulatory body, the regulated 

utility, and intervening customers. associated with rate cases, audits, prudence 

reviews and similar proceedings. Second, there are economic efficiency 

losses created by cost-of-service regulation. Traditional regulation has long 

been criticized for failing to provide regulated companies with adequate 

incentives for cost reduction, improvement of product quality, and product ' 

innovation over time. As regulatory policy has come to favor use of market 

based pricing where possible, there has been the additional concern that 

traditional cost-of-service regulation'does not provide utilities with the 

incentives or the flexibility to meet greater competition. 

Incentive regulation is intended to lower the societal costs of 

regulation first by simplifying the administrative burden of the regulatory 
e 

process. The theory of performance-based regulation is to replace detailed 

cost-of-service calculations with performance measurement against 

appropriate benchmarks that are clearly definable and understood by all 

interest groups. 

Incentive regulation is further intended to improve economic 

efficiency by creating reward and penalty measures that are similar to the 

forces of a competitive market. There is considerable variation among 
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incentive plans in terms of what aspect of competitive market behavior is 

simulated. Some plans focus on prices, some on profits, and some on 

particular cost or quality measures. While incentive plans attempt to capture 

some of the "carrot and stick" of the competitive process, one must not lose 

sight of the fact that the utility is still regulated. Thus, incentive plans must 

balance simulation of market rewards and penalties with the need to protect 

consumer interests and the need to give the utility a fair opportunity to earn its 

allowed rate of return 

Have incentive programs been put in place elsewhere in the gas industry? 

Yes. In May of 1995 the Tennessee Public Service Commission approved an 

experimental performance-based rate making mechanism for United Cities, 

Gas Company. Programs have also been approved and put in place in 

California, New York, Iowa and Wisconsin. Proposals are pending approval 

in several other states, including Maryland and Missouri. 

Dr. Lukens, by what criteria should the Commission evaluate a gas cost 

incentive plan? 

In reviewing the literature of incentive regulation, I find four recurrent themes 

in attempts to describe the attributes of a "good" plan. For ease of reference I 

will label the four attributes as "simplicity," "fairness," "alignment," and 

"strategic fit." 

Please describe the attribute of "simplicity." 

As discussed above, a primary goal of incentive regulation is to reduce the 

direct costs of the regulatory process. A ~ ~ g a n t i n e  plan, one that relies on 

data intensive calculations or micro-management of utility operations, is not 

likely to produce meaningful savings in the cost of regulation. The incentive 

mechanism, its method of performance measurement, and the results produced 

must be straightforward, easy to calculate and unambiguous in their . 

interpretation in order to reduce the resources consumed by the regulatory 

process. 

ENERGY MARKET ECONOMICS, INC. 



Testimony of Jay P. Lukens 
Page 5 of 14 

I would note that simplicity cannot be achieved without a cost. There 

is a tradeoff between the simplicity of an incentive mechanism and the variety 

of issues it can handle. As a practical matter, in designing an incentive plan 

one confronts issues that are best left outside the purview of the plan because 

designing the plan to incorporate such issues would cause complexity not 

offset by commensurate benefits. 

Please discuss what you mean by the "fairness" of an incentive plan? 

Incentive plans should be designed to create "win-win" outcomes for 

customers and the regulated company. In order to create an expectation of 

"win-win" outcomes, the plan should be unbiased' and there should be 

symmetrical treatment of customers and the company under the plan's reward 

and penalty provisions. 

Dr. Lukens, what do mean by "the plan should be unbiased?" 

I borrow the terh from statistics. A statistic is said to be unbiased when its 

expected value is equal to the quantity it was designed to estimate. Translated 

into the present context, I would characterize an incentive plan as unbiased 

when it is designed so that no gains or losses are built-in at the outset. If the 

company behaves as it has in the past without effecting new strategy, neither 

the company or the consumer would win or lose. "Win-win" outcomes will 

result fiom sharing the benefits created by affmative actions taken by the 

company to lower costs. 

Please turn now to the concept of "alignment." 

A well-designed incentive plan will align thginterests of the regulated 

company and its customers. To achieve that result, the plan must be built 

around performance benchmarks that relate to outcomes that are (1) subject to 

utility management control and (2) meaningful to the consumer. It obviously 

makes no sense to measure something solely because it is in the control of 

management; at the same time the performance plan must recognize that there 
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are forces beyond management control. A plan that balances these factors is 

said to be in alignment. 

To help clarifj the issue of alignment, consider a hypothetical 

incentive plan for an electric utility. An outcome that would be meaningful to 

the consumer might be to lower the retail rate for electricity from historic 

levels. This is not a reasonable benchmark, however, because the retail rate 

for electricity can be affected by inflation and other factors that are beyond the 

control of utility management. An alternative outcome that would be in 

control of management would be to improve the heat rate for a particular piece 

of generating equipment. This,outcome may or may not be meaningful to 

consumers depending on how much electricity the equipment actually 

generates. An incentive plan that aligns the interests of consumers and the 

company will be built around measures that are subject to management's 

control @ represent meaningful benefits for consumers. 

Please describe the last attribute of a good incentive plan, the concept of 

"strategic fit." 

An incentive plan cannot be viewed in isolation. Virtually all incentive plans 

implemented in the natural gas industry in the U. S. are partial incentive 

systems that focus on a firm's performance in a specific area of operation. 

Unless designed and evaluated in the context of a coherent strategic plan, 

however, partial incentive plans may unintentionally create incentives for the 

company to make sub-optimal choices in other areas. For example, an 
< 

incentive plan that rewards a company for reducing expenditures on employee 

training below a sustainable levelmay lead to a lower level of work force 

productivity over time. Even though the specific provisions of an incentive 

plan may be linked to short-run outcomes, the plan must be designed, 

presented, and judged in light of the longer term strategic goals of the . 

company. 

ENERGY MARKET ECONOMICS, INC. 



Testimony of Jay P. Lukens 
Page 7 of 14 

Nashville's Performance Incentive Plan' 

Please give an overview description of the lvashville plan. 

Nashville's Performance Incentive plan is comprised of two related 

components -- a Gas Procurement Incentive Mechanism and a Capacity 

Management Incentive Mechanism. In the Gas Procurement Incentive 

Mechanism, Nashville's total commodity gas costs are compared to a 

predefined benchmark gas cost calculated using a price index based on 

Nashville's gas purchase contract portfolio. The Capacity Management 

component is designed to encourage Nashville to actively market un-utilized 

capacity in the secondary market. The Nashville plan is a partial incentive 

system in that it focuses on gas costs, upstream transportation and storage. 

Such costs represent, however, roughly 50 percent of Nashville's total cost of 

service. 

Please describe the' monthly commodity price index used in setting the 

benchmark gas cost. 

The monthly price' index is defined as 

I = Ff (Po K, + P,K, + PC& +...+ P a  K , )+ FoO + Fd D; where 

Ff+F0 +Fd = 1; and 

I = the monthly city gate commodity gas cost index. 

Ff = the fraction of gas supplies purchased in the first-of-the-month 

market which are transported to the city gate under Nashville's FT service 

agreements. 

P = the Inside FERC Gas Market ~e;ort  price index for the first-of- 

the-month edition for a geographic pricing region, where subscript 0 denotes 

Tennessee Gas Pipeline (TGP) Rate Zone 0; subscript 1 denotes TGP Rate 

Zone 1 ; i d  subscript C denotes Columbia Gas Transmission (CGT), 

Louisiana plus applicable transportation and fuel charges in CGT's FT tariff to 

Rayne, and the subscript a denotes new incremental firm services to which 

Nashville may subscribe in the future.. The commodity price index will be 
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adjusted to include the appropriate pipeline maximum firm transportation (FT) , 

commodity transportation charges and fuel retention to the city gate under 

Nashville's FT service agreements. 

= the fraction (relative to total maximum daily contract entitlement) 

of Nashville's total firm transportation capacity under contract in a geographic 

pricing region, where the subscripts are as above. Because the aggregate 

maximum daily contract quantities in Nashville's FT contract portfolio vary 

by month over the course of the year, the weights would be recalculated each 

month to reflect actual contract demand quantities for such month. The 

contract weights, and potentially the price indices used, would also vary as 

Nashville renegotiates existing or adds new FT contracts. As new contracts 

are negotiated, Nashville would modify the index to reflect actual contract 

demand quantities and the commodity price indices appropriate for the supply 

regions reached by such FT agreements. 

F,= the fraction of gas supplies purchased in the first-of-the-month 

spot market which are delivered to Nashville's system using transportation 

arrangements other than Nashville's FT contracts. 

0 = the weighted average of Inside FERC first-of-the-month price 

indices plus applicable maximum IT rates and fuel retention fiom the source 

of gas to the city gate, where the weights are computed based on actual 

purchases of gas supplies purchased by Nashville and delivered to Nashville's 

system using trarisportation arrangements other than Nashville's FT contracts. 

Fd= the fraction of gas supplies purchked in the daily spot market. 

D = the weighted average of daily prices taken fiom Gas Daily, where 

the weights are computed based on actual purchases made during the month. 

The commodity index prices will be adjusted to include appropriate maximum 

transportation commodity charges and fuel retention to the city gate. . 

If the actual total commodity gas purchase cost in a month is within 

one percent of the benchmark dollar amount, then there will be no incentive 
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gains or losses. If the actual total commodity gas purchase cost varies from 

the benchmark dollar allowance by more than one percent, then the variance in 

excess of the one percent threshold shall be deemed incentive gains or losses 

under the plan. Such gains or losses will be shared 50/50 between the 

Company and the rate payers, up to a maximum amount of gains or losses for 

Nashville of $1.6 million per year. 

Evaluation of Nashville's Performance Incentive Plan 

Does the Nashville Plan satisfy the criterion of simplicity? 

Yes it does. In the Gas Procurement Incentive Mechanism, Nashville will 

compare the total commodity cost of gas to a benchmark dollar amount. The 

benchmark gas cost will be computed by multiplying total actual gas purchase 

quantities for the month by the price index defined above. Thus gas 

procurement performance is judged monthly based on the comparison of two 

numbers. 

The Capacity Management Incentive is a straightforward sharing of 

net compensation associated with release of capacity rights on Nashville's 

transportation and storage contracts. Hence it too is simple to understand and 

administer. 

Will the plan reduce the burden of regulation? 

Through approval of the plan Nashville hopes to eliminate prudence reviews 

and their attendant costs. Thus Nashville will have a clear understanding, - at 

the time decisions are made, of its gas procurement performance benchmarks 

and the potential risks and rewards of alterndve strategies. It is reasonable 

therefore to expect reduction in the direct cost of regulation and improvement 

in the effectiveness of Nashville's gas procurement efforts. 

Are any gas purchases omitted from the total monthly commodity cost of gas? 

Yes. Purchases under Nashville's contract to serve the Hartsville system are 

not included in the plan. Nashville will continue to recover 100 percent of 

such costs through the PGA mechanism. 
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Why does the plan omit purchases made to serve Hartsville? 

Omission of the Hartsville contract was a judgment call made to preserve the 

simplicity of the Harstville is an isolated part of Nashville's service 

territory, it is the only place where Nashville receives transmission service 

directly from Texas Eastern Pipeline, and it is a small, low load-factor 

delivery point. In light of these circumstances, Nashville's contract to serve . - 

this area is structured completely differently from any of its other long-term 

firm gas purchase contracts. Accommodating the Hartsville contract in the 

incentive plan would have caused complications to the plan without 

significant benefit, and I concur with the decision to omit it. 

Is the Nashville plan designed to be fair and unbiased? 

Yes, I believe it is. The monthly commodity price index uses the same 

location-price indices found in Nashville's contracts. The weights used in the 

index for first-of-the-month purchases are based on Nashville's actual capacity 

entitlements. Because the monthly commodity price index is constructed 

around Nashville's actual gas purchase and FT capacity contract portfolio, it is 

a very good predictor of Nashville's actual gas costs under a "do nothing" 

strategy. Nashville simulated the Plan results over the 1994 and 1995, and the 

benchmark gas costs were within 0.2 percent of actual city gate commodity 

cost of gas during such &o year period. In order to generate benefits under 

the Gas Procurement Incentive Mechanism, Nashville must take affirmative. 

action to reduce its commodity cost of gas. 

Why are the weights assigned to city gate, l f a n d  daily spot market purchases 

in the monthly commodity price index allowed to vary to reflect actual 

purchase quantities? 

As a preliminary matter, I should note that city gate, IT and daily spot 

purchases make up a very small fraction of Nashville's total gas purchases. In 

fact, during fiscal year 1995 Nashville made no city gate or IT purchases, and 

daily spot purchases comprised less than one percent of total purchases during 
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the period. Historically, the primary reason Nashville has made daily spot 

purchases is to supplement storage gas supplies during periods of colder than 

normal weather. During the past winter, for example, cumulative degree days 

exceeded normal winter degree days by 14 percent. Had Nashville not made 

daily spot purchases, it would have substantially depleted storage in 

midwinter. By entering the daily market Nashville was able to husband 

storage supplies and thus preserved storage gas supplies to be available on 

extremely cold days. Because city gate and daily spot purchases are driven 

primarily by weather, over which management has no control, it is not fair or 

appropriate to fix a quantity of such purchases in determining the weights 

used in the monthly commodity price index. 

Does the plan align the goals and interests of rate payers and Nashville? 

Yes, it does. The plan focuses the attention of ~ashv i l l e  management on the 

total commodity' cost of gas and on the total net cost of storage and 

transportation capacity. Reductions in the commodity cost of gas below the 

benchmark index, and reductions in the net cost of capacity, will produce 

meaningful benefits to gas consumers in Nashville's service area. 

Is the plan consistent with Nashville's overall gas procurement strategy? 

Yes. As I mentioned at the outset of my testimony, the goal from the start was 

to design an incentive plan that reflects Nashville's corporate values and 

strategies regarding gas procurement. Nashville's views on gas procurement 

are presented by Mr. Fleenor and Mr. Skains. In my view, the Company has 

put forth an incentive plan that reinforces its>trategic goals as I understand 

them. 

Dr. Lukens, some issues are not specifically addressed by Nashville's plan. 

For example, do you concur with the decision not to include gas supply 

reservation charges in the incentive plan? 

As a conceptual matter, I believe the outcome that should be rewarded in a gas 

procurement incentive plan is reduction of total gas supply costs below a 
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market benchmark, including gas supply reservation costs. As a practical 

matter, however, we were unable to design a benchmark index for total gas 

supply costs that was appropriate for Nashville. At present there are no 

published sources for the market price of reserving firm gas supplies. The 

data available to Nashville are what it is paying and has paid for such rights. 

While it would have been possible to construct a benchmark from Nashville's 

historical experience, it would not have been the right thing to do in these 

circumstances from either a theoretical or practical perspective. 

As a matter of theory, the natural gas industry has only recently 

emerged into the post-Order No. 636 industry structure. The direct marketing 

by producers and marketers to local distribution companies under firm 

contracts is still a recent arrangement, and there is no reason to think that 

prices paid to reserve firm gas supplies over the last several years will be good 

predictors of wh'at prices may be in the future. Moreover as a practical matter, 

Nashville negotiated new or renegotiated reservation fees under most of its 

firm gas supply contracts in 1995. A benchmark based on an average of 

reservation fees paid over the past several years would be unfair to rate payers 

because it would build in "savings" when compared to prices actually being 

paid under the lower reservation fees established in 1995 and now in effect. 

Adopting a benchmark for gas supply reservation fees based on 

historical data was rejected for the additional reason that it could have created 

conflict between the incentive plan and Nashville's gas procurement strategy. 

One of Nashville's values regarding gas pro&rement is to have sufficient firm 

gas supplies k d e r  contract to meet the needs of its high-priority residential 

and commercial customers. If, as is predictable, a benchmark based on 

historical data got out of step with the current market conditions, Nashville 

would face artificial incentives to change its gas purchasing practices. In 

order to preserve the incentive plan's strategic fit, we arrived at the 

compromise position of excluding gas supply reservation fees from the gas 
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procurement incentive mechanism. Nashville will continue to recover such 

fees through the PGA, and for new contracts will employ the competitive 

bidding mechanism described by Mr. Skains. 

How does the use of futures contracts and similar financial instruments fit into 

Nashville's plan? 

To the extent Nashville uses such instruments, associated gains and losses will 

be subtracted from or added to the monthly commodity cost of gas and 

'thereby will be shared with rate payers. . 

How are storage costs treated in the plan? 

Nashville will not change the accounting treatment currently used for storage 

gas supplies, that is, Nashville will continue to value storage inventory at the 

weighted average of prices paid at the time of injection. The plan gives 

Nashville the incentive to minimize the cost of gas supplies purchased for 

storage injections in the same way it gives it the incentive to minimize the 

cost of all gas purchases. Furthermore, if Nashville releases capacity rights to 

storage, net compensation will flow back as a credit to the costs of 

transportation and storage through the Capacity Management Incentive 

mechanism. Finally, Nashville may have the opportunity to participate in 

storage swaps where it can trade capacity rights to storage for lower gas costs. 

The benefits of such swaps would flow through the Gas Procurement or 

Capacity Management Incentive mechanisms as appropriate depending on the 

specific terms of the deal. 

What are your overall conclusions about the kashville plan? 

The incentive plan filed by Nashville is a workable program that will create 

benefits to Nashville's customers and shareholders while reducing the burden 

of regulation. The plan is simple and fair, and will it align the interests of 

Nashville and its customers to reduce the total delivered price of gas. 

What are y o u  recommendations? 
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. I recommend that the Tennessee Public Service Commission approve 

Nashville's plan as proposed. 

Q. Does this conclude your direct testimony in this proceeding? 

. Yes, it does. 
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WITNESS EXPERIENCE OF JAY LUKENS 
before the 

FEDERAL ENERGY REGULATORY COMMISSION 

1. FERC Docket No. RP95-197-000 (Phase 11) Prepared Direct Testimony 
on Behalf of Leidy Line Roll-in Group (submitted 1124196). Supported rolled-in 
rate treatment fohransco's existing incrementally priced expansion projects. 

2. FERC Docket,No. RP95- 197-000, General Rate Case. Prepared Direct 
Testimony (submitted 311 5/95) on general policy issues in rate case. 

3. FERC Docket No. RP93- 100, Dakota Gasification Settlement. Prepared 
Direct Testimony (submitted 121 19/94) supporting the terms and conditions of 
Transco's contract settlement with Dakota Gasification. Other Supplemental, 
Answering, and Rebuttal..Testimony filed as case progressed. 

4. FERC Docket No. RM94-4, Public Conference on Natural Gas Gathering 
Issues (2/24/94), testimony and response to questions before the Commission and 
their staff. 

5. FERC Docket No. RP92-137, General Rate Case. Prepared Direct 
Testimony (submitted 311.7192) on general policy issues in rate case. Primary 
issue in litigated phase of the case was the design of rates for production area 
services. Supplemental, Answering, and Rebuttal testimony filed as case 
progressed. 

6. FERC Docket No. RP92-108, General Rate Case. Prepared Direct 
Testimony (submitted 3/10/92) supporting general policy issues in rate case. 

7. FERC Docket No. CP92-378, Incentive Rate Proposal. Prepared Direct 
Testimony (submitted 2/28/92) on the design of an incentive rate mechanism for 
gas pipelines. 

< 

8. FERC Docket No. RM90-1, Public Conference on Pipeline Construction 
Rulemaking (1/28/92), testimony and response to questions before the 
Commission and their staff. 

9. FERC Docket RP90-8, General Rate Case. Prepared Direct Testimony 
(submitted 10124/89) on general policy issues in rate case. Supported proposal for 
\new transportation rate design consistent with unbundled service structure. 

10. FERC Docket No. RP87-7, General Rate Case. Prepared Direct 
Testimony (submitted 612 1/89) on reserved issues of rate design and the terms and 
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J conditions of transportation service. Supported proposal for a price deregulated 
secondary market in pipeline capacity rights. 

1 1. FERC Docket No. TA85-3-89, Transition Gas Cost Issue. .Prepared 
Answering Testimony (submitted 211 3/89) in remedies phase of FERC 
Enforcement action brought against Transco 
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State of North Carolina . 1 
1 
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Dr. Jay P. Lukens being first duly sworn, deposes and says that he is the same Dr. Jay P. 

Lukens whose prepared testimony and exhibits accompany this affidavit. 

Dr. Jay P. Lukens further states that, to the best of his knowledge and belief, his answers to 

the questions contained in such prepared testimony are true and accurate and that the exhibits 

accompanying the testimony were prepared by him under his direction and are correct to the best of 

his knowledge and belief. ' 

Sworn to and subscribed before me, 
a Notary Public, on this the 18th day 
of April, 1996. 
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Are you the same Thomas E. Skains who submitted direct testimony in Docket 

No. 96-00805 in support of Nashville Gas Company's (Nashville) Performance 

Incentive Plan? 

Yes, I am. 

Is Nashville proposing to amend the terms and conditions of its Performance 

Incentive Plan? 

Yes. As a result of several meetings with the Consumer Advocate Division of 

the State of Tennessee Attorney General's Office (Consumer Advocate) in an 

effort to reach a non-contested resolution of this proceeding, Nashville is 

proposing to amend the plan in three specific areas. 

What are these proposed amendments? 

First, ~ashv i l l e  proposes that interest be computed on the average monthly 

balance of the Incentive Plan Account (IPA) at the same interest rate and in the 

same manner as used to compute interest on the "Actual Cost Adjustment 

Account" of the Company's Purchased Gas Adjustment (PGA). Second, to the 

extent that Nashville renegotiates existing reservation fee supply contracts or 

executes new reservation fee supply contracts with commodity pricing 

provisions at a discount to the first-of-the-month index prices, Nashville will 

modify the monthly commodity price index in the Gas Procurement Incentive 

Mechanism to reflect such discount. Third, the Capacity Management 

Incentive Mechanism has been modifiedto reflect a graduated sharing formula 

for net incentive benefits or costs, with the sharing percentages for Nashville 

ranging between zero and fifty percent. 
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Q. Are you sponsoring any exhibits with your supplemental testimony? 

A. Yes. I am sponsoring Exhibit ( T E S - 5 )  which is the revised tariff under 

which the proposed Performance Incentive Plan will be implemented. This 

tariff reflects the details of the amended terms and conditions of IVashville's 

Performance Incentive P1ai-1 which I summarized above. 

Q. Mr. Skains, does this conclude your testimony? 

A. Yes, it does. 
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SERVICE SCHEDULE NO. 14 
Performance Incentive Plan 

APPLICABILITY 
The Performance Incentive Plan replaces the current reasonableness or prudence 
review of Nashville Gas Company's (Nashville) gas purchasing activities overseen by 
the Commission. The plan is designed to provide incentives to Nashville in a manner 
that will produce rewards for its customers and its shareholders and improvements in 
Nashville's gas procurement activities. Each plan year will begin July 1. The annual 
provisions and filings herein would apply to this annual period. 

OVERVIEW OF STRUCTURE 
Nashville's Performance Incentive Plan is comprised of two interrelated components. 

Gas Procurement Incentive Mechanism 
Capacity Management Incentive Mechanism 

The Gas Procurement Incentive Mechanism establishes a predefined benchmark index 
to which Nashville's commodity cost of gas is compared. It also addresses the 
recovery of gas supply reservation fees, the treatment of off-system sales and 
wholesale interstate sale for resale transactions, and the use of financial or private 
contracts in managing gas costs. The net incentive benefits or costs will be shared 
between the Company's customers and the Company on 50% 1 50% basis. 

The Capacity Management Incentive Mechanism is designed to encourage Nashville 
to actively market off-peak unutilized transportation and storage capacity on upstream 
pipelines in the secondary market. The net incentive benefits or costs will be shared 
between the Company's customers and the Company utilizing a graduated sharing 
formula, with sharing percentages for Nashville ranging between zero and fifty 
percent. 

The Company will have a cap on incentive gains and losses. During the initial plan 
year, Nashville's overall gains or losses cannot exceed $1.6 million annually. Also as 
a part of the Performance Incentive Plan, Nashville submitted a Three Year Supply 
Plan and will obtain additional firm gas supply related thereto. Included in the Three 
Year Supply Plan is support for a capacity reserve margin. 

GAS PROCUREMENT INCENTIVE MECHANISM 
The Gas Procurement Incentive Mechanism addresses the following areas: 

Commodity Costs 
Gas Supply Reservation Fees 

Issued By John H Mayhelm 
Issued On April 22, 1996 

Effective. July 1, 1996 
Docket No: 96-00805 
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Off-System Sales and Sale for Resale Transactions 
Use of Financial Instruments or Other Private Contracts 

COMMODITY COSTS 
Each month Nashville will compare its total city gate commodity cost of gas' to a 
benchmark dollar amount. The benchmark gas cost will be computed by multiplying 
total actual purchase quantities for the month by a price index. The,monthly price 
index is defined as 

I = FXP,&+P, K, +PcKc+. . .P, K,)+FoO+FdD; where 

Ff+Fo+Fd= 1 ; and 

I = the monthly city gate commodity gas cost index. 

F, = the fraction of gas supplies purchased in the first-of-the-month market . 

which are transported to the city gate under Nashville's FT service agreements. 

P = the Inside FERC Gas A4arket Report price index for the first-of-the-month 
edition for a geographic pricing region, where subscript 0 denotes Tennessee 
Gas Pipeline ( ) Rate Zone 0; subscript 1 denotes TGP Rate 'Zone 1;  
subscript C denot s Columbia Gas Transmission (CGT), Louisiana, plus 
applicable transpo ation and fuel charges in CGT7s FT.tariff to Rayne, and lm 
Gas purchases under Nashville's existing supply contract on the Tetco 
system are excluded from the incentive mechanism. Nashville will continue 
to recover 100 percent of these costs through its PGA with no profit or loss. 
potential. Extension or replacement of such contract shall be subject to the 
same competitive bidding procedures that will apply to other firm gas 
supply agreements. In addition, Nashville's gas procurement incentive 
mechanism will measure storage gas supplies against the benchmark index 
during the months such quantities are purchased for injection. For purposes 
of conlparing such gas purchase costs against the monthly city gate index 
price, Nashville will exclude any commodity costs incurred downstream of 
the city gate to storage so that Nashville's actual costs and the benchmark 
index are calculated on the'sanle basis. 

Issued By John H Mavheim 
Issued O n  Apr1l22, 1996 

Effectwe July 1 ,  1 996 
Docket No. 96-00805 
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subscript = denotes new incremental firnl services to which Nashville may 
subscribe in the f u t ~ r e . ~  The commodity index prices will be adjusted to 
include the appropriate pipeline maximum firm transportation (FT) commodity 
transportation charges and fuel retention to the city gate under Nashville's FT 

' 

service agreements. 

K = the fraction (relative to total maximum daily contract entitlement) of 
Nashville's total firm transportation capacity under contract in a geographic 
pricing region, where the subscripts are as above.3 

F, = the fraction of gas supplies purchased in the first-of-the-month spot 
market which are delivered to Nashville's system using transportation 
arrangements other than Nashville's FT contracts. 

0 = the weighted average of Inside FERC Gas Market Report first-of-the- 
month price indices, plus applicable maximum IT rates and fuel retention, fiom 
the source of the gas to the city gate, where the weights are computed based on 
actual purchases of gas supplies purchased by Nashville and delivered to 
Nashville's system using transportation arrangements other than Nashville's 
FT contracts. 

F, = the fraction of gas supplies purchased in the daily spot market. 

D = the weighted average of daily average index commodity prices taken fiom 
Gas Daily for the appropriate geographic pricing regions, where the weights 
are computed based on actual purchases made during the month. The 

To the extent that Nashville renegotiates existing reservation fee supply 
contracts or executes new reservation fee supply contracts with commodity 
pricing provisions at a discount to the first-of-the-month price index, 
Nashville would modify the monthly commodity price index to reflect such 
discount. 

Because the aggregate maximum daily contract quantities in Nashville's FT 
contract portfolio vary by month over the course of the year, the weights 
would be recalculated each month to reflect actual contract demand 
quantities for such month. The contract weights, and potentially the price 
indices used, would also vary as Nashville renegotiates existing or adds new 
FT contracts. As new contracts are negotiated, Nashville would modify the 
index to reflect actual contract demand quantities and the commodity price 
indices appropriate for the supply regions reached by such FT agreements. 

lssued By: John H Maxheim 
lssued On Apr1122, 1996 

Effective July 1, 1996 
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commodity index prices will be adjusted to include the appropriate maximum 
transportation commodity charges and fuel retention to the city gate. 

If the actual total commodity gas purchase cost in a month is within one percent of the 
benchmark dollar amount, then there will be no incentive gains or losses. If the actual 
total commodity gas purchase cost varies from the benchmark dollar allowance by 
more than one percent, then the variance in excess of the one percent threshold shall 
be deemed incentive gains or losses under the plan. Such gains or losses will be 
shared 50150 between the Company and the ratepayers. 

Gas S u p ~ l v  Reservation Fees 
Nashville will continue to recover 100% of gas supply reservation fee costs through 
its PGA with no profit or loss potential. For new contracts andlor contracts subject to 
renegotiation during the Plan year, Nashville will solicit bids for gas supply contracts 
containing a reservation fee. 

Off-Svstem Sales And Sale For Resale Transactions 
.Margin on off-system sales and wholesale sale-for-resale transactions using 
Nashville's firm transportation and capacity entitlements (the costs of which are 
recovered from 1Vashville's ratepayers) shall be credited to the commodity gas cost 
conlponent of the Gas Procurement Incentive Mechanism and will be shared with 
ratepayers. Margin on such sales will be defined as the difference between the sales 
proceeds and the total variable costs incurred by Nashville in connection with the 
transaction, including transportation and gas costs, taxes, fuel, or other costs. For , 

purposes of gas costs, Nashville will impute such costs for its related supply purchases 
at the benchmark first-of-the-month or daily index, as appropriate, on the pipeline and 
in the zone in which the sale takes place. The difference between Nashville's actual 
costs and such index price is taken into account elsewhere under the plan. As to 
transportation costs, Nashville will impute such costs up to the transporting pipeline's 
maximum interruptible transportation (IT) rate. The difference between the maximum 
IT rate and Nashville's actual transportation commodity costs will be treated as 
capacity release margin under the Capacity Management Incentive Mechanism. After 
deducting the total transaction costs from the sales proceeds, any remaining margin 
will be credited to commodity gas costs and shared on a 50/50 basis with ratepayers. 

Use Of Financial Instruments Or Other Private Contracts 
To the extent Nashville uses futures contracts, financial derivative products, storage 
swap arrangements, or other private agreements to hedge, manage or reduce gas costs, 
it will flow through gains or losses through the commodity cost component of the Gas 
Procurement Incentive Mechanism. 

CAPACITY MANAGEMENT INCENTIVE MECHANISM 
To the extent Nashville is able to release transportation or storage capacity, or generate 
transportation or storage margin associated with off-system or wholesale sa1es;for- 

lssued By John H Mavheim ' Effecttve July 1, 1996 
Issued On Aprtl 22, 1996 Docket No. 96-00805 
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resale, the associated cost savings shall be shared by Nashville and customers 
according to the following sharing formula: 

The sharing percentages shall be determined based on the actual demand costs incurred 
by Nashville (exclusive of credits for capacity release) for transportation and storage 
capacity during the plan year, as such costs may be adjusted due to refunds or 
surcharges from pipeline and storage suppliers. Any incentive gains or losses resulting 
from adjustments to the sharing percentages caused by refunds or surcharges shall be 
recorded in the current Incentive Plan Account (IPA). 

DETERMINATION OF SHARED SAVINGS 
The calculations and recording of incentive gains or losses under the various elements 
of the Gas Procurement Incentive Mechanism and the Capacity Management Incentive 
Mechanism shall be performed in accordance with the benchmark formulas approved 
by the Commission in Docket No. 96-00805. Nashville will compute the gain or loss 
using the approved formulas monthly. 

During a plan year, Nashville will be limited to overall gains or losses totaling $1.6 
million. Such gains or losses will form the basis for a rate increment or decrement to 
be filed and placed into effect separate from any other rate adjustments to recover or 
refund such amount over a prospective twelve-month period. 

Each month during the term of plan, Nashville will compute any gains or losses under 
the plan. If Nashville earns a gain, a separate Incentive Plan Account (IPA) will be 
debited with such gain. If Nashville incurs a loss, that same IPA will be credited with 
such loss. Interest shall be computed on balances in the IPA using the same interest 
rate and methods as used in Nashville's Actual Cost Adjustment (ACA) account. The 
offsetting entries to IPA gains or losses will be recorded to income or expense, as 
appropriate. At its option, however, Nashville may temporarily record any monthly 

Capacity Management 
Incentive cost savings as a 
percent of Nashville's annual 
transportation and storage 
demand costs. 

Less than or equal to 1 percent 

Greater than 1 percent but less 
than or equal to 2 percent 

Greater than 2 percent but less 
than or equal to 3 percent 

Greater than 3 percent 

Issued By. ~ o h n  H Maxheim 
Issued On Apr1122, 1996 

Sharing percentages 
Nashville/Customers. 
(Percent) 

0/100 

10/90 

25/75 

50150 

Effective. July 1, 1996 
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gains in a non-regulatory deferred credit balance sheet account until results for the 
entire plan year are available. 

Each year, effective November 1, the rates for all customers, excluding interruptible 
transportation customers who receive no direct benefit from any gas cost reductions 
resulting from the plan, will be increased or decreased by a separate rate increment or 
decrement designed to amortize the collection or refund of the June 30 IPA balance 
over the succeeding twelve month period. The increment or decrement will be 
established by dividing the June 30 IPA balance by the appropriate volumetric billing 
determinants for the twelve months ended June 30. During the twelve month 
amortization period, the amount collected or refunded each month will be computed 
by multiplying the billed volumetric determinants for such month by the increment or 
decrement, as applicable. The product will be credited or debited to the IPA, as 
appropriate. The balance in the IPA will be tracked as a separate collection 
mechanism. 

FILING WITH THE COMMISSION 
The Company will file calculations of shared savings and shared costs quarterly with 
the Commission not later than 60 days after the end of each interim fiscal quarter and 
will file an annual report not later than 60 days following the end of each plan year. 

PERIODIC REVIEW 
Because of the experimental nature of the Perfomlance Incentive Plan, it is anticipated 
that the indices utilized, and the composition of the utility's purchased gas portfolio 
may change. The Company shall, within 30 days of identifying a change to a 
significant component of the mechanism, provide notice of such change to the 
Commission Staff. 

lssued By. John H Muheim 
lssued On. Apr~l  22, 1996 

Effective July 1, 1996 
Docket No 96-00805 



Affidavit 

, State of Tennessee 

County of Davidson 

Thomas E. Skains, being first duly sworn, deposes and says that.he is the same Thomas 

E. Skains whose prepared supplemental direct testimony and exhibit accompany this affidavit. 

Thonlas E. Skains further states that, to the best of his knowledge and belief, his answers 

to the questions contained in such prepared supplemental direct testimony are true and accurate 

and that the exhibit accompanying the testimony were prepared by h m  under his direction and 

are correct to the best of his knowledge and belief. 

Thomas E. Skains 

Sworn to and subscribed before me, 
a Notary Public, on this the 8th day 

L ': My Cominission Expires: 



. Before 'The 
Tennessee Public Sewice Commission 

Nashville, Tennessee 

1 
Application of Nashville Gas Company, a Division ) 
of Piedmont Natural Gas Company to Establish ) 
Performance Incentive Plan 1 

) 

Docket No. 96-00805 

Stipulation 

Nashville Gas Company, Inc. (Nashville or the Company) and the Consumer Advocate 
Division of the State of Tennessee Attorney General's Office (Consumer Advocate) hereby stipulate 
and agree that: 

1. On April 22, 1996, Nashville filed an application, tariffs, prefiled testimony and exhibits 
seeking approval of a performance incentive plan (Incentive Plan). 

2. On April 30, 1996, the Commission gave notice that a hearing on the proposed Incentive 
Plan had been scheduled for May 9, 1996. 

3. On May 2, 1996, the Consumer Advocate filed a Petition to Intervene, Suspend Tariff, and 
Continue based upon the concern that the Incentive Plan might result in the undercollection or 
overcollection of gas costs. 

4. At various times, the Company responded to written and oral data requests from the 
Consumer Advocate. The Company represents that all information provided to the Consumer 
Advocate in response to these data requests is correct in all material respects to the best of the 
Company's knowledge and belief. All data supplied by the Company as confidential data in response 
to the data requests will be afforded confidential treatment in accordance with the non-disclosure 
agreement executed by the Company and the Consumer Advocate. 

5. As a result of meetings between the Company and the Consumer Advocate, the Company 
agreed to amend the proposed Incentive Plan as follows: 

a. Interest will be computed on the average monthly balance of the Incentive Plan 
Account (IPA) at the same interest rate and in the same manner as used to compute interest on 
the "Actual Cost Adjustment Account" of the Company's Purchased Gas Adjustment (PGA). 

b. To the extent that Nashville renegotiates existing reservation fee supply contracts 
or executes new reservation fee supply contracts with commodity pricing provisions at a 



discount to the first-of-the-month price index, Nashville would modifL the monthly commodity 
price index to reflect such discount and will provide notice to the Consumer Advocate of such 
modified monthly commodity price index. 

c. To the extent Nashville is able to release transportation or storage capacity, or 
generate transportation or storage margin associated with off-system or wholesale sales-for- 
resale, the associated cost savings shall be shared by Nashville and customers according to the 
following sharing formula: 

The sharing percentages shall be determined based on the actual demand costs incurred by Nashville' 
(exclusive of credits for capacity release) for transportation and storage capacity during the plan year, 
as such costs may be adjusted due to refunds or surcharges from pipeline and storage suppliers. Any 
incentive gains or losses resulting from adjustments to the sharing percentages caused by refunds or 
surcharges shall be recorded in the current Incentive Plan Account (IPA). 

Capacity Management 
Incentive cost savings as a 

percent of Nashville's annual 
transportation and storage 

demand costs. 

Up to and including 1 percent 

Greater than 1 percent but less 
than or equal to 2 percent 

Greater than 2 percent but less 
than or equal to 3 percent 

Greater than 3 percent 

6. If either the Company or the Consumer Advocate believe that it may be appropriate to 
modifL the $1.6 million cap on gains and losses set forth in the Incentive Plan, either may request a 
meeting in March 1997 to discuss the desirability of a change to be effective beginning with the second 
year of the Incentive Plan and each agrees to negotiate in good faith on any modification of the cap. 

Sharing percentages 
NashvillelCustomers. 

(Percent) 

011 00 

1 0190 

25/75 

50150 

7. The Consumer Advocate having reviewed the Company's historical data, considered the 
gas market, and the representations of the Company is convinced that this Incentive Plan does not 
result in the undercollection or overcollection of gas costs. The Consumer Advocate will withdraw his 
Petition to Intervene, Suspend Tariff, and Continue and any objection to the Incentive Plan, upon the 
belief that this particular plan is in the public interest. 

8. The Company agrees to support the Incentive Plan as amended by this Stipulation in any 
proceedings before the Commission to consider the Incentive Plan as amended. In the event the 



Commission proposes to modify the Incentive Plan as amended by this Stipulation in a manner that 
is not acceptable to the Consumer Advocate or the Company, the Company will withdraw the 
Stipulation in its entirety and will file a motion with the Commission to set the Incentive Plan for 
hearing. 

9. Each party entered into this Stipulation based on certain representations made by the other 
party. If a party should subsequently believe there has been any material misrepresentation on the part 
of the other party, the parties agree to discuss the concern and attempt to resolve it through good faith 
negotiations. If the parties are unable to resolve such concern through good faith negotiations, either 
party may petition the Commission to reopen this docket for the purpose of addressing such concern. 

10. The Company and the Consumer Advocate agree not to take any action inconsistent 
with this Stipulation in any proceeding before the Commission in this docket; however, the parties 
further agree that the settlement of any issue pursuant to this stipulation shall not be cited as 
precedent in any other proceeding before this Commission. The provisions of this stipulation do 
not necessarily reflect the positions asserted by any party, and no party to this stipulation waives 
the right to assert any position in any future proceeding except to the extent set forth herein. 

The foregoing is agreed and stipulated to, this the 8th day of May, 1996. 

Consumer Advocate Division 

By: - D&W,/)?.L 



BEFORE THE TENNESSEE PUBLIC SERVICE COMMISSION 
Nashville, Tennessee 

May 31, 1996 
, . 

