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April 3, 2008
IN RE: )
)
NASHVILLE GAS COMPANY ) Docket No. 07-00174
ACTUAL COST ADJUSTMENT (ACA) AUDIT )

NOTICE OF FILING BY THE UTILITIES DIVISION OF THE TENNESSEE
REGULATORY AUTHORITY

Pursuant to Tenn. Code Ann. §§ 65-4-104, 65-4-111 and 65-3-108, the Utilities
Division of the Tennessee Regulatory Authority hereby gives notice of its filing of the
Compliance Audit Report of the Actual Cost Adjustment (hereafter “ACA”) Component of
the Purchased Gas Adjustment Rule (“PGA Rule”) for Nashville Gas Company (hereafter the
“Company”) in this docket and would respectfully state as follows:

1. The present docket was opened by the Authority to hear matters arising out of
the audit of the Company’s ACA filing for the period January 2006 through December 2006.

2. The Company’s ACA filing was received on July 16, 2007, and Audit Staff
(“Staff”) completed its audit of same on March 12, 2008

3. On March 14, 2008, the Utilities Division issued its preliminary ACA audit
findings to the Company and on March 25, 2008, the Company responded thereto.

4, The preliminary ACA audit report was modified to reflect the Company’s

responses to the preliminary audit findings, Staff’s rebuttal responses to eight (8) Company



responses and a final ACA audit report (the “Report™) resulted therefrom. The Report is
attached hereto as Exhibit A and is fully incorporated herein by this reference. The Report
contains the audit findings of the Utilities Division, the Company’s responses thereto, Staff’s
rebuttal responses, and the conclusions and recommendations of the Utilities Division in
connection therewith.

5. The original 180-days for completion of the audit of Nashville Gas Company
was extended on several occasions, lastly to April 21, 2008, by mutual consent of the
Company and the Staff as provided for in PGA Rule 1220-4-7-.03(2).

6. The Utilities Division hereby files its Report with the Tennessee Regulatory
Authority for deposit as a public record and approval of the recommendations and findings

contained therein.

Respectfully Submitted:

0 D%

Paul D. Greene
Utilities Division
Tennessee Regulatory Authority
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Chairman
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Charlotte, NC 28210
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L INTRODUCTION

The subject of this audit is Nashville Gas Company’s (“Nashville Gas,” “Company” or “NGC”)
compliance with the Actual Cost Adjustment and Refund Adjustment of the Purchased Gas
Adjustment Rule (“PGA Rule”) of the Tennessee Regulatory Authority (“TRA” or the
“Authority”). The objective of the audit was to determine whether the Purchased Gas
Adjustments (“PGA”), which are encompassed by the Actual Cost Adjustment (“ACA™), for
the twelve (12) months ended December 31, 2006, were calculated correctly and were supported
by appropriate source documentation. Staff also reviewed this filing to determine the
Company’s compliance with the Authority’s order in Docket No. 06-00087.

II. AUDIT OPINION

On July 16, 2007, the TRA Audit Staff (hereafter “Staff”) received NGC’s ACA filing
supporting the activity in its deferred gas cost account (“ACA Account™) for the period January
1, 2006 through December 31, 2006. Nashville Gas filed a PGA May 31, 2007 to surcharge the
Company’s unaudited February 28, 2007 balance in the ACA Account effective July 1, 2007.

Staff’s audit resulted in eighteen (18) findings.” The net amount of these findings is
$4,730,021.97 in overrecovered gas costs. The Company’s reported December 31, 2006
balance of $7,682,964.25 in underrecovered gas costs is decreased by the $4,730,021.97
overcollected gas costs determined in this audit. The corrected balance in the ACA Account at
December 31, 2006 is $2,952,942.29 in underrecovered gas costs. The amount of the
Company’s errors represent less than three percent of its total gas invoices, and is therefore
immaterial by comparison. Staff concludes that except for the findings noted in this report, NGC
is correctly implementing its Purchased Gas Adjustment Rider as calculated in the Actual Cost
Adjustment, in accordance with TRA rules for Nashville Gas Company.

III. BACKGROUND INFORMATION ON COMPANY AND GAS SUPPLIERS

Nashville Gas Company, with headquarters at 665 Mainstream Drive, Nashville, Tennessee, is an
operating division of Piedmont Natural Gas Company, which has its headquarters at 4720
Piedmont Row Drive, Charlotte, North Carolina. On February 12, 2008, the Company notified
the Authority of its intent to change the name under which it operates in Tennessee from
Nashville Gas Company to its corporate name of Piedmont Natural Gas Company, Inc. The
Authority issued an order on March 31, 2008 in Docket No. 08-00028 approving the change.
Piedmont is a gas distributor that provides service to several communities in the Middle
Tennessee area. The natural gas used to serve these areas is purchased from producers and
marketers and transported to Piedmont’s city gate through the interstate transmission facilities of
Tennessee Gas Pipeline (“TGP”), Columbia Gas Transmission Corporation (“CGTC”), Texas
Eastern Gas Pipeline (“TETCO”) and Midwestern Gas Transmission Company (“MGT").

! The ACA is more fully described in Section V.
% Refer to Section VII for a description of the findings.



IV. JURISDICTION OF THE TENNESSEE REGULATORY AUTHORITY

Tennessee Code Annotated (“T.C.A”.) gave jurisdiction and control over public utilities to the
Tennessee Regulatory Authority. T.C.A. §65-4-104 states that:

The [Aluthority has general supervisory and regulatory power,
jurisdiction, and control over all public utilities, and also over
their property, property rights, facilities, and franchises, so far as
may be necessary for the purpose of carrying out the provisions of
this chapter.

Further, T.C.A. §65-4-105 grants the same power to the Authority with reference to all public
utilities within its jurisdiction as chapters 3 and 5 of Title 65 of the T.C.A. have conferred on the
Department of Transportation’s oversight of the railroads or the Department of Safety’s
oversight of transportation companies. By virtue of T.C.A. §65-3-108, this power includes the
right to audit:

The department is given full power to examine the books and
papers of the companies, and to examine, under oath, the officers,
agents, and employees of the companies and any other persons, to
procure the necessary information to intelligently and justly
discharge its duties and carry out the provisions of this chapter
and chapter 5 of this title.

The Utilities Division Staff of the TRA is responsible for auditing those energy, water and
wastewater utilities under the Authority’s jurisdiction to ensure that each company is abiding by
Tennessee statute as well as the Rules and Regulations of the Authority. Paul Greene and
Michelle Ramsey conducted this audit.

V. DESCRIPTION OF PURCHASED GAS ADJUSTMENT RULE

Actual Cost Adjustment Audits:

The PGA Rule can be found in Chapter 1220-4-7 of the Rules of the Tennessee Regulatory
Authority. The PGA Rule permits a gas company to recover, in a timely fashion, the total cost
of gas purchased for delivery to its customers and to assure that a company does not over-collect
or under-collect gas costs from its customers. The PGA consists of three major components:

1. The Actual Cost Adjustment (“ACA”)
2. The Gas Charge Adjustment (“GCA”)
3. The Refund Adjustment (“RA”)

The ACA is the difference between the revenues billed customers by means of the GCA and the
cost of gas invoiced the Company by suppliers plus margin loss (if allowed by order of the TRA



in another docket) as reflected in the Deferred Gas Cost account. The ACA then "trues-up" the
difference between the actual gas costs and the gas costs recovered from customers through a
surcharge or a refund. The RA refunds the "true-up" along with other supplier refunds. For a
more complete definition of the GCA and RA, please see the PGA Formula in Appendix A.

Section 1220-4-7-.03(2) of the PGA Rule requires:

Each year, the Company shall file with the [Authority] an annual
report reflecting the transactions in the Deferred Gas Cost Account.
Unless the [Authority] provides written notification to the Company
within one hundred eighty (180) days from the date of filing the
report, the Deferred Gas Cost Adjustment Account shall be deemed
in compliance with the provisions of these Rules. This 180-day
notification period may be extended by mutual consent of the
Company and the [Authority] Staff or by order of the [ Authority].

Prudence Audit of Gas Purchases:

Section 1220-4-7-.05 of the PGA Rule requires, unless otherwise ordered by the Authority, an
“Audit of Prudence of Gas Purchases” by a qualified consultant. This specialized audit
evaluates and reports annually on the prudence of any gas costs included in the PGA. In Docket
96-00805, Nashville Gas was authorized to operate under a Performance-Based Ratemaking
Mechanism (“PBR” or “Incentive Plan”), beginning July 1, 1998, and continuing each year
unless terminated by the Company or the Authority. For each year that the mechanism was in
effect, the requirements of Section 1220-4-7-.05 of the PGA Rule was waived. On December
14, 2007, the TRA issued an order in Docket 05-00165 approving a revised Incentive Plan for
Nashville Gas, effective July 1, 2006. This revised Incentive Plan replaces the annual prudence
review of the Company’s gas purchasing activities.

VI. SCOPE OF ACTUAL COST ADJUSTMENT AUDIT

The ACA audit is a limited compliance audit of NGC’s ACA Account. The audit goal is to
verify that the Company’s calculations of gas costs incurred and recovered are materially
correct,’ and that the Company is following all Authority orders and directives with respect to
its calculation of the ACA Account balance. Also included in this audit is the Company’s PGA
filing implementing a customer surcharge of the unaudited February 28, 2007 ACA Account
balance filed May 31, 2007, effective July 1, 2007. Staff also reviewed this filing to
determine the Company’s compliance with the Authority’s order in Docket No. 06-00087.

* The audit goal is not to guarantee that the Company’s results are 100% correct. Where it is appropriate, Staff
utilizes sampling techniques to determine whether the Company’s calculations are materially correct. Material
discrepancies would dictate a broadening of the scope of Staff’s review.



To accomplish the audit goal, Staff reviewed gas supply invoices, as well as supplemental
schedules and other source documentation provided by the Company. Where appropriate, Staff
requested additional information to clarify the filing.



VII. ACA AUDIT FINDINGS

NOTE: In Docket No. 06-00087, the Authority approved and adopted the ACA Audit
Report of NGC’s annual deferred gas cost account filing for the year ended December 31,
2005. The Authority specifically adopted the findings and recommendations contained in
the Audit Report, including the recommendation that the “accrual methodology the
Company used in the ACA filing be rejected and the Company |[be] directed to report
actual amounts in the month incurred.”® Staff reviewed the Company’s compliance with
the Authority’s June 14, 2007 Order in completing this Audit.

The result of the Staff’s audit was a net overrecovery of $4,730,021.97 which has the effect of
decreasing the Company’s underrecovered balance at December 31, 2006 by this amount. A
summary of the account as filed by the Company and as adjusted by the Staff is shown below,
followed by a detailed description of each finding. Staff sent its preliminary findings to
Nashville Gas on March 14, 2008 and asked that the Company provide written responses to each
one. Nashville Gas complied on March 25, 2008, and Staff has copied their responses verbatim
into this final report. Staff then considered each response and adjusted our results as we deemed
appropriate.

SUMMARY OF THE ACA ACCOUNT:

Difference
Company Staff (1) (Findings)
Commodity Balance at 1/1/06 $-18,934,743.47 $-18,934,743.47 $ 0.00
Plus Gas Costs 184,410,960.47 181,622,331.09 -2,788,629.38
Minus Recoveries 162,472.648.03 162.440,217.86 -32,430.17
Ending Balance before Interest $ 3,003,568.97 $ 247,369.76 $-2,756,199.21
Plus Interest -283.922.05 -380,873.12 -96.951.07
Commodity Balance at 12/31/06 $ 2.719.646.92 $ -133,503.35 $-2.853.150.28
Demand Balance at 1/1/06 $ 3,981,917.83 $3,981,917.83 $ 0.00
Plus Gas Costs 8,755,212.87 6,952,283.31 -1,802,929.56
Minus Recoveries 8.129.471.48 8.129.471.48 0.00
Ending Balance before Interest $ 4,607,659.22 $2.804,729.66 $ -1,802,929.56
Plus Interest 355,658.11 281.,715.98 -73.942.13
Demand Balance at 12/31/06 $ 4.963.317.33 $3.086445.64 $ -1,876,871.69
Total ACA Ending Balance at
12/31/06 (2) $ 7.682,964.25 $2.952,942.29 $ -4,730,021,97

* In re: Nashville Gas Company, a Division of Piedmont Natural Gas Company, Inc. Actual Cost Adjustment
(ACA) Audit for the Twelve Months Ended December 31, 2005, Docket No. 06-00087, Order Adopting ACA Audit
Report of Tennessee Regulatory Authority’s Utilities’ Division, Exhibit A, p. 13 (June 14, 2007).




(1) Staffs column and the Summary of Findings below contain the final audit results
after Staff took into consideration the Company’s responses to the preliminary findings.
(2) Nashville Gas filed a PGA May 31, 2007 to surcharge the Company’s unaudited
February 28, 2007 balance in the ACA Account of $6,193,507, effective July 1, 2007.

Note: A negative number indicates an overrecovery of gas costs.



SUMMARY OF FINDINGS: See page
FINDING #1  Accrual Adjustment $ (1,964,194.67) Over-recovery 8
FINDING #2 Hedging Cost Adjustment 467,228.00 Under-recovery 15
FINDING #3 LNG Power Costs (66,600.00) Over-recovery 16
FINDING #4 Cash-out Adj. 400,792.77 Under-recovery 17
FINDING #5 Commodity Recoveries 32,430.17 Under-recovery 18
FINDING #6 Banked Gas Adjustment (984,484.16) Over-recovery 20
FINDING #7 Miscellaneous Adjustment (966,432.32) Over-recovery 21
FINDING #8 Miscellaneous Adjustment (68,400.00) Over-recovery 22
FINDING #9 Asset Management Misclassification 393,461.00 Under-recovery 23
FINDING #10 Interest — Commodity (96,951.07) Over-recovery 24
FINDING #11 Asset Management Misclassification 637,500.00 Under-recovery 25
FINDING #12 Accrual Adjustment (708,364.31) Over-recovery 26
FINDING #13 2004 Audit Finding (1,837.60) Over-recovery 29
FINDING #14 Asset Mgt. Misclassification (1,030,961.00) Over-recovery 30
FINDING #15 Miscellaneous Adjustment (699,266.65) Over-recovery 31
FINDING #16 Interest — Demand (73,942.13) Over-recovery 32
FINDING #17 Tariff Rate Codes No $$ effect 33
FINDING #18 Accruals No $8§ effect 34

Net Result $.(4,730.021.97) Over-recovery



FINDING #1:

Exception

The Company over-stated its commodity invoiced gas costs by including accrual adjustments in
the ACA filing. This is a repeat finding from the prior audit.

Preliminary Discussion

The Purchased Gas Adjustment (PGA) Rules “are intended to permit the company to recover, in
timely fashion, the total cost of gas purchased for delivery to its customers and to assure that the
Company does not over-collect or under-collect Gas Costs from its customers.” TRA Rule
(1220-4-7-.02)(1) (“PGA Rule™) Gas Costs “shall mean the total delivered cost of gas paid or to
be paid to Suppliers,...” PGA Rule (1220-4-7-.01(1). The intent is clear that the cost of gas to
be recovered from customers should be based on actual invoiced gas costs. Therefore, Staff
eliminated all accrual adjustments from the Company’s reported gas costs and included only
those amounts documented by actual invoiced amounts. The result of this finding is a decrease
in commodity gas costs of $1,964,643.36.

Company Response

The Company agrees, in part, and disagrees, in part, with Audit Staff’s Finding #1. The
Company has suggested, and believes that Audit Staff concurs, that data reflecting the
Company’s “actual” gas costs for each month should be reported to Staff for ACA audit
purposes to ensure that actual gas costs are recovered from customers. The Company disagrees,
however, with the Staff’s finding that the adjustments to the Company’s reported invoiced gas
costs should be eliminated, resulting in a $1,964,643.36 decrease of the Company’s commodity
gas costs.

The Audit Staff and the Company have differing understandings of the appropriate treatment of
the Company’s adjustments to invoices. Under the accrual accounting methodology, the
Company records adjustments to invoices in the month that the adjustments are recognized,
instead of recording the adjustments in the month to which an adjustment is related as Audit
Staff would prefer. As a result, Audit Staff eliminated adjustments totaling ($1,299,800.57) for
the review period, based on the misunderstanding that various adjustments reflect accruals
instead of actual costs. These amounts represent adjustments that have been recorded to the cost
of gas in the periods presented and are valid actual adjustments, not accruals as the Audit Staff
has presented. Accordingly, the Company disagrees with the Staff’s elimination of the
$1,964,643.36 in adjustments from the commodity invoiced gas costs. The appropriate
adjustment should be in the amount of ($302,417.98) for commodity costs as presented on the
attached schedule captioned Analysis of TRA Staff Adjustments. Additionally, the Audit Staff
has included demand adjustments in February of $4,294.64; in April of $6,530.80; in October of
$6,791.63; in December of ($31,449.50) and commodity adjustments in December of
($157,925.85). The Company is unable to determine the basis for these additional demand and
commodity adjustments and, therefore, cannot agree to them.



The Staff’s Findings #1, #12, and #18 are based on the Staff’s position that “accrual accounting
has no place in the reporting of transactions in the ACA Account.” The Staff’s last audit
addressed the Staff’s preference that the Company use a cash accounting methodology instead of
the Company’s current methodology of accruing estimated gas costs in the current month,
followed by reversals and booking actuals in the month that adjustments are realized. While the
accrual methodology may make it slightly more complicated for Staff to conduct the ACA audit,
the Company believes that its use of the GAAP approved methodology and the ability to assess
the Company’s actual costs are not mutually exclusive. In fact, the Company successfully uses
this methodology for all jurisdictions that the Company serves and to change this methodology
to account for Nashville Gas accounts in Tennessee in a separate manner would be onerous and
result in an unnecessary increase in costs to the Company. The Company has worked with
Audit Staff this year to provide Audit Staff with ACA schedules that meet the Audit Staff’s
needs. In fact, the Company withdrew it’s initial filing in an effort to provide Audit Staff with
simplified schedules to assist in the audit process. The Company continues to desire to work
with Audit Staff to reach a consensus on an ACA reporting structure that simplifies the audit
process for future periods while also respecting the Company’s current operating structure,
accounting systems, internal reporting needs, and cost concerns.

Staff Rebuttal to Company Response

While the Company keeps saying they are not accruing costs in the ACA, by their own
admission, they record “adjustments to invoices in the month that the adjustments are
recognized, instead of recording the adjustments in the month to which an adjustment is related
as Audit Staff would prefer.” [Emphasis added] Staff asserts that the Company is totally
misrepresenting Staff’s position.

To be perfectly clear, Staff gives the following illustrative examples of how costs should be
recorded in the ACA filing.® We clarify that we may not cover every situation. Should the
Company have questions regarding situations not covered in the examples, they can contact
Staff at anytime during the year to discuss.

Typical Gas Cost Invoices

1. The Company receives an invoice in February for gas purchased in January (“January
invoice™).

2. While the Company may pay the invoice in February (or later), the January invoice
“amount paid”’ must be recorded in the ACA filing as a January gas cost.