IN RE: APPLICATION OF NASHVILLE GAS COMPANY, A DIVISION OF 
PIEDMONT NATURAL GAS COMPANY TO ESTABLISH A PERFORMANCE 
INCENTIVE PLAN 

DOCKET NO; 96-00805  5 ' 

I 

This matter came on to be heard on May 9, 1 9 9 6  upon the 

application of Nashville Gas Company (Nashville or company), a 

division of Piedmont Natural Gas Company, Inc., to establish a 

performance incentive plan (Incentive Plan). At the hearing, the 

following appearances were entered: 

FOR NASHVILLE GAS COMPANY 

Joseph F. Welborn 
Bass, ~6rr-y & Sims 
2700  First American Center 
Nashville, TN 3 7 2 3 8 - 2 7 0 0  

Jerry W. Amos 
Amos & Jeffries, LLP 
P.O. Box 787  
Greensboro, NC 27402  

FOR ASSOCIATED VALLEY INDUSTRIES 

Henry Walker 
Boult, Cummings, Conners & Berry, PLC 
4 1 4  Union Street, Suite 1 6 0 0  
P.O. Box 1 9 8 0 6 2  
Nashville, TN 37219  

FOR THE CONSUMER ADVOCATE DIVISION OF 
THE STATE OF TENNESSEE ATTORNEY GENERAL'S OFFICE 

Vincent Williams 
Consumer Advocate 
4 5 0  James Robertson Parkway 
Nashville, TN 3 7 2 4 3 - 0 4 8 5  



FOR UNITED CITIES GAS COMPANY 

Mark G. Thessin 
5300 Maryland Way 

, Brentwood, TN 37027 

On April 22, 1996, Nashville filed an application for 

approval of the Incentive Plan. .According to the Company, the 

Incentive Plan will provide Nashville with incentives to acquire 

gas at the lowest reasonable cost consistent with a secure gas 

supply, eliminate the need for time consuming and costly prudence 

reviews, and reduce consumer gas rates. 

The Incentive Plan as originally filed may be summarized as 

follows : 

Effect on Existing Ratemaking Procedures. Under the 
~ncentive Plan, Nashville will be permitted to increase or 
required to decrease the margin component of its rates to 
reflect its perfo?mance gains or losses. No other changes 
would be required in existing ratemaking procedures. 
Nashville's base rates and base margin would continue to be 
established in general rate case filings. Nashville would 
continue to recover its gas costs under the existing.PGA 
procedures and its GSR costs under the existing approved 
procedures. Nashville would also continue to adjust its 
rates as permitted by the WNA procedures. 

General Description of Incentive Plan. The Incentive 
Plan is comprised of two interrelated components--a Gas 
Procurement Incentive Mechanism and a Capacity Management 
Incentive Mechanism,. The Gas Procurement Incentive 
Mechanism establishes a predefined benchmark index to which 
Nashville's city gate commodity cost of gas is compared, and 
also addresses the recovery of gas supply reservation fees, 
the treatment of offsystem sales and wholesale interstate 
sale for resale transactions, and the use of financial or 
private contracts in managing gas costs. The Capacity 
Management Incentive Mechanism is designed to encourage 
Nashville to actively market offpeak .unutilized 
transportation and storage capacity on pipelines in the 
secondary market. 



General Description of the Gas Procurement Incentive 

Mechanism. The Gas Procurement Incentive Mechanism 
establishes a monthly benchmark dollar amount to which 
Nashville's actual city gate commodity gas costs are 
compared. If the total commodity gas purchase costs for a 
given month vary from the benchmark dollar amount by more 
than one percent (the monthly deadband), the variance or 
excess from the one percent deadband will be considered 
incentive gains or losses. These incentive gains or losses 
will be shared on a 5 0 / 5 0  basis between the company and its 
ratepayers subject to an overall annual cap of' $1.6 million 
on gains or losses for Nashville under the plan. The 
benchmark dollar amount is established by multiplying total 
actual purchase quantities each month by a monthly price 
index. The monthly price index is a composite price 
referencing monthly index prices published by I n s i d e  FERC 
weighted'by location according to Nashville's firm capacity 
rights each month on upstream pipelines for gas supplies 
purchased by Nashville in the first-of-the-month market and 
transported under Nashville's firm transportation (FT) 
contracts, monthly index prices published by I n s i d e  FERC for 
spot supplies purchased in the first of the month market and 
delivered to the city gate using transportation arrangements 
other than Nashville's FT contracts, and the weighted 
average daily index prices published by Gas D a i l y  for 
Nashville's daily spot purchases. 

Reservation Fees. Nashville would continue to pass 
through reservation fees paid to gas suppliers on a dollar 
for dollar basis (with no profit or loss potential). With 
respect.to new or replacement supply arrangements or price 
renegotiations under existing arrangements, Nashville would 
solicit bids or proposals for service and choose the best 
bid for the firm service Nashville requires consistent with 
its "best cost" gas procurement strategy. Nashville would 
continue to reserve the right to offer existing suppliers 
(who have performed well under expiring contracts) a right 
of first refusal to match the best bid. 

Offsystem Sales and Wholesale Sale for Resale 
Transactions. Any margin generated as the result of 
offsystem sales or wholesale sale for resale transactions 
using Nashville's firm transportation or storage capacity 
entitlements (the costs of which are recovered from 
Nashville's ratepayers) would be credited to gas costs and 
would be shared with ratepayers under the Gas Procurement 
Incentive Mechanism. Margin would be defined as the 
difference between the sales proceeds and the total variable 
costs incurred by Nashville in connection with the 

-. transaction, including transportation and gas costs, taxes, 



fuel, or other costs. For purposes of gas costs, Nashville 
would impute such costs for its related supply purchases at 
the benchmark first-of-the-month or daily index, as 
appropriate, on the pipeline and in the zone in which the 
sale takes place. The difference between Nashville's actual 
costs and-such index price is already taken into account 
under the plan. As to transportation costs, Nashville would 
impute such costs up to the transporting pipeline's maximum 
interruptible transportation (IT) rate. The difference 
between the maximum IT rate and ~ashville's actual 
transportation commodity costs would be treated as capacity 
release margin under the Capacity Management Incentive 
Mechanism. After deducting the total transaction costs from 
the sales proceeds, any remaining margin would be credited 
to commodity gas costs and shared on a 50/50 basis with 
ratepayers. 

Financial and Other Private Contracts. To the extent 
Nashville uses futures contracts, other financial derivative 
products, storage swap arrangements or other private 
contractual arrangements to hedge, manage or reduce gas , 

costs, it would flow through any gains or losses through the 
commodity cost component of the Gas Procurement Incentive 
Mechanism. 

Capacity ~ana'~ement Incentive Mechanism. The Capacity 
Management Incentive Mechanism is designed to provide 
Nashville an incentive to release unutilized offpeak firm 
transportation or storage capacity in the secondary 
interstate market and reduce Nashville's demand charges paid 
under those contracts to pipelines. The plan would flow 
back to Nashville's ratepayers 75% of tfie resulting cost 
savings and credit Nashville with 25% of the sav,ings. 
  ran sport at ion or storage margin embedded in offsystem sales 
or wholesale interstate sale for resale transactions (as 
described above) would also be subject to the same variable 
sharing formula. Like the other components of Nashville's 
incentive plan, the Capacity Management Incentive Mechanism 
would be subject to the $1.6 million overall annual cap on 
gains and losses for Nashville established for the plan. 

New Pipeline Capacity Demand Costs and Gas Supply 
Reservation Fees. New pipeline capacity demand costs and/or 
gas supply reservation fees would be recovered through the 
PGA on a dollar for dollar basis (with no profit or loss 
potential). Nashville would solicit bids and will choose 
the bid which best matches Nashville's requirements. As new 
firm transportation capacity or supply services are added to 
Nashville's portfolio, Nashville would amend the monthly 

- price index formula set forth in the Gas Procurement 



Incentive Mechanism to take into account any new weighting 
of capacity entitlements within the supply zones. 

Cap on Gain and Losses. Nashville would be limited to 
overall gains or losses totaling $1.6 million under the 
Incentive Plan in any plan year. Such gains or losses would 
form the basis for a rate increment or decrement to be filed 
and placed into effect separate from any other rate 
adjustments to recover or refund such amount over a 
prospective twelve month period. 

I 

Accounting Procedures. Each month during the term of 
plan, Nashville would compute any gains or.losses under the 
Incentive Plan. If Nashville earns a gain, a separate non- 
interest bearing Incentive Plan Account (IPA) would be 
debited with such gain. If Nashville incurs a loss, that 
same IPA would be credited with such loss. The offsetting 
entries to IPA gains or losses would be recorded to income 
or expense, as appropriate. At its option, however, 
Nashville may temporarily record any monthly gains in a non- 
regulatory deferred credit balance sheet account until 
results for the entire plan year are available. Each year, 
effective November 1, the rates for all customers, excluding 
interruptible transportation customers who receive no direct 
benefits from any,gas cost reductions resulting from the 
plan, would be increased or decreased by a separate rate 
increment or decrement designed to amortize the collection 
or refund of the June 30 IPA balance over the succeeding 
twelve month period. The increment or decrement would be 
established by dividing the June 30 IPA balance by the 
appropriate volumetric billing determinants for the twelve 
months ended June 30. During the twelve month amortization 
period, the amount collected or refunded each month would be 
computed by multiplying the billed volumetric determinants 
for such month by the increment or decrement, as applicable. 
The product would be credited or debited to the IPA, as 
appropriate. The balance in the IPA would be tracked as a 
separate collection mechanism. 

Reports. Nashville would file interim quarterly 
reports of the IPA account with the Commission not -later 
than 60 days following the end of each fiscal quarter and 
would file an annual report of IPA activity not later than 
60 days following the end of each plan year. 

Proposed Effective Date. Nashville requests an 
effective date of July 1, 1996, with the first plan year 
continuing through June 30, 1997. The plan would rollover 
into a second year commencing July 1, 1997 and ending June 
30, 1998 with the agreement of Nashville and the approval of 

- the Commission. Nashville would inform the Commission of 



its intention to roll over the plan for a second year no 
later than April 1, 1997. 

In conjunction with the proposed Incentive Plan, Nashville 
L 

also proposed to establish a five percent "reserve margin." 

On April 30, 1996, the Commission gave notice that it had 

scheduled a hearing in this matter for May 9, 1996 at 9:00 a.m. 
b 

in the Commission Hearing ,Room on the Ground Floor at 460 ~ames 

Robertson Parkway, Nashville, Tennessee. 

On May 2, 1996, the Consumer Advocate filed a Petition to 

Intervene, Suspend Tariff, and Continue. On April 30, 1996, 

United Cities Gas Company (United Cities) filed a Petition to 

Intervene. On May 7, 1996, Associated Valley Industries Group 

(AVI) filed a Petition to Intervene. On May 9, 1996, the 

Consumer Advocate filed a motion to withdraw. 

On May 9, 1996, the hearing was held as scheduled. At the 

start of the hearing, counsel for Nashville announced that as a 

result of discussions with representatives of the Consumer 

Advocate, the Company had agreed to make the following modifica- 

tions to the Incentive Plan: 

a. Interest will be computed on the average monthly 
balance of the Incentive Plan Account (IPA) at the same 
interest rate and in the same manner as used to compute 
interest on the "Refund Due Customers1 Account" of the 
Company' s Purchased Gas Adjustment (PGA) . 

b. To the extent that ~ashville renegotiates existing 
reservation fee supply contracts or executes new reservation 
fee,supply contracts with commodity pricing provisions at a 
discount to the first-of-the-month price index, Nashville 
would modify the monthly commodity price index'to reflect 
such discount. 



c. To the extent Nashville is able to release trans- 
portation or storage capacity, or generate transportation or 
storage margin associated,with off-system or wholesale 
sales-for-resale, the associated cost savings shall be 
shared by Nashville and customers according to the following 
sharing formula: 

The sharing percentages shall be- determined based on 
the actual demand costs incurred by Nashville 
(exclusive of credits for capacity release) for 
transportation and storage capacity during the plan 
year, as such costs may be adjusted due to refunds or 
surcharges from pipeline and storage suppliers. Any 
incentive gains or losses resulting from adjustments to 
the sharing percentages caused by refunds or surcharges 
shall be recorded in the current Incentive Plan Account 
(IPA) . 

Capacity ~anagement 
Incentive cost savings 

as a percent of 
Nashville's annual 
transportation and 

storage demand costs. 

Up to and including 1 
percent 

Greater than 1 percent 
but less than or equal 
to 2 percent 

Greater than 2 percent 
but less than or equal 
to 3 percentt 

Greater than 3 percent 

A copy of the tariff containing the modified Incentive Plan 

was received in evidence along with the prefiled direct and 

Sharing percentages 
Nashville/Customers. 

(Percent) 

0/100 

10/90 

25/75 

50/50 

supplemental direct testimony of the Company. The Company's 

witnesses were made available for cross examination. 

At the conclusion of the hearing, Commissioner Hewlett made 

a motion to approve the proposed Incentive Plan as modified by 



the agreement between Nashville and the Consumer Advocate and to 

direct the Company and the Commission Staff to recommend a 

qualified independent consultant to review the progress of this 

mechanism and to annually report their findings to the 

Commission. The motion was seconded by Commissioner Kyle and 

unanimously adopted. I 

IT IS THEREFORE ORDERED: 

1. That Nashville Gas Company's Service Schedule No. 14, 

Performance Incentive Plan, as attached to this Order is approved 

effective July 1, 1996. 

That the first plan year shall begin on July 1, 1996 and 

end on June 30, 1997. The Incentive plan will rollover into a 

second year commencing July 1, 1997 and ending June 30, 1998 upon 
I 

the request of the Company and the approval of the Commission. 

3. That Nashville Gas company is relieved of any responsi- 

bility for prudence reviews during the initial term of the 

Incentive Plan and any extension thereof. 

4. That the Company and the Commission Staff recommend a 

qualified independent consultant to review the progress of the 

approved Incentive Plan and to annually report their findings to 

the Commission. 

5. That the five percent (5%) reserve margin proposed by 

Nashville as part ,of the Incentive Plan is approved. 

6. That any party aggrieved with the Commission's decision 

in this matter may file a Petition for Reconsideration with the 



Commission within the (10) days from and after the date of this 

order. 

7,. - That any party aggrieved with the Commission's decision 

in this.matter has the right of judicial review by filing a 

petition for Review in the Tennessee Court of Appeals, Middle 

~ivision, within sixty ( 6 0 )  days from and after thq date of this 

order. 

EXECUTIVE DIRECTOR 

?i+ Chairman B i s s e l l  voted i n  favor of t h i s  p e t i t i o n  a s  r e f l e c t e d  i n  the 
transcr ipt  i n  t h i s  docket. 
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SERVICE SCHEDLLE NO. 14 
Performance Incentive Plan 

APPLICABILITY 
The Performance Incentive Plan replaces the current reasonableness or prudence 
review of Nashville Gas Company's (Nashville) gas purchasing activities overseen by 
the Commission. The plan is designed to provide incentives to Nashville in a manner 
that will' produce rewards for its customers and its shareholders and improvements in 
Nashville's gas procurement activities. Each plan year will begin July 1. The annual 
provisions and filings herein would apply to this annual period. 

OVERVIEW OF STRUCTURE 
Nashville's Performance Incentive Plan is comprised of two interrelated components. 

Gas Procurement Incentive Mechanism 
Capacity Management Incentive Mechanism 

The Gas Procurement Incentive Mechanism establishes a predefined benchmark index 
to which Nashville's commodity cost of gas is compared. It also addresses the 
recovery of gas supply reservation fees, the treatment of off-system sales and 
wholesale interstate sale for resale transactions, and the use of financial or private 
contracts in managing gas costs. The net incentive benefits or costs will be shared 
between the Company's customers and the Company on a 50% 1 50% basis. 

The Capacity Management Incentive Mechanism is designed to encourage NashvilIe 
to actively market off-peak unutilized transportation and storage capacity on upstream 
pipelines in the secondary market. The net incentive benefits or.costs will be shared 
between the Company's customers and the Company utilizing a graduated sharing 
formula, with sharing percentages for NashviIle ranging between zero and fifty 
percent. 

The Company will have a cap on incentive gains and losses. During the initial plan 
year, Nashville's overall gains or losses cannot exceed $1.6 million annually. Also as 
a part of the Performance Incentive Plan, Nashville submitted a Three Year Supply 
Plan and will obtain additional firm gas supply related thereto. Included in the Three 
Year Supply Plan is support for a capacity reserve margin. 

GAS PROCUREMENT INCENTIVE MECHANlSM 
The Gas Procurement Incentive Mechanism addresses the following areas: 

Commodity Costs 
Gas Supply Reservation Fees . - 

Issued By. John H M m h e ~ m  
lssued On. Apr1l22, 1996 

Effectwe. July 1, 1996 
Docket No 96-00805 
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Off-System Sales and Sale for Resale Transactions 
Use of Financial Instruments or Other Private Contracts 

CORIMODITY COSTS 
Each month Nashville will compare its total city gate commodity cost of gas* to a 
benchmark dollar amount. The benchmark gas cost will be computed by multiplying 
total actual purchase quantities for the month by a price index. The monthly price 
index is defined as 

I = FLP,K,,+P,K,+P,K,+ ... P, K,)+F,O+F,D; where 

F,+F,+F,= 1 ; and , 

I = the monthly city gate commodity gas cost index. 

F, = the fraction of gas supplies purchased in the first-of-the-month market 
which are transported to the city gate under Nashville's FT service agreements. 

P = the Inside FERC Gas Market Report price index for the first-of-the-month 
edition for a geographic pricing region, where subscript 0 denotes Tennessee 
Gas Pipeline ( ) Rate Zone 0; subscript 1 denotes TGP Rate Zone I ;  
subscript C den0 es Columbia Gas Transmission (CGT), Louisiana, plus 
applicable transp rtation and fuel charges in CGT's FT tariff to Rayne, and & 

' Gas purchases under Nashville's existing supply contract on the Tetco 
system are excluded from the incentive mechanism. Nashville will continue 
to recover 100 percent of these costs through its PGA with no profit or loss 
potential. Extension or replacement of such contract shall be subject to the 
same competitive bidding procedures that will apply to other firm gas 
supply agreements. In addition, Nashville's gas procurement incentive 
mechanism will measure storage gas supplies against the benchmark index 
during the months such quantities are purchased for injection. For purposes 
of comparing such gas purchase costs against the monthly city gate index 
price, Nashville will exclude any commodity costs incurred downstream of 
the city gate to storage so that Nashville's actual costs and the benchmark 
index are calculated on the same basis. 

Issued By. John H Mxxhelm 
lssued On April 22, 1996 

Effective July 1. 1996 
Docket No. 96-00805 
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subscript = denotes new incremental firm services to which Nashville may 
subscribe in the future.2 The commodity index prices will be adjusted to 
include the appropriate pipeline maximum fum transportation (FT) commodity 
transportation charges and fuel retention to the city gate under Nashville's FT 
service agreements. 

K = the fraction (relative to total maximum daily contract entitlement) of 
Nashville's total firm transportation capacity under contract in a geographic 
pricing region, where the subscripts are as above.3 

F, = the fraction of gas supplies purchased in the first-of-the-month spot 
market which are delivered to Nashville's system using transportation 
arrangements other than Nashville's FT contracts. 

0 = the weighted average of Inside FERC Gas hlarket Report first-of-the- 
month price indices, plus applicable maximum IT rates and fuel retention, from 
the source of the gas to the city gate, where the weights are computed based on 
actual purchases of gas supplies purchased by Nashville and delivered to 
Nashville's system using transportation arrangements other than Nashville's 
FT contracts. 

F, = the fraction of gas supplies purchased in the daily spot market. 

D = the weighted average of daily average index commodity prices taken from 

I 
Gas Daily for the appropriate geographic pricing regions, where the weights 
are computed based on actual purchases made during the month. The 

To the extent that Nashville renegotiates existing reservation fee supply 
contracts or executes new reservation fee supply contracts with commodity 
pricing provisions at a discount to the first-of-the-month price index, 
Nashville would modify the monthly commodity price index to reflect such 
discount,. 

Because the aggregate maximum daily contract quantities in Nashville's FT 
contract portfolio vary by month over the course of the year, the weights 
would be recalculated each month to reflect actual contract demand 
quantities for such month. The contract weights, and potentially the price 
indices used, would also vary as Nashville renegotiates existing or adds new 
FT contracts. As new contracts are negotiated, Nashville would modify the 
index to reflect actual contract demand quantities and the commodity price 
indices appropriate for the supply regions reached by such FT agreements. 

Issued By John H Maxheirn 
Issued On Apr~l 21, 1996 

Effectwe. July 1. 1996 
Docket No 96-00805 
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commodity index prices will be adjusted to include the appropriate maximum 
transportation commodity charges and fuel retention to the city gate. 

If the actual total commodity gas purchase cost in a month is within one percent of the 
benchmark dollar amount, then there will be no incentive gains or losses. If the actual 
total commodity gas purchase cost varies from the benchmark dolIar allowance by 
more than one percent, then the variance in excess of the one percent threshold shall 
be deemed incentive gains or lossks under the plan. Such gains or losses will be 
shared 50150 between the Company and the ratepayers. 

Gas Supply Reservation Fees 
Nashville will continue to recover 100% of gas supply reservation fee costs through 
its PGA with no profit or loss potential. For new contracts andlor contracts subject to 
renegotiation during the Plan year, Nashville will solicit bids for gas supply contracts 
containing a reservation fee. 

Off-System Sales And Sale For Resale ~ransac'tions 
Margin on off-system sales and wholesale sale-for-resale transactions using 
Nashville's firm transportation and capacity entitlements (the costs of which are 
recovered from Nashville's ratepayers) shall be credited to the commodity gas cost 
component of the Gas Procurement Incentive Mechanism and will be shared with 
ratepayers. Margin on such sales will be defined as the difference between the sales 
proceeds and the total variable costs incurred by Nashville in connection with the 
transaction, including transportation and gas costs, taxes, fuel, or other costs. For 
purposes of gas costs, Nashville will impute such costs for its related supply purchases 
at the benchmark first-of-the-month or daily index, as appropriate, on the pipeline and 
in the zone in which the sale takes place. The difference between Nashville's actual 
costs and such index price is taken into account elsewhere under the plan. As to 
transportation costs, Nashville will impute such costs up to the transporting pipeline's 
maximum interruptible transportation (IT)   ate. The difference between the maximum 
IT rate and Nashville's actual transportation commodity costs will be treated as 
capacity release margin under the Capacity Management Incentive Mechanism. After 
deducting the total transaction costs from the sales proceeds, any remaining margin 
will be credited to commodity gas costs and shared on a 50150 basis with ratepayers. 

Use Of Financial Instruments Or Other Private Contracts 
To the extent Nashville uses futures contracts, financial derivative products, storage 
swap arrangements, or other private agreements to hedge, manage or reduce gas costs, 
it will flow through gains or losses through the commodity cost component of the Gas 
Procurement Incentive Mechanism. 

CAPACITY MANAGEMENT INCENTIVE MECHANISM 
To the extent Nashville is able to release transportation or storage capacity, or generate 
transportation or storage margin associated with off-system or wholesale sales-for- 

lssued By John H. M u h e l m  
lssurd On Apnl22. 1996 

Effectwe Ju ly  1, 1996 
Docket No 96-00805 
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resale, the associated cost savings shall be shared by Nashville and customers 
according to the following sharing formula: 

The sharing percentages shall be determined based on the actual demand costs incurred 
by Nashville (exclusive of credits for capacity release) for transportation and storage 
capacity during the plan year, as such costs may be adjusted due to refunds or 
surcharges from pipeline and storage suppliers. Any incentive gains or losses resulting 
from adjustments to the sharing percentages caused by refunds or surcharges shall be 
recorded in the current Incentive Plan Account (IPA). 

Capacity Management 
Incentive cost savings as a 
percent of Nashville's annual 
transportation and storage 
demand costs. 

Less than or equal to 1 percent 

Greater than 1 percent but less 
than or equal to 2 percent 

Greater than 2 percent but less 
than or equal to 3 percent 

Greater than 3 percent 

DETERMINATION OF SHARED SAVINGS 
The calculations and recording of incentive gains or losses under the various elements 
of the Gas procurement Incentive Mechanism and the Capacity Management Incentive 
Mechanism shall be performed in accordance with the benchmark formulas approved 
by the Commission in Docket No. 96-00805. Nashville will compute the gain or loss 
using the approved formulas monthly. 

Sharing percentages 
Nashville/Customers. 
(Percent) 

01100 

10190 

25/75 

50150 

During a plan year, Nashville will be limited to overall gains or losses totaling $1.6 
million. Such gains or losses will form the basis for a rate increment or decrement to 
be.filed and placed into effect separate from any other rate adjustments to recover or 
refund such amount over a prospective twelve-month period. 

Each month during the term of plan, Nashville will compute any gains or losses under 
the plan. If Nashville earns a gain, a separate Incentive Plan Account (IPA) will be 
debited with such gain. If Nashville incurs a loss, that same IPA will be credited with 
such loss. Interest shall be computed on balances in the IPA using the same interest 
rate and methods as used in Nashville's Actual Cost Adjustment (ACA) account. The 
offsetting entries to IPA gains or losses will be recorded to income or expense, as 
appropriate. At its option, however, Nashville may temporarily record any monthly 

Issued B y  John H blmhe~rn 
Issued On April 22, 1996 

Effectwe July 1, 1996 
Docket No. 96-00805 
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gains in a non-regulatory deferred credit balance sheet account until results for the 
entire plan year are available. 

Each year, effective November 1, the rates for all customers, excluding interruptible 
transportation customers who receive no direct benefit from any gas cost reductions 
resulting fiom the plan, will be increased or decreased by a separate rate increment or 
decrement designed to amortize the collection or refund of the June 30 IPA balance 
over the succeeding twelve month period. The increment or decrement will be 
established by dividing the June 30 IPA balance by the appropriate volumetric billing 
determinants for the twelve months ended June 30. During the twelve month 
amortization period, the amount collected or refunded each month will be computed 
by multiplying the billed volumetric determinants for such month by the increment or 
decrement, as applicable. The product will be credited or debited to the IPA, as 
appropriate. The balance in the IPA will be tracked as a separate collection 
mechanism. 

FILING WITH THE COMMISSION 
The Company will file calculations of shared savings and shared costs quarterly with 
the Commission not later than 60 days after the end of each interim fiscal quarter and 
will file an annual report not later than 60 days following the end of each plan year. 

PERIODIC REVIEW 
Because of the experimental nature of the Performance Incentive Plan, it is anticipated 
that the indices utilized, and the composition of the utility's purchased gas portfolio 
may change. The Company shall, within 30 days of identifying a change to a 
significant component of the mechanism, provide notice of such change to the 
Commission Staff. 

- 

Issued By. John H Maxhe~rn 
lssued On Apr~l  22. 1996 

Erective July 1. 1996 
Docket No 96-00805 



Affidavit 

State of Tennessee 1 
) 

County of Davidson ) 

Thomas E. Skains, being first duly sworn, deposes and says that he is the same Thomas 

E. Skains whose prepared supplemental direct testimony and exhibit accompany this affidavit. 

Thomas E. Skains further states that, to the best of his knowledge and belief, his answers 

to the questions contained in such prepared supplemental direct testimony are true and accurate 

and that the exhibit accompanying the testimony were prepared by him under his direction and 

are correct to the best of his knowledge and belief. 

Thomas E. Skains 

Sworn to and subscribed before me, 
a Notary Public, on this the 8th day 

L My Commission Expires: 

Mv Commission Emires JULY '27.1% 



AMOS JEFFRIES, L.LF! 
A'ITORNEYS AND GOUNSEL~ORS AT LAW 

1230 RENAISSANCE P~AU 

230 N o m n  ELN STREET 

POST OFFICE BOX 787 

GREENSBORO. NORTH CAROLW~. 27402 

December 30, 1996 

Mr. David Waddell 
Executive Secretary 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Re: Nashville Gas Company, Docket No. 96-00805 

Dear Mr. Waddell: 

In accordance with the reporting provisions of Service Schedule No. 14, Performance Incentive 
Plan, as approved in the above captioned docket, Nashville Gas Company submits the accompanying 
summary of shared gas cost savings at the end of Nashville's fiscal quarter ended October 31, 1996. 

As the enclosed summary indicates, the Company was able to achieve total gains and savings of 
$347,704 und& the gas procurement and capacity management mechanisms as defrned by the Plan. 
Under the Plan's sharing formulas, $303,564 of these gains and savings will be allocated to the 
Company's ratepayers. The remaining $44,140 of the gains and savings are to be credited to the 
Company's Incentive Plan Account under the terms of the Plan. 

Detailed calculations supporting the amounts shown in the summary have been provided to the 
Tennessee Regulatory Authority Staff and to the Consumer Advocate subject to non-disclosure 
agreements. 

I am enclosing one additional copy of the summary that I would appreciate your stamping 
"filed" and returning to me in the enclosed envelope. 

Sincerely, 

a,,,w. ix, 
Jerry W. Amos 

Enclosure 

c: Hal Novak, wlenclosures 
Vincent Williams, Consumer Advocate, wlenclosures 
Frank Creamer. wlenclosures 
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PROTECTED MATERIALS REMOVED 



BEFORE THE 'TENNESSEE'REGULATORY AUTHORITY 

NASHVILLE, TENNESSEE 
January 2, 1997 

IN RE: APPLICATION OF NASHVILLE GAS COMPANY, A ) 
DIVISION OF PIEDMONT NATURAL GAS COMPANY ) Docket No. 
TO ESTABLISH A PERFORMANCE INCENTIVE PLAN ) 96-00805 

O R D E R  

This matter involves an application of Nashville Gas Company (Nashville 

Gas or the Company), a division of Piedmont Natural Gas Company, Inc., to 

establish a performance incentive plan. This application was approved, subject 

to certain conditions, by Order of The Tennessee Public Service Commission 

dated May 31, 1996. One of the conditions required by the Order was that the 

Company and the Commission Staff recommend a qualified independent 

consultant to review the progress of the approved lncentive Plan and to annually 

report their findings to the Commission, with the cost of such audit to be 

recovered through the Company's Actual Cost Adjustment (ACA) Account. 

On November 27, 1996, Nashville Gas and the Authority Staff submitted 

for the Authority's approval, a contract for Andersen Consulting to review ,the 

progress of the lncentive Plan. 

The Authority considered this matter at its regularly scheduled 

Conference held on December 3, 1996. The Authority is of the opinion that the 

recommendation of the Company and the Staff to employ Andersen consulting 

is appropriate and the contract should be approved. 



IT IS THEREFORE, ORDERED: 

1. That the Nashville Gas contract with Andersen Consulting dated 

November 21, 1996, attached to this Order be, and the same is, 

hereby approved; 

2. That any party aggrieved with ,the Authority's decision in this 

matter may file a Petition for Reconsideration with the Authority 

within ten (1 0) days from and after the date of this Order; and 

3. That any party aggrieved with the Authority's decision in this 

matter has the right of judicial review by filing a Petition for Review 

in the Tennessee Court of Appeals, Middle Section, within Sixty 

(60) days from and after the date of this Order. 

ATTEST: 



November 21,1996 
DEC 2 li 1996 

TN REEi'ikTC.'3 I AUTtiOHITY 
GENERAL COLII~~EL'S OFFICE 

Mr. William H. Novak 
Utility Rate Division Manager 
Energy and Water Section 
Tennessee Regulatory Authority 
360 James Robertson Parkway 
Kdshville, TN 37243-0503 

blr. Chuck Fleenor 
Piedmont Natual Gas Company 
1915 Rexford Rd. 
Charlotte, NC 28211 

Re: Performance Incentive Ratemaking Review 

Dear Hal and Chuck: 

Thank you for the opportunity to provide a review of Nashville Gas Company, a Division of 
Piedmont Natural Gas experimental performance incentive plan. We understand that your 
principal objectives for the effort are as follows: 

Comply with paragraph 4 of the Regulatory Authority Order dated May 31,1996 
requiring that the company and Regulatory Authority staff recommend an 
independent consultant to review the progress of the plan and report to the 
Regulatory Authority compliance with the guidelines set forth in the order. 

Determine i f  proper incentives are in place and what, if any further moddications 
should be made to the program. 

This letter represents our understanding of your needs, our proposed method of achieving your 
objectives, and a preliminary cost estimate. In order to achieve these objectives, we propose to: 

Provide an independent, unbiased analysis of the performance incentive pian. 

Provide this analysis at the direction of the Regulatory Authority and on the behalf 
of the rate payors of Tennessee. 

Based on our discussions and a review of the information previously sent to us, we purpose an 
initial meeting with Piedmont in late December/early January. 



November 21,1996 
Mr. William H. Novak 
Mr. Chuck Fleenor 

As a result of our initial meeting, we will have established the following guidelines for the 
completion of the project: 

A strawman "Table of Contents" for t f r e  report 

A Scope, Schedule, and Deliverables 

Scheduled date and format for meeting with Hal Novak at the Tennessee Regulatory 
Authority 

A data reporting format, mechanism (i.e. electronic copy vs. paper copy), and 
schedule 

Staffing 

Frank Creamer, an h d e r s e n  Associate Partner, is assigned to conduct the engagement. He 
may be supplemented by an Andersen consultant/or analyst on an as-need basis. 

Cost 

Based on my current understanding of the scope, our cost for professional fees, excluding travel 
and l o d p g ,  wdl be on a not to exceed basis of $50,000. Piedmont also agrees to pay actual 
travel and l o d p g  expenses that typically averages between 10-15% of professional fees. All 
invoices wlll be billed to Piedmont and is due and payable upon receipt. 

Interim deliverables will be reviewed with all parties on an ongoing basis to ensure that we 
continue to meet your expectations. 

Timing 

Time is of the essence. In order to meet the report due date, we do request an early approval to 
this engagement letter. 



November 21,1996 
Mr. William H. Novak 
Mr. Chuck Fleenor 

We appreciate the opportunity to be of service to the Regulatory Authority, the rate payors of 
Tennessee, and Piedmont Natural Gas. Lf you,have any questions or concerns regarding this 
proposal, please feel free to contact myself or Frank Creamer at (312) 507-5703. 

Sincerely, 

ANDERSEN CONSULTING LLP 

Anthony C. Rich 

DB 

Accepted by : Title: 5<*1tL3,. k.4- '? i<~ ,&. - ,$  

(Signature) ,,  ate: b<u,bn- '3, iyL7,C 
- ---7--7?c,w,<, :, & g:-, .qz 

(Type Name) 



Mr. David Waddell 
Execu~ve Secretary 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

March 3 1, 1997 

RECEIVED 
APR 0 2 1997 

TN REGULATORY AUTHORITY 
U-rILITY RATE DIVISION 

Re: Nashville Gas Company, Docket-No:--96-00805 

Dear Mr. Waddell: 

In accordance with the reporting provisions of Service Schedule No. 14, Performance 
Incentive Plan, as approved in the above captioned docket, Nashville Gas Company (the 
"Company") submits the accompanying summary of shared gas cost savings for the period July, 
1996 through January 3 1, 1997. This summary provides the results of activity under the plan for 
the fiscal quarter ended January, 1997. For the reasons set forth in the following paragraph, it 
also restates the previously reported activity under the plan for the period July, 1996 through 
October, 1996. 

Since the filing of our last report, Nashville's annual demand charges have decreased due 
to pipeline rate case settlements before the Federal Energy Regulatory Commission (FERC). As a 
result, the savings achieved under the Capacity Management Incentive mechanism have been 
restated to reflect the reduced annual demand charges. In addition, the original report reflected 
gains and savings achieved under the Gas Procurement Incentive mechanism after application of 
the one percent deadband. This filing recognizes total gains and savings achieved under the Gas 
Procurement Incentive mechanism including those realized withm the one percent deadband. 

For the fiscal quarter ended October, 1946, the Company was able to achieve total gains 
and savings of $43 8,704 under the gas procurement and capacity management mechanisms as 
defined by the Plan. Under the Plan's sharing formulas, $362,882 of these gains and savings will 
be allocated to the Company's ratepayers. The remaining $75,823 of the gains and savings will be 
credited to the Company's Incentive Plan Account under the terms of the Plan. 

As the summary indicates, the accumulated gains and savings under the plan thus far in the 
plan year total $829,639. Of this amount, $707,08 1 have accrued to the Company's ratepayers. 
The remaining $122,558 will be credited to the Company's Incentive Plan Account. 



Mr. David Waddell 
March 3 1, 1997 
Page 2 

Detailed calculations supporting the amounts shown in the summary have been provided 
to the T e ~ e s s e e  Regulatory Authority St&, the consulting firm engaged to review the Plan, and 
the Consumer Advocate subject to the execution of non-disclosure agreements. 

I am enclosing one additional copy of the summary that I would appreciate your stamping . . 

"filed and returning to me in the enclosed envelope. 

JWA: kam 
Encl. 



Report on Nashville Incentive Plan 
July 1996 - January 1997 

Capacity 
Gas Procurement Nashville Ratepayer Management Nashville Ratepayer 

Incentive GPI GPI Incentive CMI CMI Total Total 
Mechanism Sharing Sharing Mechanism Sharing Sharing Total Nashville Ratepayer 

MMth Yea Gain/(Lossl21 GainI&s~& iAm&x&2 3/ Chh4as) GainI(1 ass) G a i n l o  

July 1996: $31,685 $0 $31,685 $23,909 . $0 
Aug 1996 ($13,395) $0 ($1 3,395) $61,930 $0 
Sept 1996 ($7,996) $0 ($7,996) $86,549 $0 
O C ~  1996 $1 11,606 $39,335 $72,271 $96,647 $7,40i 
Nov 1996 ($4,294) $0 ($4,294) $233,751 $40,284 
Dec 1996 $1,652 $0 $1,652 $78,238 $1 9,560 
Jan 1997 $95.366 $Q $95.366 $33.991 $15.979 

lrrhe monthly gain or loss set forth in this column reliects total gains or losses calculated under 
the gas procurement mechan~sm, including gains or losses within the one percent deadband. 

2INashville GPI sharing reflects 50% of gains or losses calculated under the gas procurement 
mechanism after application of the one percent monthly deadband. 

3INashville sharing percentages range from 0% (Up !o 1% annual demand savings), ' 

to 10% (1-2% savings), to 25% (2-3% savings), and to 50% (> 3% savings). Total capacity 
demand costs for the period were annualized over the actual plan year based on currently 
approved demand rates. These sharing amounts shall be adjusted based on the actual 
demand costs incurred, taking into account refunds or surcharges from pipeline and storage 
suppliers. (See Service Schedule No. 14, page 5) 



Piedmont Natural Gas Company 

Thomas E. Skains 

Senlor Vice Realdent.Qaa Supply 

Poat Office Box-33068 

Charlotte. North Caroltna 28233 

March 3 1,1997 

. 
Mr. David Waddell 
Executive Secretary 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Re: Application of Nashville Gas Company, a Division of Piedmont IVatural 
Gas Company, Inc., to Establish a Performance Incentive Plan 
Docket No. 96-00805 

Dear Mr. Waddell: 

By Order dated May 9, 1996 in Docket No. 96-00805, the Tennessee Public Service 
Commission (Commission), predecessor to the Tennessee Regulatory Authority ("Authority"), 
approved a performance incentive plan ("Incentive Plan") for Nashville Gas Company (the 
"Company"), a division of Piedmont Natural Gas Company, Inc. The Incentive Plan became 
effective July 1, 1996, with the first plan year continuing through June 30, 1997. The Plan is to 
roll-over into a second year commencing July 1, 1997 and ending June 30, 1998 with the 
agreement of the Company and the approval of Commission (now the Authority). Nashville Gas 
was instructed to inform the Commission (now the Authority) no later than April 1, 1997 of its 
intention to roll-over the Plan for a second year. 

In light of the significant reduction in gas costs achieved by the Company during the first 
plan year to date (as evidenced by the second fiscal quarter report filed this date), the Company 
proposes to roll-over the Incentive Plan for a second year without modification and hereby 
requests the Authority to approve the roll-over prior to the July 1, 1997 commencement date of 
the second year of the Incentive Plan. If the parties agree to the requested one year rollover, it is 
requested that approval be made without the necessity of a hearing before the Authority. 



Mr. David Waddell 
March 3 1, 1997 
Page 2 

I am enclosing an additional copy of this letter that I would appreciate your stamping 
filed and returning in the enclosed envelope. 

Sincerely, . 

cc Vincent Williams, Consumer Advocate 
Henry Walker, AVI 
Hal Novak, Tennessee Regulatory ~ u t h o r i t ~  
Frank Creamer, Andersen Consulting 



BEFORE THE TENNESSEE REGULATORY AUTHORlTY 
NASHVILLE, TENNESSEE 

June 30, 1997 

In Re: 

Application of Nashville Gas Company, A Division ) Docket No. 
of Piedmont Natural Gas Company to Establish A 1 ,96y00805'j :p;j,y:; ii: :.. z . ~ ~  : .: T 

Performance Incentive Plan 1 

ORDER AUTHORIZING INCENTIVE PLAN 
FOR SECOND YEAR 

This matter comes before the Tennessee Regulatory Authority ("Authority") for 

consideration pursuant to a letter sent to the Authority from Nashville Gas Company 

("Nashville Gas" or "Company") and a prior Order of the Tennessee Public Service 

Commission ("Commission") Upon consideration ,of the letter sent and the prior 

Commission Order, the Authority finds the following 

1. On May 3 1, 1996, the Commission, the predecessor to the Authority, 

approved a performance incentive plan ("Incentive Plan") for Nashville Gas for a two year 

period beginning July I ,  1996. 

2 . In the original Order approving the Incentive Plan, the Commission 

specified that if Nashville Gas was to continue the Incentive Plan for a second year, that 

the Company inform the Commission by April 1, 1997 

3 .  By letter dated March 3 1, 1997, the Company informed the Authority that 

It ~rnp0se.d to roll-over the Incentive Plan for a second year without modification. The 

Company requested the Authority approve the roll-over prior to July 1, 1997, the 

commencement date of the .second year of the Incentive Plan. The Company hrther 

requested that the one year roll-over be approved without the necessity of a hearing before 

the Authority. 

4. By letter dated April 7, '1997, Associated Valley Industries stated that it did 

not object to the Company's requests No party filed an objection to the Company's 

Officers 
Directors 

sCF J JWA 

requests. By a report dated May 1, 1997, Andersen Consulting filed its first year review 



of the Company's performance incentive plan ai~d recommended that the plan roll-over for 

year two without modification 

5 .  The Authority considered this matter at its regularly scheduled conference 

on May 20, 1997. The Authority finds that the Company should be allowed to roll-over 

the Incentive Plan for a second year commencing July I, 1997, and that no hearing is 

necessary before the Authority since no party objected to the roll-over. 

IT IS THEREFORE ORDERED THAT: 

1 .  The Company is hereby authorized to roll-over the Incentive Plan for a 

second year commencing July I, 1997; 

2. No hearhg is n~cesoary for this mstter-since no objections were received 

by the Authority objecting to the roll-over; 

3 Any party aggrieved with the Authority's decision in this matter may file a 

Petition for Reconsideration with the Authority within (10) days from the date of this 

Order; and 

4 Any party aggrieved with the Authority's decision in this matter has the 

right of judicial review by filing a Petition for Review in the Tennessee Court of Appeals, 

Middle Section, within sixty (60) days from the date of this Order. 

ATTEST. 

< I -  ~ d ~ d ~  
EXE UTIVE SECRETARY 



August 28, 1997 

Mr. David Waddell 
Executive Secretary 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Re: Nashville Gas Company, Docket No. 96-00805 

Dear Mr. Waddell: 

In accordance with the reporting provisions of Service Schedule No. 14, Performance 
Incentive Plan, as approved in the above captioned docket, Nashville Gas Company (the "Company") 
submits the accompanying annual report of shared gas cost savings for the plan year ended June 30, 
1997. 

As the sunmary indicates, the accumulated gains and savings under the plan for the plan year 
total $1,379,383. Of this amount, $924,554 have accrued to the Company's ratepayers. The 
remaining $454,829 has been credited to the Company's Incentive Plan Account (IPA). 

Detailed calculations supporting the amounts shown in the summary for the period July, 1996 
through April, 1997 have been previously provided to the Tennessee Regulatory Authority Staff, the 
consulting firm engaged to review the Plan, and the Consumer Advocate. Supporting calculations 
for  may, 1997 and June, 1997 are provided in this filing subject to the execution of non-disclosure 
agreements. As permitted by the provisions of the appr~ved tariff, the Company will file a rate 
adjustment on or about October 1, 1997 to amortize the collection of the June 30, 1997 IPA balance 
over the 12 month period beginning November 1, 1997 and ending October 3 1, 1998. 

I am enclosing one additional copy of the summary that I would appreciate your stamping 
"filed" and returning to me in the enclosed envelope. 

c: L. Vincent Williams, Consumer Advocate 
Frank Creamer, Andersen Consulting 
Hal Novak, Tennessee Regulatory Authority 



Report on Nashville Incentive Plan 
July 1996 -June 1997 

Capaclty 
Gas Frocurement Nashville Ratepayer Management Nashville Ratepayer 

lncent~ve GPI GPI Incentive CMI CMI Total Total 
Mechanism Shar~ng Sharlng Mechanism Sharing Sharing Total Nashv~lle Ratepayer 

Msnth Y e z  W(bessW GalnllbessU Galn/(la&- Gaini(loss) Gain/(l oss) 31 Gainl(Loss)X Gain/(l oss) Gain/(hss) Gain/!l oss) 

July 
Aug 
Sept 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 
A P ~  
May 
June 

1/The monthly galn or loss set forth In thls column reflects total gains or losses calculated under 
the gas procurement mechanlsm, ~ncluding gains or losses w~thin the one percent deadband. 

2INashville GPI sharing reflects 50% of gains or losses calculated under the gas procurement 
mechanlsm after application of the one percent monthly deadband. 

31Nashville shar~ng percentages range from 0% (Up to 1 % annual demand savings), to 10% 
(1-2% savings), to 25% (2-3% savings), and to 50% (> 3% savings). Total capacity demand 
costs for the plan year were based on actual demand costs as adjusted by refunds or surcharges 
from pipelme and storage suppliers for the plan year. (See Service Schedule No. 14, page 5) 



' PROTECTED MATERIALS REMOVED 



Mr. David Waddell 
Executive Secretary 
Temsssee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

RECEIVED 
DEC 3 0 1997 

TN REGULATORY AUTHORITY 
UTILITY RATE DIVISION 

Re: Nashville Gas Company, Docket No. 96-00805 

Dear Mr. Waddell: 

In accordance with the reporting provisions of Service Schedule No. 14, Performance Incentive 
Plan, as approved in the above captioned docket, Nashville Gas Company submits the accompanying 
summary of shared gas cost savings at the end of Nashville's fiscal quarter ended October 31, 1997. 

As the enclosed summary indicates, the Company was able to achieve total gains and savings of 
$608,461 under the gas procurement and capacity management mechanisms as defined by the Plan. 
Under the Plan's sharing formulas, $469,820 of these gains and savings will be allocated to the 
Company's ratepayers. The remaining $138,641 of the gains and savings are to be credited to the 
Company's Incentive Plan Account under the terms of the Plan. 

Detailed calculations supporting the amounts shown in the summary have been provided to the 
Tennessee Regulatory Authority Staff and to the Consumer Advocate subject to non-disclosure 
agreements. 

I am enclosing one additional copy of the summary that I would appreciate your stamping 
"filed" and returning to me in the enclosed envelope. 

Sincerely, 

Jerry W. Amos 

JwA/mh 
- .  

. . 
, : .. 

. . . .  ' . .  . ! .. , 
Enclosure 

, 8 .  . >- , . . . 
. I '  

I . .  

c : Hal Novak, w/enclosures . . . 
Vincent Williams, Consumer Advocate, w/enclosures 
Frank Creamer, w/enclosures 



Report on  Nashville lncentive Plan 
July 1997 - October 1997 

Gas Procurement 
lncentive 

Mechanism 
MMth YM Galnl(Lossw 

July 1997 ($7,269) 
Aug 1997 $278,151 
Sept 1997 $13,416 
Oct 1997 $57.431 

Nashville 
GPI 

Sharing 
!anL(Lnssu 

$0 
$123,328 

$0 
$4.011 

Capacity 
Ratepayer Management Nashville Ratepayer 

GPI Incentive CMI . CMI Total Total 
Sharing Mechanism Sharing Sharing Total Nashville Ratepayer 

W I h n s s ) -  W L n s s ) .  Galn l (WWIn l lLPssW Galnl(LPss) ciamuss) W(Lnss) 
($7,269) $21,101 $0 $21,101 $1 3,832 $0 $1 3,832 

$1 54,823 $1 51,044 $1,843 $149,201 $429,195 $125,171 $304,024 
$13,416 $68,762 $6,876 $61,886 $82,178 $6,876 $75,302 
$53.420 $25.825 $2.583 $23.242 $83.256 $6.594 $76.662 

YTD 

1 /The monthly gain or loss set forth in this column reflects total gains or losses calculated under 
the gas procurement mechanism, including gains or losses within the one percent deadband. 

21Nashville GPI sharing reflects 50% of gains or losses calculated under the gas procurement 
mechanism after application of the one percent monthly deadband. 

3lNashville sharing percentages range from 0% (Up to 1% annual demand savings), 
to 10% (1-2% savings), to 25% (2-3% savings), and to 50% (> 3% savings). Total capacity 
demand costs for the period are based on est~mated annual costs for the plan year. 
These sharlng amounts shall be adjusted based on the actual demand costs incurred, taklng 
Into account refunds or surcharges from pipeline and storage suppl~ers. 
(See Service Schedule No. 14, page 5) 



NON-DISCLOSURE AGREEMENT 

Whereas, Nashville Gas Company (Nashville) has filed with the Tennessee Regulatory 

Authority ("TRA") in Docket No. 96-00805 a summary of its shared gas cost savings for the period 

July 1, 1997 through October 3 1, 1997; and 

WHEREAS, the TRA Staff, the Consumer Advocate of the State of Tennessee ("Consumer 

Advocate") and Frank Creamer have :=ques!ed supporting calci.~lation.s for the summary information 

("Supporting Calculations"); and 

WHEREAS, Nashville believes that the disclosure of the Supporting Calculations to the 

public or to certain members of the public could adversely affect Nashville's ability to obtain 

favorable terms in future negotiations for gas supply; and 

WHEREAS, Nashville has agreed to make the Supporting Calculations available to 

employees of the TRA Staff, employees of the Consumer Advocate and Frank Creamer (collectively 

"Authorized Agencies") on the condition that such persons execute this Non-Disclosure Agreement; 

NOW, THEREFORE, the undersigned person agrees as follows: 

1. The undersigned person is an employee of one of the Authorized Agencies and desires 

tc review the Supporting Calculations solely for the purpose of reviewing Nashville's compliance 

with the TRA's orders in Docket IVo. 96-00805; and 

2. The undersigned person will keep the Supporting Calculations in a secure place and will 

not permit them to be seen by any person who is not an employee of one of the Authorized Agencies 

who has executed a Non-Disclosure Agreement indicating his or her intent to comply with the terms 

hereof. 



3. The undersigned person agrees that prior to the entry of an appropriate protective order 

he or she will not disclose any information obtained from reviewing the Supporting Calculations 

orally or in writing to any other person other than another employee of one of the Authorized 

Agencies who has executed a Non-Disclosure Agreement and that upon the entry of an appropriate 

protective order he or she will comply with the terms thereof. 

4. The undersigned .person will not make copies of the Supporting Information or any 

portion thereof; however, the undersigned person may take notes on the Supporting Information in 

which event all such notes shall be subject to the terms of this Non-Disclosure Agreement. 

Signature Date 



Post Office Box 33068 
Charlotte. North Carolina 28233 

March 3 1, 1998 

Mr. David Waddell 
Executive Secretary 
Tennessee ~ e ~ u l a t o r y  Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Re: Application of Nashville Gas Company, a Division of Piedmont Natural Gas 
Company, to Establish a Performance Incentive Plan 
Docket No. 96-00805 

Dear Mr. Waddell: 

I am enclosing for filing in the above captioned proceeding the original and fourteen copies of 
an Application of Nashville Gas Company, a Division of Piedmont Natural Gas Company, for 
Extension of the Performance Incentive Plan. A check in the amount of $25.00 is enclosed in payment 
of the filing fee. 

I am enclosing an additional copy of the Application that I would appreciate your stamping filed 
and returning in the enclosed envelope. 

Sincerely, 

Bill R. Morris 
Director of Rates 

BRM:kam 
Encl. 



Before The 
Tennessee Regulatory Authority 

Nashville, Tennessee 

) 
Application of Nashville Gas Company, a Division ) 
of Piedmont Natural Gas Company to Establish a ) 
Performance Incentive Plan 1 

Docket No. 96-00805 

Application For Extension Of 
Performance Incentive Plan 

Nashville Gas Company (Nashville), a division of Piedmont Natural Gas Company, Inc. 

(Piedmont), hereby respectfully requests the Tennessee Regulatory Authority (Authority) to extend 

Nashville's previously-approved performance incentive plan (Incentive Plan) on a "permanent" basis 

or until further order of the Authority. In support of this request, Nashville respectfully shows the 

following: 

Background. 

A. On May 31, 1996, the Tennessee Public Service Commission (Commission), the 

predecessor to the Authority, approved the Incentive Plan for an experimental two year period 

beginning July 1, 1996. The Incentive Plan approved by the Commission was the result of an 

agreement between Nashville and the Consumer Advocate and was not opposed by any party. The 

order approving the Incentive Plan required Nashville and the Authority St& to recommend a 

qualified independent consultant to review the progress of the approved Incentive Plan and to 

annually report the consultant's findings to the Commission. The order also required Nashville to 

inform the Commission by April 1, 1997, if it wished to continue the Incentive Plan for a second year. 

B. On November 27, 1996, Nashville and the Authority Staff submitted for the Authority's 

approval a contract for Andersen Consulting to review the progress of the Incentive Plan. By order 

dated January 2, 1997, the Authority determined that the recommendation of the Company and the 

Staff to employ Andersen Consulting was appropriate and approved the contract dated November 

2 1, 1996 by which Anderson Consulting was to perform its annual reviews. 



C. By letter dated March 3 1, 1997, Nashville informed the Authority that it proposed to 

continue the plan for a second year without modification. By letter dated April 7, 1997, Associated 

Valley Industries notified the Authority that it did not object to the Company's request. No other 

party filed an objection to the Company's request. 

D. By a report dated May 1, 1997, Andersen Consulting filed its first year review of the 

Incentive Plan and recommended that the Incentive Plan be continued for another year without 

modification. A copy of the May 1, 1997 report is attached to this application as Exhibit A. 

E. By order dated June 30, 1997, the Commission authorized Nashville to continue the 

Incentive Plan for a second year commencing July 1, 1997. 

F. By a report dated March 23, 1998, Andersen Consulting filed its second year review of 

the Lncentive Plan and recommended that the Incentive Plan be continued on a "permanent" basis. 

A copy of the March 23, 1998 report is attached to this Application as Exhibit B. 

II. 

Incentive Plan Benefits. 

A. On August 28, 1997, Nashville submitted its annual report of shared gas cost savings for 

the first year of the Incentive Plan. This report, a copy of which is attached to this application as 

Exhibit C, showed accumulated fist year gains and savings of $1,379,383. Under the Incentive Plan's 

sharing formulas, $924,554 of this amount accrued to the benefit of Nashville's ratepayers and 

$454,829 was credited to Nashville's Incentive Plan Account. 

B. On March 18, 1998, Nashville submitted its report for the period July 1, 1997 through 

January 3 1, 1998 of activity during the second year of the Incentive Plan. This report, a copy of 

which is attached to this application as Exhibit D, showed accumulated gains and savings of 

$809,156. Under the Incentive Plan's sharing formulas, $61 1,065 accrued to the benefit of 

Nashville's ratepayers and $198,09 1 was credited to Nashville's Incentive Plan Account. 



C, As shown above, the Incentive Plan has provided substantial direct financial benefits to 

ratepayers. In addition, the Incentive Plan has provided other indirect benefits such as avoiding the 

necessity of annual PGA prudence reviews and has lowered regulatory costs which otherwise would 

be associated with such proceedings. It can reasonably be expected that these benefits will continue 

in the future. 

III. 

Revised Incentive Plan 

Attached to this application as Exhibit E is a revised Service schedule No. 14 setting forth 

the "permanent" Incentive Plan. This exhibit has been marked to show changes from the existing 

Incentive Plan The changes are for the purpose of either (a) converting the Incentive Plan from an 

experimental plan to a "permanent" plan or (b) to clarifi andlor simplifi certain language in the 

existing Incentive Plan tariff. The changes do not change any of the substantive or material provisions 

of the existing Incentive Plan. 

N. 

Request to Eliminate Independent Review 

The Incentive Plan agreed to by Nashville and the Consumer Advocate did not call for an 

independent review of its performance. Nevertheless, because the Incentive Plan was experimental 

in nature, the Commission determined that an independent review would be appropriate. In each of 

its reports to the Commission/Authority, the independent consultant reported that the Incentive Plan 

has provided sipficant benefits to consumers and recommended that the Incentive Plan be continued. 

Consistent with the recommendation contained in the Andersen Consulting report dated March 23, 

1998, Nashville respectfully submits that there is no longer any need to incur the expense of an 

independent review. As shown above, the benefits of the Incentive Plan have now been proven. 

Furthermore, Nashville will continue to submit quarterly and annual reports of the operations of the 

- 3  - 



Incentive Plan to the Authority and the Consumer Advocate. If those reports should raise questions 

about the continued operation of the Incentive Plan, the Authority can take appropriate action. 

v. 
Exhibits 

The following exhibits are attached to and incorporated in this application: 

Exhibit A -- Report of Andersen Consulting dated May 1, 1997. 

Exhibit B -- Report of Andersen Consulting dated March 23, 1998. 

Exhibit C -- Annual report of shared gas cost savings for the first year of the Incentive 

Plan. 

Exhibit D -- Report of shared gas cost savings for the period July, 1997 through January, 

1998. 

Exhibit E -- Revised Service Schedule No. 14. 

M. 

Requested Relief; 

Nashville respectfblly requests the Authority to authorize Nashville to continue to operate 

under the Incentive Plan, as revised, on a "permanent" basis in such a manner that the Incentive Plan 

wdl rollover for an additional plan year on July 1 of each year beginning July 1, 1998 and continuing 

until the Incentive Plan is either (a) terminated at the end of a plan year by not less than 90 days 

notice by Nashville to the Authority or (b) the Incentive Plan is modified; amended or terminated by 

the Authority. 

Respectfblly submitted, this the 3 1 st day of Marc4 1998. 



Nashville Gas Company, a Division of 
Piedmont Natural Gas Company, Inc. 

By: 7 4  E fl- 
Thomas E. Skains 
Senior Vice President - Gas Supply and Services 



STATE OF NORTH CAROLINA ) 
) 

COUNTY OF MECKLENBURG ) 

Thomas E. Shins, being first duly sworn, states,that he is Senior Vice President - Gas 

Supply and Services of Piedmont Natural Gas Company, Inc., that he has read the foregoing 

Petition, that the facts stated therein are true to the best of his knowledge, information and belief 

and that he has been duly authorized to execute the foregoing Application on behalf of Piedmont 

Natural Gas Company, Inc. 

Thomas E. Shins 

Sworn to and subscribed before me 
this the 31st day of March, 1998 

My commission expires: 

f l u a e  ( 0 ,  I499 
I 



Certificate of Service 

I hereby certrfy that I have this day served a copy of the foregoing document upon each party 

of record by hand delivery. 

This the 3 1"' day of March, 1998. I 

Bill R. Moms 



CONSULTING 
May 1,1997 

Mr. William H. Novak 
Utility Rate Division Manager 
Energy and Water Section 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Exhibit A 
Andersen Consulting LLP 

33 West Monroe Street 
Chicago, Illinois 60603 

, (312) 372-7100 

Mr. Bill Moms 
Piedmont Natural Gas Company 
19 15 Rexford Rd. 
Charlotte, NC 282 1 1 

Re: Incentive Ratemaking Review 

Dear Hal and Bill: 

Please find enclosed the first ye% review of Nashville Gas Company's performance incentive 
plan. 

We appreciate the opportunity to be of service to the Regulatory Authority, the rate payers of 
Tennessee, and Nashville Gas Company, a Division of Piedmont Natural Gas. If you have any 
questions or concerns regarding this proposal, please feel free to contact at (3 12) 507-5703. 

Sincerely, 

ANDERSEN CONSULTING LLP 

BY 

Frank H. Creamer 

DB 



Nashville Gas Company, a Division of 
Piedmont Natural Gas Company 

First Year Review of 

Performance Incentive Plan : July 1,1996 - January 31,1997 



Nashville Gas Company 
First Year Review of Performance Incentive Plan 

July 1. 1996 . January 31. 1997 
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Nashville Gas Company 
First Year Review of Performance Incentive Plan 

July 1,1996 -January 31,1997 

I - INTRODUCTION 

A - PURPOSE 

This purpose of this report is to comply with the Tennessee Regulatory Authority 
(Agency) requirement to review the two-year performance incentive plan that was 
implemented on July 1,1996 by Nashville Gas Company (NGC), a Division of Piedmont 
Natural Gas Company for its Tennessee service territory. This report is Andersen 
Consulting's first report on the mechanism and analyzes the first seven months of the 
program. 

B - OBJECTIVE 

The objective was to determine whether proper incentives are in place and what, if any, 
further modifications should be made to the program. Accordingly, we reviewed 
NGC's performance under the performance mechanisms to assess their impact. We 
then recommended whether the program should be continued for the second year of 
the program and if so, the plan modifications that we felt were warranted. 

This report provides a quantitative analysis where possible, supplemented by a 
qualitative review including anecdotal comments where appropriate. 

C - SCOPE 

The scope of our review was limited to the evaluation of the performance of NGC gas 
purchasing practices for the period July 1,1996 through January 31,1997. 

D - STUDY APPROACH 

The study approach was the same as used in similar reports on gas incentives plans 
previously submitted to the Tennessee Regulatory Agency, namely to: 

Determine whether the stated business objectives are a reasonable response by 
NGC to its marketplace and to the needs of its stakeholders 

Determine whether the measures are aligned to support the achievement of the 
business objectives outlined below, and if not, to determine the appropriate 
measures 

The review was conducted within the context of the results that were expected to be 
achieved by moving from a prudence review of gas purchases to a program of the 
performance-based ratemaking mechanisms with a sharing of benefits (and penalties) 
between ratepayer and shareholder. The mechanisms were proposed to accompIish 
three primary business objectives: 

Streamline reguIation and lower reguIatory costs 

May 1,1997 3 Andersen Consulting 



Nashvillk Gas company 
First Year Review of Performance Incentive Plan 

July 1,1996 - January 31,1997 
Provide an incentive that indexes NGC's business decisions, and hence profits or 
losses, to how effectively the company performs on all the cost elements of 
delivering natural gas to its customer classes 

Hold down costs to consumers. 

Based on these business objectives, our analysis was designed to answer the following 
questions: 

Are the measures integrated? 

Are the various measures aligned to the business objectives? 

- Do they target business behaviors? 

- Do they drive the achievement of targeted business results? 

- Do they provide feedback and rewards? 

- Do they measure what should be measured? 

Do the measures meet the needs, and are they aligned with the requirements, of 
the marketplace? 

Do the measures meet the goals of NGC's stakeholders, i.e., ratepayers, 
shareholders, personnel, and regulatory entities? 

'a Are the measures 

- Relevant 

- Sustainable 

- Measurable 

- Reliable 

- Manageable 

- Communicable (visually and visibly) 

- Timely 

- Consistent, and 

- Credible? 

What are the criteria for establishing and evaluating performance measures? 

How do corporate gas purchasing goals cascade down to the remainder of the 
organization? 

May 1,1997 Andersen Consulting 



Nashville Gas Company 
F ~ s t  Year Review of Performance Incentive Plan 

July 1,1996 - Jmuq 31,1997 

Is goal-setting built into appraisals and reward systems, from the corporate to 
the individual level? 

Is a goal-sharing process in place; e.g., how are the rewards and penalties shared 
among stakeholders? 

- How are incentive-based performance measures related to NGC's pay 
strategies? 

- How is pay linked to performance at NGC? 

Are the measures "changeable"? If a particular measure or index is no longer 
relevant or if so much fundamental change has occurred that an index is of little 
value, can the measure or index be changed? 

To answer the above questions, we looked for specific examples of performance under 
each of the mechanisms or, in the absence of examples, the reasons attributed to 
nonperformance under the mechanism. Our initial approach was modified to include a 
quantitative assessment in which data and performance were available, supplemented 
by qualitative analysis and anecdotal comments where appropriate. 

E - ORGANIZATION OF THE REPORT 

Following this introductory chapter, our review of NGC's Performance 'Incentive Plan is 
organized into three additional chapters and an appendix: 

Chapter 11. . Summary of Agency Order - describes the Agency's order establishing 
the performance incentive plan and surnrqarizes the two approved 
mechanisms. 

Chapter 111. Findings - ~eviews the two incentive mechanisms and how they have 
achieved the objectives of the incentive plan, describes NGC's progress 
in establishing feedback and reward systems and presents a brief 
overview of other selected utilities with gas procurement incentive 
plans. 

Chapter IV. ~ecommendations - Presents recommendations for enhancements to 
NGC's incentive mechanisms. 

Appendix Case Studies - Contains interview summaries of selected utilities with 
gas procurement incentive programs in place. 

Service Schedule - Contains a detailed description of the skucture of 
the Performance Incentive Man. 
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Nashville Gas Company 
First Year Review of Performance Incentive Plan 

July 1,1996 -January 31,1997 

I1 - OVERVIEW OF PERFORMANCE INCENTIVE MECHANISMS 

In a similar proceeding on May 12,1995 in re: Application of United Cities Gas Company to 
Establish an Expen'men fa1 Perfbrmance-based Ratemaking Mechanism, Docket 95-01 1234 , the 
Agency expressed the view that the changes that are occurring in the natural gas 
industry are creating a situation which the Agency should begin to look to incentive 
programs and more streamlined regulation to improve efficiency and hold down costs 
to consumers. 

With regards to Nashville Gas Company, on May 9,1996, in re: Application of Nashville 
Gas Company, a Division of Piedmont Natural Gas Company, Inc. to Establish a Perfbnnance 
Incentive Plan,, Docket 96-00805, the Agency approved for NGC, effective July 1,1996, a 
performance incentive plan. The approval was subject to: 

The company retaining an independent consultant to review the progress of the 
approved Incentive Plan and to annually report their findings to the Agency 

The Incentive Plan will rollover into a second year upon the request of NGC and 
the approval of the Agency. 

NGC's performance incentive plan is made up of two mechanism: 1) Gas Procurement 
Incentive Mechanism and 2) Capacity Management Incentive Mechanism. 

The two mechanisms approved by the Agency are summarized in the table below and 
then discussed in more detail in the following text. 

I i: j G a s  Procurement 1 50/50 I Of Index I 
I I I I Penalties - 101% of ~ndex I 

2. 

. . 
charges incurred by NGC. The greatertthe savings, the higher NGC's sharing percentage. 

I 

Mechanism 1: Gas Procurement Incentive - The Gas Procurement Incentive 
Mechanism establishes a predefined benchmark index against which NGC's 
performance on the commodity cost of gas is compared. The mechanism also provides 
for the pass-through of gas supply reservation fees, off-systems sales and wholesale 
interstate sale for resale, and financial instruments/swaps/private contracts. 

Capacity 
Management 

Earnings Cap: 
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Nashville Gas Company 
First Year Review of Performhce Incentive Plan 

July 1,1996 -January 31,1997 

NGC retains 50% of the savings of the gas purchased below a predefined benchmark. 
NGC also pays 50% of the costs of the gas purchased above a predefined benchmark. 
For the purposes of this report, the predefined benchmark is 99% for gains and 101 % for 
penalties. Gains and penalties are determined by indexes (described below). When gas 
purchases fall between 99% to 101 % of these indexes, no gains or penalties are 
calculated. 

Each month NGC compares its total city gate commodity cost of gas to a monthly price 
index. The monthly price index is a composite price and, at first glance, appears to be 
quite mathematically challenging. This is due to the index serving as a single price 
reflecting the weighted price of gas delivered to NGC's city gate, excluding reservation 
fees. The reader is referred to the service schedule in the Appendix for a more complete 
summary. When broken down to its simplest components, the index reflects each gas 
purchase is assigned to one of three procurement categories: 

Gas supplies purchased in the first-of-the-month market which are transported 
to the city gate under NGC's FT service agreements 

Spot purchases made at the beginning of the month which are delivered to 
NGC's system using transportation arrangements other than NGC's FT contracts. 

Gas supplies purchased in the daily spot market and delivered to NGCs city 
gate using either NGCs FT service agreements or non-NGC trimsportation 
agreements. 

Each of the above gas purchase transactions is then compared in some way to one or 
more of the prices listed below: - 

Inside FERC Gas Market Report - First day of the month published index price 
for a geographic pricing region 

Gas Daily - First day of the transaction price for the appropriate geographic 
pricing regions, as adjusted to include the appropriate maximum transportation 
commodity charges and fuel retention to the city gate 

The monthly price index, I, calculates a volumetrically and capacity weighted 
commodity cost of gas delivered to NGC's city gate. 

The index is calculated as follows, followed by brief definitions (see the schedule in the 
Appendix for more detailed definitions): 

where FftFo+Fd=l or 100% ; and 
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July 1,1996 - January 31,1997 

Fr; F,; Fd = the fraction of the total gas supplies purchased: in the first-of- 
month market using NGC's FT; in the first-of-month market using non-NGC's 
FT; and in the daily spot market. 

Po,1A..., = Inside FERC Gas Market Report price index for the first-of-the- 
month edition for a geographic pricing region, and adjusted to include the 
maximum transportation charges and fuel retention under NGC's FT service 
agreements. Subscripts o,~,c, ...,, denote different zones on NGC's suppliers' 
pipelines. 

K O,lK,...,, = the portion of NGC's total firm transportation capacity under 
contract in a geographic pricing region. Subscripts O,I,C, ...,, are as above. 

0 = the weighted average of Inside FERC Gas Market Report first-of-month 
price indices, plus applicable maximum IT rates and fuel retention, as 
weighted by actual volumes purchased and delivered using non-NGC FT 
contracts 

D = weighted average of daily average index commodity prices taken from 
Gas Daily and adjusted to include the maximum transportation and fuel 
retention charges. 

Gas supply reservation fees are 100% pass-through with no profit or loss potential. For 
new contracts, and for renegotiated contracts, bids will be solicited to include a 
reservation fee. 

Off-system sales and sales for resale transactions, less NGC's variable costs, are 
credited to the commodity gas cost component of the Gas Procurement Incentive 
Mechanism. To the extent that the total gas commodity cost is outside the dead-band, 
the gains/losses are shared 50/50 with the ratepayer. 

Futures, financial derivative products, storage swaps, etc. also flow through to the 
commodity gas cost component of the Gas Procurement Incentive Mechanism. To the 
extent that the total gas commddity cost is outside the dead-band, the gajns/losses are 
shared 50/50 with the ratepayer. 

Gas purchases under NGC's existing supply contract on the Tetco system are excluded 
from the incentive mechanism. 

To the extent that NGC renegotiates existing reservation fee supply contracts or 
executes new reservation fee supply contracts with commodity pricing provisions at a 
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discount to the first-of-the-month price index, NGC would m o w  the monthly 
commodity price index to reflect such a discount. 

Mechanism 2: Capacity Management Incentive - NGC retains a portion of the 
revenues generated through the release of finn transportation or storage capacity on a 
temporary or permanent basis. The sharing ratio is a sliding scale with NGC earning a 
larger percentage with higher levels of cost savings, as summarized in the table below 

The purpose of this mechanism is to manage firm transportation capacity on upstream 
pipelines and storage capacity through marketing unused capacity. 

Earnings Cap - NGC's portion of the over-all gains or losses cannot exceed $1.6 million 
amually. 
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I11 - FINDINGS 

This chapter is arranged in three sections. The first section summarizes NGC's 
performance during the first seven months of the plan. The second section reviews ' 

organizational policies and practices and the third section provides an overview of 
selected utilities with gas procurement incentive programs. 

A - GAS PURCHASES/CAPACITY RELEASE ACTIVITIES 

Current Period 
Based on a review of NGCs work papers, the performance of the plan during the 
Current Period -July 1,1996 through January 31,1997 - was as follows: 

July 1,1996 through January 31,1997 (7 months) 

1. Gas Procurement 50/50 $215.) $39 $ 5.7 
2 Capacity Management SLidlng scale (0-50%) $615 $83 $ 12 

Total $830 $122 $17.7 

NGC's Gain/Loss Limitation $1.6 million 

a) Amount includes gains/losses, including the 1% deadband amount. The total gains'or losses 
outside the 1 % deadband are $79,000. 

Finding: NGC's net revenue during the 1996-1 997 review period which totaled $1 22,558 was 
largely attributable to Mechanism 2: Capacity Management, as illustrated below: 

Total Net Revenues -Both Mechanisms 

July 1,1996 - January 31,1997 (7 mos.) 

~r ---J 

hknagement 
74 % 

Gas 
Procurement 

26 % 
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Finding: Of the total net revenuesfor the Ist year of the plan through 1/31/97 ($829,639), 
$707,081 went to the ratepayer and $122,558 to NGC. 

Finding: NGC share of gains/lossesfor the seven month reporting period was less than 
10% of the $1.6 million gains/losses cap. 

A summary of the activity in the two utilized mechanisms, Gas Procurement and 
Capacity Management follows: 

Mechanism I: Gas Procurement Incentive 

Finding: During the 7-month review period, a total of about $215,000 in revenue was 
"generated"fiom gas commodity purchases below the monthly price index and 
margin gains on secondary market sales; however, only $79,000 fell outside of the 
1 % deadband. 

This occurred during one month, October, 1996. No gains/losses were reported 
for the remaining six man ths of the reporting period. 

Finding: Of the $79,000 availablefor gains/losses, NGC earned $39,000 under the 50/50 
sharing formula. 

Finding: Under the gas procurement mechanism, approximately 70% of the October, 1996 
gains of $39,000 was earned due to actual city gate commodity costs and 30% 
earned on gains on the seconda y market sales. 

Finding: NGC did participate in thefirtures market during the reporting period, resulting 
in a small loss which was credited against the gas procurement costs in that 
period. 

Finding: The benchmark index excludes gas supply resemationfees. However, we are 
unaware of any reliable, published sources for market clearing prices for reserving 
firm gas supplies. Consequently, as a practical matter, we find appropriate the 
exclusion of reservationfeesfrom the city gate gas s u p l y  costs. 

Finding: Although relatively small dollar gains were earned during the reporting period, 
the Gas Procurement Mechanism accomplished the objective of providing an 
incentive that indexes NGCfs business decisions, and hence profits or losses, to 
how egectively the company performs on all the cost elements of delivering 
natural gas to its customer classes. 
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Mechanism 2: Capacify Management incentive 
The capacity performance measure relies essentially on a benchmark of 0. Unlike 
Mechanism 1, Capacity Management Incentive, which includes txa&portation release 
and storage release, is a one-sided mechanism regarding gains/penalties. Generally, 
only gains can be achieved by participating in the mechanism. Secondly, no benchmark 
or standard of performance exists regarding either release mechanisms. 

Transportation Release ~ 

Finding: The sliding scale sharing ratio of 0/100 to 50/50for diflerent levels of monthly 
income meets the relevancy and reward criteria in supporting NGC's reasonable 
response to the needs of the marketplace and its objective ofhulding down gas 
costs to the consumer. Secondly, the Mechanism provides suficient incentives to 
encourage this activity, while reflecting the nature and magnitude of the risk. 

Finding: During the seven month remkw period, a total ofabout $615,000 was earnedfrom 
capacity release and monthly oflsystem sales. Of this amount, NGC's share of the 
gain amounts to $83,223. 

Storage Release 
Through the Capacity Management Incentive Mechanism, NGC retains a percent of 
the revenues generated through the release of firm storage capacity, either leased or 
owned, on a temporary or permanent basis. The mechanism includes moving gas 
(storage capacity rights) into and out of storage, storage swaps, and trades. Its objective 
is to provide the incentive to market unused firm storage capacity and, as a result, more 
effectively manage NGC's storage assets. 

Finding: No specific storage capacity management activity was reported during the plan 
period; therefore, no performance gains/losses were reported. 

B - ORGANIZATIONAL POLICIES AND PRACTICES 

In addition to reviewing actual NGC activity under the Performance-Based Ratemaking 
Mechanism, we reviewed NGC's policies and practices in an effort to assess whether the 
infrastructure is in place to ensure the long-term success of the program. 

As noted earlier, the general criteria for successful irnpIementation of performance 
measures center on the following sequence: 

Performance measures create behavioral expectations through measurement and 
reward potential, which drives 

Targeted Business Behaviors, which drives 

Achievement of Targeted Business Results, which drives 
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Feedback and Rewards, which sustains 

Targeted Business Behaviors. 

In addition, as mentioned in the Study Approach section of Chapter I, we looked for 
changes in behavior and/or culture in support of achieving the business objectives of 
the incentive plan. 

Finding: A t  the company level, the Perfbmance-Based Mechanisms accomplished the 
above general meteria. 

Finding: A t  the department level, NGC implemented afeedback and reward system that 
directly shares company rewards and penalties with the stafresponsible through 
a pay-fbr-perfbmance program. Therefbre, we believe that NGC's gas 
procurement performance practices will be assisted and supported by afeedback 
and reward system that prompts individuals to adapt desired behaviors that 
support business goals and objectives. 

Finding: NGC has a clearly articulated Gas Price Risk Management Policy settingfbrth all 
necessary and appropriate controls in the use of derivative products such as 
futures, forward contracts, etc. The policy sets loss limits , number of contracts, 
and duration. 

C - CASE STUDIES 

Included in the Appendix is a summary of 10 selected utilities with gas incentive 
programs operating outside the state of Tennessee. The summary contains a case study 
of each utility, based on interviews, and a review of each state's filings, and a case 
summary table, noting the key aspects of each specific incentive plan. The'existence or 
absence of an incentive plan similar to NGC is not, in itself, a confirmation or a 
indictment of NGC's plan. Instead the case studies demonstrate the various plans used 
by other utilities operating in other jurisdictions. 

Finding: Five utilities (San Diego Gas 6 Electric, Southem Caltfomia ~as,'Columbia Gas, 
National Fuel Gas, and Midwest Gas) use three commonly available indexesfbr 
the commodify portion of their plans. A sixth utility, Wisconsin Power 6 Light 
uses a single index of perfbmance, Inside FERC. 

Finding: ~eneml l y ,  gas procurement savings are shared 50/50 and sm'ngsfrom capacity 
release or of-system sales are shared 10/90 or 20/80. 

Finding: Program duration ranges from 2 to 4 years. Other program aspects, such as 
Weightings, Bandwidths, Ceilings, Delivery rnargrns, e.8. the percentage in 
excess of the benchmark to ensure delivery reliability, Level of participation in the 
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futures market, Use ofMarketingjrms to purchase gas, and Linkage of Corporate 
performance to individual pe@rmance, varyfrom one utility to another. 

Finding: NGC's performance incentive plan is generally consistent with industry 
practices. 
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N - RECOMMENDATIONS 

We offer the following recommendation to the Performance Incentive Plan: 
Roll-over the plan for year two of the program without modification. Although 

only a small amount of gas procurement gains was earned by NGC during the 
reporting period, a lack of NGC earnings in itself is not sufficient to disallow 
the rollover of the program for a second year. Secondly, and more important, 
the program has merit and has provided benefit to NGC's ratepayers. 

At the end of the second year, it can be determined if the magnitude of gains is 
sufficient enough to keep the plan alive. Additionally , with a second year of 
performance, sufficient information should be available to satisfy the following 
objectives: 

To demonstrate proof-of-concept 

To provide a learning environment to mod* and enhance the mechanism 
to fit NGC's market environment. 

Lastly, at the end of the second year, the structure of the various mechanisms 
can be examined to determine if changes are warranted, such as: 

Deletion of the 1% deadband 

Revision of the four-tiered capacity release sharing formula 

Provision for NGC to earn an incentive if it renegotiates existing reservation 
fee supply contracts or executes new reservation fee supply contracts with 
commodity pricing provisions at a discount to the first-of-the-month price 
index. 
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Appendix 

Table Definitions 

Off-system sales - does the PBR program include off-system sales under the incentive plan? 

Storage or pipeline capacity revenue - is revenue from selling excess storage or pipeline 
capacity included under the sharing agreement? 

Assured Delivery Margin - in the bendunark calculation, how much if any margin is added to 
the calculated commodity average to allow the utility to purchase gas with a high degree of 
confidence in delivery reliability? 

Performance Measures (utility/ customer) - briefly describe the savings arrangement in place 
for each company? 

Tolerance Band - does a dead zone exist, and if so how much, where savings or cost is not 
shared between the rate payer and utility? 

Effective Date - what was the effective date of the PBR program? 

Program Term (years) - how long was the program approved to run? 

Indices used in commodity benchmark - what sources are used to calculate the benchmark 
commodity cost? 

Use marketing groups - does the utility employ independent companies to assist in procuring 
necessary gas supply? 

Stated PBR Goals - does the utility have stated company, department or individual goals 
associated with the PBR program? 
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Atlanta Gas & Chattanooga Gas 
Interview & Filing Summary 

Interviewees: Steve Gunther, VP - Regulatory Affairs Phone: 404.584.3797 
H. Edwin (Ed) Overcast, VP - Corporate Planning & Rates 404.584.3881 

Chattanoopa - Summarv: As of November 1,1995, the Company was allowed to retain 50% of 
the profit margin from off-system sales and 90% of the losses. The decision was part of a rate 
case and was not an experimental pilot. 