5 Company response to Finding #1, 2™ paragraph, 2™ sentence.

® For further clarification, when Staff refers to the ACA filing, we mean the ACA schedules that the Company
submits for audit by the TRA Staff to determine the correct gas costs to be recovered from ratepayers. Staff is not
referring to the Company’s deferred gas cost account on their books that an outside auditor would audit to
determine if it reconciles to the General Ledger each month. Staff is not interested in looking at the internal journal
entries made to the General Ledger, only the invoices that support the gas costs that are recovered from ratepayers.
” In some cases, the Company may or may not pay the total amount billed, such as when an amount is disputed, or a
credit has been taken. The amount paid, however, is the amount to be recorded.



Invoice Gas Cost Adjustment Examples

Example 1 — The supplier omits a legitimate charge on the January invoice (for whatever
reason) and bills the omitted charge in April. [Staff is not sure the method the supplier would
use, whether sending a revised invoice or including the omitted charge as an adjustment to the
April invoice. ]

This adjustment is properly recorded in the ACA filing as an April gas cost, regardless of the
fact that it relates to the January purchase.

Example 2 — The supplier makes an error in the volumes or rate billed and it is not recognized
by the Company until March. [Staff assumes some communication takes place between the
Company and its supplier by whatever method and the Company becomes aware of the error. ]

This adjustment is properly recorded in the ACA filing as a March gas cost, regardless of the
fact that it relates to the January purchase.

In paragraph 3 of its response, the Company reiterates its use of the accrual methodology for its
accounting. It states that in the last audit, Staff’s preference was that the Company use a cash
accounting methodology. Staff has never advocated any accounting methodology for the
Company to use in its books and records. Footnote 9 to the Staff’s Audit Report in Docket No.
06-00087 states: “The Company is free to book transactions to its general ledger as it deems
appropriate according to the Uniform System of Accounts (USOA). Staff is not responsible for
the Company’s general ledger and is therefore unconcerned with reconciliation of the general
ledger to the audited ACA balance. Staff’s charge relating to ACA audits is to determine if the
Company’s ACA filing is accurate.” We do not see this as an accounting issue. This is an audit
of the Company’s gas invoices and the revenues billed to ratepayers via the PGA rates. In truth,
if the calculation of interest on the monthly ACA balances was not required by the PGA Rule,
then the timing differences generated by accrual accounting would not be a significant problem.
But the fact is that timing differences can materially impact the calculation of interest.

The Company also states in paragraph 3 that it successfully uses the accrual methodology in its
other jurisdictions. This statement by the Company is interesting in light of the Public Staff
testimony in South Carolina in Docket No. 2007-4-G. (See Attachment 8 for copy of the
testimony.)

“However, the Parties further agree that: (i) Piedmont experienced significant
issues with some aspects of the accounting and reporting of its gas costs
during the Review Period; (ii) these issues resulted in numerous ORS
adjustments including, but not limited to, the Company’s commodity true-up,
inventory accountability and deferred account-hedging program; (iii) several
issues relating to the account entries applicable to the Company’s commodity
true-up calculation and inventory levels remain unresolved and, as a result,
ORS is unable to verify the end-of-period balance in the deferred account
#253.04...” The Office of Regulatory Staff Settlement Testimony of Carey
M. Flynt (November 9, 2007), page 2.
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Further, in an article titled State: Piedmont Gas too sloppy: Regulators say errors repeatedly
found in company’s accounting, found on Trading Markets.com, Jim Hoard, assistant director of
the accounting division for the public staff of the North Carolina Utilities Commission says that
sometimes the accounting errors appear to work to the advantage of the company’s bottom line
and sometimes to the advantage of consumers. “They’re making lots of mistakes.” (See
Attachment 9)

Staff further refutes the Company’s assertion that its accrual methodology may make it
“slightly” more complicated for Staff to conduct the ACA audit. In fact, Staff asserts that the
Company’s use of accrual methodology for regulatory reporting purposes causes the auditing
process to be unduly burdensome and therefore unacceptable to Staff. Further, Staff asserts that
if the Company’s ACA filing methodology was compliant with TRA requirements, it would
greatly reduce the number of interrogatories, data requests, phone calls, emails, conference calls,
etc. between Staff and the Company in order to trace all the unnecessary accrual adjustments
included in the ACA filing.

Staff will now address each commodity audit adjustment refuted by the Company on its
schedule titled Analysis of TRA Audit Staff Adjustments. This schedule is attached to this
report as Attachment 1. We have addressed all adjustments with which the Company
disagreed.

Commodity Gas Cost Adjustments:

February 2006

$32,564.20

The Company states that the payment made in July 2005 was correct, but that the “postings”
were not. The documentation supplied by the Company (see Attachment 2) indicates that this is
an “accrual adjustment” of activity which occurred in the 2005 ACA audit period. Therefore,
Staff contends that this is an accrual adjustment as stated by the Company. Again, Staff opines
that accruals have no place in the ACA audit. Staff has made that clear to the Company and will
not attempt to trace these adjustments back through multiple months, which in some cases go to
a prior audit period. True adjustments should be recorded in the ACA filing in the month the
adjustment is required due to revised supplier invoices. Staff will accept only those gas costs
that are supported by supplier invoices and not internal Company journal entries.

March 2006

$3,846.27

The El Paso invoice for $3,846.27 was paid in March 2006 and charged to gas costs. The
Merrill Lynch invoice included the same cost of $3,846.27. The Company paid the total Merrill
Lynch invoice amount and the invoice amount was charged to gas costs. At this point Merrill
Lynch was overpaid by $3,846.27. In April 2006, the Company applied the credit of $3,846.27
against the Merrill Lynch invoice total and paid the balance. Staff contends that the credit
adjustment of $3,846.27 in March and the debit adjustment of $3,846.27 in April was an attempt

11



by the Company to reconcile the ACA balance to its General Ledger. The adjustments were not
necessary in order to correctly state the ACA balance which should only include “actual costs”
paid. As shown in the scenario recounted above, the credit due against Merrill Lynch was
appropriately taken and recorded in April 2006.

April 2006
$(3,846.27)
See discussion in March 2006 above.

$2,929.91

The Company indicates that this amount was paid on the April 2006 invoice, which was charged
to the ACA. The Company then reversed this amount with the explanation that it was “paid in
April, accrued in May.” (See Attachment 3) On Attachment [, the Company gives the
additional explanation that it “paid this charge on the April invoice but did not record in COG
until May.” COG is the Cost of Gas Schedule. First of all, Staff does not understand how an
amount can be “paid” in one month and “accrued” in a subsequent month, even for General
Ledger purposes much less for ACA reporting purposes. Again, Staff contends that the invoice
paid in April 2006 reflects the true cost of gas for April and the adjustments made in April 2006
and May 2006 are an attempt by the Company to reconcile the ACA balance to the activity in its
General Ledger.

$73,930.23

The Company states that this amount represents a reversal of withdrawal charges recorded in
November 2005 through February 2006. According to the Company explanation on Attachment
1, the “corrected charges appear in the April 06 Commodity Invoice section” of the Merrill
Lynch invoice. Staff took the actual Merrill Lynch invoice amount for April 2006 and included
this amount in the cost of gas. Therefore, the adjustment made by the Company is not necessary
and Staff reversed the entry.

($307.99)
Staff agrees with the Company that this is a reclassification adjustment from Commodity to
Demand. Staff has changed its schedules eliminating Staff’s adjustment.

May 2006
($2,929.91)
Refer to discussion in April 2006 above.

$(5,092.89)
Company explanation states that this cashout credit was taken in May 2006 (actual) and credit

accrued in June 2006. (See Attachment 1) Staff recorded the actual transaction. See discussion
of $2,929.91 adjustment in April 2006.

12




June 2006
$5,092.89
See discussion in May 2006 above.

$140.70

The Company states that it incorrectly recorded this amount as a demand charge. It was actually
a commodity charge. The Company did not provide invoice references to support this claim.
Staff will accept the Company’s explanation. However, we point out that the Company in
making this adjustment reversed the entries in error. The adjustment to demand should have
been a negative $140.70. And the adjustment to commodity should have been a positive
$140.70. We have made the correct adjustments to our schedule.

$1,159.34

The Company states that they “recorded credit instead of debit” and made an adjustment to
correct. (See Attachment 1) Staff believes that this was probably the case on their General
Ledger. However, the supplier invoice provided to Staff states the “correct” invoice amount and
Staff included the invoice amount in the gas costs. On the documentation provided in the ACA
for June 2006, the Company states that “Supplier pd. Correctly —- NOT ADJUSTED in accrual.”
(See Attachment 4) By the Company’s own admission, the invoice amount was correct.
Therefore, Staff included the correct amount in gas costs and appropriately reversed the
Company’s improper accrual adjustments.

July 2006

$567.00

The Company states that the Merrill Lynch invoice charge was paid in July 2006 but not
recorded (in General Ledger) until August 2006. (See Attachment 1) Therefore, the Company
reversed out the paid out amount in July 2006 as an adjustment and made an adjustment in
August 2006 to include it back in gas costs when posted to the General Ledger. Staff
appropriately included the Merrill Lynch invoice amount paid in July 2006 as part of the July
gas costs. Therefore, Staff appropriately reversed the Company’s improper accrual adjustments.

August 2006
$(567.00)
See discussion in July 2006 above.

October 2006

$(235,160)

Through a data request, Staff ascertained the total amount of hedging costs, to which the
Company agreed. (See Finding #2) Staff made the appropriate adjustments in the months in
which the costs occurred. These were a $140,880 positive adjustment in March 2006 and a
$94,280 positive adjustment in May 2006, for a total of $235,160. The Company states they
agree with these adjustments. To avoid double collection of these amounts, Staff reversed the
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Company’s AP (Accounts Payable) adjustment in October 2006 for the March 2006 and May
2006 ADM payments.