Chattanooga Gas had originally proposed retaining 50% of the profits but none of the 
potential losses 

Staff recommended the Company shouldering 100% of the losses and 50% of the gross 
profit margin 

Atlanta Gas Sumrnarv: The Company's request for implementing a PBR in off-system sales, 
with a 50%/50% split was denied by the Commission on September 13,1996. 

The Company listed several reasons in support of the plan: 
Provides incentives to maximize off-system transactions to the benefit of 
shareholders and rate, payers 
Consistent with a national movement toward unbundling and deregulation of gas 
distribution activities 
Consistent with revenue sharing incentive plans and mechanisms approved in other 
states 

The Commission denied the request citing the following factors: 
The off-system mechanism was not a supply plan issue and therefore should not be 
addressed in this proceeding 
The Company's gas supply incentive mechanism is outside the scope of permitted 
items in a gas supply plan 
The incentive mechanism is intertwined and interconnected with the AGL Energy 
Services contract and cannot be dealt with separately 

The Commission concluded by stating that an appropriate incentive plan would share both 
risk and reward incentives 
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Baltimore Gas & Electric 
Interview and Filing Summary 

Interviewee: D. Douglas DeWitt, Director - Gas & Regulatory Planning Phone: 410.234.5000 

Summaw: A two year Market Based Ratemaking (MBR) plan became effective September 17, 
1996 which included both capaaty release, adjusted commodity costs delivered to the city gate 
and off-system sales. 

Key Findings: - 

Capacity release revenues are split 90%/10% between the rate payer and Company, 
respectively 

Off-system sales profits are split 80%/20% between the rate payer and Company, 
respectively, if company assets are used and 50%/50% if assets are not used 

Adjusted actual commodity cost delivered to the city gate is compared with the City Gate 
Index benchmark 

The total commodity cost includes variable transportation costs for both flowing and 
storage injections and gains/losses from hedging activities 

Capacity and cost of capacity is calculated as the weighted average of four 
locations 

The Company and rate payer equally share in both achieved savings and/or 
accrued costs in comparison with the benchmark 
City Gate Jndex is composite of 3 day average NYMX and the first of month prices 
published in lnside FERC' 

Adjustments are made for existing long term contracts and to reflect 
withdrawals in winter 

40% of gas throughput is used by others and not under MBR so MBR impacts 60% of total 
gas throughput 

The Market Based Ratemaking (MBR) plan replaced the required prudence review of 
commodity purchases 

The Commission will continue to perform an audit of BGEfs compliance with the 
mechanism and a "traditional review" of transportation and storage costs 
The actual commodity cost of gas would not be reviewed by the Commission, as the 
mechanism makes that function redundant 

Commission approved a two year timetable'followed by a review of the MBR plan with a 
report due at the end of the first year 

The Staff, Company and People's Counsel could not reach agreement on the MBR plan 
The Company first filed request for MBR in April 1995 
October 1995, a Hearing Examiner issued a procedural schedule for litigation 
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Litigation continued until July 1996 when a resolution was reached between all 
parties 

Specific compaiy and department goals exist surrounding the PBR plan 
"MBR is useless without goals." 

"Prudence reviews are a thing of the past." 
Audits are more focused on distribution rather than procurement 

The Company has not "lost" to the benchmark in any month since program began 

Lessons Learned: 

There is no way to avoid the complexity of the mechanism 
Gas arriving at the aty gate is not homogenous 
Multiple supply basins and pipes 

Interviewee sees MBR as a stepping stone to allowing LDCs to compete in the city gate 
market 
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Columbia Gas (Maryland, Pennsylvania, Kentucky) ' 

Interview & Filing Summary 

Interviewed: Scott Phelps, Director - Gas Procurement Phone: 614.460.6263 
John Skirtich, Manager - Shared Services 614.460.4207 

Summarv: CG is operating three year PBR plans in two states and a two year plan in Maryland 
- with staggered effective dates. The programs include spot purchases, capacity release and off- 

system sales with generally asymmetric savings. 

Kev Findings: - 

Program start dates: MD = Feb. '96, PA = Oct. '94 (capaaty release began Feb. '96) 

Proposed PBR in Ohio but it was declined as part of a rate case filing recently 

3 mechanisms are in place: capaaty release, off-system sales and spot purchases 
Capacity release program 

Similar to Baltimore Gas in their Maryland jurisdiction (Columbia Gas' 
property in Maryland is very small) 
Capacity release carries a very wide tolerance band (between 85% and 115%, 
there is no savings or penalties) 

10% retained/paid outside of band for +/- 5% 
50% retained/paid after first 5% (25% retained in MD) 

Differentiate between market releases and administrative releases 
Administrative release is defined as those that are completed for 
Columbia Gas by a marketer 

Columbia 'Gas benefits from the release but just paid a vendor 
to complete the transaction 

Only mqrket releases are considered in plan 
* Relatively small dollars are retained under capaaty releases as hurdle ". . . is 

so high and it is hard to beat histor)/' 
Q Capacity release started late in PA because the public consumer advocacy 

group sued (but lost) to stop inclusion of capaaty release mechanism 
Interviewee felt that in general, capaaty release is tougher to keep savings 
from the Commission than off-system sales because there is a perception that 
capaaty release does not require the same level of management action 
PA negotiated a higher hurdle for year 2 of the contract after the results of 
year 1 were known 

Off-system sales incremental margin 
Split 50% / 50% on those sales which do not use supply assets 
20% retained by CG when own transportation assets are utilized because 
core customers are still paying . 
Most contentious issue is when do not put on bulletin board because have 
made arrangement with another utility 
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Ceilings in place on the maximum size of the transaction but though it is not 
exceeded, the Commission will question why it was not p1,aced on the board 

Spot purchase 
Benchmark is the composite of the average of the last 3 days' closing price of 
the month on NYMX and the weighted average of the first day published 
prices of Inside FERC, Natural Gas Week and Gas Daily 
Adjusted actual cost takes daily average of 7 summer months and sums with 
first week average of winter months 

Do not use every day winter average because wanted to avoid 
perverse behavior in attempting to game system as the middle weeks 
are very volatile in the winter months 

There is a 2% dead band in PA but none in MD or KY 
Savings are split 50%/50% 

Programs were al l  difficult to gain approval and took on average a year to authorize 

All PBR programs were initiated by CG and required discussions with the Commissions 
KY is the exception as they have been very open to PBR from the beginning 
KY is asking CG when they plan to request a comprehensive plan to replace the 
"rifle shot" as interviewee termed their existing program 

Current PBR does not include achieving proper capacity levels, peak 
purchases, etc. 

Felt that Mountaineer Gas is one of the only utilities operating under a 
comprehensive PBR plan 

Feels that PBR might decline in importance gfter 3 years possibly as unbundling becomes 
more prevalent in the marketplace 

PBR very useful as a stop gap 
Unbundling and PBR were complementary tools in serving the rate payer 

The PBR program has lead to specific department goals 
Interviewee is currently writing a request to his supervisors that incentive pay be 
tied to meeting/exceeding PBR targets 
Currently have incentive plan but it does not include PBR 
Respondent was surprised that other utilities operating under PBR did not as a 
mjnimum have written specific department goals 
Executive thought CG was behind in not having incentive, pay tied to PBR 
department goals 

Consolidated gas supply services of the multiple operating companies soon after FERC 
approval 

SoCal and San Diego programs were both used as models in structuring i3G's programs 

Reservation fees are not included in the program 

No financial instruments are being used at this time and not sure if the Commission would 
allow or not 
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All capacity fees flow through to the consumer 

Lessons Learned: 

State Commissions differ dramatically in the amount of oversight 
KY is limited verification 
PA requires GCR audits even in the PBR arena 
MD performs a high level review of the numbers submitted 

Success in approving PBR is dependent on individual's personality on the Commission 

Would not want to be the first utility in a state to attempt PBR as the work required drops if 
act as a follower 

Should not be too aggressive in seeking approval 
Would not recommend Litigation in forcing the Commission's hand, as it will only 
come back to haunt the company 

Spot purchase program is least sigruficant area of PBR in terms of financial impact 
Too Little money involved 
Difficult to come to agreement in reconciling benchmark to actuals 

Difficulty in setting benchmarks, not so much which indices to use but where the utihty 
needs to perform to retain savings, it is very subjective right now, ponder if it would be 
better to freeze rates and let the utility retain a percent of the savings realized if not all of 
the savings 

Understands that Mountaineer Gas and Niagara operate under this type of 
arrangement 

Work very closely with the big marketing groups, especially Tenneco's marketing arm 

Independent audits are not required under any of the current PBRs 

PBR has not reduced the number of management audit 
Any reduction brought about from the PBR was more than made up for in the 
attention generated in retaining savings 
True reduction in audits would require a comprehensive PBR program 
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Laclede Gas 
Filing & Interview Summary 

Interviewee: Mike Cline, Mgr. - Rates & Tariffs Phone: 314.342.0500 

Summarv: Laclede's three year plan was effective October 1,1996. The incentive is unique in 
that Laclede's retained savings increase rather than decrease, as a percentage, as greater levels 
of savings are achieved. The PBR program consists of four mechanisms: capaaty release for 
both transportation and storage, off-system sales, pipeline discounts and gas procurement. 

Key Findings: - 

Similar to the MGE plan outlined in docket number go-94318 but with enhanced and 
expanded scope 

Similar in that Laclede also has the right to share capacity release revenues and 
minimize gas supply acquisition costs 
New features include off-system sales net revenues and firm transportation 
discounts 

Capacity Release Structure 

Capacity Release Revenues Company Percentape - Customer Percentage 

First $1,500,000 10% 
$1,500,001 - $2,500,000 20 % 
Over $2,500,000 30 % 

Interstate and Intrastate Firm Transportation Discounts 

Firm Transportation Discounts Company Percenta~e - Customer Percentage - 
Discounts negotiated after Dec. 1, '95 10 % 90 % 

Discounts negotiated after Oct. 1, '96 20 % 80 % 

Purchased Gas Cost 
Lf actual cost exceeds benchmark by more than 110%, Laclede is subject to a 
prudence review 
The rate payer is refunded any savings in excess of 94% of the difference between 
actual and the benchmark 

Off-system Marketing Sales . 
30% Company and 70% Customer 
Restrictions include: 

No negative net sales 
Sales only on "as available" basis 
No sales to any Laclede marketing affiliates 

May 1,1997 Andersen Consulting 



Appendix 

Storage reservation is flow through dollar for dollar to rate payers as are all costs outside of 
commodity cost 
If discounts are not achieved, costs flow through !to rate payers and the utility is subject to 
possible prudence review 

Laclede has not used financial instruments and the plan does not mention the use of 
financial instruments to hedge against risk 

There are no specific goals or targets within Laclede regarding PBR 

Began negotiations for PBR plan in August of 1995 

Commission had hinted that they were interested in some sort of incentive plan 
Commission was dissatisfied with prudence reviews 
Commission had examined incentive rates in other states 

Laclede was also dissatisfied with management audits 
There was no resistance within Laclede to a PBR 

The Public Council was supportive from the beginning for a PBR plan 
Missouri is the only commission which was supportive of a PBR program from the 
outset 
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Missouri Gas & Energy (MGE) 
Interview & Filing Summary 

Interviewees: Ted Austin and, Regulatory Affairs Phone: 816.360.5822 
Mike Langston, Regulatory Affairs 512.370.8277 

Summarv: The Missouri Commission approved MGE's gas procurement pilot for a three year 
test period effective July 1,1996. The weighted average of several published commodity prices 
were summed with an additional 4% margin for assured gas delivery. Savings/expenses are . 
split evenly if actual cost is between 94% and 100% or 104% and 110% of the benchmark. 
Savings greater than 94% flow solely to the rate payer. 

Calculations: 

Current Cost of Gas = (BCG + SGCC + est. Wyoming Tight Sands volumes)/(est. current month 
sales volume + sum of est. annual pipeline transportation cost + est. annual storage cost)/est. 
annual sales volume)) 

Benchmark Gas Cost = [(.7 x WNG) + (.3 x PEPL)] x 1.04 x purchased monthly volume 

Terminology : 

BGC = Benchmark Gas Cost (does not include any transportation costs), based on estimated 
current month values for WNG, PEPL, purchased volumes and any prior month corrections for 
estimated versus actuals 

SGCC = estimated Storage Gas Commodity Cost (positive when withdrawn, calculated as the . 

average weighted cost of gas (including fuel charges) previously injected times the volumes est. 
to be withdrawn) 

WNG= 1st month delivered spot price for the Willianls Natural Gas Company (TX, OK, KS) 
and published in lnside FERC 

PEPL = 1st  of the month delivered spot gas price for the Panhandle Eastern Pipeline company 
(TX, OK (mainline)) as published in Inside FERC Gas Market Report, and "volumes" are 
purchased volumes for the month (excluding Wyoming Tight Sands volumes) 

Initiated creation of incentive program in Feb. '94 

Catalyst for attempting PBR gas procurement program was the acquisition of Missouri 
properties from Western Resources. Western Resources had begun discussions with the 
Commission for starting a pilot program 
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When Southern Union acquired the Missouri properties, the Commission requested that 
management design, manage and complete the pilot program originally suggested by 
Western Resource's management 

There have been no changes in the mechanisms but the method for recognizing the cost of 
stored gas has been modified 

Originally, gas ejected from storage was costed at the current price (winter price) 
It was changed to reflect the average weighted cost of all gas in that specific 
storage facility 

MGE does not adjust for storage mix, but only considers volumes in costing 

Lessons learned: 

Would not agree to monthly reconciliation between estimated and actuals with prior month 
adjustments 

Causes unnecessary work due to annual reconciliation between estimated and 
actual in addition to reconciling the sum of monthly adjustments with actuals 

Causes unnecessary work load on Gas Accounting Department and increases 
price volatility because now have to reconcile original projection and 
monthly adjustments annually 

In next rate case, they want to include uncollectibles, etc. in gas cost calculation of 
incentive plan 
In next rate case, they are requesting allocation of transportation cost by customer 
class instead of solely volumetric usage 

A lot of costs are currently billed to transport companies although they are 
not buying 
Recognizing customer classes and the reality that they each require a 
different cost to serve will assist us in moving to unbundling of services 

Respondent felt that the utility's current inability to unbundle services has hindered their 
competitiveness in serving the large industrial customer group 

The incentive plan has dramatically reduced the resources required for reporting as no 
prudence reviews on purchasing are now performed. 

Staff audits are performed annually 
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Midwest Gas (Iowa) 
Interview & Filing Summary 

Interviewee: Marvin Sorenson, Gas Pricing Strategist Phone: 712.277.7704 

Summary: The Iowa Utilities Board approved Midwest Gas' three year pilot effective 
November 1,1995. The reference price is a weighted average of the published prices in BTU 
Daily, Inside FERC and Natural Gas Intelligence. A tolerance band is in place for both shared 
savings and costs. The tolerance band above the index is 3.5%, 3% and 2.5% for the three years, 
respectively. A tolerance band below the index is' only in place for year three of the plan and 
extends to .5%. Savings and costs are shared up to a maximum of 3%. 

Key Findings: - 

PBR plan as requested by Midwest Gas 
Start date was November 1,1995 
50% / 50% sharing of first 3% savings/expense with 100% to customer after 3% 
Midwest will absorb 50% of the first 3% over the benchmark 
Actual cost index includes storage, transportation and the cost of gas 
Cost of gas used in benchmark is derived by calculating the weighted average cost 
of a index (BTU Daily) and two equally weighted long-term indices (Inside FERC 
and Natural Gas Intelligence) 

Resistance to PBR 
The Consumer Advocate objected to the plan citing several factors but the 
Commission approved the plan 

Plan could lead to imprudent gas purchasing 
Reference price is overly complicated and therefore open .to manipulation as 
Midwest Gas could alter production field entitlement 
Consumers' risk-is greater than risk assumed by Midwest Gas 

Decision 
Commission supported Midwest Gas because: 

Plan produces just and reasonable rates 
Consistent with FERC Order 636 
Addresses the changing regulatory nature of the industry 
Incentive is directly tied to Midwest Gas' performance and should benefit 
rate payers 

Commission approved plan with some modifications 
1. Midwest Gas will be required to use actual volumes rather than entitlements 

in the benchmark calculation 
2. The Board will conduct semi-annual reviews and not annual reviews as 

requested by Midwest Gas (actual cost will be compared to benchmark costs 
every 6 months) 

I 
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National Fuel Gas Distribution 
. Filing Summary 

Summarv: The New York PSC approved a two year plan with an evenly split savings or cost 
differential up to +/-lo% of the benchmark ending September 30,1998 for spot gas purchases. 
The benchmark uses a composite of published prices and NYMX. A tolerance zone of +/- 1% is 
in place. 

Key Findinps: 

Benchmark Calculation 
(Monthly Benchmark Unit Cost, Southwest * Actual Monthly Spot Gas Purchases, 
Southwest) + (Monthly Benchmark Unit cost, City Gate * Actual Monthly Spot Gas 
Purchases, City Gate) 

Terminology 
Benchmark Unit Cost = summation of NYMX price, Geographic Basis Differential, 
the Commodity Cost of Transporting Gas to the city gate from the various purchase 
points and the Transportation Fuel Component associated with those deliveries 

NYMX price - simple average of the closing prices for the last three days, 
including the settlement date, of the particular month's natural gas contract 
Geographical Basis Differential - references three pooling points 

Simple average of Natural Gas intelligence and Inside FERC 
Compare the simple average of the published prices with Henry Hub 
Price 
Basis differentials are weighted based on the Maximum Daily 
Entitlement at each of the pooling points 

Commodity Cost of Transporting Gas - weighted average of the Commodity 
Cost to deliver from the pooling basins to the receipt point 
Transportation Fuel Component - calculated in same manner as Commodity 
Cost of Transporting Gas 

Both fixed price and all long term purchase contracts are excluded from the mechanism 
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1 . San Diego Gas & Electric (SDG&E) 
Interview & Filing Summary 

I 
1 Interviewee: Joseph Vaccaro - Mgr., Performance Based Ratemaking Phone: 619.696.4058 

I Summary: SDG&E started a 4 year piIot program on August 1,1993 with the difference to a 
weighted average index split evenly. A dead band exists between 100% and 102% of index. 

Kev Findings: - 

There are 3 components of the plan but only one will be detailed as relevant to this survey 
1. Core customer base rates 
2. Gas procurement 
3. Generation and dispatch 

The gas procurement component is comprised of two parts 
Part A is commodity purchases 
Part B is total delivered cost (to the Califomia/Arizona border) 

Part A 
Compares actual cost to an index for commodity cost acquisition 

Index is calculated as the weighted averase of published spot prices from 
four basin/ pipeline receipt points as listed in three publications 

Inside FERC, Natural Gas Week and Natural Gas Weekly 
NYMX is not used in the benchmark I 

The benchmark reflects the commodity cost only as all transportation costs 
are not included in the calculation 

No margin is added to the index (an index plus a margin of 1.5% to 3% is common 
among surveyed utilities) 
If actual is between 100% and 102% of benchmark, all costs flow through to rate 
payer 

Commission allowed a non-symmetrical band because of the inherent risk 
taken by SDG&E with undertaking PBR and the lack of any additional 
margin being added to the index 

Lf actual cost is below 100% or above 102%, the difference is split 50% / 50% 

Part B 
Compares actual cost to an index for total delivered cost of gas 

Only transportation costs to the Cahfornia or Arizona border are included 
Intra-state transportation is on a tariff with SoCal Gas and is outside 
the scope of the plan 
For "as bill" transport not purchased on the spot market, the 
difference above or below the index is split 95% / 5%, between the 
rate payer and shareholder, respectively 

The benchmark reflects the posted maximum firm transportation rate on the 
pipeline system from the basin receipt point, including fuel usage charge, 
and reservation and commodity charges at 100% utilization rate 
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The weighted average delivered price index applies a 70% weighting to El 
Paso and 30% weighting to Transwestem delivered price indices 

A third section of the plan is Other Source Gas 
Financial instruments used in hedging risk are included, with the difference 
between the benchmark used in Part A and actual split 50% / 50% 

A trading floor is in the early phase of being created 
Off-system sales' profits and losses are split evenly 
Storage release is being reviewed but is currently not part of the plan 

Specific department and individual goals are in place regarding PBR performance 
Compensation historically was similar to the majority of the utility industry with 
salaries set by job grade and pay raises were basically inflation adjustments 
SDG&E froze salaries and implemented a bonus plan tied to performance with PBR 
as a key component 

Due to the success of the pilot, the Commission has requested SDG&E to submit a proposal 
for implementing PBR on a permanent basis. 

Lessons Learned: 

Commission approval of the plan is just a beginning 
Important to recognize that PBR is evolutionary because of the dynamic nature of 
the industry 

PBR totally eliminated reasonableness reviews, but Company regulatory affairs' personnel 
work activity was replaced by PBR reporting requirements 

There is no arbitration required as the numbers calculated in procurement by both the Staff 
and SDG&E have matched up each year creating a sigruficant time savings over the 
traditional regulatory approval process 
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Southern California Gas (SoCal) 
Interview & Filing Summary 

Interviewee: Sim-Cheng Fung, Gas Supply Phone: 213.244.4297 

Summary: SoCal's three year PBR plan started April 1,1994 and consists of two separate 
elements, gas procurement and gas storage operations for the core class with a toIerance zone 
between 100% and 104.5% for gas promement(year 2 drops to 4%). Savings in gas 
procurement is split evenly and 10% of difference in storage operations are 
retained/shouldered by the utility. 

Kev Findings: 

Gas Procurement Incentive 
The benchmark is based on a combination of published prices in Natural Gas 
Intelligence and Inside FERC and themew YY 
Gas Benchmark Reference Calculation 

50 % ((Average of Futures Prices)+(Basis))+(25% IFERC)+(25 %NGI) 
Average of Futures Prices = simple average of daily settlement prices 
of NYMX 
Basis = differential between cash price for gas in the regional buying 
area and the applicable NYMX contract price 
IFERC = first of the month published index price from Inside FERC 
NGI = first of the month published index price from Natural Gas 
Intelligence 

Storage Incentive 
Designed to reduce cost of gas by incenting efficient use of injections and 
withdrawals so as to take maximum advantage of seasonal price variations 
Operating constraints are in place to assure adequate supply for peak day demands 
and unplanned outages 

Reservation fees paid to the producer and off-system sales are not included in the plan 

Financial instruments are used to mitigate risk 
2 full time people staff the Risk Department 
The Risk Department utilize swaps, buy futures, and convert fixed to floating 
obligations to reduce the volatility of the commodity market 

Arbitration has proven to be time consuming 
Filed reconciliation June 15,1996, and have not reached agreement to date 
PBR has resulted in a dramatic decline in management audits 

Reporting 
Although not required, SoCal sends the Commission monthly updates 
The Commission will only audit at the mid-point and end of the 3 year pilot 
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a SoCal does not use estimates in their calculations, instead they wait 60 days for aduals to - 
perform calculations 

a SoCal actively utilizes the services of both independent and subsidiary marketing groups to 
meet gas needs 

a There is no ceiling on the savings that can be earned 

The PBR program prompted management to create company, department and now 
individual performance goals that relate specifically to the PBR program 

a 50% of all gas purchases are on the spot market (defined as 30 days or less) - 
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Wisconsin Power & Light (WPL) 
Interview & Filing Summary 

I Interviewee: Dave Shutes, Mgr.-Financial & Economic Modeling Phone: 608.252.3944 

I Summan: Wisconsin Power & Light operates under the most comprehensive program 
identified in the national study. WPL's PBR pilot term was approved for a duration of two 
years ending January 1,1997 and compared a weighted average of peak day capacity on three 

I delivery points from Inside FERC to actual cost. Any profits and or losses from off-system sales, 
storage and pipeline capacity, fixed costs and activities from the gas futures market are 
included in the program. 

I Benchmark Calculation: 

[direct gas cost + reliability factor + out of market contracts + fixed cost + return on working 
capital for stored gas - (use of capacity + use of storage) / est. sales volume] 

Key Findings 

WPL is currently in brief with the Commission to extend the pilot 
The Staff is recommending recalculating all credits to current cost 
WPL is vigorously opposing incorporating such a recommendation as it would 
remove all incentive from obtaining further savings 
WPL is hopeful that the Commission will not accept the recommendation because 
the Commission recently approved Wisconsin Gas' request for maintaining the same 
calculations 

WPL set up their program with the goal of encouraging the most efficient management of 
their overall gas portfolio and not just the effective purchase of gas 

The Field Price Tracking Mechbsm uses a weighted average of peak day capacity (not 
purchases) on 3 delivery points as listed in Inside FERC ' 

WPL is unique from all utilities interviewed as the only company weighting their 
benchmark on peak day capacity instead of purchases 
The benchmark includes fixed costs, storage expenses and storage capital costs 

Off-system sales are included in the PBR 

Profits from storage capacity profits are included in the PBR 

Capacity fees paid to pipeline companies and any profits from selling the rights are also 
included in the PBR 

WPL utilizes both independent marketing groups and internal resources for procuring gas 

supply 

WPL actively participates in the futures market to hedge market risk 

I t  
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Respondent was not aware of any other utility outside of CA which allowed 
.participation in the futures markets 
WPL's PBR plan recognizes both income and expenses associated with the futures 
market 
WPL has an analyst and assistant tracking the markets full time 

WPL earns a declining savings percentage with a maximum upper and lower limit 

At least Less Than Incentive Rate Tier's Max. Amt. Cum. Max. Amt. 

The upper/lower limit were set as the value of the carrying cost of, or revenue requirement - 
associated with the forecasted stored gas inventory 

Out of market contracts 
WPL entered into contracts with Northern Natural taking on contracts in Canada 
prior to implementing the incentive plan 
The Commission agreed that it would not be fair to include these "Take or Pay" 
contracts in the incentive plan 

Reliability factor 
Reviewed 25-30 prior contracts and agreed with the Commission on a reasonable 
marg-m over cost to assure delivery 

Lessons Learned 

Will request from the Commission authorization to use the same price tracking mechanism 
for storage as they currently use for purchasing 

Currently recalculate storage costs annually 

Will request from the Commission the elimination of the sliding scale which decreased the 
percentage of savings retained by the utility as certain levels were reached 

The Commission had imposed the sliding scale out of concern that the utility might 
accept poor customer reliability for achieving short-term savings 

The utility will argue that any shortage in gas availability would wipe out all 
savings so that the utility has plenty of incentive not to risk reliability 

When the pilot program expires, the utility could request a 5 to 7 year agreement for 
continuing PBR 

A reopening could be triggered if all peer utilities fell outside of collar 
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SERVICE SCHEDULE NO. 14 
Performance Incentive + Plan 

/" 

kPPLICABILITY 
The Performance Incentive Plan replaces the current reasonableness or prudence 
review of Nashville Gas Company's (Nashville) gas purchasing activities overseen by 
the Commission. The plan is designed to provide incentives to Nashville in a manner 
that will produce rewards for its customers and its shareholders and improvements in 
Nashville's gas procurement activities. Each plan year will begin July 1. The annual 
provisions and filings herein would apply to this annual period. 

OVERVIEW OF STRUCTURE 
Nashville's ~erfor&ce Incentive Plan is comprised of two interrelated components. 

Gas Procurement Incentive Mechanism 
Capacity Management Incentive Mechanism 

The Gas Procurement Incentive Mechanism establishes a predefined benchmark index 
to which Nashville's commodity cost of gas is compared. It also addresses the 
recovery of gas supply reservation fees, the treatment of off-system sales and 
wholesale interstate sale for resale transactions, and the use of financial or private 
contracts in managing gas costs. The net incentive benefits or costs will be shared 
between the Company's customers and the Company on a 50% 150% basis. 

The Capacity Management Incentive Mechanism is designed to encourage Nashville 
to actively market off-peakuutilized &-sportation and storage capacity on upstream 
pipelines in the secondary market. The net incentive benefits or costs will be shared 
between the Company's customers and the Company utilizing a graduated sharing 
formula, with sharing percentages for Nashville ranging between zero and fifty 
percent. 

The Company will have a cap on incentive gains and losses. During the initial plan 
year, Nashville's overall gains or losses cannot exceed $1.6 million annually. Also as 

' 

a part of the Performance Incentive Plan, Nashville submitted a Three Year Supply 
Plan and will obtain additional firm gas supply related thereto. Included in the Three 
Year Supply Plan is support for a capacity reserve margin. 

GAS PROCUREMENT INCENTIVE I'vIECHANISbI 
The Gas Procurement Incentive Mechanism addresses the following areas: 

- 
Commodity Costs 
Gas Supply Reservation Fees 

lssued By John H Mzxhclrn 
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Off-System Sales and Sale for ResaIe Transactions 
Use of Financial Instruments or Other Private Contracts 

COMMODITY COSTS 
Each month Nashville will compare its total city gate commodity cost of gas1 to a 
benchmark dollar amount. The benchmark gas cost will be mmputed by multiplying 
total actual purchase quantities for the month by a price index. The monthly price 
index is defined as 

I = Ffl,K.,,+P,K,+P,K+ ... P, K)+F,O+F,D; where 

F,+F,+F,= 1 ; and 

I = the monthly city gate commodity gas cost index. 

Ff = the fraction of gas supplies purchased in the first-of-the-month market 
which are transported to the city gate under Nashville's FT service agreements. 

P = the Inside FERC Gas Market Report price index for the first-of-the-month 
edition for a geographic pricing region, where subscript 0 denotes Tennessee 
Gas Pipeline ( ) Rate Zone 0; subscript 1 denotes TGP Rate Zone 1; 
subscript C den0 es Columbia Gas Transmission (CGT), Louisiana, plus 
applicable transp rtation and he1 charges in CGT's FT tariff to Rayne, and 

J5J 

' Gas purchases under Nashville's existing supply contract on the Tetco 
system are excluded from the incentive mechanism. Nashville wilI continue 
to recover 100 percent of these costs through its PGA with no profit or loss 
potential. Extension or replacement of such contract shall be subject to the 
same competitive bidding procedures that will apply to other firm gas 
supply agreements. In addition, Nashville's g p  procurement incentive 
mechanism will measure storage gas supplies against the benchmark index 
during the months such quantities are purchased for injection. For purposes 
of comparing such gas purchase costs against the monthly city gate index 
price, Nashville will exclude any commodity costs incurred downstream of 
the city gate to storage so that Nashville's actual costs and the benchmark 
index are calculated on the same basis. 

A Dlvision of Piedmont Natural Gas Company 
TPSC Service Schedule No. 14 
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r 
subscript = denotes new incremental firm services to which Nashville may 
subscribe in the future.2 The commodity index prices will be adjusted to 
include the appropriate pipeline maximum firm transportation (FT) commodity 
transportation charges and he1 retention to the city gate under Nashville's FT 
service agreements. 

K = the fiaction (relative to total maximum daily contract entitlement) of 
Nashville's total firm transportation capacity under contract in a geographic 
pricing region, where the subscripts are as above.' 

F, = the .fraction of gas supplies purchased in the first-of-the-month spot 
market which are delivered to Nashville's system using transportation 
arrangements other than Nashville's FT contracts. 

0 = the weighted average of Inside FERC Gas Market Report f~st-of-the- 
month price indices, plus applicable maximum IT rates and fuel retention, from 
the source of the gas to the city gate, where the weights are computed based on 
actual purchases of gas supplies purchased by Nashville and delivered to 
Nashville's system using transportation arrangements other than Nashville's 
FT contracts. 

F, = the fraction of gas supplies purchased in the daily spot market. 

D = the weighted average of daily average index commodity prices taken from 
Gas Daily for the appropriate geographic pricing regions, where the weights 
are computed based on actual purchases made during the month. The 

To the extent that Nashville renegotiates existing reservation fee supply 
contracts or executes new reservation fee supply contracts with commodity 
pricing provisions at a discount to the first-of-the-month price index, 
Nashville would modify the monthly commodity price index to reflect such 
discount. 

' Because the aggregate mavirnurn daily contract quantities in Nashville's FT 
contract portfolio vary by month over the course of the year, the weights 
would be recalculated each month to reflect actual contract demand 
quantities for such month. The contract weights, and potentially the price 
indices used, would also vary as Nashville renegotiates existing or adds new 
FT contracts. As new contracts are negotiated, Nashville would modify the 
index to reflect actual conmct demand quantities and the commodity price 
indices appropriate for the supply regions reached by such FT agreements. 
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commodity index prices will be adjusted to include the appropriate maximum 
transportation commodity charges and fuel retention to the city gate. 

If the actual total commodity gas purchase cost in a month is within one percent of the 
benchmark dollar amount, then there will be no incentive gains or losses. If the actual 
total commodity gas purchase cost varies from the benchmark dollar allowance by 
more than one percent, then the variance in excess of the one percent threshold shall 
be deemed incentive gains or losses under the plan. Such gains or ,losses will be 
shared 50150 between the Company and the ratepayers. 

Gas SUDD~V Reservation Fees 
Nashville will continue to recover 100% of gas supply reservation fee costs through 
its PGA with no profit or loss potential. For new contracts andfor contracts subject to 
renegotiation during the Plan year, Nashville will solicit bids for gas supply contracts 
containing a reservation fee. 

Off-System Sales And Sale For Resale Transactions 
Margin- on off-system sales and wholesale sale-for-resale transactions using 
Nashville's firm transportation and capacity entitlements (the costs of which are 
recovered from Nashville's ratepayers) shall be credited to the commodity gas cost 
component of the Gas Procurement Incentive Mechanism and will be shared with 
ratepayers. Margin on such sales will be defined as the difference between the sales 
proceeds and the total variable costs incurred by Nashville in connection with the 
transaction, including transportation and gas costs, taxes, fuel, or other costs. For 
purposes of gas costs, Nashville will impute such costs for its related supply purchases 
at the benchmark fust-of-the-month or daily index, as appropriate, on the pipeline and 
in the zone in which the sale takes place. The difference between Nashville's actual 
costs and such index price is taken into account elsewhere under the plan. As to 
transportation costs, Nashville will impute such costs up to the transporting pipeline's 
maximum interruptible transportation (IT)   ate. The difference between the maximum 
IT rate and Nashville's actual transportation commodity costs will be treated as 
capacity release margin under the Capacity Management Incentive Mechanism. After 
deducting the total transaction costs from the sales proceeds, any remaining margin 
will be credited to commodity gas costs and shared on a 50150 basis with ratepayers. 

Use Of Financial Instruments Or Other Private Contracts 
To the extent Nashville uses futures contracts, financial derivative products, storage 
swap arrangements, or other private agreements to hedge, manage or reduce gas costs, 
it will flow through gains or losses through the commodity cost component of the Gas 
Procurement Incentive Pvlechanism. 

- CAPACITY IVIANAGEIVIENT INCENTIVE NIECHANTSM 
To the extent Nashville is able to release transportation or storage capacity, or generate 
transportation or storage margin associated with off-system or wholesale sales-for- 
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resale, the associated cost savings shall be shared by Nashville and customers 
according to the following sharing formula: 

The sharing percentages shall be determined based on the actual demand costs incued 
by Nashville (exclusive of credits for capacity release) for transportation and storage 
capacity during the plan year, as such costs may be adjusted due to refunds or 
surcharges from pipeline and storage suppliers. Any incentive gains or losses resulting 
from adjustments to the sharing percentages caused by refunds or surcharges shall be 
recorded in the current Incentive Plan Account (IPA). 

DETERMINATION OF SHARED SAVINGS 
The calculations and recording of incentive gains or losses under the various elements 
of the Gas Procurement Incentive Mechanism and the-capacity Management Incentive 
Mechanism shall be performed in accordance with the benchmark formulas approved 
by the Commission in Docket No. 96-00805. Nashville will compute the gain or loss 
using the approved formulas monthly. 

During a plan year, Nashville will be limited to overall gains or losses totaling $1.6 
million. Such gains or losses will form the basis for a rate increment or decrement to 
be filed and placed into effect separate from any other rate adjustments to recover or 
refund such amount over a prospective twelve-month period. 

Each month during the term of plan, Nashville will compute any gains or losses under 
the plan. If Nashville earns a gain, a separate Incentive Plan Account (IPA) will be 
debited with such gain. If Nashville incurs a loss, that same IPA will be credited with 
such loss. Interest shall be computed on balances in the IPA using the,same interest 
rate and methods as used in Nashville's Actual Cost Adjustment (ACA) account. The 
offsetting entries to IPA gains or losses will be recorded to income or expense, as 
appropriate. At its option, however, Nashville may temporarily record any monthly 

Capacity Management 
Incentive cost savings as a 
percent of Nashville's annual 
transportation and storage 
demand costs. 

Less than or equal to 1 percent 

Greater than 1 percent but less 
than or equal to 2 percent 

Greater than 2 percent bu<less 
than or equal to 3 percent 

Greater than 3 percent 

Issued By. John H. M a ~ h e ~ r n  
Issued On. A p r ~ l  27,. 1996 

Sharing percentages 
NashvillelCustomers. 
percent) 

01100 

10190 

25/75 

50150 

Effectlvc Ju ly  1 .  1996 , 
Docket No 96-00805 
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I 
gains in a non-regulatory deferred credit balance sheet account until results for the 
entire plan year are available. 

Each year, effective November 1, the rates for all customers, excluding interruptible 
transportation customers who receive no direct benefit from any gas cost reductions 
resulting from the plan, will be increased or decreased by a separate rate increment or 
decrement designed to amortize the collection or refund of the June 30 IPA balance 
over the succeeding twelve month period. The increment or decrement will be 
established by dividing the June 30 IPA balance by the appropriate volumetric billing 
determinants for the twelve months ended June 30. During the twelve month 
amortization period, the amount collected or refunded each month will be computed 
by multiplying the billed volumetric determinants for such month by the increment or 
decrement, as applicable. The product will be credited or debited to the IPA, as 
appropriate. The balance in the IPA will be tracked as a separate collection 
mechanism. 

FILING WITH THE COMMISSION 
The Company will file calculations of shared savings and shared costs quarterly with 
the Commission not later than 60 days after the end of each interim fiscal quarter and 
will file an annual report not later than 60 days following the end of each plan year. 

PERIODIC REVIEW 
Because of the experimental nature of the Performance Incentive Plan, it is anticipated 
that the indices utilized, and the composition of the utility's purchased,gas portfolio 
may change. The Company shall, within 30 days of identifying a. change to a 
significant component of the mechanism, provide notice of such change to the 
Commission Staff. 
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Dear Hal and Bill. 

Please find enclosed the second year. review of Nashville Gas Company's performance incentive 
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questions or concerns regarding this proposal, please feel free to contact at (3 12) 507-5703 
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ANDERSEN CONSULTING LLP 

BY 

Frank H. Creamer 
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I -- INTRODUCTION 

A - PURPOSE 

This purpose of this report is to comply with the Tennessee Regulatory Authority 
(Authority) requirement to review the two-year performance incentive plan that was 
implemented on July 1,1996 by Nashville Gas Company (NGC), a Division of 
Piedmont Natural Gas Company for its Tennessee service territory. This report is 
Andersen Consulting's second report on the mechanism. The report summarizes the 
first full year of the program, analyzes the first six months of the second year of the 
program, and makes recommendations regarding permanency of the program. 

B - OBJECTIVE 

The objective was to determine whether proper incentives are in place and what, if any, 
further modifications should be made to the program. Accordingly, we reviewed 
NGCs performance under th; performance mechanisms to assess their impact. We 
then recommended whether the program should be permanent, and the plan 
modifications, if any, that were warranted. 

This report provides a quantitative analysis where possible, supplemented by a 
qualitative review including anecdotal comments where appropriate. 

C -- SCOPE 

The scope of our review was limited to the evaluation of the performance of NGC gas 
purchasing practices for the period July 1,1997 through December 31,1997. 

. D - STUDY APPROACH 

The study approach was the same as used in last year's report and in similar reports on I I 

gas incentive plans previously submitted to the Tennessee Regulatory Authority, 
namely to: 

Determine whether the stated business objectives are a reasonable response by 
NGC to its marketplace and to the needs of its stakeholders 

Determine whether the measures are aligned to support the achievement of the 
business objectives outlined below, and if not, to determine the appropriate 
measures 

The review was conducted within the context of the results that were expected to be 
acheved by moving from a prudence review of gas purchases to a program of the 
performance-based ratemaking mechanisms with a sharing of benefits (and penalties) 
between ratepayer and shareholder. As noted in last year's report and repeated here, 
the mechanisms were proposed to accomplish three primary business objectives: 

Streamline regulation and lower regulatory costs 
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Provide an incentive that indexes NGC's business decisions, and hence profits or 
losses, to how effectively the company performs on all the cost elements of 
delivering natural gas to its customer classes 

Hold down costs to consumers. 

Based on these business objectives, our analysis, as was the case in last yeais  analysis, 
was designed to answer the following questions: 

Are the measures integrated? 

Are the various measures aligned to the business objectives? 

- Do they target business behaviors? 

- Do they drive the achievement of targeted business results? 

- Do they provide feedback and rewards? 

- Do they measure what should be measured? 

Do the measures. meet the needs, and are they aligned with the requirements, of 
the marketplace? 

Do the measures meet the goals of NGC's stakeholders, i.e., ratepayers, 
shareholders, personnel, and regulatory entities? 

Are the measures 

- Relevant 

- Sustainable 

- Measurable 

- Reliable 

- Manageable 

- Communicable (visually and visibly) 

- Timely 

- Consistent, and 

- Credible? 

What are the criteria for establishng and evaluating performance measures? 

How does corporate gas purchasing goals cascade down to the remainder of the 
organization? 

Page 5 Andersen Consulting 
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Is goal-setting built into appraisals and reward systems, from the corporate to 
the individual level? 

Is a goal-sharing process in place; e.g., how are the rewards and penalties shared 
among stakeholders? 

- How are incentive-based performance measures related to NGC's pay 
strategies? 

- How is pay llnked to performance at NGC? 

Are the measures "changeable"? Lf a particular measure or index is no longer 
relevant or if so much fundamental change has occurred that an index is of little 
value, can the measure or index be changed? 

To answer the above questions, we looked for specific examples of performance under 
each of the mechanisms or, in the absence of examples, the reasons attributed to 
nonperformance under the mechanism. Our initial approach was modified to include a 
quantitative assessment in which data and performance were available, supplemented 
by qualitative analysis and anecdotal comments where appropriate. 

E -- ORGANIZATION OF THE REPORT 

Following this introductory chapter, our review of NGCs Performance Incentive Plan 
follows last year's analysis in order to provide consistency, and is organized into three 
additional chapters and an appendix: 

Chapter 11. Summary of Authority Order - describes the Authority's order 
establishng the performance incentive plan and summarizes the two 
approved mechanisms. 

Chapter 111. Findings/Conclusions - Reviews the two incentive mechanisms and 
how they have achieved the objectives of the incentive plan, describes 
NGC's progress in establishing feedback and reward systems and 
presents a brief ovemiew of other selected utilities with gas 
procurement incentive plans. 

Chapter IV. Recommendations - Presents recommendations to NGC's incentive 
mechanisms. 
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In a similar proceeding on h4ay 12,1995 in re: Application of United Cities Gas Company to 
Establish an Experimental Perfmmance-based Ratemaking Mechanism, Docket 95-011234, the 
Authority expressed the view that the changes that are occurring in the natural gas 
industry are creating a situation in which the Authority should begin to look to 
incentive programs and more streamlined regulation to improve efficiency and hold 
down costs to consumers. ' 

With regards to Nashville Gas Company, on May 9,1996, in re: Application of Nashville 
Gas Company, a Division of Piedmont Natural Gas Company, Inc. to Establish a'Perfmmance 
Incentive Plan,, Docket 96-00805, the Authority approved for NGC, effective July 1, 
1996, a performance incentive plan. The approval was subject to: 

The company retaining an independent consultant to review the progress of the 
approved Incentive Plan and to annually report their findings to the Authority 

The Incentive Plan will rollover into a second year upon the request of NGC and 
the approval of the Authority. 

Subsequently, on March 31,1997, NGC notified the Authority of its intent to roll-over 
the Plan for the second year. On June 30,1997, the Authority re: Application of Nashville 
Gas Company, a Division of Piedmont Natural Gas Company, Inc. to Establish a Perfmmance- 
Incentive Plan, Docket 96-00805 approved the incentive plan for another year beginning 
July 1,1997, without modifications. 

NGC's performance incentive plan is unchanged for the two-year period, and is made 
up of two mechanisms: 1) Gas Procurement Incentive Mechanism and 2) Capacity 
Management Incentive Mechanism. 

The two mechanisms approved by the Authority are summarized in the table below 
and then discussed in more detail in the following text. 

. . . . ::.:, ;:: . ;.. .;'pe&&waj<. , - : ,  : ' . ; t  ..:: 
.. .. . .  . . . ......... .. . . '.:::: :,.,: ' .  - ;: ;, ',. ' ~ & s ~ : : ; ' . '  ;, :::;; ,,,. ., ' . 

,,. 

1. Gas Procurement SO/SO Gains-99% of Index 

I 1 Pendhes - 101 % of Index I 
2. 

charges incurred by NCC. The lower the demand charges and the greater the savings, the 
higher NCC's shartng percentage. 

Earnings Cap: 
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Mechanism 1: Gas Procurement Incentive - The Gas Procurement Incentive 
Mechanism establishes a predefined benchmark index against which NGC's 
performance on the commodity cost of gas is compared. The mechanism also provides 
for the pass-through of gas supply reservation fees, and the treatment of off-systems 
sales, wholesale interstate sales for resale, and financial instruments/swaps/private 
contracts. 

NGC retains 50% of the savings of the gas purchased below a predefined benchmark. 
NGC also pays 50% of the costs of the gas purchased above a predefined benchmark. 
For the purposes of this report, the predefined benchmark is 99% for gains and 101% 
for penalties. Gains and penalties are determined by indexes (described below). 
When gas purchases fall between 99% to 101% of these indexes, no gains or penalties 
are calculated. 

Each month NGC compares its total city gate commodity cost of gas to a monthly price 
index. The monthly price index is a composite price and, at first glance, appears to be 
quite mathematically challenging. This is due to the index serving as a single price 
reflecting the weighted price of gas.delivered to NGC's city gate, excluding reservation 
fees. The reader is referred to the service schedule in the Appendix for a more 
complete summary. When broken down to its simplest components, the index reflects 
each gas purchase and is assigned to one of three procurement categories: 

Gas supplies purchased in the first-of-the-month market which are transported 
to the city gate under NGC's FT service agreements 

Spot purchases made at the beginning of the month which are delivered to 
NGC's system using transportation arrangements other than NGC's FT contracts. 

Gas supplies purchased in the daily spot market and delivered to NGC's city 
gate using either NGC's FT service agreements or non-NGC transportation 
agreements. 

Each of the above gas purchase transactions is then compared in some way to one or 
more of the prices listed bdow: 

Inside FERC Gas Market Report - First day of the month published index price 
for a geographic pricing region 

Gas Daily - First day of the transaction price for the appropriate geographic 
pricing regions, as adjusted to include the appropriate maximum transportation 
commodity charges and fuel retention to the city gate 

The monthly price index, I, calculates a volumetrically and capacity weighted 
commodity cost of gas delivered to NGC's city gate. 

Page 8 Andersen Consulting 
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The index is calculated as follows, followed by brief definitions (see the schedule in the 
Appendix for more detailed definitions): 

I=Fr(Po&+PIK1+ PC&+. . . P,&)+FoO+FdD; 

. . where F+Fo+Fd=l or 100% ; and 

Fc F,; Fd = the fraction of the total gas supplies purchased: in the first-of- 
month market using NGC's FT; in the first-of-month market using non-NGC's 
FT; and in the daily spot market. 

Po,l,c,...,o = Inside FERC Gas Market Report price index for the first-of-the- 
month edition for a geographic pricing region, and adjusted to include the 
maximum transportation charges and fuel retention under NGC's FT service 
agreements. Subscripts OJ, ,  ...,, denote different zones on NGCs suppliers' 
pipelines. 

KO,~,~, . . . ,~ = the portion of NGC's total firm transportation capacity under 
contract in a geographic pricing region. Subscripts o , ~ , ,  ...,, are as above. 

0 = the weighted average of Inside FERC Gas Market Report first-of-month 
price indices, plus applicable maximum IT rates and fuel retention, as 
weighted by actual volumes purchased and delivered using non-NGC FT 
contracts 

D = weighted average of daily average index commodity prices taken from 
Gas Daily and adjusted to include the maximum transportation and fuel 
retention charges. - - 

Gas supply reservation fees are 100% pass-through with no profit or loss potential. For 
new contracts, and for renegotiated contracts, bids will be solicited and the contracts 
awarded on the basis of the reservation fee bid by suppliers. 

Off-system sales and sales for resale transactions, less NGC's variable costs, are 
credited in part to the Capacity Management Incentive Mechanism and, in part, to the 
commodity gas cost component of the Gas Procurement Incentive Mechanism. To the 
extent that the total gas commodity cost is outside the dead-band, the gains/losses are 
shared 50/50 with the ratepayer. 

Futures, financial derivative products, storage swaps, etc. also flow through to the 
commodity gas cost component of the Gas Procurement Incentive Mechanism. To the 
extent that the total gas commodity cost is outside the dead-band, the gains/losses are 

- shared 50/50 with the ratepayer. 
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Gas purchases under NGC's existing supply contract on the Tetco system are excluded 
from the incentive mechanism. 

To the extent that NGC renegotiates existing reservation fee supply contracts or 
executes new reservation fee supply contracts with commodity pricing provisions at a 
discount to the first-of-the-month price index, NGC would modify the monthly 
commodity price index to reflect such a discount. 

Mechanism 2: Capacity Management Incentive - NGC retains a portion of the savings 
generated through the release of firm transportation or storage capacity on a temporary 
or permanent basis. The sharing ratio is a sliding scale with NGC earning a larger 
percentage with higher levels of cost savings, as summarized in the table .below 

The purpose of this mechanism is to manage firm transportation capacity on upstream 
pipelines and Storage capacity through marketing unused capacity. 

Earnings Cap - NGC's portion of the over-all gains or losses cannot exceed $1.6 million 
annually. 
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I11 - FINDINGS 

This chapter is arranged in three sections. The first section summarizes NGC's 
performance during the first full year of the plan (Prior Period) and an analysis of the 
first six months of the second year of the plan (Current Period). The second section 
reviews organizational policies and practices and the third section provide an overview 
of selected utilities with gas procurement incentive programs. 

A - GAS PURCHASES/CAPACITY RELEASE ACTIVITIES 

Prior Period 
Based on a review of NGC's work papers that were available following the publication 
of our first report on May 1,1997, the plan performance during the Prior Period -- July 
1,1996 through June 31,1997 -- was as follows: 

Finding: Net savings fw the jirst year of the plan totaled $1,379,000, the anroirnt available to 
be split between the ratepayers and NGC, sir bject to the I - % deadband. 

1.  Gas Procurement 
2. Capacity Management 

Findings: Ratepayers "earned "$925,000 in savings during the first fill  year of the plan w 
aboirt 67% of the amount available fiom the shnring mechanism and the atnoutlt 
within the I-% deadband. 

NGC "earned" $455,000 during the first fill year of the plart w about 33% of the 
amount available fiom the sfinring nzedtanism and the anzount within the I-% 
deadband. 

50150 
Sliding scale (0- 

50%) 

Finding: NGC's sltme of gains/losses for the first full year of tfte plan ~oas abotrt 1/3rd of tile 
$1.6 mil lion gains/losses cap. 

Total 
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Finding: The information covering the period January 1, 1997 to June 30, 1997 which was 
received and reuiewed subsequent to our report of May 1, 1997 does not change our 
initial conclusions contained in otir original report, namely that NGC's perfmance 
under the first year of the incentive plan, together with the wganizational policies 
and practices supporting the pl-an, provided material benefits to the ratepayer and 
NGC. 

Secondly, the plan accomplislred the objective of providing an incentive that indexes 
NGC's business decisions, and hence profits or losses, to huw efiectively the company 
p e r f m s  on all the cost elements of delivering natural gas to its customer classes. 

Current Period 
Based on a review of NGC's work papers, the performance of the plan during the 
Current Period - July 1,1997 through December 31,1997 - was as follows: 

a) Amount includes gains/losses, including the 1% deadband amount. The total gains or losses 
outside the 1% deadband are $254,678. 

1. Gas Procurement 
2. Capacity Management 

Finding: Net savings f w  the first six months of the 2nd year of the plan totaled $769,000, the 
amount available to be split between the ratepayers and NGC. 

Findings: Ratepayers "earned "$598,000 in savings during the Ctrrrent Period w about 78% of 
the amount available fronr the plnn. 

50/50 
Sliding scale (O- 

50%) 

NGC "earned" $1 71,000 during tlte first frill year of tlze plan or about 22% of the 
a?nount availablefrom tlre plan. 

Total 

Finding: NGC's sitme of gainsflosses f w  tlie reporting period was less t7zan 11 % of the $1.6 
million gainsflosses cap. 

$3494 
$420 

Finding: NGC's net gairri dlcring the C~cnerrt Period was lmgely attriblctable to Medlanis~n I :  
Gas Procurenien t, a reversal from the first yew of tlie plnn. 

$769 
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A summary of the activity in the two utilized mechanisms, Gas Procurement and 
Capacity Management follows: 

Mechanism 1: Gas Procurement lncentive 

Finding: NGC produced savings to its ratepayers during the Current Period, a significant 
increase over the first year of the Plan. 

Finding: During the b m o n  tli review period, a total of abouf $349,000 in savings was 
"generatedMfrom gas commodity purcl~ases below the monthly price index and 
margin gains on secondary market sales. 

The majwity of the savings occurred during August 1997, largely as a result ofa 
. 300,000dth purchase in August 1997 at $0.7l/dth belav the Tennessee Gas Pipeline 

Zone I index, adjusted for FTfuel and transportation. NGC was able to purchase 
gas at below mnrket by leveraging its storage capacity assets. 

Finding: Of the amount available for gains/losses, NGC earned $127,000 under the 50/50 
sharingfbrmula. 

Finding: NGC did not participate in  the filhlres market during the reporting period. 

Finding: As noted in oiw previorrs report, the benchmark index excludes gas supply reservation 
fees. However, we continile to be unmare of any reliable, published sources fbr 
ntarket clearing prices fbr reserving firm gas supplies. Consequently, as a practical 
~natter, we continrie to find clppropriate the exclirsion of reservation fees from the 
monthly index and the city gate gas supply costs. 

Finding: The G m  Procurement Mechanism accomplished the objective of providing an 
incentive that indexes NGC's birsiness decisions, and hence profits or losses, to how 
effectively the company performs on all the cost elements of delivering natural gas to , 

its customer classes. 

Mechanism 2: Capacity Management lncentive 
As noted in our previous report, the capacity performance measure relies essentially on 
a benchmark of 0. Unlike Mechanism 1, Capacity Management Incentive, which 
includes transportation release and storage release, is a one-sided mechanism 
regarding gains/penalties. Generally, only gains can be aclueved by participating in 
the mechanism. Secondly, no benchmark or standard of performance exists regarding 
either release mechanisms. 

Transportation Release 
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Finding: During the six-month reuiew period, a total of about $420,000 was earned from 
capacity release and monthly ofiystem sales. Of this amount, NGC's slime of the 
gain antounts to $44,000. 

Finding: The sliding scale sharing ratio of OD00 to 50/50for d i w e n t  levels of annual income 
meets the relevancy and reward in supporting NGC's reasonable response to 
the needs of the marketplace and its objective of holding down gas costs to the 
consumer. 

The Mechanism provides szificient incentives to encourage this activity, while 
reflecting the nature and magnitude of the risk. 

Storage Release 
Through the Capacity Management Incentive Mechanism, NGC retains a percent of the 
savings generated through the release of firm storage capacity, either leased or owned, 
on a temporary or permanent basis. The mechanism includes moving gas (storage. 
capacity rights) into and out of storage, storage swaps, and trades. Its objective is to 
provide the incentive to market unused firm storage capacity and, as a result, more , 

effectively manage NGC's storage assets. As noted above in the Mechanism 1: Gas 
Procurement Incentive Finding, NGC did utilize its storage assets to leverage purchases 
of natural gas at a price below market price. 

Finding: No specific storage capacity .management activity was reported during the plan 
period; therefore, no perfbwnance gains/losses were reported. 

B - 'ORGANIZATIONAL POLICIES AND PRACTICES 

In addition to reviewing actual NGC activity under the Performance-Based Ratemaking 
Mechanism, we reviewed NGCs policies and practices in an effort to assess whether 
the infrastructure is in place to ensure the long-term success of the program. 

As noted earlier, the general criteria for successful implementation of performance 
measures center on the following sequence: 

Performance measures create behavioral expectations through measurement and 
reward potential, which drives 

Targeted Business Behaviors, which drives 

Achievement of Targeted Business Results, which drives 

Feedback and Rewards, which sustains' 

Targeted ~usiness Behaviors. 

March 23,1998 Page 14 Andersen Consulting 
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In addition, as mentioned in the Study Approach section of Chapter I, we looked for 
changes in behavior and/or culture in support of achieving the business objectives of 
the incentive plan. 

Fixiding: At  the company level, the Performatice-Based Mechanisms accomplished the above 
general criteria. 

Finding: A t  the department level, NGC implemented a fiedback and reward system that 
directly shares company rewards and penalties with the staff responsible through a 
pay-for-per@mance program. Tlierefore, we believe that NGC's gas procurement 
per@mance practices will be assisted and supported by a fiedback and reward system 
that prompts individuals to adopt desired behaviors that support business goals. and 
objectives. 

Finding: NGC has a clearly articulated Gas Price Risk Management Policy setting fbrth all 
necessary and appropriate controls in the use of derivative products such as futures, 

, f m a r d  contracts, etc. The policy sets loss limits, number of contracts, and duratim. 

C - CASE STUDIES 

Included in last year's report, in the Appendix, was a summary of 10 selected utilities 
with gas incentive programs operating outside the state of Tennessee. The summary 
contained a case study of each utility, based on interviews, and a review of each state's 
filings, and a case summary table, noting the key aspects of each specific incentive plan. 

The existence or absence of an incentive plan similar to NGC is not, in itself, a 
confirmation or an indictment of NGC's plan. Instead the case studies demonstrated 
the various plans used by other utilities operating in other jurisdictions and that NGC's 
performance incentive plan was generally consistent with those industry practices. 

March 23,1998 Page 15 Andersen Consulting 
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We offer the following six recommendations to the Performance Incentive Plan: 

1) Implement a permanent performance based-ratemaking mechanism, based on the 
program's merits. The purpose of the two year period of the plan was two-fold: 

To demonstrate proof-of-concept 

To provide a learning environment to modlfy and enhance the mechanism to 
fit NGC's unique business and organizational environment 

In our judgement, both of these objectives were satisfied. Furthermore, the 
ratepayers and NGC realized benefits. Equally important, these benefits are 
expected to be sustainable for the near future. 

2) Rollover the permanent plan automatically each year, unless NGC gives advance 
notice of its need to change portions of the plan or its intent to withdraw from 
the plan. Due to uncertainties in the natural gas marketplace, including the 
possibility of retail unbundling, the future ability of published indexes to serve as a 
proxy for market prices, etc., we recommend that NGC have the ability to assess the 
impact of these changes as it relates to the plan and accordingly provide notice to 
the Authority. 

The Authority retains, of course, the'ability to modlfy, amend, or terminate the plan. 

3) Retain the employee incentive compensation plan that links rewards with 
performance to ensure alignment of behavior and risk-taking with results. 
NGC's employee incentive compensation plan is, in our judgement, a key element 
in sustaining the desired behaviors that support the business goals of the program. 

4) Retain the primary features of the plan, without modifications, as summarized 
below: 

0 )  NGC share of the assoc~ated cost savlngs 1s calculated.based on the actual capacity demand 
charges incurred by NGC The lower the demand charges and the greater the savlngs, the higher 
NGC's sharing percentage. 

. . .  . . . . . . . . . .  .<. . &&A. : ; .. . . . . . . . _  :_.,. . . . .  ,. .. - . -.. ............. . . .  .... ....... .... . . . . . . . . . . . .  .::..,, .%.::.?.. . . . . . . . . .  . . . . . .  , .. :' :,:: :.;:;.. . . .  .:I<; ; ..~d*;j::.;;,;..;;.::.:~:.. .; ,.:. Mek- : : .;: . . . . . . . .  . . . . . . . .  . . . . . . . . . . . . .  : ..'. " '  ' X.'. .... . . . .  ;:'i..h&&*. i:;?:,: :..' :.. :. :. : : 

The Gas Procurement Mechanism includes the primary elements of: 

. . . . . . . . .  ... 
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Gas Procurement 

Capacity 
hllanagement 

Earnings Cap: $1.6 &on / year 

50/50 

Sliding scale 
from 100/0 to 

50/50 a) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gains-99% of Index 

Penalhes - 101 % of Index . 

Demand costs for transportation and 
storage capacity 
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Commodity costs 

Gas Supply Reservation Fees 

Off-System Sales and Sale for Resale Transactions 

Use of Financial Instruments, both public and private contracts, hedges and 
swaps 

The Capacity Management Mechanism includes the primary elements of: 

Release of Transportation Capacity 

Release of Storage Capacity 

Transportation or storage margin associated with off-system or wholesale 
sales-for-resale 

5) Retain, without modifications, the "monthly price index" composite formula, as 
defined in the attached schedule (see Appendix), that serves to compare NGC's 
total city gate commodity cost of gas to a benchmark amount. The monthly price 

. index effectively measures how the company performs on all the cost elements of 
delivering natural gas to its customer classes. 

6) Remove the need for an independent review by a consultant of the permanent 
plan. As noted in the report, one objective of moving to a performance based 
ratemaking plan is to streamline regulation and lower regulatory costs. Although, 
an independent review was appropriate during the experimental period of the plan, 
we, in our judgement, believe that an on-going independent review of the 
permanent plan undermines these objectives. 
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SERVICE SCHEDULE NO. 14 
Performance Incentive Plan 

APPLICABILITY 
The Performance Incentive Plan replaces the current reasonableness or prudence 
review of Nashville Gas Company's (Nashville) gas purchasing activities overseen by 
the Commission. The plan is designed to provide incentives to Nashville in a manner 
that will produce rewards for its customers and its shareholders and improvements in 
Nashville's gas procurement activities. Each plan year will begin July 1. The annual 
provisions and filings herein would apply to this annual period. 

OVERVIEW OF STRUCTURE 
Nashville's Performance Incentive Plan is comprised of two interrelated components. 

Gas Procurement Incentive Mechanism 
Capacity Management Incentive Mechanism 

The Gas Procurement Incentive Mechanism establishes a predefined benchmark index 
to which Nashville's commodity cost of gas is compared. It also addresses the 
recovery of gas supply reservation fees, the treatment of off-system sales and 
wholesale interstate sale for resale transactions, and the use of financial or private 
contracts in managing gas costs. The net incentive benefits or costs will be shared 
between the Company's customers and the Company on a 50% 150% basis. 

The Capacity Management Incentive Mechanism is designed to encourage Nashville 
to actively market off-peak unutilized transportation and storage capacity on upstream 
pipelines in the secondary market. The net incentive benefits or costs will be shared 
between the Company's customers and the Company utilizing a graduated sharing 
formula, with sharing percentages for Nashville ranging between zero and fifty 
percent. 

The Company will have a cap on incentive gains and losses. During the initial plan 
year, Nashville's overall gains or losses cannot exceed $1.6 million annually. Also as 
a part of the Performance Incentive Plan, Nashville submitted a Three Year Supply 
Plan and will obtain additional firm gas supply related thereto. Included in the Three 
Year Supply Plan is support for a capacity reserve margin. 

GAS PROCUREMENT INCENTIVE MECHANISM 
The Gas Procurement Incentive Mechanism addresses the following areas: 

Commodity Costs 
Gas Supply Reservation Fees 

Issued By: John H. Maxheim 
Issued On: April 22, 1996 

Effective: July I .  1996 
Docket No. 96-00805 
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a Off-System Sales and Sale for Resale Transactions 
a Use of Financial Instruments or Other Private Contracts 

COMMODITY COSTS 
Each month Nashville will compare its total city gate commodity'cost of gas1 to a 
benchmark dollar amount. The benchmark gas cost will be computed by multiplying 
total actual purchase quantities for the month by a price index. The monthly price 
index is defined as 

I = Fflo&+PIK,+P,&+ ... Pa Ka)+FoO+FdD; where 

F,+F0+F,= I ; and 

I = the monthly city gate commodity gas cost index. 

F, = the fraction of gas supplies purchased in the first-of-the-month market 
which ari transported to the city gate under Nashville's FT service agreements. 

P = the Inside FERC Gas Market Report price index for the fust-of-the-month 
edition for a geographic pricing region, where subscript 0 denotes Tennessee 
Gas Pipeline (TGP) Rate Zone 0; subscript 1 denotes TGP Rate Zone 1; 

. subscript C denotes Columbia Gas Transmission (CGT), Louisiana, plus 
applicable transportation and fuel charges in CGT's FT tariff to Rayne, and 

' Gas purchases under Nashville's existing supply contract on the Tetco 
system are excluded from the incentive mechanism. Nashville will continue 
to recover 100 percent of these costs through its PGA with no profit or loss 
potential. Extension or replacement of such contract shall be subject to the 
same competitive bidding procedures that will apply to other firm gas 
supply agreements. In addition, Nashville's gas procurement incentive 
mechanism will measure storage gas supplies against the benchmark index 
during the months such quantities are purchased for injection. For purposes 
of comparing such gas purchase costs against the monthly city gate index 
price, Nashville will exclude any commodity costs incurred downstream of 
the city gate to storage so that Nashville's aciial costs and the benchmark 
index are calculated on the same basis. 

Issued By. John H. Muheim 
Issued On: April 22, 1996 

Effective: July 1, 1996 
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subscript = denotes new incremental fm services to which Nashville may 
subscribe in the future.' The commodity index prices will be adjusted to 
include the appropriate pipeline maximum firm transportation (FT) commodity 
transportation charges and fuel retention to the city gate under Nashville's FT 
service agreements. 

K = the fraction (relative to total maximum daily contract entitlement) of 
Nashville's total firm transportation capacity under contract in a geographic 
pricing region, where the subscripts are as above.3 

F, = the fraction of gas suppIies purchased in the first-of-the-month spot 
market which are delivered to Nashville's system using transportation 
arrangements other than Nashville's FT contracts. 

0 = the weighted average of Inside FERC Gas Market Report first-of-the- 
month price indices, plus applicable maximum IT rates and fuel retention, fiom 
the source of the gas to the city gate, where the weights are computed based on 

' actual purchases of gas supplies purchased by Nashville and delivered to 
Nashville's system using transportation arrangements other than Nashville's 
FT contracts. 

F, = the fiaction of gas supplies purchased in the daily spot market. 

D = the weighted average of daily average index commodity prices taken fiom 
Gas Daily for the appropriate geographic pricing regions, where the weights 
are computed based on actual purchases made during the month. The 

To the extent that Nashville renegotiates existing reservation fee supply 
contracts or executes new reservation fee supply contracts with commodity 
pricing provisions at a discount to the first-of-the-month price index, 
Nashville would modify the monthly commodity price index to reflect such 
discount. 

Because the aggregate maximum daily contract quantities in NashvilIe's FT 
contract portfolio vary by month over the course of the year, the weights 
wouId be recalcuIated each month to reflect actual contract demand 
quantities for such month. The contract weights, and potentially the price 
indices used, would also vary as Nashville renegotiates existing or adds new 
FT contracts. As new contracts are negotiated, Nashville would modify the 
index to reflect actual contract demand quantities and the commodity price 
indices appropriate for the supply regions reached by such FT agreements. 

Issued By: John H. Maxheim 
Issued On: Apnl22. 1996 

Effective. July 1, 1996 
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commodity index prices will be adjusted to include the appropriate maximum 
transportation commodity charges and fuel retention to the city gate. 

If the actual total commodity gas purchase cost in a month is within one percent of the 
benchmark dollar amount, then there will be no incentive gains or losses. If the actual 
total commodity gas purchase cost varies from the benchmark dollar allowance by 
more than one percent, then the variance in excess of the one percent threshold shall 
be deemed incentive gains or losses under the plan. Such gains or losses will be 
shared 50150 between the Company and the ratepayers. 

Gas Supply Reservation Fees 
~ashv i l l e  will continue to recover 100% of gas supply reservation fee costs through 
its PGA with no profit or loss potential. For new contracts andfor contracts subject to 
renegotiation during the Plan year, Nashville will solicit bids for gas supply contracts 
containing a reservation fee. 

Off-System Sales And Sale For Resale Transactions 
Margin on off-system sales and wholesale sale-for-resale transactions using 
Nashville's firm transportation and capacity entitlements (the costs of which are 
recovered fiom Nashville's ratepayers) shall be credited to the commodity g& cost 

- component of the Gas Procurement Incentive Mechanism and will be shared with 
ratepayers. Margin on such sales will be defined as the difference between the sales 
proceeds and the total variable costs incurred by Nashville in connection with the 
transaction, including transportation and gas costs, taxes, fuel, or other costs. For 
purposes of gas costs, Nashville will impute such costs for its related supply purchases 
at the benchmark first-of-the-month or daily index, as appropriate, on the pipeline and 
in the zone in which the-sale takes place. The difference between Nashville's actual 
costs and such index price is taken into account elsewhere under the plan. As to 
transportation costs, Nashville will impute such costs up to the transporting pipeline's 
maximum interruptible transportation (IT) rate. The difference between the maximum 
IT rate and Nashville's actual transportation commodity costs will be treated as 
capacity release margin under the Capacity Management Incentive Mechanism. After 
deducting the total transaction costs fiom the sales proceeds, any remaining margin 
will be credited to commodity gas costs and shared on a 50150 basis with ratepayers: 

Use Of Financial Instruments Or Other Private Contracts 
To the extent Nashville uses futures contracts, financial derivative products, storage 
swap arrangements, or other private agreements to hedge, manage or reduce gas costs, 
it will flow through gains or losses through the commodity cost component of the Gas 
Procurement Incentive Mechanism. 

CAPACITY MANAGEMENT INCENTIVE MECHANISM 
To the extent Nashville is able to release transportation or storage capacity, or generate 
transportation or storage margin associated with off-system or wholesale sales-for- 

lssued By. John H Mmheirn 
Issued On: Aprll22, 1996 

Etrecr~vr July 1, 1996 
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resale, the associated cost savings shall be shared by Nashville and customers 
according to the following sharing formula: 

The sharing percentages shall be determined based on the actual demand costs incurred 
by Nashville (exclusive of credits for capacity release) for transportation and storage 
capacity during the plan year, as such costs may be adjusted due to refunds or 
surcharges fiom pipeline and storage suppliers. Any incentive gains or losses resulting 
fiom adjustments to the sharing percentages caused by refunds or surcharges shall be 
recorded in the current Incentive Plan Account (IPA). 

Capacity Management 
Incentive cost savings as a 
percent of Nashville's annual 
transportation and storage 
demand costs. 

Less than or equal to 1 percent 

Greater than 1 percent but less 
than or equal to 2 percent 

Greater than 2 percent but less 
than or equal to Z.percent 

Greater than 3 percent 

DETERMINATION OF SHARED SAVINGS 
The calculations and recording of incentive gains or losses under the various elements 
of the Gas Procurement Incentive Mechanism and the Capacity Management Incentive 
Mechanism shall be performed in accordance with the benchmark formulas approved 
by the Commission in Docket No. 96-00805. Nashville will compute the gain or loss 
using the approved formulas monthly. 

Sharing percentages 
Nashville/Customers. 
(Percent) 

011 00 

10/90 

25/75 
I 

50150 

During a plan year, Nashville will be limited to overall gains or losses totaling $1.6 
million. Such gains or losses will form the basis for a rate increment or decrement to 
be filed and placed into effect separate from any other rate adjustments to recover or 
refund such amount over a prospective twelve-month period. 

Each month during the term of plan, Nashville will compute any gains or losses under 
the plan. If Nashville earns a gain, a separate Incentive Plan Account (IPA) will be 
debited with such gain. If Nashville incurs a loss, that same IPA will be credited with 
such loss. Interest shall be computed on balances in the IPA using the same interest 
rate and methods as used in Nashville's Actual Cost Adjustment (ACA) account. The 
offsetting entries to IPA gains or losses will be recorded to income or expense, as 
appropriate. At its option, however, Nashville may temporarily record any monthly 

Issued By John H. Maxheim 
Issued On: Apr1l22. 1996 

Effectlvc. July I ,  1996 
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gains in a non-regulatory deferred credit balance sheet account until results for the 
entire plan year are available. 

Each year, effective November 1, the rates for all customers, excluding interruptible 
transportation customers who receive no direct benefit from any g& cost reductions 
resulting from the plan, will be increased or decreased by a separate rate increment or 
decrement designed to amortize the collection or refund of the June 30 IPA balance 
over the succeeding twelve month period. The increment or decrement will be 
established by dividing the June 30 IPA balance by the appropriate volumetric billing 
determinants for the twelve months ended June 30. During the twelve month 
amortization period, the amount collected or refunded each month will becomputed 
by multiplying the billed volumetric determinants for such month by the increment or 
decrement, as applicable. The product will be credited or debited to the IPA, as 
appropriate. The bblance in the IPA will be tracked as a separate collection 
mechanism. 

FILING WITH THE COMMISSION 
The Company will file calculations of shared savings and shared.costs quarterly with 
the Commission not later than 60 days after the end of each interim fiscal quarter and 
will file an annual report not later than 60 days following the end of each plan year. 

PERIODIC REVIEW 
Because of the experimental nature of the Performance Incentive Plan, it is anticipated 
that the indices utilized, and the composition of the utility's purchased gas portfolio 
may change. The Company shall, within 30 days of identifying a change to a 
significarit component 'of the mechanism, provide notice of such change to the 
Commission Staff. 

Issued By. John H klmheirn 
Issued On. April 22, 1996 

Effective. July I ,  1996 
Docket No: 96-00805 
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RATE D\EKT. 

August 28, 1997 

Mr. David Waddell 
Executive Secretary 
-Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Re: Nashville Gas Company, Docket No. 96-00805 

Dear Mr. ,Waddell: / 

In accordance with the reporting provisions of Service Schedule No. 14, Performance 
Incentive Plan, as approved in the above captioned docket, Nashville Gas Company (the "Company") 
submits the accompanying annual report of shared gas cost savings for the plan year ended June 30, 
1997. 

As the summary indicates, the accumulated gains and savings under the plan for the plan year 
total $1,379,383. Of this amount, $924,554 have accrued to the Company's ratepayers. The 
remaining $454,829 has been credited to the Company's Incentive Plan Account (IPA). 

Detailed calculations supporting the amounts shown in the summary for the period July, 1996 
through April, 1997 have been previously provided to the Tennessee Regulatory Authority Staff, the 
consulting firm engaged to review the Plan, and the Consumer Advocate. Supporting calculations 
for May, 1997 and June, 1997 are provided in this filing subject to the execution of non-disclosure 
agreements. As permitted by the provisions of the approvl~d tariff, tlie Company will file a rate 
adjustment on or about October 1, 1997 to amortize the collection of the June 30, 1997 IPA balance 
over the 12 month period beginning November 1, 1997 and ending October 3 1, 1998. 

I am enclosing one additional copy of the summary that I would appreciate your stamping 
"filed" and returning to me in the enclosed envelope. 

Enclosure 

c : L. Vincent Williams, Consumer Advocate 
Frank Creamer, Andersen Consulting 
Hal Novak, Tennessee Regulatory Authority 
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F A C S ~ ~ . ~ . I C  (910) 273-2435 

March 18,1998 

Mr. David Waddell 
Executive Secretary 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Re: Nashville Gas Company, Docket No. 96-00805 

Dear Mr. Waddell: 

In accordance with the reporting provisions of Senrice Schedule No. 14, Performance 
Incentive Plan, as approved in the above captioned docket, Nashville Gas Company (the 
"Company") submits the a&ompanying summary of shared gas cost savings for the period July, 
1997 through January, 1998. This summary provides the results of activity under the plan'for the 
fiscal quarter ended January, 1998. 

As the summary indicates, the accumulated gains and savings under the plan thus far in the 
plan year total $809,156. Of this amount, $61 1,065 have accrued to the Company's ratepayers. 
The remaining $198,091 will be credited to the Company's Incentive Plan Account. 

Detailed calculations suppofting the amounts shown in the summary have been provided to 
the Tennessee ~ e g u l a t o r ~  Authority Staff, the consulting firm engaged to review the Plan, and the 
Consumer Advocate subject to the execution of non-disclosure agreements. 

I am enclosing one additional copy of the summary that I would appreciate your stamping 
"filed" and returning to me in the enclosed envelope. 

Sincerely, 

Jerry w"%q W. Amos 

JWA: leh 
Enclosure 

c. Hal Novak 
Frank Creamer, Andersen Consulting 
Vincent Williams, Consumer Advocate 



Report on Nashville lncentive Plan 
July 1997 -January 1998 

Month 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
Jan 

Gas Procurement 
lncentive 

Mechanism 
-GaiMbassW 

($7,269) 
$278,151 
$13,416 
$57,431 

($1 3,333) 
$20,833 
@ixil2a 

Nashville 
GPi 

Sharing 

$0 
$123,328 

$0 
$4,011 

$0 
$0 
$Q 

Capacity 
Ratepayer Management , Nashville Ratepayer 

GPI Incentive CMI - CMI 
Sharing Mechanism Sharing Sharing 

s33iMBess)- chiduw G a l n / ( w m  
($7,269) $21,101 $0 $21,101 

$154,823 $151,044 $1,843 $149,201 
$1 3,416 $68,762 $6,876 $61,886 
$53,420 $25,825 $2,583 $23,242 

($1 3,333) $74,811 $12,598 $62,213 
$20,833 $77,947 $1 9,487 $58,460 

11535.122) $75.559 $27.365 3i4fd94 

Total 
Galn/[Loss) 

$1 3,832 
$429,195 
$82,178 
$83,256 
$61,478 
$98,780 
540.437 

Total 
Nashville 

w h a s s l  
$0 

$125,171 
$6,876 
$6,594 

$12,598 
$19,487 
f27.365 

Total 
Ratepayer 

GainMLoss) 
$13,832 

$304,024 
$75,302 
$76,662 
$48,880 
$79,293 
$13.072 

YTD $314,107 $127,339 $1 86,768 $495,049 $70,752 $424,297 $ 8 W 6  $j.98.091 $ifil,L065 

l r rhe monthly gain or loss set forth in this column reflects total gains or losses calculated under 
the gas procurement mechanism, including gains or losses within the one percent deadband. 

2INashville GPI sharing reflects 50% of gains or losses calculated under the gas procurement 
mechanism afler application of the one percent monthly deadband. 

3INashville sharing percentages range from 0% (Up to 1% annual demand savings), 
to 10% (1-2% savings), to 25% (2-3% savings), and to 50% (> 3% savings). Total capacity 
demand costs for the period are based on estimated annual costs for the plan year. 
These shanng amounts shall be adjusted based on the actual demand costs incurred, taking 
into account refunds or surcharges from pipeline and storage suppliers. 
(See Service Schedule No. 14, page 5) 
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' SERVICE SCHEDULE NO. 14 
Performance Incentive Plan 

APPLICABILITY 
The Performance Incentive Plan (the plan) replaces the current reasonableness or 
prudence review of Nashville Gas Company's (Nashville j or Campany) gas purchasing . . 
activities overseen by the €mmmmm Tennesxe Regulatory Authority (Authority). 
The plan is designed to provide incentives to Nashville in a manner that will produce 
rewards for its customers and its shareholders and improvements in Nashville's gas 
procurement activities. Each plan year will begin July 1. The annual provisions and 
filings herein would apply to this annual period. 

OVERVIEW OF STRUCTURE 
Nashville's Performance Incentive Plan is comprised of two interrelated components. 

Gas Procurement Incentive Mechanism 
Capacity Management Incentive Mechanism 

The Gas Procurement Incentive Mechanism establishes a.predefined benchmark index 
to  which Nashville's commodity cost of gas is compared. It also addresses the 
recovery of gas supply reservation fees, the treatment of off-system sales and wholesale 
interstate sale for resale transactions, and the use of financial or private contracts in 
managing gas costs. The net incentive benefits or costs will be shared between the 
Comp,by7s customers and the Company on a 50% / 50% basis. 

The Capacity Management Incentive Mechanism is designed to encourage Nashville to 
actively market off-peak unutilized transportation and storage capacity on upstream 
pipelines in the secondary market. The net incentive benefits or costs will be shared 
between the Company's customers and the Company utilizing a graduated sharing 
formula, with shanng percentages for Nashde  ranging between zero and, fifty percent. 

. . .  
The Company ' 7 . 3 31 
gains 'or lasses of $1.6 million annually. Akw-as~rp-mtaf fn eonmetion with the 
Performance Incentive Plan, Nashville s u h i t t d  shalt fdewith the, Authodty Staff: and 
update each year a Three Year Supply Plan d, Nashville will obtain additional firm 

capacity and/or gas supply pursuant ta such plan. 

GAS PROCUREMENT INCENTIW MECHANISM 
The Gas Procurement Incentive Mechanism addresses the following areas: 

Commodity Costs 

Issued By: John H. Maxheun 
Issued On: Apnl22, 1996 

Effective: July 1, 1996 
Docket No: 96-00805 
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Gas Supply Reservation Fees 
Off-System Sales and Sale for Resale Transactions 
Use of Financial Instruments or Other Private Contracts 

COMMODITY COSTS 
Each month Nashville will compare its totaI city gate commodity cost of gas' to a 
benchmark dollar amount. The benchmark gas cost will be computed by multiplying 
total actual purchase quantities for the month by a price index. The monthly price index 
is defined as 

I = F,(P&+PIKl+PcKc+. . .P, K,)+FoO+FdD; where 

Ff+Fo+Fd= 1; and 

I = the monthly city gate commodity gas cost index. 