$(3,194,812.86)

$(397,577.38)

$1,760,176.03

The Company states that these are AP accruals for 2006 winter period. The notation made on
the “documentation” provided in the ACA was “Misc. adjustment of A/P. True up to TN G/L
A/P balance.” (See Attachment 5) This schedule was an internal schedule reconciling the gas
cost account with Accounts Payable in the General Ledger. Staff first of all looked at the
material magnitude of these adjustments. The Company provided no invoices or revised
invoices to support the adjustments. Staff opines that the ACA is a mechanism for the Company
to recover its invoiced gas costs. Unless there is an invoice(s) to support these adjustments, they
cannot be recovered from ratepayers.

December 2006

$301.14

The Company is accruing a credit in December 2006 that it states will be taken in January 2007.
Staff opines that the Company cannot include an accrued credit that will be taken in the future.

$165,468

The Company mischaracterized this adjustment, stating that Staff removed this amount from the
December 2006 gas costs. Actually, Staff added this amount for hedging costs incurred in
November 2006. We should have added this cost to the November gas costs instead of
December 2006, so we have revised our schedules to reflect the change.

$(1,725.01)

$(5,817.14)

The Company accrued more than the actual invoiced amounts for two supplier invoices.
Therefore, Staff reduced gas costs by these amounts. Since the Company does not recognize the
adjustments, the $(1,725.01) related to the Columbia invoice and the $(5,817.14) related to the
Merrill Lynch invoice. Once again the Company mischaracterized Staff’s adjustments. Staff
subtracted the adjustments rather than added them. (See Attachment 6)

After the appropriate Staff adjustments were made following our review of the Company’s
response to Finding #1, the result of this finding is a decrease in commodity gas costs of
$1,964,194.67.
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FINDING #2:

Exception

The Company understated its hedging costs.
Discussion

When comparing the Company’s reported hedging costs against the ADM Investor monthly
statements,® Staff noted that of the $1,288,408 invoiced amounts, the Company only included
$821,180 in the ACA filing. The Company responded that $400,628 was actually paid, but not
reported and $66,600 was erroneously reported as an LNG Power Cost. The Company provided
appropriate documentation to support its response. Therefore, Staff added $467,228 difference
in additional hedging costs and correspondingly reduced the amount of LNG Power Costs by
$66,600 (see Finding #3). The effect of this adjustment is an increase in the cost of gas of
$467,228.

Company Response

The Company agrees with Audit Staff’s Finding #2 that the hedging costs are understated by
$467,228 ($400,628 of which are to be added to the ACA account and $66,600 to be reclassified
from LNG Power Costs to hedging costs).

¥ Staff receives these statements daily and monthly direct from ADM.
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FINDING #3:

Exception
The Company overstated its LNG Power Costs.
Discussion

In September 2006, the Company erroneously included $66,600 in hedging costs as part of the
reported LNG Power Costs. Therefore, Staff removed $66,600 of LNG Power Costs for
September 2006 and appropriately reflected them in the cost of gas (see Finding #2). The result
of this finding is a decrease in LNG Power Costs of $66,600.00.

Company Response

The Company agrees with Audit Staff’s Finding #3 that the $66,600 of hedging costs be removed
from LNG Power Costs and reclassified to hedging costs (see Finding #2).
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FINDING #4:

Exception

For each month of the audit period, the Company reversed Transportation Long amounts that
were included in the Cost of Gas.

Discussion

If a transportation customer buys more gas than it can use in a month, the Company purchases
the excess gas back from the customer at a discount and includes that purchase in its cost of gas.
This purchase amount is labeled as a “Transportation Long” amount and is appropriately treated
as a cost of gas. The Company; however, reversed these entries each month as a "Cash-out,”"
which Staff believes is in error.

Staff eliminated these reversals of the Transportation Long amounts in the Cost of Gas. The
result of these adjustments effectively increases the Company’s reported gas costs by

$400,792.77.

Company Response

The Company agrees with Audit Staff’s Finding #4 that the Transportation Long amounts
($400,792.77) are purchases and should be appropriately treated as a cost of gas and not reverse
these costs on the ACA schedule.
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FINDING #5:

Exception

The Company overstated its Commodity gas cost recoveries.

Preliminary Discussion

The only support originally filed in the ACA for Off-System Sales was “internal” schedules of
sales volumes prepared by the Company. Recoveries were credited for the PGA amount of the
reported volumes and the margin (premium) amount received was reported as a separate entry
“Margin on Off System Sales.” There were numerous “adjustments” made based on these
schedules. Staff opines that internally developed schedules do not provide convincing evidence
to support amounts reported in the ACA. Therefore, Staff requested and received actual bills for
Off-System sales customers.

Transportation Short recoveries’ are supported by schedules provided by the Company;
however, in its recovery calculations, the Company made some adjustments that relied on
accounting adjustments that Staff could not document or understand.

In order to clarify gas cost recoveries and gain some assurance as to the proper amounts, Staff
independently calculated recoveries from sales customers, added the actual amounts invoiced to
off systems customers and added the amounts paid by transportation customers for additional
volumes purchased. We then compared our amount against the total amount reported by the
Company for “Cost Recovery” and “Margin on Off System Sales”. The net effect (excluding
interest) of Staff’s adjustments is a decrease in the Company reported Commodity gas cost
recoveries of $783,246.02.

Company Response

The Company disagrees, in part, with Audit Staff’s Finding #5. Audit Staff excluded all Rate
360 adjustments related to billing adjustments. Billing adjustments can occur many months after
the original billing. The Company’s practice is to recognize these billing adjustments in the
month that they occur (when the customer is rebilled) consistent with standard accounting
practice. Removing these adjustments misstates the cost recovery amounts. The Company has
adjusted the Cost Recovery — Sales Customers line in the Audit Staff’'s ACA Commodity
Schedule in the amount of $750,815.85.

Staff Rebuttal to Company Response

According to a data response from the Company, Rate Code 360 is Transportation Longs/Shorts
customers. (See Attachment 7) Staff used the Company supplied Transportation Short
schedules showing the calculation of the recoveries, which did not tie to the Cost Recovery

° If a transportation customer uses more gas than it buys in a month, the Company sells the excess needed gas to the
customer at a premium and includes that sale in its gas cost recoveries.
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schedules in every month. We asked for backup to support the differences. The Company
supplied multiple “screen prints” from its billing system showing adjusting entries, which were
impossible for Staff to follow. Staff does not disagree that the Company may need to make
adjustments to customer billing in a subsequent month, but the appropriate support must be
supplied to document these adjustments.

We will agree to accept the Company’s recovery adjustments for this audit period for Rate Code
360 in the amount $750,815.85 as suggested by the Company. However, in future audits, Staff
will require that the Company supply us with the customer bills and re-bills to support any
adjustments. Therefore, the net effect (excluding interest) of Staff’s adjustments is an increase
in the Company’s reported Commodity gas cost recoveries of $32,430.17.
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FINDING #6:

Exception

The Company overstated the ACA balance due to a miscellaneous adjustment to Banked Gas in
July 2006 in error.

Discussion

The Company made a Banked Gas adjustment in July 2006 to reverse an accrual for Banked Gas
in June 2006. Upon inquiry by Staff and further review by the Company, Staff discovered that
the actual Banked Gas entry for June 2006 was zero, and therefore, no adjustment was needed in
July 2006. Staff eliminated this adjustment which had the effect of reducing the ACA
Commodity balance by $984,484.16.

Company Response

The Company agrees with Audit Staff’s Finding #6 that the July 2006 Banked Gas adjustment
for $984,484.16 is not appropriate and should not be included in the ACA Schedule.
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FINDING #7:

Exception
The Company overstated its inventory withdrawals in June 2006.
Discussion

The Company made a withdrawal adjustment to an inventory schedule in June 2006 in order to
true up the storage balance. However, after an inquiry by Staff and upon further review, the
Company determined that the adjustment was not needed since the adjustment had already been
made. Staff removed this adjustment, which reduced the ACA Commodity balance by
$966,432.32.

Company Response

The Company agrees with Audit Staff’s Finding #7 that the inventory withdrawal adjustment in
June 2006 for the amount of $966,432.32 had already been made and should be removed from
the ACA schedule.
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FINDING #8:

Exception
The Company failed to report hedging costs appropriately.
Discussion

The Company included a miscellaneous adjustment for hedging costs, stating that the amount
had been posted to South Carolina instead of Tennessee. Through a data request, Staff
determined the total hedging costs attributable to Tennessee that were paid by the Company. The
total adjustment necessary was made in the Gas Costs (see Finding #2). The result of this
adjustment is a decrease in the Commodity ACA balance of $68,400.00.

Company Response

The Company agrees with Audit Staff’s Finding #8 that hedging costs of $68,400.00 should be
removed from the Commodity ACA balance.
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FINDING #9:

Exception

The Company booked its April 2006 asset management payment as a Commodity Cost credit
rather than as a Demand Cost credit.

Discussion

The Company booked the asset management payment for April 2006 as a miscellaneous
Commodity adjustment. The amount should be booked as a Demand credit. Staff reversed the
miscellaneous adjustment and reflected the asset management payment appropriately as a
Demand credit. The effect of this adjustment is a $393,461.00 reduction in Demand costs
(included in Finding #14) and an increase in Commodity costs of $393,461.

Company Response

The Company agrees with Audit Staff Finding #9 that the asset management payment should be
booked as a Demand credit and not a Commodity credit; therefore, the Demand costs should be
reduced (as detailed in Audit Finding #14) and the Commodity costs should be increased by
$393,461.00.
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FINDING #10:

Exception

The Company understated the amount of interest due to customers in the Commodity
component of the ACA filing.

Preliminary Discussion

Staff adjusted the Company reported Commodity ACA interest due to adjustments #1 - #9 above.
The result of this finding is an increase to reported interest due to customers of $75,064.76.