* F, = the fraction of gas supplies purchased in the first-of-the-month market 
which are transported to the city gate under Nashville's FT service agreements. 

P = the Inside FERC Gas Mcnket Report price index for the first-of-the-month 
edition for a geographic pricing region, where subscript 0 denotes Tennessee 
Gas Pipeline-(TGP)   ate zone 0; subscript 1 denotes TGP Rate Zone 1; 
subscript C denotes Columbia Gas Transmission (CGT), Louisiana, plus 
applicable transportation and fuel charges in CGT's FT tar-iff to Rayne, and 
subscript .c denotes new incremental firm services to which Nashville may 
subscribe in the f b t ~ r e . ~  The commodity index prices wdl be adjusted to include 

Gas purchases under Nashville's existing supply contract on the Tetco 
system are excluded from the incentive mechanism. Nashville will 
continue to recover 100 percent of these costs through its PGA with 
no profit or loss potential. Extension or replacement of such contract 
shall be subject to the same competitive bidding procedures that will 
apply to other fum gas supply agreements. In addition, Nashville's gas 
procurement incentive mechanism will measure storage gas supplies 
against the benchmark index during the months such quantities are 
purchased for injection. For purposes of comparing such gas purchase 
costs against the monthly city gate index price, Nashville will exclude 
any commodity costs incurred downstream of the city gate to storage 
so that Nashville's actual costs and the benchmark index are calculated 
on the same basis. 

2 To the extent that Nashville renegotiates existing reservation fee supply 
contracts or executes new reservation fee supply contracts with 

Issued By: John H. hfaxhrheim 
Issued On April 22, 1996 

Effective: July 1, 1996 
Docket No. 96-00805 
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the appropriate pipeline maximum firm transportation (FT) commodity 
transportation charges and fuel retention to the city gate under Nashville's FT 
service agreements. 

K = the fraction (relative to total maximum daily contract entitlement) of 
Nashville's total firm transportation capacity under contract in a geographic 
pricing region, where the subscripts are as above.3 

Fo = the fiaction of gas supplies purchased in the first-of-the-month spot market . 

which are delivered to Nashville's system using transportation arrangements 
other than Nashville's FT contracts. 

0 = the weighted average of Inside FERC Gas Market Report first-of-the- 
month price indices, plus applicable maximum IT rates and fuel retention, from 
the source of the gas to the city gate, where the weights are computed based 
on actual purchases of gas supplies purchased by Nashville and delivered to 
~khvi l le ' s  system using transportation arrangements other than ~ashville 's FT 
contracts. 

F, = the fiaction of gas supplies purchased in the daily spot market. 

D = the weighted average of daily average index commodity prices taken from 
Gas Daily for the appropriate geographic pricing regions, where the weights 
are computed based on actual purchases made during the month. The 

- commodity index prices will be adjusted to include the appropriate maximum 
transportation commodity charges and fuel retention to the city gate. 

If the actual total commodity gas purchase cost in a month is within one percent of the 
benchmark dollar amount, then there will be no incentive gains or losses. If the actual 

commodity pricing provisions at a discount to the first-of-the-month 
price index, Nashville wcmld sh& modify the monthly commodity price 
index to reflect such discount. 

Because the aggregate maximum daily contract quantities in Nashvilie's 
FT contract portfolio vary by month over the course of the year, the 
weights w d d  will be recalculated each month to reflect actual contract 
demand quantities for such month. The contract weights, and 
potentially the price indices used, wotM will also vary as Nashville 
renegotiates existing or adds new FT contracts. As new contracts are 
negotiated, Nashville twrafd shall modifjl the index to reflect actual 
contract demand quantities and the commodity price indices appropriate 
for the supply regions reached by such FT agreements. . 

Issued By: John H. hlaxheim 
Issued On April 22. 1996 

Effective: July 1, 1996 
Docket No. 96-00805 



NASHVILLE GAS COMPANY 
665 Mahtrearn Drive 
Nashville, Tennessee 37228 
A Division of Piedmont Natural Gas Company 
TRA S m c e  Schedule No 14 

On-1 Sheet No 14 
Page 4 of 6 

total commodity gas purchase cost varies fiom the benchmark dollar allowance by more 
than one percent, then the variance in excess of the one percent threshold shall be 
deemed incentive gains or losses under the plan, Such gains,or losses will be shared 
50150 between the Company and the ratepayers. 

Gas S u ~ ~ l p  Reservation Fees 
Nashville will continue to recover 100% of gas supply reservation fee costs through its 
PGA with no profit or loss potential. For new contracts andlor contracts subject to 
renegotiation during the Plan year, Nashville will solicit bids for gas supply contracts 
containing a reservation fee. 

Off-Svstem Sales And Sale For Resale Transactions 
Margin on off-system sales and wholesale sale-for-resale transactions using Nashville's 
firm transportation and capacity entitlements (the costs of which are recovered from 
Nashville's ratepayers) shall be credited to the commodity gas cost component of the 
Gas Procurement Incentive Mechanism and will be shared with ratepayers. Margin on 
such sales will be defined as the difference between the sales proceeds and the total 
variable costs incurred by Nashville in connection with the transaction, including 
transportation and gas costs, taxes, fuel, or other costs. For purposes of gas costs, 
Nashvdle will impute such costs for its related supply purchases at the benchmark first- 
of-the-month or daily index, as appropriate, on the pipeline and in the zone in which the 
sale takes place. The difference between Nashville's actual costs and such index price 
is taken into account ekcwkc under the plan Gas Procuremem Incentive Mecha&sm. 
As to transportation costs, Nashville will impute such costs up to the transporting 
pipeline's maximum interruptible transportation (IT) rate. The difference between the 
maximum IT rate and Nashville's actual transportation commodity costs will be treated 
as capacity release margin under the Capacity Management Incentive Mechanism. 
After deducting the total transaction costs from the sales proceeds, any remaining 
margin will be credited to commodity gas costs and shared on a 50150 basis with 
ratepayers. 

0 
To the extent Nashville uses futures contracts, financial derivative products, storage 
swap arrangements, or other private agreements to hedge, manage or reduce gas costs, 

any gains or losses Prill flow through the commodity cost 
component of the Gas Procurement Incentive Mechanism. 

p 
To the extent Nashville is able to release transportation or storage capacity, or generate 
transportation or storage margin associated with off-system or wholesale sales-for- 
resale, the associated cost savings shall be shared by Nashville and customers according 
to the following sharing formula: 

Issued By. John H. hfaxheim 
Issued On: Apnl22, 1996 

EBectlve: July 1, 1996 
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The sharing percentages shall be determined based on the actual demand costs incurred 
by Nashville (exclusive of credits for capacity release) for transportation and storage 
capacity during the plan year, as such costs may be adjusted due to refbnds or , 

, 

surcharges Eom pipeline and storage suppliers. Any incentive gains or losses resulting 
from adjustments to the sharing percentages caused by refbnds or surcharges shall be 
recorded in the current Incentive Plan Account (IPA). 

Capacity Management 
Incentive cost savings as a 

percent of Nashville's annual 
transportation and storage 

demand costs. 

Less than or equal to 1 percent 

Greater than 1 percent but less 
than or equal to 2 percent 

Greater thab 2 percent but less 
than or equal to 3 percent 

Greater than 3 percent 

DETERMINATION OF SHARED SAVINGS 

Sharing percentages 
Nashville/Customers. 

(Percent) 

0/100 

10/90 

25/75 

5 015 0 

Each month during the term of plan, Nashville will compute any gains or losses nncter 
in accordance with the plan. If Nashville earns a gain, a separate Incentive Plan 
Account (PA)  will be debited with such gain If Nashville incurs a loss, that same IPA 
will be credited with such loss. During a plan year, Nashville will be limited to. overall 
gains or tosses tot&g $1.6 &on. Interest shall be computed on b'alances in the P A  
using the same interest rate and methods as used in Nashville's Actual Cost Adjustment 
(ACA) account. The offsetting entries to IPA gains or losses will be recorded to 

Issued By: John H Maxheim 
Issued On: April 22, 1996 

Effective. July 1, 1996 
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income or expense, as appropriate. At its option, however, Nashville may temporarily 
record any monthly gains in a non-regulatory deferred credit balance sheet account until 
results for the entire plan year are available. 

Gains or losses accruing to the Company under the Pfm will fom the basis fox rt rate 
increment or decrement to be filed and placed into effect separate from a q  other rate 
adjustments to recover or r&nd such mount aver a pruspdve twelve-month period, 

Each year, effective November 1, the rates for all customers, excluding interruptible 
transportation customers who receive no direct benefit from any gas cost reductions 
resulting !?om the plan, will be increased or decreased by a separate rate increment or 
decrement designed to amortize the collection or rehnd of the June 30 P A  balance 
over the succeeding twelve month period. The increment or decrement will be 
established by dividing the June 30 IPA balance by the appropriate volumetric billing 
determinants for the twelve months ended June 30. During the twelve month 
amortization period, the amount collected or rehnded each month will be computed 
by multiplying the billed volumetric determinants for such month by the increment or 
decrement, as applicable. The product will be credited or debited to the IPA, as 
appropriate. The balance in the IPA will be tracked as a separate collection mechanism. 

FILING WITH THE AVTJET- 
The Company will file calculations of shared savings and shared costs quarterly with . . 
the t?ammmm Authority not later than 60 days after the end of each interim fiscal 
quarter and will file an annual report not later than 60 days following the end of each 
plan year. 

PERIODIC WWEf!W INDEX REVISlONS 

. . . . 
Because of changes in the natural gas marketplace, the prjce 

indices utilked by the Company, and the composition of the utrhtfs Campmy's 
purchased gas portfolio may change. The Company shall, within 30 days of identifllng 
a change to a significant component of the mechanism, provide notice of such change . . 
to  the f 3 m m m m  Authority Staff. 

Issued By. John H Ma.xheim 
Issued On Apn122. 1996 
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Docket No 96-00805 



June 1 1,1998 

Mr. David Waddell ! 
Executive Secretary I 

- 
Tennessee Reguli i twA~thiri ty -- --- 

460 James Robertson Parkway I 

Nashville, TN 37243-0505 

Re: Nashville Gas Company, Docket No. 96-00805 ''-" 
I 

Dear Mr. Waddell: 

In accordance with the reporting provisions of Service Schedule No. 14, Performance 
Incentive Plan, as approved in the above captioned docket, Nashville Gas Company (the 
"Company") submits the accompanying summary of shared gas cost savings for the period July, 
1997 through April 1998. This summary provides the results of activity under the plan for the 
fiscal quarter ended April 1998. 

As the summary indicates, the accumulated gains and savings under the plan thus far in 
the plan year total $1,254,883. Of this amount, $82 1,445 have accrued to the Company's 
ratepayers. The remaining $433,438 will be credited to the Company's Incentive Plan Account. 

Detailed calculations supporting the amounts shown in the summary have been provided 
to the Tennessee Regulatory Authority Staff, the consulting firm engaged to review the Plan, and 
the Consumer Advocate subject to the execution of non-disclosure agreements. 

I am enclosing one additional copy of the summary that I would appreciate your stamping 
"filed" and returning to me in the enclosed envelope. 

Enclosure 

c: Hal Novak 
Frank Creamer, Andersen Consulting 
Vincent Williams, Consumer Advocate 



Report on Nashville lncentive Plan 
July 1997 - April 1998 

Month 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 
A P ~  

Gas Procurement Nashville 
Incentive GPI 

Mechanism Sharing 
Gainlll oss) 11 Gainlfl oss) 21 

($7,269) $0 
$278,151 $123,328 
$13,416 $0 
$57,431 $4,011 

($1 3,333) $0 
$20,833 $0 

($35,122) $0 
$92,055 $1 8,466 

($48,450) $0 
($32,277) $0 

YTD $325,435 $145,805 

Capacity 
Ratepayer Management Nashville Ratepayer 

GPI Incentive CMI CMI 
Sharing Mechanism Sharing Sharing 

Gain/(Lossb Gainl(Loss) Gainl(Loss) 31 Gainl(Loss) 31 
($7,269) $21,101 $0 $21,101 

$1 54,823 $151,044 $1,815 $149,229 
$13,416 $68,762 $6,876 $61,886 
$53,420 $25,825 $2,583 $23,243 

($13,333) $74,811 $12,515 $62,296 
$20,833 $77,947 $19,487 $58,460 

($35,122) $75,559 $27,158 $48,401 
$73,589 $276,138 $138,069 $138,068 

($48,450) $88,562 $44,281 $44,281 
($32,277) $69,700 $34,850 $34,850 

1nhe monthly galn or loss set forth in thrs column reflects total gains or losses calculated under 
the gas procurement mechanism, including gains or losses within the one percent deadband. 

21Nashville GPI sharing reflects 50% of gains or losses calculated under the gas procurement 
mechanism after application of the one percent monthly deadband. 

3INashvllle sharlng percentages range from 0% (Up to 1% annual demand savings), 
to 10% (1-2% savings), to 25% (2-3% savings), and to 50% (> 3% savings). Total capacity 
demand costs for the period are based on estimated annual costs for the plan year. 
These sharlng amounts shall be adjusted based on the actual demand costs incurred, taking 
into account refunds or surcharges from pipelme and storage suppl~ers. 
(See Service Schedule No. 14, page 5) 

Total 
(Loss) 

$13,832 
$429,195 
$82,178 
$83,256 
$61,478 
$98,780 
$40,437 

$368,193 
$40,112 
$37.423 

Total 
Nashville 

Galn/(Loss) 
$0 

$125,143 
$6,876 
$6,594 

$12,515 
$1 9,487 
$27,158 

$1 56,535 
$44,281 
$34.850 

Total 
Ratepayer 
Gainl[l oss) 

$1 3,832 
$304,052 
$75,302 
$76,663 
$48,963 
$79,293 
$1 3,279 ' 

$21 1,657 
($4,169) 
$2.573 
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IN RE: APPLICATION OF NASHVILLE ) 
.- ! rl = 

GAS COMPANY, A DIVISION OF 1 EXEGU;  I', L SECRETARY 

PIEDMONT NATURAL GAS, TO 1 DO~~~'I:~NO;:;96:00805, 
ESTABLISH A PERFORMANCE 1 
INCENTIVE PLAN. 1 

REPORT OF THE HEARING OFFICER FROM THE PRE-HEARING HELD 
-Tim - .- .,. 
4 U l l L  LJ, 179s 

This matter is before the Tennessee Regulatory Authority ("Authority") pursuant to an 

Application to Extend the Performance Incentive Plan (the "Application"), filed on April 1, 1998, . 
I 

by Nashville Gas Company, a Division of Piedmont Natural Gas Company ("Nashville Gas"). 

The Application is intended to extend Nashville Gas' previously approved performance incentive 

plan until further order of the Authority. A copy of the Application of Nashville Gas is attached 

hereto as Exhibit A. 

A Pre-Hearing Conference was publicly noticed on June 4, 1998, for June 15, 1998 at 

10:OO AM. At the Pre-Hearing Conference no parties presented themselves other than the 

Applicant. Counsel representing Nashville Gas at the Pre-Hearing Conference was Brian 

Larsen, Esq., Bass, Berry and Sims, 5 1 1 Union Street, Suite 21 00, Nashville, TN 3721 9. 

At the h e  of the Pre-Hearing Conference no other party had sought intervention into this 

docket, and no parties presented themselves as intervenors at the Pre-Hearing Conference. The 

Hearing Officer inquired of the Applicant if it knew of any reason to set a procedural schedule for 

the f i g  of discovery or testimony in this matter. The Company knew of none. There being no 



:- 

- intervenors in this case, the Hearing Officer recommends that the Application of Nashville Gas be 

brought before the Directors for consideration. 

Executive Secretary 
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. Before The - 
, Tennessee Regulatory Authoritp 

Nashville, Tennessee 

1 
~ ~ ~ l i c a t i o n  of Nashville Gas Company, a Division ) 
of Piedmont Natural Gas Company to Establish a ) Docket No. 9640805 

- Perfoxmance Incentive Plan -. . 1 - 

Application For Extension Of 
Performance Incentive Plan 

Nashville Gas Company (Nashville), a division of Piedmont Natural Gas Company, Inc. 

(Piedmont), her&y r e s p d y  requesis tlre Tennessee Regulatory htboriry (~uthorityj to extend 

Nashville's previously-approved performance incentive plan (Incentive Plan) on a "permanent7' basis 

or until M e r  order of the Authority. In support of this requesf Nashville respectfdly shows the 

following: '. 
L 

Background. 

A. On May 3 1, 1996, the Tennessee Public Service Commission (Commission), the 

predecessor to the Authority, approved the Incentive Plan for an experimental two period 
I 

beginning July 1, 1996. The Incentive Plan approved by the Commission was the result of an 

agreement between Nashville and the Consumer Advocate and was not opposed by any party. The I 

order approving the Incentive Plan required Nashville and the Authority Staff to recommend a 

qualified independent consultant to review the progress of the approved Incentive Plan and to 

mually report the consultant's findings to the Commission The order also required Nashville to 
I 

inform the Commission by April 1,1997, ifit wished to continue the Incentive Plan for a second year. . 

B. OnNovember 27, 1996, Nashville and the Authority Staff submitted for the Authority's 

approval a contract for Andenen Consulting to review the progress of the Incentive Plan. By order 

dated January 2, 1997, the Authority determined that the recommendation of the Company and the 

Staff to employ hdersen Consulting was appropriate and approved the contract dated November 

2 1, 1996 by which Anderson Consulting was to perform its annual reviews. 

Exhibit A 
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. C. By letter dated March 31, 199-7, ~ i h f l e  informed the Authority that it proposed to 

continue the plan for a second yea. without modification By letter dated April 7, 1997, Associated 

Vdey Industries notified the Authority that it did not object to the Company's request. No other 

party filed an objection to the Company's request. 

D. By a report dated May 1, 1997, Andersen Consulting filed its first year review of the 

Incentive Plan and recommended that the Incentive Plan be codtinixed for another 'year without 

modification A copy of the May 1,1997 report is attached to this application as Exhibit A 

E. By order dated June 30, 1997, the Commission authorized Nashville to continue the 

F. By a report dated March 23, 1998, Andersen Consulting fled its second year review of 

the Incentive Plan and recommended that the Incentive Plan be continued on a "permanent" basis. 

A copy of the March 23, 1998 report is attached to this Application as Exhibit B. *. 
IL 

Incentive Plan Benefits. 

A On August 28, 1997, Nashville submitted its annual report of shared gas cost savings for 

the first year of the Incentive Plan This report, a copy of which is attached to this application as 

EAi'b'i C, showed accmdated first year gains and savings of $1,379,383. Under the Incentive Plan's 

sharing formulas, $924,554 of this amount accrued to the benefit of Nashville's ratepayers and 

$454,829 was credited to Nashville's Incentive Plan Account. 

B. On March 18, 1998, Nashville submitted its report for the period July 1, 1997 through 

January 3 1, 1998 of activity during the second year of the Incentive Plan This report, a copy of 

which-*'attached to this application as Exhibit D, showed accumulated gains and savings of 

$809,156. Under the Incentive Plan's sharing formulas, $611,065 accrued to the benefit of 

Nashville's ratepayers and $1 98,091 was credited to Nashville's Incentive Plan Account. 
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, C. As shown above, the In&xtivePlan has provided substantial direct financial benefits to- 

ratepayers. In addition, the Incentive Plan has provided other indirect benefits such as avoiding the 

necessity of annual PGA prudence reviews and has lowered regulatory costs which otherwise would 

be associated with such proceedings. It can reasonably be expected that these benefits will continue 

in the future. - .  

IIL 

Revised Incentive Plan 

Attached t i  this application as Exhibit E is a revised Service Schedule No. 14 setting forth 

the "permanent" Incentive Plan. This exhibit has been marked to show changes fiom the existing 

Incentive Plan The changes are for the: purpose of either (a) converting the Incentive Plan fiom an 

experimental plan to a "permanent" plan or @) to clarifj. andlor simplify certain language in the 

existkg Incentive Plan tariff. The changes do not change any of the substantive or material provisions ? 

of the existing Incentive Plan. 

Request to Eliminate Independent Review 

The Incentive Plan agreed to by Nashville and the Consumer Advocate did not call for an 

independent review of its performance. Nevertheless, because the Incentive Plan was experimental 

in nature, the Commission determined that an independent review would be appropriate., In each of 

its reports to the C o m m i s s i o d o ,  the independent consultant reported that the I n c d v e  Plan 

has provided significant benefits to consumers and recommended that the Incentive Plan be continued. 

Coasiacat with the recommendation contained in the Andersen Consulting report dated March 23, 

1998, Nashville respectfidly submits that there is no longer any need to incur the expense of an 

independent review. As shown above, the benefits of the Incentive Plan have now been proven. 

Furthermore, Nashville will continue to submit quarterly and annual reports of the operations of the 



I n d e  Plan to the Authority and the -&nsumer Advocate, If those repoN should raise questions 

about the continued operation of the Incentive Plan, the Authority can take appropriate action 

v. 
Exhibits 

The following exhibits are attached to and incorporated in this application: 

Exhibit A - Report of Andersen Consulting dated May 1, 1997. 

Exhibit B - Report of Andersen Consulting dated March 23, 1998. 

Exhibit C - hmual report of shared gas cost savings for the first year of the Incentive 

Plan. 

Exhibit D - Report of shared gas cost savings for the period July, 1997 through January, 

1998. 

Exhibit E - Revised Service Schedule No. 14. 

VL 

Requested Relief. 

Nashville respectiidly requests the Authority to authorize Nashville to continue to operate 

under the Incentive Plan, as revised, on a "permanent" basis in such a manner that the Incentive Plan 

will rollover for an additional plan year on July 1 of each year beginning July 1, 1998 and continuing 

until the Incentive Plan is either (a) terminated at the end of a plan year by not less than 90 days 

notice by Nashville to the Authority or (b) the Lncentive Plan is modified, amended or terminated by 

the Authority. 

Respectfdly submitted, this the 3 1 st day of March, 1998. 



Nashville Gas Company, a Division of 
Piedmont Natural Gas Company, Inc 

By: &A@ 
Thomas E. Skains 
Senior Vice President - Gas Supply and Services 



- STATE OF NORTH CAROLINA 1 
1 

COUNTY OF MECKLENBURG 1 

Thomas E. SkRins, being first duly sworn, states that he is Senior Vice President - Gas 
s 

Supply and Services'of Piedmont Natural Gas Company, h., that he has' read the foregoing 

Petition, that the fkts stated therein are true to the best of his knowledge, information and belief 

and that he has been duly authorized to execute the foregoing Application on behalf of Piedmont 

Natural Gas Company, Inc. 

Sworn to and subscribed before me 
this the 31st day of March, 1998 

1 

My commission expires: 

Thomas E. Skains 



Certificate of Service 

I hereby certifj. that I have this day served a copy of the foregoing document upon each party 

of record by hand delivery. 

This the 3 1" day of March, 1998. 

. . 
Bill R Morris 



August 10,1998 

Mr. David Waddell 
Executive Secretary 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243-0505 

Re: Nashville Gas Company, Docket No. 96-00805 

Dear Mr. Waddell: 

In accordance with the reporting provisions of Service Schedule No. 14, Performance Incentive 
Plan, as approved in the above captioned docket, Nashville Gas Company (the "Company") submits 
the accompanying annual report of shared gas cost savings for the plan year ended June 30,1998. 

As the summary indicates, the accumulated gains and savings under the plan for the plan year 
total $1,340,957. Of this amount, $832,300 have accrued to the Company's ratepayers. The remaining 
$508,657 will be credited to the Company's Incentive Plan Account (IPA). 

Detailed calculations supporting the amounts shown in the summary for the period July 1997 
through April 1998 have been previously provided to the Tennessee Regulatory Authority Staff, the 
consulting firm engaged to review the Plan, and the Consumer Advocate. Supporting calculations for 
May 1998 and June 1998 are provided in this filing subject to the execution of non-disclosure 
agreements. As permitted by the provisions of the approved tariff, the Company will file a rate 
adjustment on or about October 1, 1998, to amortize the collection of the June 30, 1998 IPA balance 
over the 12 month period beginning November 1, 1998, and ending October 3 1, 1999. 

I am enclosing one additional copy of the summary that I would appreciate your stamping 
"filed" and returning to me in the enclosed envelope. 

deny W. Amos 

JWA:leh 
Enclosures 

c: L. Vincent Williams, Consumer Advocate 
Frank Creamer, Andersen Consulting 
Hal Novak, Tennessee Regulatory Authority 



Report on Nashville lncentive Plan 
July 1997 -June 1998 

MQlm 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 
A P ~  
May 
June 

Year 
1997 
1997 
1997 
1997 
1997 
1997 
1998 
1998 
1998 
1998 
1998 
1998 

Gas Procurement Nashville 
Incentive GPI . 

Mechanism Sharing 
Gain/(Loss) 11 GainllLossI 21 

($7,269) $0 
$278,151 $123,328 
$13,416 $0 
$57,431 $4,011 

($13,333) $0 
$20,833 $0 

($35,122) $0 
$92,055 $1 8,466 

($48,450) $0 
($32,277) $0 
($22,333) $0 

$5,085 $0 

Capacity 
Ratepayer Management Nashville Ratepayer 

GPI Incentive CMI CMI 
Sharing Mechanism Sharing Sharlng 

Gainl(Lossl Gainl(Loss) GainIfLoss) 31 Gainl(Loss) 31 
($7,269) $21,101 $0 $21,101 

$154,823 $151,044 $3,864 $147,180 
$13,416 $68,762 $6,876 $61,886 
$53,420 $25,825 $2,583 $23,243 

($13,333) $74,811 $1 8,660 $56,150 
$20,833 $77,947 $24,229 $53,718 

($35,122) $75,559 $37,779 $37,779 
$73,589 $276,138 $138,069 $138,068 

($48,450) $91,562 $45,781 $45,781 
($32,277) $69,700 $34,850 $34,850 
($22,333) $1 3,707 $6,854 $6,854 

$5,085 $86,615 $43,307 $43,308 

Total 
Gain/(Loss) 

$1 3,832 
$429,195 

$82,178 
$83,256 
$61,478 
$98,780 
$40,437 

$368,193 
$43,112 
$37,423 
($8,626) 
$91.700 

Total 
Nashv~lle 

Gain/(Loss) 
$0 

$127,192 
$6,876 
$6,594 

$18,660 
$24,229 
$37,779 

$1 56,535 
$45,781 
$34,850 

$6,854 
$43.307 

Total 
Ratepayer 

Gainl(Loss) 
$13,832 

$302,003 
$75,302 
$76,663 
$42,817 
$74,551 
$2,657 

$21 1,657 
($2,669) 
$2,573 

($1 5,479) 
$48.393 

YTD $308,187 $145,805 $162,382 $1,032,770 $362,852 $669,918 $1.340.957 $508.657 $832.300 

1nhe monthly gain or loss set forth in this column reflects total gains or losses calculated under 
the gas procurement mechanism, including gains or losses withln the one percent deadband. 

2INashville GPI sharing reflects 50% of gains or losses calculated under the gas procurement 
mechanism after application of the one percent monthly deadband. 

3lNashville sharing percentages range from 0% (Up to 1% annual demand savings), 
to 10% (1-2% savings), to 25% (2-3% savings), and to 50% (> 3% savings). Total capacity 
demand costs for the period are based on estimated annual costs for the plan year. 
These sharing amounts shall be adjusted based on the actual demand costs incurred, taking 
into account refunds or surcharges from p~peline and storage suppliers. 
(See Service Schedule No. 14, page 5) 



PROTECTED MATERIALS REMOVED 



BEFORE THE TENNESSEE ' REGULATORY AUTHORITY AT 

NASHVILLE, TENNESSEE 
October 22, 1998 

IN RE: APPLICATION OF NASHVILLE GAS 1 
COMPANY TO ESTABLISH A PERFORMANCE ) DOCKET NO. 96-00805 
INCENTIVE PLAN 1 

ORDER ADOPTING THE REPORT AND RECOMMENDATION OF HEARING 
OFFICER FROM THE PRE-HEARING CONFERENCE HELD JUNE 15,1998 

This matter came before the Tennessee Regulatory Authority (the "Authority") for 

consideration of the Report and Recommendation of the Hearing Officer, attached as 

Exhibit A, from the Pre-Hearing Conference held in the above captioned matter on June 15, 

1998. This Report and Recommendation was submitted for the consideration of the 

Authority by the Hearing Officer, Dennis McNamee. This proceeding originated pursuant 

to an Application to ~x tend  the Performance Incentive Plan (the "Application"), filed on 

April 1, 1998, by Nashville Gas Company, a Division of Piedmont Natural Gas Company 

("Nashville Gas"). The Application is intended to extend Nashville Gas' previously . - 

approved performance incentive plan until hrther order of the Authority. 

The Report and Recommendation of the Hearing Officer was considered by the 

Directors at a regularly scheduled Authority Conference cp June 30, 1998. The Hearing 

Officer reported to the Directors that the Pre-Hearing Conference was brief There were no 

matters to be discussed at the Pre-Hearing Conference. There were no intervenors prior to 

the Pre-Hearing Conference and no intervenors made themselves known at the Pre-Hearing 



Conference. The Hearing Officer recommended the incentive plan move forward for 

deliberation. . 

After reviewing the Report and Recommendation of the Hearing Officer, as well as 

appropriate portions of the record, the Directors determined unanimously that the Report 

and Recommendation of the Hearing Officer should be approved and adopted. 

IT IS THEREFORE ORDERED THAT: 

1. The Report and Recommendation of the Hearing Officer from the Pre-Hearing 

Conference held on June 15, 1998, attached as Exhibit A, is approved and is incorporated 

as if hlly rewritten herein; and 

2. Any Party aggrieved with the Authority's decision in this matter may file a Petition 

for Reconsideration with the Authority within ten (10) days from and after the date of this 

Order 

Y CHAIRMAN 

ATTEST: 

EXECUTIVE SECRETARY 



Before The 
Tennessee Regulatory Authoritg 

Nashville, Tennessee 

) 
Application of Nashville Gas Company, a Division ) 
of Piedmont Natural Gas Company to Establish a ) 
Performance Incentive Plan ) 

Application For Extension Of 
Performance Incentive Plan 

Docket No. 96-00805 

Nashville Gas Company (Nashville), a division of Piedmont Natural Gas Company, Inc. 

(Piedmont), hereby respectfully requests the Tennessee Regulatory Authority (Authority) to extend 

Nashville's previously-approved performance incentive plan (Incentive Plan) on a "permanent" basis 

or until further order of the Authority. In support of this request, Nashville respectfully shows the 

following: 

I. 

Background. 

A. On May 31, 1996, the Tennessee Public Service Commission (Commission), the 

predecessor to the Authority, approved the Incentive Plan for an experimental two year period 

beginning July 1, 1996. The Incentive Plan approved by the Commission was the result of an 

agreement between Nashville and the Consumer Advocate and was not opposed by any party. The 

order approving the Incentive Plan required Nashville and the Authority Staff to recommend a 

qualified independent consultant to review the progress of the approved Incentive Plan and to 

annually report the consultant's findings to the Commission. ?pe order also required Nashville to 

inform the Commission by April 1,1997, Zit wished to continue the Incentive Plan for a second year. 

B. On November 27, 1996, Nashville and the Authority St& submitted for the Authority's 

approval a contract for Andersen Consulting to review the progress of the Incentive Plan. By order 

dated January 2, 1997, the Authority determined that the recommendation of the Company and the 

Staff to employ Andersen Consulting was appropriate and approved the contract dated November 

2 1, 1996 by which Anderson Consulting was to perform its annual reviews. 

Exhibit A 



C. By letter dated March 3 1, 1997, Nashville informed the Authority that it-proposed to 

continue the plan for a second year without modification By letter dated April 7, 1997, Associated 

Valley Industries notified the Authority that it did not object to the Company's request. No other 

party filed an objection to the Company's request. 

D. By a report dated May 1, 1997, Andersen Consulting fled its first year review of the 

Incentive Plan and recommended that the Incentive Plan be continbed for another year without 

modification A copy of the May 1, 1997 report is attached to this application as Exhibit A. 

E. By order dated June 30, 1997, the Commission authorized Nashville to continue the 

Incentive Plan for a second year commencing July 1, 1997. 

F. By a report dated March 23, 1998, Andersen Consulting filed its second year review of 

the Incentive Plan and recommended that the Incentive Plan be continued on a "permanent" basis. 

A copy of the March 23, 1998 report is attached to this Application as Exhibit B. 

11. 

Incentive PIan Benefits. 

A On August 28, 1997, Nashville submitted its annual report of shared gas cost savings for 

the first year of the Incentive Plan. This report, a copy of which is attached to this application as 

Exhibit C, showed accumulated first year gains and savings of $1,379,383. Under the Incentive Plan's 

sharing formulas, $924,554 of this amount accrued to the benefit of Nashville's ratepayers and 

$454,829 was credited to Nashville's Incentive Plan Account. 

B. On March 18, 1998, Nashville submitted its report for the period July 1, 1997 through 

January 3 1, 1998 of activity during the second year of the Incegtive Plan. This report, a copy of 
I 

which-is attached to this application as Exhibit D, showed accumulated gains and savings of . ! 

$809,156. Under the Incentive Plan's sharing formulas, $611,065 accrued to the benefit of 

Nashville's ratepayers and $1 98,091 was credited to Nashville's Incentive Plan Account. 



C. As shown above, the I n c e n t i v e ~ ~ l ~  has provided substantial direct financial benefits to 

ratepayers. In addition, the Incentive Plan has provided other indirect benefits such as avoiding the 

necessity of annual PGA prudence reviews and has lowered regulatory costs which otherwise would 

be associated with such proceedings. It can reasonably be expected that these benefits will continue 

in the future. 

Revised Incentive Plan 

Attached to this application as Exhibit E is a revised Service Schedule No. 14 setting forth 

the "permanent" Incentive Plan. This exhibit has been marked to show changes from the existing 

Incentive Plan The changes are for the purpose of either (a) converting the Incentive Plan from an 

experimental plan to a "permanent" plan or (b) to clanfy andfor simplify certain language in the 

existing Lncentive Plan tariaE The changes do not change any of the substantive or material provisions ', 

of the existing Lncentive Plan. 

IV. 

Request to Eliminate Independent Review 

The Incentive Plan agreed to by Nashville and the Consumer Advocate did not call for an 

independent review of its performance. Nevertheless, because the Incentive Plan was experimental 

in nature, the Commission determined that an independent review would be appropriate. In each of 

its reports to the Commission/Authority, the independent consultant reported that the Incentive Plan 

has provided s imcan t  benefits to consumers and recommended that the Incentive Plan be continued. 

Consistent with the recommendation contained in the Anderse~consulting report dated March 23, 

1998, Nashville respecthlly submits that there is no longer any need to incur the expense of an 

independent review. As shown above, the benefits of the Incentive Plan have now been proven. 

Furthermore, Nashville will continue to submit quarterly and annual reports of the operations of the 



Incentive Plan to the Authority and the Consumer Advocate. Lfthose reports should raise questions 

about the continued operation of the Incentive Plan, the Authority can take appropriate action. 

Exhibits 

The following exhibits are attached to and incorporated in this application: 

Exhibit A -- Report of Andersen Consulting dated May 1, 1997. I 

Exhibit B -- Report of Aadersen Consulting dated March 23, 1998. 
I 

Exhibit C - Annual report of shared gas cost savings for the first year of the Incentive 

Plan. 

Exhibit D -- Report of shared gas cost savings for the period July, 1997 through January, 

Exhibit E -- Revised Service Schedule No. 14. 

VI. 

Requested Relief. 

Nashville respectfully requests the Authority to authorize Nashville to continue to operate , 

under the Incentive Plan, as revised, on a "permanent" basis in such a manner that the Incentive Plan 

will rollover for an additional plan year on July 1 of each year beginning July 1, 1998 and continuing 

until the Incentive Plan is either (a) terminated at the end of a plan year by not less than 90 days 

notice by Nashville to the Authority or (b) the Incentive Plan is modified, amended or terminated by 

the Authority. 

Respectfully submitted, this the 3 1 st day of March, 1991. 



Nashville Gas Company, a Division of 
Piedmont Natural Gas Company, I n c  

By: 
Thomas E. Skains 
Senior Vice President - Gas Supply and Services , 



STATE OF NORTH CAROLINA ) 
) 

COUNTY OF MECKLENBURG ) 

Thomas E. Skains, being frrst duly sworn, states that he is Senior Vice President - Gas 
- .  

Supply and Services'of Piedmont Natural Gas Company, Inc., that he has read the foregoing 

Petition, that the facts stated therein are true to the best of his knowledge, information and belief 

and that he has been duly authorized to execute the foregoing Application on behalf of Piedmont 

Natural Gas Company, Inc. 

Thomas E. Skains 

Sworn to and subscribed before me 
this the 31st aay of March, 1998 

I 

My commission expires: 



Certificate of Service 

I hereby cew that I have this day served a copy of the foregoing document upon each party 

of record by hand delivery. 

This the 3 1" day of March, 1998. 

Bill R Morris 
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BEFORE THE TENNESSEE REGULATORY A U T H O ~ ~ .  - . . . -. - .. . . . . ! #,;.-, . .  . c. - r ;!. 

NASHVILLE, TENNESSEE - .. q . .. :'j;i . 15 ,?a 11 23 

- 
IN RE: APPLICATION OF NASHVILLE ) 

. . -  
v s  . . - 

GAS COMPANY, A DIVISION OF 1 C..L . - I . - . LG?.ETI\RY 

PIEDMONT NATURAL GAS, TO 1 DOCKET NO.: 96-00805 
ESTABLISH A PERFORMANCE ) 
INCENTIVE PLAN. ) 

REPORT OF THE HEARING OFFICER FROM THE PRE-HEARING HELD 
JUNE 15,1998 

This matter is before the Tennessee Regulatory Authority ("Authority") pursuant to an 

Application to Extend the Performance Incentive Plan (the "Application"), filed on April 1, 1998, 

by Nashville Gas Company, a Division of Piedmont Natural Gas Company ("Nashville Gas"). 

The Application is intended to extend Nashville Gas' previously approved performance incentive 

plan until hrther order of the Authority. A copy of the Application of Nashville Gas is attached 

hereto as Exhibit A. 

A Pre-Hearing Conference was publicly noticed on June 4, 1998, for June 15, 1998 at 

10:OO A.M. At the Pre-Hearing Conference no parties presented themselves other than the 

Applicant. Counsel representing Nashville Gas at the Pre-Hearing Conference was Brian 

Larsen, Esq., Bass, Berry and Sims, 5 11 Union Street, Suite 2100, Nashville, TN 37219. 
.I 

At the time of the Pre-Hearing Conference no other party had sought intervention into this 

docket, and no parties presented themselves as intervenors at the Pre-Hearing Conference. The 

Hearing Oficer inquired of the Applicant if it knew of any reason to set a procedural schedule for 

the filing of discovery or testimony in this matter. The Company knew of none. There being no 

Exhibit A 



intervenors in this case, the Hearing Officer recommends that the Application of Nashville Gas be 

brought before the Directors for consideration 

ATTEST: 

Executive ~ e c r e t a f l  / 



BEFORE THE TENNESSEE REGLTLATORY AUTHORITY 
NASWILLE, TENNESSEE 

IN RE: 1 
1 

APPLICATION OF NASHVILLE GAS COMPANY, ) 
A DIVISION OF PIEDMONT NATURAL GAS ) DOCKET NO. 96-00805 
COMPANY, TO ESTABLISH A PERFORMANCE ) 
INCENTIVE PLAN 1 

ORDER APPROVING PERFORMANCE INCENTIVE PLAN 

, 
On August 18, 1998, this matter came before the Tennessee Regulatory Authority 

(hereafter the "Authority" or "TRA") for consideration of the Application of Nashville Gas 

Company (hereafter "Nashville" or "Company"), a divisionof Piedmont Natural Gas Company, 

to extend its previously-approved Performance Incentive Plan (hereafter the "Incentive Plan") on 

a permanent basis or until further order of the Authority. The Company also proposed to revise 

the Incentive Plan to clarify andlor simplify certain language in a manner that does not change 

any of its substantive or material provisions. In addition, the Company proposed to eliminate the 

requirement for an independent annual review. 

I. BACKGROUND 

On May 3 1, 1996, the Tennessee Public Service Commission (hereafter the "TPSC"), the 

predecessor to the Authority, issued an order approving the Incentive Plan for an experimental 

two-year period, beginning July 1, 1996. The Incentive Plan replaces the reasonableness or 

prudence review of Nashville's gas purchasing activities overseen by the Authority and is 



designed to produce rewards for NashviIle's customers and its shareholders and to produce 

improvements in Nashville's gas procurement activities. The Incentive Plan approved by the 

TPSC was the result of an agreement between Nashville and the Consumer Advocate Division of 

the Office of the Tennessee Attorney General (hereafter "Consumer Advocate") and was not 

opposed by any party. The TPSC's order approving the Incentive Plan required NashvilIe and 

the TPSC's Staff to recommend a qualified independent consultant to review the progress of the 

Incentive Plan and to annually report the independent consultant's findings to the TPSC. The 

order also required Nashville to inform the TPSC by April 1, 1997, if it wished to continue the 

Incentive Plan for a second year. 

On November 27, 1996, Nashville and the Authority's Staff submitted for the Authority's 

approval a contract for Andersen Consulting to perform annual reviews regarding the progress of 

the Incentive Plan. By Order dated January 2, 1997, the Authority determined that it was 

appropriate to accept the recommendation of the Company and the TRA's Staff that Andersen 

Consulting be'employed as the independent consultant. The Authority approved the Andersen 

Consulting contract dated November 2 1, 1996. 

By letter dated March 31, 1997, Nashville informed the Authority that it proposed to 

continue the plan for a second year, without modification. By letter dated April 7, 1997, 

Associated Valley Industries notified the Authority that it did not object to the Company's 

request. No party filed an objection to the Company's request. In accordance with its contract, 

Andersen Consulting filed its First Year Review of*Performance Incentive Plan dated May 1, 

1997, (hereafter the "First Report") and recommended that the Incentive Plan be continued for 



another year without modification. By Order dated June 30, 1997, the Authority authorized 

Nashville to continue the Incentive Plan for a second year, commencing July 1,  1997. 

Andersen Consulting completed its Second Year Review of Performance Incentive Plan 

(hereafter the "Second Report") on March 23, 1998. By its Application dated March 3 1, 1998, 

Nashville requested that the Authority approve the Incentive Plan on a permanent basis, relying 

in large part upon the recommendations made by Andersen Consulting in its Second Report. 

In the Second Report, Andersen Consulting found that: 

I. Based upon a review of Nashville's workpapers that were available 
following the publication of the First Report, the hcentive Plan's performance 
during the period July 1, 1996,. through June 30, 1997, the first year of the 
Incentive Plan, was as follows: 

1. Net savings totaled $1,379,000, the amount available to be 
split between the ratepayers and Nashville, subject to the 1 % 
deadband. 

2. Ratepayers "earned" $925,000 in savings during the first full 
year of the plan or about 67% of the amount available from 
the sharing mechanism and the amount within the 1% 
deadband. 

3. Nashville "earned" $455,000 during the first full year of the 
plan or about 33% of the amount available from the sharing 
mechanism and the amount within the 1 % deadband. 

4. Nashville's share of gainsflosses for the first full year of the 
plan was approximately 1/3 of the $1.6 million gains/losses 
cap. 

11. Based upon a review of Nashville's workpapers, the Incentive 
Plan's performance during the period July 1, 1997, through December 3 1, 1997, a 
period of six months into the second year of the Incentive Plan, was as follows: 

1. Net savings for the first six months of the second year of 
the Incentive Plan totaled $769,000, the amount available 



to be split between the ratepayers and Nashville, subject to 
the 1 % deadband. 

2. Ratepayers "earned" $598,000 in savings during the first 
six months of the second year of the Incentive Plan or about 
78% of the amount available from the sharing mechanism 
and the amount within the 1% deadband. 

3. Nashville "earned" $17 1,000 during the first six months of 
the second year of the Incentive Plan or about 22% of the 
amount available from the sharing mechanism and the 
amount within the 1 % deadband. 

4. Nashville's share of gainsllosses for the first six months of 
the second ykar of the Incentive Plan was less than 1 1% of 
the $1.6 million gains~losses cap. 

5. Nashville's net gains during the first six months of the 
second year of the Incentive Plan was largely attributable to 
the Incentive Plan's Gas Procurement Mechanism, a 
reversal from the first year of the Incentive Plan. \ 

After summarizing the activity in the- Gas Procurement Incentive Mechanism and 

Capacity Management Incentive Mechanism for the period July 1, 1997, through December 3 1, 

1997, as  well as evaluating Nashville's organizational policies and practices, Andersen 

Consulting made the following recommendations in the Second ~eport : '  

1. Implement a permanent performance based ratemaking mechanism, based 
upon the merits of the Incentive plan.' ' 

2. Rollover the permanent plan automatically each year, unless Nashville 
gives advance notice of its need to either withdraw or change the Incentive 
Plan, or the Authority elects to modify, amend, or terminate the Incentive 
Plan. 

I The Second Report also pointed out that "[tlhe existence or absence of an incentive plan sirmlar to pJashville1 is 
not, in itself, a confirmation or an indictment of [Nashville's] plan. Instead the case studies demonstrated the vanous 
plans used by other utilities operating m other jurisdictions and that ~ashvi l le ' s ]  performance Incentive plan was 
generally consistent with those Industry practices." Second Year Revlew, dated March 23, 1998, at page 15. 
2 This recommendation was based, m part, upon the judgment of Andersen Consulting that the objectives of the two 
year period of the Incentive Plan were satisfied and the Incentive Plan resulted in benefits to both the ratepayers and 
Nashville. Id. at page 16. 
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3. Retain the employee incentive compensation plan that links reward with 
performance to ensure alignment of behavior and risk-taking with results. 

4. Retain the primary features of the lncentive Plan, without modifications. 
A summary of those features include: 

A. Gas Procurement ~ e c h a n i s m : ~  50150 sharing 
arrangement, with a performance indicator of 99% of Index 
for Gains, and 1 0 1 % of lndex for Penalties. 

B. Capacity Management ~ e c h a n i s m : ~  Sliding scale 
from 10010 to 50150 as the sharing arrangement,' using the 
demand costs for transportation and storage capacity as the 
performance indicator. 

5. Retain, without modifications, the "monthly price index" composite 
formula, as defined in the Appendix to the Second Report, that serves to 
compare Nashville's total city gate commodity cost of gas to a benchmark 
amount. 

6. Having concluded the experimental period, remove the need for the 
permanent plan to be independently reviewed by a consultant, consistent 
with the lncentive Plan's objective of streamlining regulation and lowering 
regulatory costs. 

At a regularly scheduled Authority Conference held on April 21, 1998, the Directors 

unanimously appointed the General Counsel or his designee to act as Hearing Officer to hear 

certain preliminary matters and to set a procedural schedule. A Pre-Hearing Conference was 

publicly noticed on June 4, 1998, and held on June 15, 1998, at IO:00 a.m. before Authority 

counsel, Dennis McNamee. Prior to the Pre-Hearing Conference, no party sought intervention in 

- 

' The Gas Procurement Mechanism includes the primary elements of commodity costs, gas supply reservation fees, 
off-system sales and sale for resale transactions, use of financial mtruments, both public and private contracts, 
hedges and swaps. 

The Capacity Management Mechamsm mcludes the primary elements of release of transportation capacity, release 
of storage capacity, transportation of storage margin associated with off-system or wholesale sales-for-resale. 
5 As outlined in the Second Report, Nashville's share of the associated cost savings is calculated based on the actual 
capacity demand charges Incurred by Nashville. Thus, the lower the demand charges and the greater the savings, the 
higher Nashville's sharing percentage. Id. 
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this proceeding. No interested parties, other than Nashville, appeared at the Pre-Hearing 

Conference. On June 15,1998, the Hearing Officer filed his Report and Recommendation. 

. At a regularly scheduled Authority Conference held on June 30, 1998, the Directors 

considered the Hearing Officer's Report and Recommendation which recommended that the 

Application of Nashville Gas be brought before the Directors for consideration without a hearing 

since no parties had intervened nor had any objections to the Application been filed with the 

Authority. After reviewing the Report and Recommendation, and other relevant portions of the 

record, the Directors unanimously approved and adopted the Report and Recommendation of the 

Hearing Officer. This matter was scheduled for the Directors' consideration in July and, since 

the experimental period of the Incentive Plan expired on June 30, 1998, the Directors 

unanimously voted to allow the Company to continue operating under the incentive plan as  it 

existed on June 30, 1998, until such time as the Authority further deliberated upon the matter and 

rendered a final decision on Nashville's Application. 

On July 17, 1998, the Authority issued two Requests for Clarification to Nashville, the 

first of which outlined three (3) issues affecting Nashville's proposed Tariff Service Schedule 

No. 14. The Company responded to this first request by submitting, on July 23, 1998, a revised 

proposed tariff which incorporated the following new language: 

1. Applicability Section: The Plan will continue until the Plan is either 
(a) terminated at the end of a plan year by not less than 90 days notice 
by Nashville to the Authority or (b) 'the Plan is modified, amended or 
terminated by the Authority. 

2. Filing with the Authority Section: Unless the Authority provides 
written notification to the Company within 180 days of such reports, 
the Incentive Plan Account shall be deemed in compliance with the 
provisions of this Service Schedule. 



3. Periodic Index Revisions Section: Unless the Authority provides 
written justification to the Company within 30 days of such notice, the 
price indices shall be deemed approved as proposed by the Company. 

The second clarification request inquired 'as to the status of the Company's "feedback and 

reward system." The Company responded to this request by letter dated July 23, 1998, which 

further detailed Nashville's "feedback and reward system." Company representative, Bill R. 

Morris, executed an affidavit on July 3 1, 1998, attesting to his responses to each of these 

clarification requests. This affidavit, together with the clarification requests and responses 

thereto, was officially filed with the Authority and are part of the record considered in this 

matter. 

This matter came before the Authority again at the regularly scheduled Authority 

Conference held on August 18, 1998. Having donsidered the First ~ e ~ o r t , ~  the Second ~ e ~ o r t , '  

the verified responses of Nashville to the Requests for Clarification, and other relevant portions 

of the record, the Authority unanimousIy approved Nashville's Application to extend its 

Incentive Plan, and directed Nashville to file a revision to its Service Schedule No. 14 Tariff, 

stating the following: 

I .  Nashville will continue to have in place the Gas Supply Incentive 
Compensation Program, as detailed to the Authority in its letter dated 
July 23, 1998; and, 

2. Nashville will submit to the Authority, in writing, any proposed 
changes to the Gas Supply hcentive Compensation Program and, if the 
Authority elects to take no action concerning such proposed changes 

6 On July 3 1 ,  1998, Frank H. Creamer executdd as affidavit, which is a part of the evidenbary record m this matter, 
stating that to the best of hls knowledge his analysis, conclusions, and reconunendations in hs first and second year 
reports are true and accurate to the best of hs knowledge and belief. 
' ~d. 
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prior to the end of sixty (60) days after the same shall have been filed 
with the Authority, then such proposed changes shall become effective. 

The Authority unanimously agreed to allow the Incentive Plan, as revised, to be 

automatically renewed on July 1st of each year, beginning July 1, 1998, unless and until the 

Incentive Plan is either (a) terminated at the end of a plan year by not less than ninety (90) days 

notice by Nashville to the Authority or (b) the Incentive Plan is modified, amended or terminated 

by the Authority. 

The Authority also found it appropriate to eliminate the requirement for an independent 

review of the Incentive Plan. Based upon the independent consultant's analysis, the benefits of 

the Incentive Plan have now been demonstrated. Furthermore, Nashville will continue to submit 

quarterly and annual reports of the operations of the Incentive Plan and, if such reports or any 

other information should raise questions about the continued operations of the Incentive Plan, the 

Authority may take such action as it deems appropriate. 

It is the opinion of the Directors of the Authority that incentive plans such as that 

proposed by Nashville can satisfy the public interest by providing net benefits to both ratepayers 

and the company.* Such net benefits can be realized when an incentive plan is carefblly 

evaluated and properly administered, consistent with state law. In Nashville's case, the Authority 

concludes that the Incentive Plan satisfies the public interest. The Authority further concludes 

that it is consistent with the goal of keeping expenses at a minimum to establish a Gas Supply 

Incentive Compensation Program to recognize selected Gas Supply non-executive employees 

8 In formulating ~ t s  decision m th~s matter, the Authority is mindbl of the dicta offered by the Court of  Appeals in its 
March 5 ,  1997, decision In Tennessee Consumer Advocate v. Tennessee Regulatory Authority, 1997 WL 92079, *4 
(Tenn. Cl. App.), whereln the Court noted: "Of particular interest and concern are the propnety o f .  . 'rewarding' 
[a] utility for keeping ~ts expenses at the rmnimum, and o f  utilizmg the services of  an expert employed by the utility." 
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who are directly involved in managing such expenses. The public interest is served by 

performance measures for the Incentive Plan being established on an annual basis and by 

employees receiving incentive compensation as recognition for their contribution to the 

ratepayers and Nashville's shareholders through lower gas costs and gains related thereto. 

IT IS THEREFORE ORDERED THAT: 

1. Consideration of Nashville Gas Company's application for the extension of the 

Incentive Plan on a permanent basis does not require a hearing because no parties have 

intervened and no objections to Nashville's Application have been filed with the Authoritr, 

2. Nashville Gas Company is authorized to continue to operate under the Incentive 

Plan, as  modified herein, in such a manner that the Incentive Plan will automatically rollover for 

an additional plan year on each July lst, beginning July 1, 1998, and will continue until the 

Incentive Plan is either (a) terminated at the end of a Plan Year by not less than 90 days notice by 

Nashville to the Authority or (b) the Incentive Plan is modified, amended or terminated by the 

Authority; 

3. The requirement for an independent review of the Incentive Plan is eliminated; 

4. The Company shall amend Service Schedule No. 14 of its Tariff by inserting a 

section entitled "Gas Supply Incentive Compensation Program" which provides that while the 

plan is in effect the Company will continue to have in place its "Gas Supply Incentive 

Compensation Program" as detailed in the Company's July 23, 1998, response to the Authority's 

second clarification request of July 17, 1998. This section of the tariff shall further provide that 



the Company is required to notify the Authority in writing of any changes to the Gas Supply 

Incentive Compensation Program and, unless the Company is otherwise notified by the Authority 

within sixty (60) days, said changes will become effective. 

5. Any party aggrieved with the Authority's decision in this matter may file a Petition 

for Reconsideration with the Authority within ten (10) days fiom the date of this Order; and 

6. Any party aggrieved with the Authority's decision in this matter has the right of 

judicial review by filing a Petition for Review in the Tennessee Court of Appeals, Middle 

Section, within sixty (60) days fiom the date of this Order. 

ep alone, Chairman 

H. yydn Greer, Jr., ~irector '  

J Sara Kyle, Director 

ATTEST: 

K W y W  
K. David Waddell, Executive ~ e h e t a r y  



NASHVILLE GAS COMPANY 
REVIEW OF NASHVILLE GAS COMPANY'S IPA 

RELATING TO ASSET MANAGEMENT FEES 
DOCKET NO. 05-001 65 

CONSUMER ADVOCATE AND PROTECTION DIVISION 
SECOND SET OF DISCOVERY REQUESTS 

January 3,2006 

DISCOVERY REOUEST NO. 24 

In response to Discovery Request No. 1, of the Consumer Advocate's First Set of 

Discovery Requests; Nashville Gas Company objected to the scope of the d~scovery 

request and stated that it has not yet deterniined whether to call any "independent 

expert wrtnesses." The Consumer Advocate propounds the following question: 

Please identify each person whom you expect to call as an expert witness at any 

hearing in this docket -- regardless of whether such expert witness is hired as an 

"independent expert w~tness" or whether such expert witness is employed by Nashville 

Gas Company, Piedmont Natural Gas Company, or any other company -- and for each 

such expert witness: 

(a) State the subject matter on which the expert witness is expected to testify; 

(b) State the substance of the facts and opinions to which the expert witness 
is expected to testify; 

(c) Provide the grounds (including any factual bases) for each opinion to 
which the expert witness is expected to testify; 

(d) Provide complete background information, including the expert's current 
employer as well as his or her educational, professional and employment 
history, and qualifications within the field in which the witness is expected 
to testify, and identify all publications written or presentations presented in 
whole or in part by the witness; 

(e) Identify any matter in which the expert has testified (through deposition or 
otherwise) by specifying the name, docket number and forum of each 
case, the dates of the prior testimony and the subject of the prior 
testimony, and identify the transcripts of any such testimony; 



NASHVILLE GAS COMPANY 
REVIEW OF NASHVILLE GAS COMPANY'S IPA 

RELATING TO ASSET MANAGEMENT FEES 
DOCKET NO. 05-001 65 

CONSUlVlER ADVOCATE AND PROTECTION DIVISION 
SECOND SET OF DISCOVERY REQUESTS 

January 3,2006 

(f) Identify the terms of the retention or engagement of each expert including 
but not limited to the terms of any retention or engagement letters or 
agreements relating to hislher engagement, testimony, and opinions as 
well as the compensation to be paid for the testimony and opinions; and 

(g) ldentify any exhibits to be used as a summary of or support for the 
testimony or opinions provided by the expert. 

(h) Produce a copy of all documents (defined above) relied upon by the 
expert witness for the facts and op~nions to which the expert w~tness is 
expected to testify. 

If Nashville Gas objects to a particular subsection(s) of this interrogatory but not 

to other subsections, please provide a complete answer for each subsection for which 

there is no objection. If Nashville Gas objects to any subsection(s) of this interrogatory 

pursuant to the Tennessee Rules of Civil Procedure or any other rule of law, please 

state in detail the factual and legal bases for each such objection. 

SUPPLEMENTAL RESPONSE: Please see the attached curriculum vitae of Daniel M. 

lves and Jay P. Lukens. 



JAY P. LUKENS 

Sr. Vice President 
Black & Veatch Corporatio~ 

President 
Lukens Energy Group 

B~rslness Srl-ntegv, 
A4erget-s & A cy rruitions, 
Regzrlrrtory Policy, 
Energy A4ar.ker Anal~vsis, 
Bz~siness Develr2ptnenr, 
Energy Project 
Comnlet.ciq1 
Mut7agett~ent 

Education 
Ph D , Economics, 1981 

Texas A&M Unlverslty, 
College Statlon, TX 

B A . Economrcs, 1977 
Eckerd College. 
St Petersburg, FL 

Total Years Experience 
24 

Joined LEG 
1999 

Professional Associations 
Board of Trustees, Eckerd 

College 
Member, Energy Bar 

Assocratlon, 2001 - 2005 
E-Commerce Comm~ttee Chair, 

Energy Bar Assocratron. 2002 
- 2003 

lnternatlonal Association for 
Energy Economrcs, 1996 - 
2005 

Board of Directors, INGAA 
Foundatron, 1989 - 1995, 
1997 - 2002 

Member, Rate Commlttee, 
INGAA, 1986 - 1995 

Member, Pol~cy Analys~s 
Commlttee, INGAA, 1986 - 
1995 

Language Capabilities 
Engllsh 

7 
As President and founder of Lukens Energy Group (LEG), now a part of the 
Enterprise Managelncnt Solutions Dlv~slon of Black e( Veatch Corporation, Dr. 
Lukens brings to clients over twenty years of dlverse, senlor-level corporate and 
consult~ng experience \vlthin the energy and teleco~nmunicatlons Industries. Dr. 
Lukens has worked wlth the senlor management of major energy companies in 
evaluating mergers, acqu~s~t~ons ,  and market entry strategles. He advlses cllents 
on Issues of buslness strategy, energy policy, regulation, business development, 
and energy projcct developn~ent. Dr Lukens has provlded testimony as an expert 
witness to state and federal courts and rrg~~lators on a wide variety of Issues 
related to energy markets, including antitrust, analysls of market competition, 
and econonlic damages. 

From 1985 to 1995 Dr. Lukens was a senlor esecutlve with Transco Energy 
Company where he had direct responslblllty for strategic planning, federal 
regulatory affa~rs, and buslness development Dr Lukens had overs~ght 
responsiblllty for Transco's efforts to resolve clv~l and FERC litigation In 
connection wlth the restructuring of the. natural gas ~ndustry In the early 1990's. 

Representative Project Experience 

State of Alusku - Alusku Gus Pipelitre Project 
Provide strategy and rcgulatory counsel to thc Natural Gas Cabinet for the State 
of Alaska in ~ t s  Ilegotlatlons wlth North Slope producers and independent 
plpellne developers rclatlng to thc $20 bl l l~o~l  Alaska Gas P~pellne. Dr. Lukens' 
roles for the State have been vaned, ranglng from directing background analysls 
on key Issues to spokesperson at negotiating sessions. 

En-otrMobil GoMetr Puss Pipelitre 
Ut111zed MarketBuilderTM software. to forecast the market prlce and basis trend at 
major priclng polnts located in the Texas and Lou~slana reglon for the period of 
2005 to 2040 by explicitly incorporating developments In demand, production, 
pipellne infrastructure and LNG term~nals nl the reglon and around the country. 
Major drlvers of the market dynamics are ~dentlfied and their economic impact to 
the LNG tennlnal quantified. A specific marketing strategy to pursue the h~gh  
premium markets is proposed. Applylng the cuttlng-edge real opt~on theory and 
utilizing the proprietary Transportation Valuatlon AdvisorTb1 and Storage 
Valuatlon AdvisorT" software, Lukens Energy Group also identified significant 
lntrlnsrc and extrlnslc value embedded in the multiple delivery polnt pipeline 
header system and tank storage space and recommended actlve asset 
nlallagelncnt strategles to obtarn the value 

Lukens Energy Group Page 1 



Corificlenticrl Cliertt - Itttersmte Pipeline Gro~vtli Strategy 
In 2004 Dr. Lukens was reta~ned by a confidential cllent to help senior 
management develop a growth strategy for its interstate plpel~ne business. LEG 
perfol~lled a market study to develop a long-tenn view of the natural gas market 
relatlve to cllent's pipeline and storage assets. LEG modeled the transmission 
systems of potentlal competitors and developed cost estimates for competitive 
servrce offerings. Study ~ncluded a revlew of rate and regiilatory lssues and 
conslderatlon of new rate designs to l~nprove clients' conlpetitive position vs. 
new LNG suppliers enterlng thelr market. Based on the market study and 
knowledge of cllent's and compet~tor's assets, LEG identified specific storage 
and transmission projects to grow EBlT by more than $100 mlllion per year. 
LEG presented its findlngs and recommendatlons to the cl~ent's Board of 
D~rectors. 

NiSorrrce 
Dr. Lukens directed an engagement for NlSource to support thelr successful 
effort to acqulre Columb~a Energy. LEG developed cash flow models of 
Columbia's pipeline, energy ~narketlng 2nd gas LDC business units, advised 
N~Source on the potential econornic effect of pending regulatory issues; 
e\laluatcd potentlal espanslon strntegles for the Columb~a buslncss unlts, and 
partic~pated In risk analys~s and scenario plaru~lng. Following the merger, LEG 
was rcta~ned to assist with merger ~ntegration. Focus of the effort was ~ntegrat~on 
of energy market~ng operations at the two companies. LEG led a task force 
comprised of N~Source and Columbla executives to ~dentlfy speclfic strategies 
and action steps to achlcve earnings growth targets. 

CortjLderrtinl Client - Storage Asset Acqrtisitiort 
LEG was engaged to perfolm an Independent assessment of the Mld-Atlantic 
market and to assess the value of the revenue potential from the Stagecoach 
storage facility. LEG performed a detailed review of Mid-Atlantlc natural gas 
capacity, denland and prices as well as factors affecting these dynamics uslng an 
econonllc market model to analyze the market fundamentals. The ins~ghts from 
the economic model such as regional consumption forecasts, pipeline utilization 
and monthly basis differentlals were utilized to assess the potential role of 
Stagecoach storage facil~ty given market expectations in the Mld-Atlantic reglon. 
LEG also perfonned a valuation of storage services from Stagecoach faclllty 
uslng LEG'S proprietary Storage Valuation AdvisorTM (SVA) software. 
Valuation ~ncluded lntrlnslc and extr~nsic value of the storage services at 
Stagecoach based on a real optron valuation methodology. As part of the 
acqulsltlon support, LEG also reviewed pro-fonna revenue projections for the 
Stagecoach fac~lity provlded by the seller, eCORP. 
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Reliar11 - California - Response lo Report of FERC Staff 
Dr. Lukens assisted Rel~ant Energy In respond~ng to the Report of FERC Staff 
(the "March 26 Report") In Docket No. PA02-2-000 (March 2003) wh~ch 
analyzed, among other subjects, the impact of so-called "churn~ng" by one 
Reliant physlcal gas trader. The Report alleged that this trading behav~or likely 
caused some intraclay and interday increases in the gas price i~ldices for Topock. 
Accord~ng to the March 26 Report, the higher market gas pnces associated with 
the alleged "chu~~l~ng"  increased the market cost of gas by $650  nill lion In 
December 2000 and by about $1.15 bill~on for the 8-month refund peiiod 
November 2000 through June 2001 (the "Refund Period"). Based in part on 
Lukens Energy Group's work, Reliant was able to settle t h ~ s  matter without 
paying any damages. 

Testimony 
A ES E,xy ress L L C 
Testi~nony on behalf of the LNG Suppliers Coalition, which consisted of BP 
Energy Conlpany, Chevron U.S.A Inc., ConocoPhlllips Company, ExxonMobil 
Gas & Power Marketing Company, a division of ExxonMob~l Corporation, and 
Shell NA LNG, LLC. Provided opinions regarding the regulatory policy Issues 
raised by gas ~nterchangeabil~ty standards and specifications proposed by Florlda 
Gas Transnliss~on and recommendations for how the FERC should address them. 
Docket No. RP04-249-001. Wntten report filed Septelllber 19, 2005. Cross- 
answering testinlony filed November 7, 2005. . - 

llrlllluills c ~ ~ l l l j ~ ~ ~ l l i ~ s ,  I11c 
Testi~nony on hehalf of W~lliams Companies, Inc. successor In ~nterest to one of 
the partners In Great Plains Gasification Assoc~ates for the Great Pla~ns Project. 
Prov~d~ng op~nion to Federal Tax Court as to whether such bid was a legitmate 
buslness proposal from the perspectives of the equlty partners and the federal 
governlent. Docket No 206. Written report filed December 23, 2004. 

N S ~ ~ R  Gas and Electric Corporation 
Ui71ted Stutes of dnzerica before the Federal Energ), Regrrlutoq~ Comnzission, 
Devniz Pnlt'er et 01, LLC. 
Answer~ng testimony providing oplnion as to whether the I S 0  New England's 
proposed Locationnl Installed Capaclty pricing proposal is a market mechanisnl 
that ylelds market-based pnces. Testimony also addresses standard by which 
I S 0  New England's Location Installed Capacity monthly capacity pric~ng should 
be scrutlnlzed. Docket No. ER03-563-030. Wntteil testimony filed November 4, 
2003. Cross-answering testlmony filed February 17, 2005. 

SCAN.4 Coj yor'atioiz 
Testlluony on behalf of SCPC In response to a Public Service Comm~ss~on of 
South Carolina. Expert Testimony in response to an order directing SCPC to 
present testlmony and ~nformation in a proceeding concerning put options and 
other financial dev~ces that maybe employed by SCPC in its purchase of gas 
supplies to meet the f~tture de~nand of its customers. Docket No. 2003-236-G. 
Written report filed October 30, 2003. 
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Gtyn berg 
Sliell 011 Company, Shell Western E&P lnc., Sliell Coltez Pipeline Company, 
Kinder Morgan CO2 Company, L P., fonnerly known as Shell C02  Company, 
Ltd. ("Shell"), Esson Mobil 011 Corporation, fonnerly known as Mobil Oil 
Corporation, Mobil Producing Texas and New Mexico, Inc., ("Mob~l"), and 
Cortez Plpeline Company. Expert Testimony that analyzed the Plaintiffs' clailns 
concerning the tarlffs charged by Co~tez Pipeline Company to move C 0 2  from 
the McElmo Dome Unit in southwestern Colorado to Denver City, Texas in the 
Perniian Basin. Docket No. 1998 CV-43. Written report filed June 20, 2003. 
Supplemental Report tiled August 15,2003. 

Rellar~r Energy Power- Generation. Inc. and Reliant Energy Ser~vices, b ~ c .  
San Dlego Gas and Electric Company, Coniplalnant v. Sellers of Energy and 
Anc~llary Servlces Into Markets Operated by the California Power Exchange. 
Affidavit responding to FERC Staffs Final Report on Price Manipulation in 
Western Markets. Fact-Flnding Investigation of Potential Manipulation of 
Electric and Natural Gas Prices. Docket No. PA02-2-000. Written report filed 
Aprll25, 2003. 

hlot~r11et~i7 Indilina Publrc Ser.vrce Conlyrlny 
Rebuttal Testilnony before the Indlana Utility Regulatory Conlrnission. Expert 
Testimony in NIPSCO1s 2003 Gas Cost Adjustment Case that addresses issues 
raised In the Ind~ana Office of Ut~lity Consumer's Counselor's (OUCC) regarding 
the run up of gas prices In March 2003. Written report filed Apnl9, 2003. 

Predttlont Natura/ Gas Comnpai~y 
Report on Analysis of Market Power Related to the Proposed Purchase of North 
Carollna Natural Gas. Expert Testimony exan~lnlng whether the acquisition of 
North Carolina Natural Gas wlll lead to an increase in market power that could 
be detr~niental to the welfare of consumers. Written report filed December 6, 
2002. 

Rellanr Enera  Power Generation, Inc. m7d Reliant E~zergy Ser~:ices, Inc. 
Report on Cal~fornia Border Prices - Fact Finding Investigation of Potential 
Manipulation of Electric and Natural Gas Prices. Expert Testlniony analyzing 
the Initial Report of FERC Staff in Docket No. PA02-2-000 (August 2000) 
Written report filed October, 2002. 

Nova Scoria Power Inc. (NS Power) 
Report on Agency and Surplus Thermal Generated Energy Purchase and Sale 
Agreement behveen Eniera Energy Iiic. and Nova Scotia. Expert Testimony 
analyz~ng the economlc and regulatory policy ~~nplications of the Agency and 
Surplus Themial Generated Energy Purchase and Sale Agreement between Nova 
Scotia Power Inc. and Emera Energy Inc. Wrltten report filed October 4, 2002. 
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EnerGcis (Tlie City qf'lubboc? 
The C ~ t y  of Lubbock, Texas and the West Texas Mun~cipal Power Agency vs. 
Stewart & Stevenson Energy Products, Inc., aka S&S Energy Products, Inc , a 
Divis~on of GE Packaged Power, Inc., and EnerGas, a Divlsion of ATMOS 
Energy; Cause No. 2001-513, 945, in the 99Ih Jucl~cial Distrlct Court of Lubbock 
County. Texas. Expert Testimony evaluat~ng the assu~nptions made in Plaintiffs' 
damage calculation and analyz~ng the economlc logic employed in calculat~ng 
purported economlc damages Wrltten report filed August 22, 2002. 

ProGas Lirnrted (ProGas) 
In the Matter of a Gas Purchase Contract by and between ProGas Lunited as 
Seller, and Ocean State Power, as Buyer Dated December 14, 1998, as Amended 
Effective December I ,  1999. Prepared direct testimony in a private arbitration 
dlspute regarding analysis of the arbltrat~on standard in a gas sales contract. 
Written evidence tiled August 17, 2002. Response Testinlony filed October 17, 
2002. 

T1.anscontirrenta1 Gus Pipeline Colporution (Transco) 
United States of America before the Federal Energy Regulatory Com~nission, 
Docket No. RPOI -245-000, et a1 Prepared Rebuttal Testlnlony addressing the 
economlc substance of, and the regulatory Issues concerning a transaction 

between Transco and Will~ams Communications Company ("WCC"), whereln 
Transco agreed not to oppose WCC's use of the Trunsco right-of-way. Wr~tten 
Report filed May 3 1,2002. 

.4?noco Prod~~crlon Conipnny 
Richard Parry, et al., vs. Amoco Product~on Company; Case No. 94 CV 105; 
Dlstrlct Court, County of La Plata, State of Colorado. Expelt testimony 
analyzing the economlc ~nlplications of the Pla~ntiffs' and Experts' claims 
regard~ng post-production fees charged by PLmoco for Coal Seam Gas in the San 
Juan Basln. Wrltten Report filed May 1, 2002. 

Anroco/ShellL4 merada Hess 
Ray Powell, Cornmissloner of Public Lands of the State of New Mex~co, Trustee, 
\IS. Anloco Production Company, hnerada Hess Corporation, She11 Western 
E&P, Inc., and Shell Land & Energy Co.; Case No. D-0101-CV-2000 02079; 
Flrst Judicial District, State of New Mexico, County of Santa Fe. Expert 
testimony analyzing the econornic implicatio~ls of the Plaintiffs and its Experts' 
claims concerning the tar~ffs charged for transportation of COz on the pipel~nes 
connecting the Bravo Dome to EOR projects in the Permian Basin. Written 
Report filed September 2 1, 200 1. Supplemental Expert Report tiled January I 1, 
2002. 

E.r.ron klo b 11 Corporation 
DETMI Management, lnc., Duke Energy Services Canada Ltd , and DTMSl 
Management, Ltd. vs. Mob11 Natural Gas, Inc. and Mobil Canada Products, Ltd., 
Cause No. 50 T I98 00485 00; American Arbitration Assoc~ation. Expert 
testimony analyz~ng the natural gas and power trad~ng and marketing business In 
connection wlth a dtspute regarding the operation of Duke Energy Trading and 
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Marketing, a joint venture of Duke Energy and Exxon Mobil. Written Expert 
Report filed July 3 1. 200 1 

Shell Or1 Coinpar~.y, Shell I,t7ester.i~ E&P, b7c . and A4obrl Pi*odiiciilg Tee\-US and 
New Me.uco, Inc 
C02  Claims Coalition, d., vs Shell 011 Company, eta in the United States 
Dlstrict Court for the Distnct of Colorado, ClV. No. 96-2-245 1. Expert Report 
analyzing the economic implications of the Plaintiffs' and their Experts' claims 
concerning price fixing and anti-competitive behavror in establishing the tarlffs 
charged by Cortez Pipeline Company to move C 0 2  from the McElrno Dome 
Unit in southwestern Colorado to Denver City 111 the Pennlail Basin. Second 
Supplemental Expert Repoi-t filed March 30,2001. 

Philadelphlu Gas Works 
Before the Pennsylvallia Public Utility Comnliss~on, Ph~ladelphia Gas Works 
Docket No. R-00006042 Prepared Direct Testimony in Philadelph~a Gas Works' 
Base Rate Proceeding addressing the cost of service of the company if it were an 
investor owned utility. January 16, 2001. 

Cur-thqe Etlt7rgv Ser-vrces, liic uiid Dominrori Eiit7i.g~ 
United States of America before the Bankruptcy Coui-t for the Southern District 
of Texas, Houston Division, Case No. 99-32383-H2-1 I ,  Case No. 99-32354-H4- 
11, Jointly Administered under Case No 99-32383-Hz-1 1? Adversary No. 00- 
3290. Expert Report related to certaln damage calculations under the Proof of 
Clairn tiled by Carthage Ene~gy Services on I'vlay 4, ZOO0 Also revlewed the 
reports submitted by the Trustee's Experts and responded to certain statements 
contained in such reports. January 6, 2001. 

El Puso Natzri.al Gas Coniput~y 
United States of America before the Federal Energy Regulatory Conuisslon, 
Public Utilities Conunlssion of the State of California v. El Paso Natural Gas 
Company, et al., Docket No. WOO-241-000 Expert Report analyzing the 
perfomlance of the Califolnia gas market, filed In rebuttal to claims by the CPUC 
that El Paso had exercised market power over natural gas transportation services 
serving California? September 29, 2000. Report updated December 13,2000. 

Te.rus Gas Ti-unsmws~on Colpo~.utron 
United States of Anlenca before the Federal Energy Regulatory Conlmission, 
Texas Gas Translnissloll Corporation, Docket No. RP00-260-000. Testimony 
supporting proposal for seasonal and term dlffereiltiated rates for short-term 
transportation services. Also addressed analysis of the supply and 
demand balance and the business risk in the market for plpeliile capacity in 
which Texas Gas participates, Apnl2  1,2000. 

.4 TCO Gus Coinprri?~ 
Before the Alberta Energy and Utilities Board, Nova Gas Transmission Ltd , on 
behalf of ATCO Gas Company. Testimony for alternative rate design for Nova 
Gas Transmission Ltd. Written evldence subnutted on August 10, 1999. 
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El Paso Nntural GOS Coinpony 
United States of America before the Federal Energy Regulatory Collmmiss~on, El 
Paso Natural Gas Conmpany, Docket No. RP97-287-010. Expert Report filed to 
rebut clalms by CPUC regarding effect on Callfolll~a gas market of contract 
between Dynegy Corp and El Paso Natural Gas, May 6, 1999. 

El Ptzso Natural Gas Coinpan), 
United States of Anmer~ca before the Federal Energy Regulatory Comnmission, 
Docket No. RIvI98-10, Regulation of S1mol-t-Term Natural Gas Transportation 
Services, Docket No. Rh49S-12, Regulation of Interstate Natural Gas 
Transportation Services. Expert Report (with Adam Jaffe) regarding economlc 
~mpact of FERC's proposed rule? Aprll I 21h, 1999. 

Transcontlner~tnl Gas Pipelme Coiilpany 
United States of America before the Federal Energy Regulatoly Commission, 
Transcontinental Gas Pipeline Company, Docket No. CP98-74-00], Prepared 
Answering Testimony on behalf of Transco analyzing competitive effects of 
refusal to construct interconnect, January 5 ,  1999. 

Nor.tlzer.11 Ntrt111zrl Gas C O I I ~ J C I I ~  011d Dytlt'a ETI~?I.Q R~?SOLII .C~S,  L1w11teCl 
Por.tr1ershrp, 
Bearpaw Gatherlng Systems, Inc., eta!., vs. Northen1 Natural Gas Company and 
Jlynegy Energy Resources, Llmlted Partnership, f/Wa NGC Energy Resources, 
Limlted Partnership, vs. Ocean Energy, Inc., III the Unlted States District Court 
for the Southern D~strlct of Texas, Cause No 97-47530 Espert testlnmony In 
natural gas contract dlspute, December 22, 1998. 

Sl~ell Oil coin par^.^, Shell bVester.n E&P, Inc., and hluhil Protkicing Te.uns and 
New M~,YICO, lnc. 
C 0 2  Clainms Coalition, u., vs. Shell Oil Company, u., 111 the Unlted States 
Distrlct Court for the Dlstrict of Colorado, CIV. No. 96-2-2351, Expert Report 
analyzing the economic i~nplicatlons of the Plaintiffs' and their Experts' claims 
concerning price fixing and anti-conmpetltive behav~or in establishing the tariffs 
charged by Cortez Pipeline Company to move C 0 2  from the McElrno Dome 
Unit In soutllwestern Colorado to Denver City in the Permian Basin, November 
2, 1998. Supplenlental Expert Report filed April 30, 1999. 

El Paso Natur.al Gas Comparly 
United States of Anlerica before the Federal Energy Regulatory Commission, El 
Paso Natural Gas Company, Docket No. RP97-287-010. Expert Report (with 
Adam Jaffe) filed with the Initla1 Comlne~lts of El Paso In the technical 
conference In thls docket analyz~ng the policy lssues raised by the contracts 
between El Paso and Natural Gas Cleannghouse, Febniary 26, 1998. Expert 
Report filed wlth the Reply Conmments of El Paso in the technical conference In 
this docket analyz~ng the compet~t~ve Impacts of the contracts behveen El Paso 
and Natural Gas Cleannghouse, April 13, 1998. 
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Texas New hle.~ico Power- Cott1parlj~ 
State of Texas, State Office of Admln~stratlve Hearings, Applicat~on for 
Approval of the TNMP Transition Plan and Statement of Intent to Decrease 
Rates, and Municipal Rate Appeals, SOAH Docket No. 473-97- 156 I Prepared 
Rebuttal Test~mony In Support of Restated Stipulation. Pollcy testimony on 
terms of conlpetition and conditions of entry In electric restructuring case, March 
2, 1998. 

AEC Oil & Gas, a Division of Alherm Energy Cornyar~,~, Lrd., Canadian Forest 
Oil Lrd., and ProCas Linlited 
In Arbitration, Alberta Northeast Gas Limited vs. AEC Oil Sr. Gas, a D iv~s~on  of 
Alberta Energy Company, Ltd., Canadian Forest 011 Ltd., and ProGas Limited. 
Testimony regarding proper Interpretatnon of long-tern gas sales contract. 
Prepared D~rect Testlmony, Janualy 26, 1998 Reply Testlmony, February 1 I, 
1998. 

CNG Transr~1ission Corpor-ar~on 
United States of America before the Federal Energy Regulatory Comrnlsslon, 
CNG Transmission Corporat~on, Docket No. RP97-406-000. Prepared Direct 
Testlunony. Espert testimony on market power In secondary market for plpeline 
capacity, July 1 ,  1997. 