Company Response

Nashville Gas agrees that the reported Commodity ACA interest due to Findings #1 - #9 should
be recalculated. The Company has recalculated the amount to be an increase to reported interest
due to customers of $5,351.06 instead of an increase to reported interest due to customers of
$75,064.76 based on the adjustments presented on the attached schedule titled Summary of ACA
Account for 2006.

Staff Rebuttal to Company Response

Audit Staff recalculated the Commodity ACA interest due to changes made as a result of the
Company’s responses to Staff findings and Staff’s restatement of certain finding amounts.
Staff’s revised Commodity ACA interest due to customers is $380,873.12. Therefore, the result
of this finding is an increase to the reported interest due to customers of $96,951.07.
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FINDING #11:

Exception
The Company inappropriately netted asset management payments against Demand Costs.
Discussion

The Company netted the asset management payments of $318,750 due from Merrill Lynch as per
contract against the demand costs invoiced from Merrill Lynch in November 2006 and December
2006. While Merrill Lynch may have agreed with the Company to handle the payments in this
manner, Staff disagrees with the Company’s reporting in the ACA. In this case the Company's
actual demand costs are understated by $637,500 in the filing and the asset management
payments are buried in the invoice detail. Staff would prefer that Merrill Lynch make its contract
payments to the Company and the Company pay its invoice total each month. If the remaining
payments have already been accounted for in this manner, then for filing purposes, Staff would
instruct the Company to report the asset management payment as a separate line item in the ACA
and increase its demand costs accordingly in the Company's next ACA filing for January 2007 —
December 2007. The effect of this adjustment is an increase in the Demand costs of $637,500.

Company Response

The Company agrees, in part, and disagrees, in part, with Audit Staff’s Finding # 11. The
Company agrees that in the future it can report asset management payments as a separate line
item in the ACA. However, the Company believes that it is not “inappropriate” to net asset
management payments against Demand Costs. Asset Management payments routinely are credits
against Demand Costs on invoices and the Company presented the information as detailed on the
invoice. As a result, the Company disagrees that Demand costs are understated by $637,500.
The net effect on Total Demand Costs of increasing “Invoiced Demand Costs” and subtracting
the “Asset Management Payments” is $0.00. Therefore, no adjustment to Demand Costs is
necessary.

Staff Rebuttal to Company Response

Staff appreciates the Company’s agreement to report asset management payments as a separate
line item in all future ACA filings. This methodology will properly show total Demand costs
and total asset management payments. Staff does not assert that the netting process is
inappropriate for Company internal accounting, but that it is inappropriate for ACA reporting
purposes.
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FINDING #12:

Exception

The Company understated its Demand costs by including accrual adjustments in the ACA
Account. This is a repeat finding from the prior audit.

Discussion
The cost of gas should be based on actual invoiced costs. Staff eliminated the accrual
adjustments from the Company’s reported invoiced gas costs and used amounts from actual

invoices only. The result of this finding is an increase in gas costs of $497,687.02.

Company Response

The Company agrees, in part, and disagrees, in part, with Audit Staff’s Finding #12 for the same
reasons explained in detail in the Company’s Response to Finding # 1. The $513,466.49 of
adjustments for demand costs as presented on the Company’s attached ACA schedule are
appropriate actual adjustments, not accruals. The Audit Staff should not have eliminated these
adjustments from the Company’s reported invoiced gas costs.

Additionally, the Audit Staff has included demand adjustments in February of $4,294.64; in
April of $6,530.80; in October of $6,791.63; in December of ($31,449.50) and commodity
adjustments in December of ($157,925.85). The Company has not been able to determine the
basis for these additional demand and commodity adjustments, therefore, the Company is unable
to agree to them at this time.

Staff Rebuttal to Company Response

For the following detailed Staff response to the Company’s analysis presented, please refer
to the Analysis of TRA Audit Staff Adjustments, a Company provided schedule attached
to this report as Attachment 1. We have addressed all adjustments with which the
Company disagreed.

Demand Gas Cost Adjustments:

February 2006

$(4,237.03)

With the additional explanation, Staff now understands and accepts this adjustment. Staff has
added this amount back to gas costs.

$4,294.64
This was not a Staff adjustment. This amount was part of the Company’s original filing.
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April 2006

$27,743.04

Upon further review, Staff agrees that there is an invoice to support a supplier refund credit.
The credit however applied to Tennessee per the payment stamp is $36,161.85. Staff believes
the credit should be applied in January 2006 when the invoice was received, rather than April
2006. Therefore, Staff has credited $36,161.85 to January 2006 gas costs.

$160,436.76

Upon further review, Staft agrees that there is an invoice page supporting this credit. However,
it is impossibie for Staff to follow an audit trail to determine whether the credit was actually
taken against gas costs in January 2006. Since the Company wants to dispute Staff’s reversal of
the accrual adjustment in April 2006, Staff agrees to apply this credit to January 2006 gas costs
to the benefit of the ratepayer.

$412,542

Upon further review, Staff agrees that the company provided 3 separate invoice pages (2 of
which go back to the prior audit period) with a total credit of $412,542. However, it impossible
for Staff to follow an audit trail to determine whether the credits were actually taken against gas
costs in November and December 2005 and January 2006. Since the Company wants to dispute
Staff’s reversal of the accrual adjustment in April 2006, Staff agrees to apply this credit to
January 2006 gas costs to the benefit of the ratepayer.

$(77,176.40)

$77,176.40

Staff notes that these are characterized as accrual adjustments recorded in April 2006. However,
since the net effect is zero, Staff did not adjust these amounts.

$(67,513)

Staft further reviewed the support provided for the $67,513 additional gas cost adjustment that
the Company reported in April 2006. Staff pulled the documentation from the last audit and
reviewed the November and December 2005 invoices referenced in the Company’s explanation
for the adjustment. The two invoices in question do not support the scenario described by the
Company, so the Staff cannot accept the adjustment made by the Company.

$307.99

Staff agrees with the Company that this is a reclassification adjustment from Commodity to
Demand. Staff has changed its schedules eliminating this adjustment.

$6,530.80
This was not a Staff adjustment. This amount was part of the Company’s original filing.

June 2006
$(140.70)
See discussion in Commodity section for June 2006.
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$(12.74)

Because this was an immaterial difference in the May 2006 gas costs, Staff did not include an
adjustment in May 2006. However, if the Company wants to adjust this amount in June 2006,
Staff will agree to Company’s adjustment.

June/July 2006

$(2.04)

$2.04

These are such immaterial amounts that if the Company wants to make its adjustments as they
indicate, Staff does not object. We will adjust our schedules accordingly.

October 2006
$6,791.63
This was not a Staff adjustment. This amount was part of the Company’s original filing.

December 2006

$(31,449.50)

The Company stated that its actual invoice amount for CGTC for December 2006 was
$62,898.50. The invoice amount for commodity was $31,449.50. The Company’s written
comment on the invoice was that it accrued $62,898.50, but paid $31,449.50. (See Attachment
6) Therefore, Staff made an adjustment to remove the additional amount accrued.

After the appropriate Staff adjustments were made following our review of the Company’s

response to Finding #1, the result of this finding is a decrease in demand gas costs of
$708,364.31.
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FINDING #13:

Exception

The Company inappropriately made an adjustment for an audit finding in the 2004 ACA audit.
Discussion

The Company made an adjustment for an audit finding in the 2004 audit; however, all audit
adjustments were included the Company's adjustment to its beginning balance in the 2005 audit.

Therefore, this is a duplicate adjustment and should be eliminated. The effect of this adjustment
is to reduce the ACA balance by $1,837.60.

Company Response

The Company agrees with Audit Staff’s Finding #13 that the adjustment for $1,837.60 should be
eliminated.
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FINDING #14:

Exception

The Company inappropriately netted asset management payments against Demand Costs and
booked an asset management payment to Commodity rather than to Demand.

Discussion

The Company booked the April 2006 asset management payment of $393,461 as a miscellaneous
Commodity adjustment (see Finding #9). The Company also netted its asset management
payments for November 2006 and December 2006 with its Demand costs (see Finding #11).
Therefore, Staff separated out the netted payments ($637,500) and reclassified the April 2006
payment for a total adjustment of $1,030,961. The effect of this adjustment is an increase to
reported asset management credits in the Demand portion of the ACA of $1,030,961.00.

Company Response

The Company agrees with Audit Staff’s Finding #14.
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FINDING #15:

Exception

The Company reversed a pipeline refund credit in error.

Discussion

In November 2006, Tennessee Gas Pipeline issued a refund to Piedmont which was credited to
the ACA Account. In December 2006 the Company made a miscellaneous adjustment that
reversed the credit in error. Staff removed the incorrect reversal of the credit, which reduced the
ACA Demand balance by $699,266.65.

Company Response

The Company agrees with Audit Staff’s Finding #15 that the reversal of the November 2006
TGP refund in December 2006 was not necessary.
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FINDING #16:

Exception

The Company understated the amount of interest due from customers in the Demand component
of the ACA filing.

Preliminary Discussion

Staff recalculated interest based upon the audit findings #11 - #15 above. Demand interest due
from the customers was understated by $5,062.75. Staff made the adjustment to the ACA
Account to reflect this amount.

Company Response

The Company agrees with Audit Staff Finding #16 that ACA interest will need to be adjusted
due to Audit Staff’s Findings #11 - #15. Nashville Gas has calculated the interest due from the
customers to be understated by $30,429.84.

Staff Rebuttal to Company Response

Staff recalculated the Demand ACA interest due to changes made as a result of the Company’s
responses to Staff findings and Staff’s restatement of certain finding amounts. Staff’s revised
Demand ACA interest due from customers is $281,715.98. Therefore, the result of this finding
is a decrease to the reported interest due from customers of $73,942.13.
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FINDING #17:

Exception

The Company referenced rate schedules in its filing that are not supported by its tariff.