Leidy Line Roll-irr Gr.ouy 
Un~ted States of Amerlca before the Federal Energy Regulatory Commsslon, 
Transcontinental Gas Pipe L~ne,  Docket 110. RP95-197 & RP 97-71 
(Consolidated). Prepared Answering Testimony, March 25, 1997 Cross- 
Answering Testimony tiled May 12, 1997 

.4moco P~.oducrion Company 
In the Matter of Doris Feerer, u. vs. Arnoco Production Company, eta Civ. 
No. 95-0012-JCJWWD In Un~ted States Distrlct Court for the D~strict of New 
Mexico. Expert report regarding vertical mtegration and transfer prlcing in a 
royalty dlspute, May 5, 1997. 

Oklalto?na Gas and Elecrric Co. 
Prepared Rebuttal Test~nnony before the Corporat~on Commission of the State of 
Oklahoma, Cause No PUD 9600001 16, on behalf of Oklahoma Gas and Electrlc 
Connpany. Reconmended the proper allocation of costs for the Enogex p~peline 
system between Oklahoma Gas and Electric and th~rd  party transportation 
services, November 6, 1996. 

Nashville Gas Compan.y 
Prepared Direct Testlmony before the Tennessee Public Service Commission, 
Docket No. 96-00805, on behalf of Nashville Gas Company, A Div~slon of 
Piedmont Natural Gas Company. Proposed a performance incentrve program tor 
Nashville's gas procurement and capaclty costs, April 22, 1996. 
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Lei& Lrne Roll-rn Grotrp 
Unlted States of Amer~ca before the Federal Energy Regulatoly Commlss~on, 
Docket No. RP95-197-000 (Phase 11) Expert testimony supportlng rolled-in rate 
treatment for Transco's existlng incrementally priced expansion projects. Other 
Answering and Rebuttal Testimony filed as case progressed, January 25, 1996. 

Transcorltinental Gcrs Pipe Lrne Corporatron (Transco) 
United States of America before the Federal Energy Regulatory Con~mlss~oi~ ,  
Docket No. RP95-197-000, Prepared Direct Testlmony on behalf of Transco. 
General pollcy issues in rate case, March 15, 1995. 

United States o f  America before the Federal Ener-gy Regulatoty Conzmission, 
Docket No. RP93-100, Prepared Direct Testllnony on behalf of Transco, 
supporting the terms and conditions of Transco's contract settlement w ~ t h  Dakota 
Gasification. Other Supplemental, Answering, and Rebuttal Testimony filed as 
case progressed, December 19, 1994 

Utlrted States of .ilmer.rca before the Federal Elzergy Reg~rlator:!l Commission, 
Docket No. RM94-4, Public Conference on Natural Gas Gathering Issues, 
testimony and response to questions before the Commlsslon members and thelr 
staff', Febn~ary 24, 1994 

Urirted Stales o f  ..lmer.rccr b~f0r.e the Ferlernl Energv Regl11~tor.y Commrssron, 
Docket No. RP92-137, Prepared Dlrect Testlmony on Behalf of Transco, 
addresslng general pollcy Issues In rate case; primary Issue In lltlgated phase of 
the case was the des~gn of rates for production area services. Supplemental, 
Answering, and Rebuttal testimony filed as case progressed, March 17, 1992. 

United States of ,4 .irnerrca before the Federal Energy Reglrlatory Commrssron, 
Docket No. RP92-108, Prepared Dlrect Testinlony on Behalf of Transco, 
supportlng general pollcy Issues in rate case, March 10, 1992. 

United States of America before the Federal Euer.gy Regulatory Commusron, 
Docket No. 092 -378 ,  Prepared Direct Testinlony on Behalf of Transco, 
addresslng the design of an incentive rate nlechanism for gas plpellnes, February 
28, 1992. 

Urllted Slates of America before the Federal Energy Regulalory Commission, 
Docket No. RM90-1, Public Conference on Pipelme Construction Rulemaking, 
testiniony and response to questions before the Commission members and thelr 
staff, January 28, 1992. 

Unrted States of America before /he Federal Energy Regulatory Commlssron, 
Docket No. RP90-8, Prepared D~rect Testlmony on Behalf of Transco, 
supportlng proposal for new transportation rate design consrstent with unbundled 
service structure, October 24, 1989. 
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Unrted States of An~errcu bejb1.e the Feclerul Energy Regtrlutor;~ Corrzmrssior~, 
Docket No RP87-7, Prepared Direct Test~mony on Behalf of Transco, 
addressing the reserved issues of rate design and the terms and condlt~ons of 
transportation selvlcc, supported proposal for a prlce deregulated secondary 
market in pipelme capaclty rights, June 2 1 ,  1989 

United States of dmerica before the Federul Energy Regulator-?, Conimissron, 
Docket No. TA85-3-29, Prepared Answering Testimony on Behalf of Transco In 
remedies phase of FERC enforcement actlon, February 13, 1989. 

Publications and Research 

"Ener.g?~. Trrrning The Cor.r~er and Finding New Groirt?cl .for Grolvtlr" 
Power & Gas A4arketing Full 2003 

"Getting Real. How to Optirnize the Value of Storage Assets" wirh Deepa 
Pohrvul, Natlrrul Gas, October 2002 

"1ricr.ecrsing Price I~olutilir): Sparks 1nter.est in Etler-gq): F I I I N I I C ~  AI-eno". Hozrstori 
Bzrsiriess Jorrr.rzol. June 1-7. 2001 

"Pricing ancl 111leg1-utecl Energy Trunsn7issron Grid Are FERC's Nutrrt-a1 Gas 
und Electric Power Tt~nn.smissr017 P1.icir7g Po1icie.s on n collisior? cozrr-se7" The 
Electr~rcity Jozrr.17~1, A4ut.ch 0 0 0  

"The Pipeline's View: FERC's Proposed Rule Misses the Adark," with Ah177 
Jujfe, Pzrblrc Utilrties Fortnightly, Jr.11~1 I, 1999. 

"BeneJts of  Retail Electr.icitl, Competitior~ rn Low Cost States," with Greg 
Hopper and Frank Felcer, Electricrl?, Journal, Azrgust/Septetnber 1998 

"Sholrld a Marketer A4a1luge Yoi4r. S z p h  Assets ? " with Greg Hopper, Hurl 's 
Energy Markets, Febr-uarv 1998 

"Whither the Contract for Pipeline C u p a c i ~ y , ' N ~ t r r n l  Gus Focus, Janzrary 
1996. 

"Comparison of Tru17sportutron Information Sj~stems in the Gas trnd E1eclr.i~ 
It~dustries, " EME Working Pope,; Decernber 1993. 
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JAY P. LUKENS 

Representative Presentations 

011 & Gcrs .3gr.eenzei7rs. The Prod~rctror~ and A,Ic~r-lietrng Phnse. Rocky Mountain 
h,l~neral Law Foundat~on, Allay 19 - May 20, 2005 - Santa Fe, New Mexico 

B~oad\vater Ener.gy!r Pi-c~po.sed Oflsl7ore Lrqlrefied Nc1tzir.cr1 Gus lrnportation 
Ter-~nlr~al, " Remarks to New York State Leg~slature, Febniary 15, 2005 - Albany, 
NY 

"2005 Prpeli~le Oppor-tlmitles Confer-t'nce", P ~ p e l ~ n e  & Gas Journal, January 25, 
2005 - Houston, TX 

"Beyond [he Basis" Tennessee Gas P~pe l~ne  - 2004 Slupper Meeting, May 26- 
ZS, 2003 - Hollywood, FL 

"Eff;.cts ofLNG Development on Domcstrc U S  Pipelr~le (??.irf,?' Energy Bar 
Assoc~at~on - Market and Reglllatory Inlpl~~ations of LNG Development, April 
28, 2004 - Wash~ngton, DC 

Exccrrtrve Rour~J Tirhle - Southern Gas Assoc~atlon hlrinaprment Conference, 
April 19, 2004 - Hllton Head Island, SC' 

"l~lterpretltly Alrrrlrr~rl Gcr.s S~rpp!\: Ir~ilrccrro~:~, D~$II  I I I ~  1n~le.x Pi.rce I~tt.yr.io! and 
IJt~de~:c.tandrt~g Reglrlrroi:~ Develc)p~rrerlt.s, " ,4it1er.lcan Gns il.rsocrotro~~, Jlrly 17, 
0 0 3  - kl,.'~~shrrlgron, DC 

"Emergzng St~~7teglc lssrresfov LDCs. " presentatlon to Southern Gas Association 
Board of Directors, April 2003 

"Gas - Power Converge~~ce, " presentatlon to PSEG's Senior Management 
Group, April 2003 

"~Vutlrral Gas Slrpply - Denland mld Pricrng", Corporate TeleL111k Nehvork CTN) 
- The Energy Nent!or.k c% the Ener-gy Bar Association. Sejve~nber 23, 2003 - 
Wushrt~gton, DC 

"An .4ppronch to Analyzi~~g the Efects o f  LNG I~i~por,ts on Noturacrl Gns Price 
Volat~lrt), ", INFOC,-IST. G~ i s  l 'olat~lr~ - Q~rcrr~t~~:rng. Modeli~rg and A4unagrrrg 
Gas Prrce Volatilir?l, September- 24, 2003 - Houston, TX 

"Oven~~e\t. o f  ~Vatronrrl Petroleurn Council's Nntzrral Gns stlrcl~>, " Lzrkens Et~ei-3, 
Group Breukfnst For.zri?l, October 16, 2003 - Housto~r, TIY 

"LNG Trltorral" - h1ter.narro1lol LNG rllliance ond U17ited Stares E~ler-gy 
.4ssocratron, Deceinber 10. 2003 - ~tbshrngton. DC 
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" J.'cil~rn/ror~ c?fEritv.g: C O I ? I ~ ~ ~ ~ I / ~ . ? . F  " two-day semlnar c o n d ~ ~ c ~ e d  In London for 
Euromoney Tra~ning 

"l'~7lrrtrtror1 ql' Gas Stol-trge cind Tr~ar~spor~tatron Assets, " INFOCAST Sermnar, 
October 2002 

Honors and Awards 
Reciprerif q f  the A!/i.ed Chnlk fvt!tird to the Outstnr~drr~g Gi.nduate Stttdei~t, 
Department of Economscs, Texas A&M Unlvers~ty, 198 1 

Thomus h~esrcler~frnl Schokn-, Eckerd College, I973 - 1977 

- 
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Vice President 

Espel-r Wir?z,ess, 
, Re&lnidry ~ i r - n i & ~ ,  " 
, ~iri$itlb?z, ~ i ? z ~ ? l c , n l ,  , 

. -  :. Ahblysis. , ~ , ,  ,:&st bJ:. . . , 

Sew ice, q+t Allbc&/i~nj,.' . , 

. Rbte'.& ~ c ~ r - i f l  D & S & ~ ,  ..', , 

& ;4 Dzie ,'~zl,i~e$c'e .' 
, , . ,  

. , , ,  

, . , !,, :, vs > r , ,  : , ,  . 

Education 
Cert~f~ed Publ~c Accountant 

State of Maryland -1979 
B. S., Busmess and Commerce 

Un~vers~ty of Maryland -1 975 
B A , L~beral Arts 

Un~vers~ty of Maryland - 1970 

Total Years Experience 
27 

Joined LEG 
1999 

Professional Associations 
American Gas Associat~on - Rate 
& Strateg~c Plann~ng Cornrn~ttee 

Associate Member, 2002- 
Present 
Chair, 1997 
Vice Chalr. 1995-1996 
Member, 1987- 1995 

Amencan Gas Assoc~at~on 
Associate Member 
1999-Present 

Amerlcan Publ~c Gas Assoc. 
Assocute Member 2000- 
Present 

American Institute of Cert~fied 
Publ~c Accountants 

- ::; L5 Member 
6 .  = Houston Energy Associat~on 
t.2; 5 
c. > :- .!, .. Member 1999-2003 

Energy Bar Assoc~ntion 
C7 Associate Member 2002- 

Present 
Texas Soclety o f  Certified Publ~c 
Accountants - Houston Chapter 

Member 2003-Present 

Language Capabilities 
Engl~sh 

Dan lves is a Vice President wlth Lukens Energy Group (LEG), ri part of the 
Ente~prise Management Solutions Division of Black & Veatch Corporation. He 
113s over twenty-five years of energy industry experience in leadership positions 
at three mr~jor natural gas pipeline and distribution companies. primarily in the 
area of rates and regulatory affairs. Mr. Ives' consulting focus is on assisting 
clients in maximizing business opportunities through rates and regulatory 
strategy, project developnlent, and the financial management process. He also 
provides regulatory tra~ning services and litigation and regulatory support. 
including expert testimony on such matters as natural gas costs, cost of service, 
cost allocation, and rate and tariff design. 

Representative Project Experience 

Alaska Natural Gas Pipelitte 
Mr. Ives assisted outside counsel fur the State of Alaska's Department of Law 
develop and evaluate regulatory positions and responses to proposed Federal 
regulation related to the Alaska Natural Gas Pipeline Project. IvLr. lves made a 
presentatlun to the Alaskan jo~nt legislative committee describing the Federal 
regulatory process and pipeline open season practices. 

Gas Distriblrtiorz Risk Corzsequence Arralysis 
Mr. Ives developed a forward-looking risk consequence-based analytical 
approach to pipeline replacement for a major natural gas distribution company. 
The project analyzed industry and i~tility leak data to deternune the consequences 
of pipeline and service line leaks on a population density-adjusted basis. Mr. 
Ives also prepared expert testimony for the utility. 

Pipeline Certificate Applicatiorz 
Mr. Ives assisted an intrastate pipeline company prepare an application for a 
Certificate of Public Convenience and Necessity to convert the pipeline to an 
interstate pipeline subject to Federal Energy Regulatory Conmmission ("FERC") 
regulation. The project included preparation of cost of service adjustments, cost 
allocation studies. and rate design, including a distance-sensitivity study to 
support zone rates. Mr. Ives also prepared various supporting schedules for the 
application and assisted Client with presentations before Federal regulatory 
personnel in advance of fil~ng the application. 

Pipelirie Cost Service Study 
Mr. Ives prepared a cost of service study for an Intrastate pipeline in support of 
transportation and storage services rendered to an electric utility affiliate. Dan 
presented expert testimony before the state Conilnerce Commission in support of 
the study. 

Revenue Stabilization iidjlrsttnertt Mechartisrri ("RSAkl'') 
Mr. Ives developed an RSAM for a major Southeast natural gas distribution 
utility to recoup revenues otherwise lost to the adverse affects of weather, 
declining use per customer, and customer attrition. Mr. Ives also prepared tariff 
language and computational schedules in support of the mechanism, along w~th a 
regulatory presentation. 
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Gas Strategy Developmlent 
The Cove Point and Elba Island LNG terminals have dramatically changed the 
natural gas market in the Southeastern U.S. Mr Ives and the project team 
analyzed the i~nplications to natural gas bass and pipeline tlows in  the Southeast 
from these LNG ternunals and their associated expansions Us~ng the firm's 
proprietary models, the project forecasted how bas~s may change in the region 
under different pipeline expanslon scenarios. Based on the results of thls 
analysis, the team assisted the Client develop upstream pipeline capacity 
strategies a~ld expansion strategies for its intrastate pipeline affiliate. 

Expert Testimony 

Algoilgrliil Gcis Traii.~inissioil Coill.paily 
United States of Alrrerica before tlle Ferlercil Energy Regulatory 
Conzrriissiolz, Algoizqrliiz Gas Tr~~izsniissioil Coilip(lily. Docket No. RP 93- 
14-000. Prepared Direct Testimony on behalf of Algonqu~n filed on 
November 6, 1992. Policy testlmony on rate design and the proposed rate 
increase and introduction of Algonquin's other wltnesses. Supplemental 
Direct Testimony filecl on behalf of Algonquin reviewing Commission 
policy on the show~ngs necessary in order to roll-in incremental rates. 
Rebuttal Testimony was filed in response to various deprec~ation, cost 
classification, cost allocation, rate design and tariff matters, including the 
design of backhaul rates - a limited Issue that was set for hearing. 
Additional Rebuttal Testimony f~led on rolled-in rate issues. 

Enzpii-e Stctte Pipelii~e Conlpm~y 
State of New York before tlle P~rblic Senlice Conzinissiolz, Ei~lpire State 
Pipeliize Case 95-G-1002. Prepared d~rect testimony on behalf of Emp~re 
State Pipeline Company supporting the general policy issues of the rate 
filing and introducing company wltnesses, adopted July 16, 1996 at an 
evidentiary heanng. The case settled and the Commission ~ssued an order 
of approval effective September 24, 1996. 

Elzergcrs Conlpalzy 
Before the Ruilroarl Con~nlissioil of Tesns, Petitioil of Eizel-gcis Conzp~i.rzy 
for Review of tlze Rate Actiorz of Lal?zesa, Tesas (ctnd other cities), CUD 
Docket No. 9002-9135. Prepared direct testinlony filed on March 7, 2000 
on behalf of Energas Company, a unit of ATMOS Energy Corporation. 
Also filed rebuttal and supplemental rebuttal testlmony and stood cross- 
examination. The testimony sponsored a class cost of service and a 
proposed rev~sed declining block rate design, as well as a proposed system 
expanslon rider, a steel pipe replacement rider, and revisions to 
miscellaneous service charges. The partles settled the case. 
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Gloyes I~rc. 
Bejb1.e the Colpol-rrrrorl Cc)llrl~li.csiorr oj'rhe Sttrte c!fOklr-rlrnnl~-r. Appliccirrorz 
of Oklal~.orncr Gns cilzcl Elec>tt-ic Cnlilpalljl, Crrl.{se No. PUD 200300226. 
Prepared d~rect testimony filed Apnl 9, 2004 on behalf of Enogex Inc., a 
wholly-owned subsld~ary of Oklahoma Gas and Electric Company 
("OGRLE"). The testimony describes and explains a cost of service study 
that was prepared for the natural gas transportation and storage servlces 
that Enogex provides to OG&E. Stood cross-examlnatlon in  September 
2004. 

Hope Gas, 111~. (DBA "Dori~itzion Hope " j  
Before tile Prrhlic Senlice Cor7111rissioll o f  Wesr Virgilliu, Cc~se No. 01- 
0330-G-42T cirzcl Ccise No. 01-0331 -G-30C. Prepared I-ebuttal testlrnony 
filed Septelnber 19, 2001 on behalf of Dominion Hope. The testimony 
describes and supports Hope's proposed adjustment related to the 
regulatory treatment of its negative pension expense and related issues. 
The parties settled the case. 

Frederick Gas Colrlparly, Illc. 
Before the Public Service Cortll?zi,rsioil of Mnnllalrcl, Ccisc No. 8213. 
Prepared D~rect Testimony filed on October 6, 1989 on behalf of 
Frederick Gas Company, Inc. i n  its general rate case. The testimony 
describes a stipulation arid Agreement reached by the parties to the 
proceed~ng and provides supporting inforn~ation for- the settlement rates. 

Before rlle Public Setvice Corilr~lis.riorl oj- I~ICIIYI~IICI,  CCCISP No. 8310. 
Prepared Direct Testimony filed December 3. 1985 on behalf of Frederick 
Gas Con~pany, Inc. The testimony describes cost savings to fimi 
customers as a result of Frederick's spot market gas purchases and the 
continued benefit of Frederick's special contract ~nte~~upt lb le  sales 
progran~ . 

PhilmcleLphia Gas U'or-ks 
Before the Perz~zsydvallin P~lblic Urilin Cononissio~, Ccise No. R- 
00017034. Prepared Direct Testimony filed February 25, 2002 on behalf 
of Phlladelphin Gas Works (PGW). The testimony describes and supports 
PGW's proposed Cash Flow ratemalung methodology and PGW's Cash 
Worhng Capital requirements. 
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S C M A  Eilet-g!~ Mot-keting, Iilc. 
Befioi-e the Geot-,yia PliOlic Selllice Cotill?lission, Docket No. 16682- U. 
Prepared Direct Test~mony f~led April 25, 2003 on behalf of SCANA 
Energy Market~ng, Inc. (SEMI). The testimony suppor-ts SEMI's 
proposed Plan of Ass~gnment for upstream p~peline assets litillzed to serve 
custonlel-s on Atlanta Gas L~ght Company's system and my specific 
testimony addresses capacity management account~ng and cost allocation 
Issues, as well as benefrts to consumers under SEMI's plan. A Heanng 
was held June 24-25, 3003 In Atlanta, GA. 

Solit11 Cal.oliilc~ Electric L L I Z ~ I  GUS C O I H ~ U I I ~  
Before tlre Pliblic ,Set-vice Con?i~lis.rioll of' Solitll Cclroliila, Docket No. 
2003-5-G. Prepared Dlrect Testimony flled September 16, 2003 on behalf 
of South Gal-olina Electl-lc and Gas Company ("SCE&G"). The testimony 
(1) prov~des an overview of the natural gas markets, (2) describes how 
SCE&G purchases its reliable and diverse gas supply from South Carolina 
P~peline Corporat~on ("SCPC"), (3) discusses SCE&G7s ut~l~zation of 
SCPC's intrastate plpellne system, (4) describes SCE&G7s respons~bilities 
were it to purchase its own gas supply, and (5) concludes that SCE&G's 
gas supply dunng the revlew peliod was reasonable and prudent. A 
Heanng was held at the Comrmssion in Columb~a, SC on October 16, 
2003. 

Soiith Carolina Pipelitle Colporntio1l 
Before tlte Plrblic Senlice Co1?n?lissioil o f  South Cut-oliila, Docket No. 
2001-220-G. Prepared Direct Testimony f~led January 21, 2002 on behalf 
of South Carolma Pipeline Corporation (SCPC). The testimony supports 
SCPC's cost allocation, cost classification, and natural gas transportation 
and storage rate designs as well as various pro forma adjustments to 
implement open access gas transportation. The testimony also supports 
various tariff proposals including stranded cost recovery and a term rate 
different~al. In February 2002, SCPC withdrew its late case application. 

Before the Pliblic Senice Con?missioil of Solith Carolillu. Docket No. 
2002-6-G. Delivered an oral presentation w~th  sl~des on a "Review of 
Nati~ral Gas Hedg~ng Programs" on behalf of South Carolina Pipeline 
Corporation at a meetlng of the Commiss~on on December 19, 2002. The 
presentation provided a review of various Eastern U.S. gas companies' 
hedging programs along with an analytical approach to quant~flc~~tion of 
the appropriate amount to hedge. 
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State qf'AlcrsX-a - Depcrrttr~ent of Lci)\~ 
Before the Stcite o f  Alnskci Legislative Br~clget nucl Al~dit Colllnlittee and 
Sellcite Re.rources Comn~iftee, Itlter-in1 Hecrrillgs - Alcrska Natl.l.rc~l Gets 
Pipeline Issues. Delivered an 01-a1 presentatlon with slides on June 16, 
2004 in Anchorage, AK on the top~c "What Agreements Must Be Reached 
Before the Federal Energy Regillatory Comni~ssion We~ghs In on Tariff 
Issues." The presentation provlded a review of the plpeline Open Season 
process, Precedent and Service Agreements, the FERC Cert-rificate of 
Public Conven~ence and Necessity process and related regulatory 
requirements, and potential cert~f~cate conditions. 

TXU Gas Di.strib~ltiot~ 
Before the Railrocill Co~?linissio~l uj. Tescis, Docket CUD No. 9313, 
Petition for Review of 7XU Gas Distr ibl~t io~~ Fro171 the Actions of the 
C1tie.s of Arlington, el al. 
Prepared Direct Testimony flled July 15, 2002 on behalf of TXU Gas 
D~stnbution (TXU). The test~lnony descnbes and explains TXU's cost 
allocation, rate deslgn. and proposed new tali ff provisions "Charge for 
Temporary Discontinuance of Service" and "Uncollectible Recovery 
Adjustnient." Additionally, the testimony descnbes and supports the 
Conipan y's proposed revised tariffs for gas service. 

United Cities Gas C O I I I P L I I Z ~  
Before the lllillois Co~nr~lerce C01?1171i.~sio11, Docket No. 00-0228. Prepared 
Direct Testimony filed February 17, 2000 on behalf of Unlted Cities Gas 
Company, a un~t  of ATMOS Energy Corporation. The testlmony 
descnbed and supported a Class Cost of Service Study, decl~ning block 
rate desrgn. and weather normal~zation of sales and transport volumes. 

Before the Virgillia Srnte Corporcitio?~ Colnnlissioll, Docket No. . 
Prepared Direct Testimony filed July 6, 2000 on behalf of United Cities 
Gas Conipany, a unit of ATMOS Energy Corporation. The testrmony 
describes and supports a Class Cost of Servlce Study, declining block rate 
des~gn, and tariff revisions for temporary discontinuance of service and 
new customer connections. 

IVrrslli~~gto~l Gas Light Conzpnrly 
Ulzited States of Alnericn before the Feclerul Ellet-gy Reg~l la to~y  
Cor~zntission, Trarlsco~lti~zentd Gas Pipe Line Corporation, Docket No. 
RPS3-137-000. Prepared Direct Testimony on behalf of Washington Gas 
L~ght Company filed on December 13, 1984. The testlmony supported 
fully allocated cost-based rates for f ~ r m  transportation service within a 
custonier7s contract entitlement and drscounted interruptible transpol-tation 
rates for service in excess of a customer's firm contract level. Rebuttal 
Testimony filed Jani~ary 24, 1985. 
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Uniteti Stnte.~ of Alllerict~ 6ejbl-c tlie FecIertll Energy Regirl~ltoly 
Cor~~~~z l s s io~~ . ,  Tralz.rco~~tiize~~tnl Gar Pipe Lirle Colporc~tiotl, Docket No. 
RPS2-5.5-000. 
Prepared D~rect Testimony on behalf of Washington Gas Light Company 
l'lled on December 9, 1983. The test~mony addressed Transco's proposed 
nl~nimurn commod~ty b~ll ,  ~ t s  proposed F~xed-Variable rate design, and its 
proposed redesign of snlall customer rates. 

Betiwe tlie Prrblic Selvice Conirtlission of R.lc~rylc~.lzd, Case No. 7962. 
Oral presentation mads before the Comnlission at publ~c hearings on gas 
transpol-tat~on September 25-26, 1986. Prepared Direct Testimony on 
behalf of Maryland Natural Gas, a division of Washington Gas Light 
Company (WGL), and on behalf of Fi-sdelick Gas Conlpaiiy, Inc., a WGL 
subsidiary, filed on April 22, 1987. The testimony describes and suppoi-ts 
proposed tanff prov~s~ons for firn~ and for ~nterrupt~ble delivery service by 
the companies and a proposed special purchases/sales rider for Frederick's 
low-priority interruptible gas sales. Rebuttal test~moiiy subsequently filed 
as the case progressed. 

Bgfore the Pzrblic Setvice Cortinzissio~l qf Mcrt?~laritl, Cc~sr No. 5060. 
Prepared Di~cct Testimony on behalf of Maryland Natural Gas, a div~sion 
of Wash~ngton Gas Light Con~pany, filed on March 1, 1988. The 
testimony describes and suppo~-ts proposed tanff provisions and rates for 
~nterruptible dellvery service and a ninr_gin-sharing tariff provision. 

Before the Plrblic Service Con~rnissiot~ of Ma~ylu~zcl, C~lse No. 8119. 
Prepared Direct Test~mony on behalf of Maryland Natural Gas, a division 
of Washington Gas Light Company, filed on March 7, 1988. The 
testimony describes and supports a proposed declining block rate design 
with a monthly customer charge in the company's general rate case. The 
testimony also describes and suppol-ts proposed tariff changes to change or 
initiate turn-off and reconnection charges, servlce initiat~on fees, and rates 
and charges for unmetered gaslights. Rebuttal testimony was 
subsequently filed In the proceed~ng. 

Before the Plr6lic Senlice Collltt~issiotz of hlnylard, Cclse No. 8191. 
Prepared Direct Testimony on behalf of Maryland Natural Gas, a dlvision 
of Washington Gas Light Company, filed on March 31, 1989. The 
test~moiiy describes and supports a proposed declining block rate design 
with a monthly customer charge in  the company's general laate case. The 
testimony also desciibes and supports proposed rate revisions for delivery 
service and for unri~eter-ed gaslight service and a proposal to retain 
margins on new interruptible services pending recovery of investment. 
Supplemental Direct Testimony was f~led on June 16, 1989 to reflect 
actualized data for the test year. 
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Bpjbrr rlle Plrblic Senlice C O I ~ ~ ~ I I ~ S S ~ O I ~  qf M C ~ I - ~ ~ C ~ I C ~ ,  Case No. 7131, Pllclse 
Xlll. Prepared Dr r-ect Testimony filed on behalf of Washington Gas Light 
Company and Frederick Gas Conipany, Inc. Hearing Date of December 6, 
1983. The testimony descrrbes the companies' participation in the specral 
gas transpot-tat~on programs of rts pipeline suppliers during the penod June 
1983-November 1953 and the resultant cost savings to consumers. 

Bejbre t l~e  Prrblic Sen:ice Curll17lission qf Mrirylaild, Ccise No. 7131, Phase 
XlV. Prepared Direct Testimony filed on behalf of Washington Gas Light 
Conlpany and Frederick Gas Company, Inc. Hearing Date of June 20, 
1984. The testimony describes the companies' participation in the special 
gas transpo~-tatlon programs of its pipeline suppliers dunng the period 
December 1983-May 1954 and tlie resultant cost savings to consumers. 
The testimony also drscusses the companies' activities before the FERC 
involving its pipeline suppliers. 

Before the Prrblic Service Co~~llnissior~ of Mclryln~ld, Case No. 7131, Phase 
XV. Prepared Drrect Testrmony filed on behalf of' Washington Gas Light 
Coni~any and Frederick Gas Conipany, Inc. Heanng Date of December 
11, 1984. The testimony describes the companies' participation in 
pipeline supplrers' special marketing programs and direct producer 
purchases during the perrod June 1984-November 1984. The testimony 
also discusses the companies' activities before tlie FERC rnvolving its 
prpelirle suppliers. 

Bejor-e tlle Prtblic Sen:ice Coirin~issiorz qf Murylnncl, Case No. 8509. 
Prepared Direct Testrmony filed on behalf of Maryland Natural Gas. a 
dlvision of Wash~ngton Gas Light Conipany. Hearing Date of December 
6, 1985. The testimony identifies all gas purchases included in the 
company's Purchased Gas Adjustment during the period June 1985- 
November 1985. the costs of which supplies were not determined by 
regulat~on. The testi rnony also tdentifies the benefits from special contract 
sales credrted to frrm customers through the Fimi Credit Adjustment. 

Before the Pllblic Se l~ ice  C C ) ~ T ~ ~ ~ ~ S S ~ O ? Z  of n/larylci?~CI. Case No. 8509(u). 
Prepared Dlrect Testimony filed on behalf of Maryland Natural Gas, a 
drvision of Wiish~ngton Gas Llght Conipany. Hearing date of June 11, 
1956. The testimony identrfies all gas purchases included in the 
company's Purchased Gas Adjustment during the peiiod December 1985- 
May 1986, the costs of which were not determined by regulation. The 
testrniony also identifies the benefits from special contract sales credited 
to firm customers through the Firm Credit Adjustment and the testimony 
Identifies and describes the company's participation in cases before the 
FERC. 
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Before tlle Pliblic Service Collzl~lission oj' Mol?~lcrnd, C No. S509(c). 
Prepared Direct Testimony filed on behalf of Maryland Natural Gas, a 
d~vlslon of Washington Gas Light Company. Hearing Date of May 7, 
1987. The testrmony identifies all gas purchases included in the 
con~pany's Purchased Gas Adjustment during the period December 1986- 
May 1987, the costs of which were not dete~nlined by regulation. 

Bejol-e the Public Sel-vice Co1lll7lissiol1 c!f' hicuylarzd, Crrse No. 8309(c1). 
Prepared Direct Testimony filed December 3, 1987 on behalf of Maryland 
Natural Gas, a division of Washington Gas L~ght Company. The 
testinlony identifies all gas purchases included in the company's 
Purchased Gas Adjustment during the period June 1987-November 1987, 
the costs of which were not detemlined by regulation. 

Bqfore the Public Service Conznrissiol~ of Maylcuzcl, Case No. 8509(j). 
Appeared as a supplemental direct witness at the hearing on November 30, 
1990 to present oral testimony regarding the operation of the company's 
F i m ~  Credit Adjustment mechanism and the computation of margins, 
particularly wrth respect to sales to Potonlac Elect~ic Power Company. 

I4Testenl Kelztz~chy Gas Cowzpcrny 
Before tlle Psiblic Setvice Conunission of Kelltuchy, Case No. 99-070 
(1999). Filed testimony on behalf of Western Kentucky Gas Company, a 
u n i t  of ATMOS Energy Corporation, to describe and support a proposed 
Premises Charge to recover from new customers the incremental 
~nvestment, and return and tax, associated with new residential customer 
hook-ups that is not otherwise recovered in  base rates. The parties settled 
the case. 

Publications and Research 

"Calnzing Stot-~zy Seas. " (co-i~zit/zorefl with Deepn Pocluval) an article. published 
in the November 2003 issue of American Gas, n monthly publication of the 
American Gas Association. The article discusses lneasurrs that utilities can 
util~ze to reduce exposure to natural gas price volatility. 

"\,Vt:otll.er Risk Rlimngen~entfor Regulated Utilities, " (co-authored with Thomas 
Jenkin) an article published in the October 1, 2002 issue of Public Utilities 
Fortnichtly. a publication of Public Utilities Reports, Inc. The article discusses 
methods of quantifying weather risk and options for managing the risk through 
the use of deri\/atives and weather normalized rates. 

"Tlzose Paper Perrsiou Profits. " an article published in the September 15, 2000 
issue of Public Utilities Fortnightly, a publication of Public Utilities Reports, Inc. 
The article discusses the regulatory treatment of negative pension expense and 
offers strategies for managing the risk of pension expense credits being flowed- 
through in rates. 
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" H o ~ v  Strcrnclccl Are Your Assets?" an article piiblished in the February 2000 
issue of Atnerican Gas, a monthly piiblication of the Arnerican Gas Association. 
The article d~scusses strategies for utilities to ease the transit~on to a conlpetitive, 
mal-ket-driven environment. 

"Tllc Electric Hent Pump," a paper analyzing the electric heat pump's 
cotnpetitive impacts in the metropolitan Washington, DC heating rnarkets and 
competitive strategies. June 28, 1985. 

Presentations and Speeches 

American Gas Association's Advanced Regulatory Seminar: 
"Current Rate Deslgn Issues," a speech presented September 28, 1995. 

"Local Distribution Rate Design Trends and Opportunities," a speech 
presented in October 1990 and updated and presented in 1991. 

"Current Pricing Issues,'' a speech presented October 6, 1989. 

"Can America Unbundle and Still Keep Warn]?" a speech presented 
October 7, 1988. 

"Flexibility in the Changlng Market," a speech presented October 5 ,  1984. 

American Gas Association Rate & Strategic Plannlng Committee 
Meetings: 
"Distribution System Integiity Management," a speech presented April 12, 
2005 in New Orleans, LA 

"Natural Gas Fixed Price Tariff Options," a speech presented April 5, 
2004 in Phoenix, AZ 

"Improving Fixed Cost Recovery," a speech presented March 26, 2002. 

"Impacts of Electric Generation on Native Gas Loads," a speech presented 
March 27, 2001 in Charleston, SC. 

"Managing Upstream Resources in a Retail Unbundling World - FERC & 
Pipeline Perspectives and Responses," a speech presented April 3,2000. 

"Market Hubs - Operation, Economics & Rate hnplications," a speech 
presented August 29, 1994. 

"Implications of Capacity Release," a speech presented March 7, 1994. 

Lukens Energy Group Page e 9 



"Iniplement~ng Restructu~ing," a speech presented March 15, 1993 

"Integrated Resource Planning Theory and Prnct~ce," a speech presented 
in  Apnl 1992. 

American Gas Assoc~ation Seminar "Servlce Innovations and Revenue 
Enhancements," Washington, DC: 
"Improving Fixed Cost Recovery and Stabilizing Earnings - Dnvers and 
Ideas," a speech presented December 12,2002. 

Anierican Gas Assoc~ation's Seminar "Compet~ng in a Restructured 
World," Arlington, VA: 
"Separation of Filnctions and Accounting Cost Standards," a speech 
presented July 9, 1998. 

Energy Bar Association, Chicago, IL: 
"Back to the Future - Managing Gas Supply in a Time of Price and 
Supply Uncel-tainty," a speech presented to the Joint Meeting of the 
Midwest and East Central Chapters, October 2. 2003. 

National Association of Regulatory Utility Commissioners ("NARUC"): 
"Natural Gas Fixed Price Tanff Options," a speech presented to the Staff 
Subcommittee on Accounting and Finance at Rapid C~ty. SD, October 2, 
2002. 

"Design of Pipeline Rates," a teleconference speech concerning the design 
of rates for shot-t-teml service presented to the Staff Subconmittee on Gas, 
May 29, 1998. 

Society of Utility and Regulatory Financial Analysts ("SLJRFA"): 
"Perspectives on Weather Risk Management," a speech presented at 
Georgetown University Conference Center. Washington, DC, April 10, 
2003 

Southern Gas Association - Accounting Seminar: 
"An Update on Customer Choice Programs and Related Accounting and 
Regi~latory Issues," a speech presented in Houston, TX, July 9, 1999. 

Texas Society of Certified Public Accountants - Natural Gas, 
Telecommunications and Electric Industnes Conference, Austin, TX: 
"Managing Energy P ~ i c e  Risk In a Volatile Environment,'' a speech 
presented Ap~il  19,2004. 
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"Natural Gas Piicing and Rate Design i n  the 1990s," Seminar I n  Houston, 
TX: 
"Rate Design Trends and Opportunities," a speech presented September 
13, 1990. 

"P~icing and Rate Strategies for Unbundled Services," Sem~nar i n  
Houston, TX: 
"Local Distribution Rate and Regulatory Trends and Opportunities," a 
speech presented October 30, 1990. 

Training and Teaching Experience 

American Gas Association's "Gas Rates Course", University of W~sconsin, 
Madison, WI: 
"Introduction to Regulation and the Ratemaking Process," a lecture, 
followed by a "Rateinalung Workshop," presented annually i n  June, 199 1 
- 2003. 

"Plpeline Cost Allocatiorl and Rate Design." a lecture and hands-on 
computer demonstration presented June 6, 1995. 

American Gas Associatio~fidison Electric hlstitute's "Introduction to Public 
Utility Accounting Course," Virginia Cornmonwealtll University, Rlchnlond, 
VA: 
"Intl-oduction to Regulation and the Ratemaking Process," a lecture, 
followed by a "Ratemaking Workshop," presented annually In May, 1991- 
1995. 
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STATE OF NORTH CAROLINA 
VERIFICATION 

COUNTY OF MECKLENBURG 

Bill R. Morris, being duly sworn, deposes and says that he is Dircctor of Fin'mcial 

Planning and Rates of Piedmont Natural Gas Company, Inc., that ns such, he 11% read the 

foregoing Rcsponscs and knows the contents thereof: that the same are true of his own 

knowledge csccpt as to thosc mattcrs stated on information aud belief and as to those lie believes 

BilI R. Morris 

Sworn to and subscrihcd before me 
this thc 3 day of 
February, 2006. 

&A -1 p- 
~ o l a r ' ~  Public 

My Commission Expires: 

MY COMMISSION EXPIES 1 & S 1 0  



CERTIFICATE OF SERVICE 

ÿÿ he unclers~gned hereby certifies that a copy of the Second Supplen~ental Responses of 

Nasli\/tlle Cias Companyl a Drvrsion of Piedmont Natural Gas Cornpany, Inc., to the Consumer 

Advocate and Protection Drvision's Second Set of Discovery Requests IS  belng sel-ved upon the 

pal-ties i n  thrs action either- hy hand delrvery or hy UPS ova-night dellvery addressed as follows: 

Bill R. Mort-is 
Directol- of Financ~al Planning and Rates 

Piedmont. Natural Gas Company, Inc. 
P.O. Box 33068 

Charlotte, NC 28233 

David Carpenter 
Director - Rates 

Piedmont Natural Gas Company, Jnc. 
P.O. Box 33068 

Charlotte, NC 28233 

Aaron Rochelle, Esq. 
Tennessee Regulatory Autho~~ty  
360 James Robertson Parkway 

Nashville, Tentiessee 37243-0505 

Joe Shirley 
Assistant Attorney General 

Office of the Tennessee Attorney Gei~eral 
Consumer Advocate and Protection Divislon 

425 Fifth Avenue North 
Nashville, Tennessee 37243 

R. Dale Gnmes, Esq. 
Bass, Berry 6r Sims PLC 

AmSouth Center 
3 I5 Deadenck Street, Suite 2700 

Nashville, Tennessee 37238 

This the 3rd day of February, 2006. 