Preliminary Discussion

During this filing, Staff noted that the Company continues to use rate schedule numbers that are
different than the rate schedule numbers that were approved by the TRA in its tariff. When
Staff questioned the Company on this practice, the Company responded by providing Staff with
a Rate Conversion schedule mapping the rate schedules used in the filing to the approved tariff
rate schedules. (See Attachment 7 to the report.) In addition, the Company has added other rate
schedule numbers not found in the tariff. Staff opines that the Company must use its tariffed
rate schedules in future filings.

Company Response

The Company has explained to the Audit Staff that the Company’s billing system uses different
codes to represent tariff rate schedules. It is unavoidable that system generated supporting
documents and other reports produced by the Company will contain codes that differ from the
rate schedule numbers approved by the TRA in its tariff. The Company has provided Audit
Staff with a schedule that details the appropriate conversion between the Company’s billing
system/supporting documents and the approved tariff rate schedules. It is not feasible for the
Company to change the billing system’s nomenclature.

Staff Rebuttal to Company Response

While Staff does not object to the Company using whatever internal codes it desires, the
Company should use tariffed rate codes on all information provided in the ACA documentation
or any other reports provided to the TRA. Staff simply asks that the Company change internal
codes to tariff rate codes (handwritten changes are fine) on system generated reports that use
internal coding that differ from the approved tariff rate codes for all supporting documents
provided in the ACA audit. That way Staff does not have the responsibililty of interpreting

Company documents, since the Company will clearly label documents with the correct tariff
codes.
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FINDING #18:

Exception

In each month, the Company continued its practice of including accruals and reversals as part of
the reporting of the transactions in the ACA Account. This is a repeat finding.

Preliminary Discussion

In the last audit report (Docket 06-00087), Staff stated in Finding #2 that the accrual
methodology used by the Company was unacceptable for ACA reporting purposes. In its
recommendations, the Staff requested the Authority to reject the Company’s methodology and
direct the Company to report actual amounts in the month incurred. At the January 8, 2007
Authority Conference, the panel voted unanimously to approve the Staff’s report, findings and
recommendations.

On February 1, 2007, Staff met with representatives of Piedmont to discuss the Authority’s
decision and explain the problems Staff was encountering in auditing the Company’s filing.
Piedmont agreed to work closely with Staff to remedy the problem and present the filing in a
manner acceptable to Staff. The Company initially filed the current ACA on June 7, 2007
(Docket 07-00147). After an initial review by Staff, the Company voluntarily withdrew the
filing at Staff’s request, since it was evident that the accrual method had not been discontinued.
The Company re-filed the ACA on July 16, 2007 (Docket 07-00174). Staff’s initial review
showed that accruals were still present and that the Company had not presented its invoices as
Staff had requested. At this time, Staff suggested that the filing be withdrawn a second time.
However, the Company declined and stated that it would be flexible if deadline extensions were
necessary.

Staff has attempted to the best of its ability to explain to Piedmont the corrective actions
necessary to present its “actual” gas costs, through numerous phone calls, emails, data requests,
etc. Despite these repeated communications, the Company has continued to show accrual
adjustments in its documentation of the transactions in the ACA Account, both on the cost side
and the recovery side. Therefore, Staff had no alternative but to strip out all accruals and restate
the balance in the ACA Account based strictly on the third party invoices and customer bills
supplied. The effect of some Staff adjustments was to the benefit of the consumer and some
were to the benefit of the Company. Staff’s objective is to properly state the ACA balance
regardless of the effect on the Company or the consumers.

Staff again states that accrual accounting has no place in the reporting of transactions in the
ACA filing. Several of the findings above were the result of Staff restating an amount after
stripping out accruals.
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Company Response

The Company appreciates and respects the continued efforts of Audit Staff to work with the
Company to resolve the issues surrounding the completion of the ACA schedule that best meets
the needs of the Audit Staff and the Company.

The Company has faced a variety of issues and challenges in the last several years with respect
to its gas cost accounting. The Company has taken several steps to resolve the issues and
challenges. In the spring of 2006, the Company hired new and additional gas cost personnel and
moved the responsibility for this function to the rates and regulatory affairs department. In July
2006, a new manager of gas cost accounting was hired. As a result of audits by both the North
Carolina Public Staff and the South Carolina Office of Regulatory Staff during the 2006
prudence reviews, it became apparent to the Company that the challenges faced by the existing
gas cost accounting system were much more substantial than previously known. As the
Company dealt with month end closings during the winter months of 2006 — 2007, it also
became apparent that the newly assigned manager of gas cost accounting did not have enough
experience in gas cost accounting to effectively deal with the more complex accounting issues
that had become apparent through the previous audits. The Company hired a new and more
experienced manager of cost accounting and hired new accounting analysts to assist in the
process. The Company also retained an outside consultant to assist in redesigning and
restructuring the gas cost accounting functions, which should be completed within the next
twelve months. Subsequently, in March of 2008, the Company has hired a manager of
regulatory reporting that will work more closely with the Audit Staff.

As stated in the Company Response to Audit Finding #12, the Company has made a number of
adjustments (not accruals) to the gas costs reflected in its ACA filing. Adjustments to these gas
costs were made in conjunction with the Company’s efforts (undertaken in conjunction with its
outside consultants) to review and confirm its gas costs in light of the difficulties identified
above to ensure that its gas costs were stated properly. In this process, the Company has made
every attempt to provide appropriate support to the Audit Staff for each adjustment required.
The Company recognizes that the adjustments were reported in the period in which the
adjustments were made (versus restating prior closed periods) but this is both standard
accounting practice and consistent with the manner in which the adjustments were recorded on
the Company’s books.

The Company agrees with Audit Staff that future ACA filings should be based on “actual” gas
accounting information, however, the Company will continue to recognize adjustments in
current periods as these adjustments are recognized in the general ledger. Audit Staff has stated
in Docket No. 06-00087 that since the ACA filing occurs after the months are closed that the
Company should be able to apply all adjustments to the prior months and Audit Staff does not
see this as a problem for the Company. The Company disagrees with this approach as to prepare
the ACA schedule in this manner would require additional resources to comply and would
essentially require the Company to completely restate its gas costs for the review period in a
manner that is inconsistent with the way in which these costs are recorded on the Company’s
books. The Company is also concerned that Audit Staff’s approach would not properly account
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for adjustments that occur from prior ACA periods that have already been closed. Failure to
include these adjustments would result in an improper accounting of the Company’s gas costs
and would directly impact the costs recovered from customers.

The Company has and will continue to make efforts to improve the ACA schedules in the 2007
audit year filing. The Company will work closely with the Audit Staff to provide ACA
schedules based on “actual” closing data and workpapers to support the Audit Staff in their
audit.

Staff Rebuttal to Company Response

Staff is fully aware of the requirements of GAAP and that the Company’s books used to prepare
external financial statements must follow those standards. Staff is not trying to interfere with
the Company’s accounting staft’s responsibilities. ~However, Staff sees the Company’s
accounting process as separate from the ACA regulatory reporting process.

In order for the Company to recover its gas costs from ratepayers, all costs must be based on
supplier invoices. (PGA Rule 1220-4-7-.02) Staff believes that it is not unduly burdensome for
the Company’s regulatory staff to prepare an annual schedule showing the amounts actually paid
for a month supported by the actual supplier invoices. [No accruals, no adjustments to reconcile
these amounts to the General Ledger.] All true adjustments to gas costs need to be supported by
revised supplier invoices and recorded in the month the revised invoices are received or the
Company becomes aware that a revision adjustment is necessary. [Again, no accruals or
adjustments made for the purpose of reconciling the amounts to the General Ledger.] The
regulatory staff is afforded with sufficient time after the year closes to be sure the Company’s
ACA filing reflects the actual amounts paid or adjusted and are reported in the appropriate
months, regardless of when these costs or adjustments actually hit the General Ledger.

As we’ve communicated throughout these findings, Staff will not accept any accruals, nor will
we accept adjustments without third party supporting invoices or other third party evidence. We
also realize that sometimes an adjustment is not known until after an audit period has closed. In
that case it is perfectly acceptable to make a legitimate prior year adjustment to the beginning
balance of the current audit period. Again, the adjustment should be supported by revised
invoices.

Staff appreciates the Company’s statement that it will work closely with Audit Staff to provide
proper ACA schedules.

36



VIII. CONCLUSIONS AND RECOMMENDATIONS

NOTE: In Docket No. 06-00087, the Authority approved and adopted the ACA Audit
Report of NGC’s annual deferred gas cost account filing for the year ended December 31,
2005. The Authority specifically adopted the findings and recommendations contained in
the Audit Report, including the recommendation that the “accrual methodology the
Company used in the ACA filing be rejected and the Company [be] directed to report
actual amounts in the month incurred.”'® Staff reviewed the Company’s compliance with
the Authority’s June 14, 2007 Order in completing this Audit.

In this report, Staff was compelled to refute many Company misrepresentations regarding our
position as to the proper methodology that must be used in the required regulatory reporting of
gas costs incurred and recovered, and other related issues. Despite our numerous issues with the
methodologies used by the Company in the ACA filing, Staff acknowledges a good professional
working relationship with Company personnel. Staff stands ready to assist the Company with
future regulatory filings as needed.

As was the case in the previous ACA, the Company failed to provide a significant number of
documents necessary to support the amounts reported in the ACA filing at the time of tiling.
Staff, therefore, had to obtain this supporting documentation through phone calls, emails, and
written requests. Staff also notes that the only supporting documentation provided for some
items was Company internal accounting schedules. Such internal accounting schedules based
on accrual accounting do not provide convincing evidence to support amounts reported in the
ACA. Additionally, the Company uses untariffed rate schedules in the presentation of its
recoveries. Staff acknowledges that the Company was cooperative in attempting to provide the
supporting information requested. Staff recommends that the Company include actual bills
or third party support documents for all amounts reflected on the ACA analysis schedule
with its initial filing and that the Company use only tariffed rate codes on recovery
schedules provided in the ACA filing.

The Company’s improper methodology of reporting accrued estimated gas costs, cash outs and
gas cost recoveries followed by reversals and booking of actuals in subsequent months continues
to be unacceptable.!! The Company stated many times that if actual costs are not available prior
to the 8™ working day of the following month then estimates are posted to the deferred gas
account in the General Ledger. Staff understands the Company’s financial reporting practices,
since accruals are required for GAAP accounting. Staff does not, however, accept the
Company’s accrual method for reflecting transactions reported in the ACA since it is widely
acknowledged that GAAP accounting and regulatory reporting are very different. An ACA
filing is typically made 90 days after the end of the reporting period, which in Piedmont’s case is
90 days following the end of the calendar year. Thus, in spite of the fact that the Company’s
accounting staff is required to accrue amounts to comply with GAAP reporting on its external

' In re: Nashville Gas Company, a Division of Piedmont Natural Gas Company, Inc. Actual Cost Adjustment
(ACA) Audit for the Twelve Months Ended December 31, 2005, Docket No. 06-00087, Order Adopting ACA Audit
Report of Tennessee Regulatory Authority’s Utilities’ Division, Exhibit A, p. 13 (June 14, 2007).

1" See Finding #2.
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financial statements, the Company’s regulatory staff has ample time to assemble the required
data and report the actual gas costs in its ACA ﬁling.12 Staff recommends that the accrual
methodology the Company used in the ACA filing once again be rejected and the
Company be directed to report actual amounts in the month incurred or in the month to
which they are attributable."

It appears that much of NGC’s ACA reporting format is driven by the Company’s accounting
personnel who may not fully appreciate the differences between GAAP accounting and
regulatory reporting. It is imperative that the upper management of the Company understand
and address this issue. Staff recommends that the Authority direct the Company to develop
a comprehensive strategy to address the concerns noted in this audit.

Staff noted in Finding #11 that the Company netted its asset management payments against its
demand costs in the ACA filing. While the Company objected to the finding, since the asset
management payments were a credit on the asset manager’s invoices for gas purchases, Staff
believes it is important for these payments to be shown as a separate line item in the ACA filing.
The Company also operates under an Incentive Plan. The Incentive Plan allows the Company to
surcharge customers for its share of any “savings” accruing under the plan. The asset
management payments are included as part of those savings. Therefore, Staff believes that the
asset management payments should be separately identified in the ACA filing, to document the
amounts recognized in the Incentive Plan. They should not be “buried” in the detail of a
supplier invoice. Staff recommends that the Authority direct the Company to identify its
asset management payments as a separate line item in its future ACA filings.

Going forward, Staff would like to gain greater assurance that the injections and withdrawals
reported in the inventory accounts for all companies be properly documented by supplier
invoices. To that end, Staff recommends that the Company provide the following support
in its next ACA filing:

1. Provide third party invoices to support all volumes that are injected or withdrawn
from storage each month, appropriately cross referenced from inventory schedules to
invoices;

2. Provide the calculations of injection rates for all injections each month appropriately
cross referenced from inventory schedules to invoices. All calculations should be provided
electronically in an Excel spreadsheet with working formulas; and

3. Provide the calculations of the WACOG rates applied to all withdrawals each month.
All calculations should be provided electronically in an Excel spreadsheet with working
formulas.

12 Staff is not precluding the occasional need for prior period adjustments when information has not been timely
received to enable the Company’s staff to include the adjustment in the appropriate reporting period.

* The Company is free to book transactions to its General Ledger as it deems appropriate according to the Uniform
System of Accounts (USOA). Staff is not responsible for the Company’s general ledger and is therefore
unconcerned with reconciliation of the general ledger to the audited ACA balance. Staff’s charge relating to ACA
audits is to determine if the Company’s ACA filing is accurate. ACA filings are typically received by the Authority
several months subsequent to the end of the current ACA period and must reflect actual monthly transactions in the
period in which they occur.
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Staff recommends that the Authority adopt this report in total and direct the Company to
address each finding as well as all issues discussed in the Conclusions and
Recommendations section of this report.

Staff recommends that the Authority instruct the Company to use the Staff’s ending
commodity and demand balances as the beginning commodity and demand balances in the
next reporting period. By doing so, all monetary audit adjustments will be addressed.

Because the issues discussed in this audit are substantially the same issues the Authority
directed the Company to correct in Docket No. 06-00087, Staff recommends the Authority
put the Company on notice that future non-compliant ACA filings will be subject to
rejection, and the Company may, therefore, be subject to any and all remedies and
sanctions available to the Authority.
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APPENDIX A

PGA FORMULA!

The computation of the GCA can be broken down into the following formulas:

D + DACA P+ T+ SR + CACA
Firm GCA = --—---mmmmemeeeee - DB + - CB
SF ST
P + T + SR CACA
Non-Firm GCA = - CB
ST
where
GCA = The Gas Charge Adjustment in dollars per Ccf/Therm,
rounded to no more than five decimal places.
D = The sum of all fixed Gas Costs.
DACA = The demand portion of the ACA.
P = The sum of all commodity/gas charges.
T = The sum of all transportation charges.
SR = The sum of all FERC approved surcharges.
CACA = The commodity portion of the ACA.
DB = The per unit rate of demand costs or other fixed charges

included in base rates in the most recently completed
general rate case (which may be zero if the Company so
elects and the Commission so approves).

CB = The per unit rate of variable gas costs included in base
rates in the most recently completed general rate case
(which may be zero if the Company so elects and the
Commission so approves).

SF = Firm Sales.

ST = Total Sales.

4 pursuant to Docket 03-00209, the PGA Formula has been amended to include the gas cost portion of
uncollectible accounts.
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The computation of the RA can be computed using the following formulas:

DR1 - DR2 CR1 - CR2 + CR3 + i
FimRA = +
SFR STR

CR1 - CR2 + CR3 + i
Non-Firm RA =

STR

where

RA = The Refund Adjustment in dollars per Ccf/Therm,
rounded to no more than five decimal places.

DR1 = Demand refund not included in a currently effective
Refund Adjustment, and received from suppliers by
check, wire transfer, or credit memo.

DR2 = A demand surcharge from a supplier not includable in
the GCA, and not included in a currently effective
Refund Adjustment.

CR1 = Commodity refund not included in a currently
effective Refund Adjustment, and received from
suppliers by check, wire transfer, or credit memo.

CR2 = A commodity surcharge from a supplier not
includable in the GCA, and not included in a

currently effective Refund Adjustment.

CR3 = The residual balance of an expired Refund
Adjustment.
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SFR

STR

Interest on the "Refund Due Customers” account,
using the average monthly balances based on the
beginning and ending monthly balances. The interest
rates for each calendar quarter used to compute such
interest shall be the arithmetic mean (to the nearest
one-hundredth of one percent) of the prime rate value
published in the "Federal Reserve Bulletin" or in the
Federal Reserve's "Selected Interest Rates" for the
4th, 3rd, and 2nd months preceding the 1st month of
the calendar quarter.

Firm sales as defined in the GCA computation, less
sales under a transportation or negotiated rate
schedule.

Total sales as defined in the GCA computation, less
sales under a transportation or negotiated rate
schedule.
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Demand
Commodity
Total Invoice

Demand
Commodity

Demand
Commodily

Total Invoice

Total invoice
Transportation Billing (LONG)
Commodity

Total Invoice

Total Demand per AP Invoices
Total Commodity per AP Invoices
TOTAL

Misc Demand Adjustments
W - <versal 1/06 Refund Excess Deferred - transferred to NC/SC -
JE# 41780 - AHB

Misc Commodity Adjustments
7/05 MA Swing accrual adjmnt. ACA '05 audit - 500 Leg

10769507 [ [ (LD

W

107,695.07

211114737 /Lf L &f

w|o e

2,111,147.37

5 13387046 LS (0 SL
3 (9.875.80) \

$  124,003.66 el
$ 8530575 (= <l

$ 8530575

§ 90381855

§_ 22,925040.05
§_23,820,758.59

$

4,237.03 5

(32,564.20) Qi /

Total Demand Accrued @ 908,055.58 /
Totai Commodity Accrued § 22,893,375.85 ,

P

A)

—

TOTAL-$ 23,801.431.42 \
.“"‘1 C.. )
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Total Demand per AP Invoices $ 746,401.04
Total Commodity per AP Invoices $ 11,224,833.60
TOTAL $ 11,971,234.64

Misc Demand Adjustments

A-K# 6815 - @ 12/05 Annual IS Credits -Pd in Dec 05 but not accrued in COG 5 (27,743.04)
B-Ki# 60882 -9 1/06 demand Cr- Cr taken on Jan Inv but not accrued in Jan COG 3 (160,436.76)
C-FT - BH - #46715 - record. 11/05,12/05, and 1/06 demand credits 3 (412,542.00)
D-FT-A 60542-. 11/05 demand-Billed and Pd in Nov but not accrued in COG $ 77.176.40
E-Dmd Cr for 11/05-Billed in Nov, Pd in past due amt in Dec, but not accrued in COG $ (77,176.40)
F-FT-24706-48 11/05 payment for Non-discounted Point Charge-Billed in Nov,Pd in past

due amt in Dec but not accrued in COG 3 67,513.00

G-FT - A 237 - creditgi 1 1/05 for difference is amt. due vs. paid-remove from

demand (s/b commaodity) $ (307.99) ,\(\
/

Misc Commodity Adjustments // /

SR - commodity charges Ki# 3650-pd in April, accrued in March $ 3,846.27 /

S - A Siorage FTS commodity -pd in April, accrued in May (2,929.91) /

|- - wd comm.chgs.reversed/credits applied above for swing on storage 11/05 /

- 2/06 $ (73,930.23§

H-U - 12/05 commodity on injections originally accrued to YD $ 5,027.33

Credit Accrued above in April should have heen in commodity {pd as commodity) $ 307.99 j

Credit taken on i bitl in April but not accrued for in COG $ (9,663.40)

Total Demand Accrued $ 212,884.25 “‘)T
Total Commodity Accrued $ 11,147,491.65 [
TOTAL $ 11,360,375.90
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NADHVILLE GAS LUMPANY
COST OF GAS - JUNE ESTIMATE
JUNE 10, 2008

DTS
FT - A 60084 - Osmand/Hesamvnlion « poyableOUINNEEN

Guojaatve Foo - Payable NEIRRIRNIRER- ovoiaymont 1o Piedmont fot nssol mginnl.

FT - BH - #40735 - Dam./MMosorv. B1,90D dis & Assign.Cr. 55,000 8)s - ciodil 1ako ulbeiiemy
FT - BH - #40715 Demnnd 5.672 TGP, $.0224/30 doys GCS poyobls (qiamiiyml:
SpacaDelivory Chaige - 1A 8815 ninl PA 2400 - payolee (qbissiidamging

WUWNS 1C0 - FSE DEMAND - 838037 - poyabio | ESRENGg
GPUIIRNS TCO - 557 DEMAND (5,000 * $5.7710) - payoblo ekt

-TCO - FEECP DEMAND - #36017 - poyable qublatsisbasnd
{orape Boso Gos Dala - paynbio |ouRREREg
FT61 #41462 nnd #70812 - payabic lofamiiemie

R Domond 10,000 @ Sll 4700
oA - K1 800055

K B10O743 (S
Damand Cligs

YELLOW - 100 LEG volumes
EEN 2500 LEG Viliimes.

PINK - 800 LEG vaolymps

DEMAND 5UBTOTAL

PURCHASES:
VR (mbalonca Coch Oul - 185¢ LIASMA - ravidon May 2008 production 0

@Bk - Swing on Slarape - s3mount dua pipohno - Juna 2006

@ - commadily chargos K# 3850
CRTRTEEE® o nmodily chiiges - sIbropa withdiawats
ST Y charges -

SR ashi tfor April‘n! ducti bl‘llnﬂlnllny 2008
NS ERehaULTaE Miry:00” prnd

IS - ¢ommodity charges - Mnu

SO - TNBOD Log . R - 11480
bl - TN 100 Lop - Pool 80,957
“L TNMDLng -Faol _ ; o e ane

covvectly

e - S pph ey

PF volon -

E——(r1| '
Alpi—. \ )
Shiany Syl 3
QUM injoction LM 23 C VA

i £ =
= 55 7q [, T

AMOUNT RATE

332,808.92 apleanla ~n|n summatios
0.00

12,051.80

0.00

0.00

0.00

0.00

0.00
{82,477.20)

137,8514.00

141,275.31

607,250.03

16,000.00
- 28,885.00
17.821.88
‘0.00

30,438.18 bidind os bilisd
0.00

$1,672.01

_—_re

0.00 'Dia and § por GCS en)

$6,700.83

757.821.87

(e9.24) ¥OIVIQI
o.oo

8,015
0.60

[X+1)

104 caed] ol

578,743.70 55209
2p,50232 6.7800
AB178AE 58200

DZB  billeg lnlqd lnMﬁy 20108, -
ﬁ.ﬁ‘ﬁ?ﬁsmaat" SRV FAN T

niu Jine 2008 Kl| of Esdmots Ciuse

tis par GCS,  pur el Hiico 520 dis)

420,195,76 R.3200 $1,123,038.26
0.00 #DIVIOL 103,724

T44,000.98 8.7425

845,257.04 55040
‘0,00 DIVID!
8,00 ¥DIVID)

0.00 ¥DIVID)

0
£2.0p 3000

a,11880
- 498,179.38 6AT70
113,518.54 B.9208

0.00

.00

0.00

0.00

0.00

2.00
‘27,562.82 55048
110,411.22 §.9208

81,8214 £.92iD as007
17,081.88 3280,788.88
51818016 59043
450,800.18 5.9201

- B41,200.62 8.9212 28,740

TiAsanAd EB024
1447330 59202

$1,708,000.24

120,316.08 59231 84,122
~3,071.8¢ $376,020.00
1,J68.71 €.4441
$a,087,400.04

8,053.001.34 59517

N
BAS PURCHASED . B i 1] 211
TOTAL COMMODITY PURCHASES 1,187,080

AP ACCRUAL

LEBS AMOUNTS ACCRUED VIA 52K

NET 17A ACCRUAL a

G:\GasAccounling JOHNSKINC OG\cog2006VcogDE0Baslimata posted

7.715035.71

{1,358.71)
714,270

e i

6[og - 2
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Transportation Billing (LONG)
Commodity s 111704 Ela
Total Invoice § 16,117.94

Total Demand per AP Invoices § 775,116.40
Total Commeodity per AP Invoices §  8,389,583.06
TOTAL § 9,164,709.46

Misc Demand Adjustments

Misc Commodity Adjustments
GRS - AP accrual for Aprifand June 2006 payments 235,160.00 ~C QA
SN - AF accrual for 2006 winter period 3,194,812.856 -CAC
WA - AP accrual for 2006 winter perlod 397,577.38 - Cdb
v - AP accrual for 2006 winter period {1,760,176.03) ~C2 o

Total Demand Accrued §  775.116.40~ &
Total Commodity Accrued $ 10,456,967.27 — b
TOTAL S 11.232.083.67
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Piedmont Natural Gas Company
ACA Audit-AP Invoices
DECEMBER 31, 2006

Demand
Commodity

Demand
Commodity

Demand
Commodity

Demand
Commodity

Demand
Commodity

Demand
Commodity

Demand
Commodity

Demand
Commodity

Demand
Commodity

Demand
Commuadity

Demand
Commodity

Demand
Commeodity

Total Invoice

Total Invoice

Total Invoice

Total Invoice

Total Invoice

Total invaice

Total Invoice

Total Invoice

Total Inveice

Total Invoice

Taotal Invoice

Total Invoice

5 1,260,531.20 / [
$ 1,260,531.20 e

$ 96577893 () /
$  965,778.93

$ 114006648 (2 [
$ 1,140,066.48

$ 62.898.50 L [
5 4,980.01 ¢

$  67,878.51 HO )
s 651897613 S /[
$ 6518,976.13

$ 217173.02 (0 Sl
$ 12757893 ,

s saarsies P [
5 343576193 /(2 /
$ 3,435,761.93

$ 5260000 B |
§ 52,600.00

s 5600418 CfCL |
$ 56,004.18

s 5037200 (OC/
5 5817.14 /

$ 56,189.14 cel
s  ssnosooz ([ C- |
$  680,080.92

$ 285764992 (ol (L[
$  2,857,649.92



!emand

Commoadity

Transportation Billing {LONG)
Commadity

Misc Adjustments

Misc Demand Adjustments

Misc Commodity Adjustments

Total Invoice

Total Invoice

Total Demand per AP Invoices
Total Commodity per AP Invoices
TOTAL

PR :rior Adjusiment for 8/06 Cashout (301.14)-Taken in January 07

Total Demand Accrued
Total Commodity Accrued

TOTAL

13358036 /3L [

5
% (7,699.58) LSCL __;__
$ 12588078
$ -
3 -
§ 51662388
§ 17,045,616.19
§ 17.762,040.07
— 7
$ (301.14) 139/

516.623.88 [

17,245,315.06 <)

¥

17,761,938.93
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ACH/MWIRE REQUEST

ga 11107

TEMPLATE# | VENDOR# | REQUISITION DATE DUE DATE $ AMOUNT
876137 o | 11742007 | 1192007 3 704,50
* Please execute a Wire [ JACH for Piedmont Nalural Gas
venporNave NN
—
Requested by 65\»)
Approved by (\?32, D\,ﬁ\) ( " 13
A4 hY)
7)o ‘/1'1-/0‘7 W[ 7
INSTRUCTIONS:
Bank Account¥ r W
Bank Name congilE
ABA Number 1 J
SPECIAL INSTRUCTIONS:
Pipeline
/—-—_‘———_

GENERAL LEDGER DISTRIBUTION

ACCOUNT - [R. | BUDGET
co | sus |\iuger | ST | DIST | AREACODE | o | EoonE $ AMOUNT
01 01 80400 0 0 6220 —
Of r_Q( ROY0 3| (T LII0 ?L_’;‘Z/;'fo%x

\

___'\

.

* All Wire Requesls mustbe lo A/P by 4:00pm the Day Prior to Due Date

* All ACH Reguests mustbe to  AJP by 4:00pm 2 Days Prior to Due

to ensure timely processing

Date lvo enspre timely processing

Pd-Dec

D\A:mvgl,qqq.ao-qci (San) =102
Dc%“qqq:S—O‘J{bl ?)U"H'GISZ

by

[.9&\ 8‘1%

.‘Soi

21449.50

'(‘ifzyo;z,oo_q(& (dan)Mha
VEC 3 256, 00-4 3R55.00

Ha%.0!~ 463 (J&(‘)Hh'b

L—M%o.mg

rmr

23 RS5.00

\L{oe‘ﬂ

™~

Ua

4T if 111 /o7
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. Route To LeugerCarperer »
ACH/WIRE REQUEST
Q A Slabley/Searcy \
Ll ¢ I Jessee/Maust
y £ P !

i
h‘ S Gathings
. N Hitching \/
TEMPLATE# |  VENDOR# | REQUISITIONDATE |  DUEDATE- | §AMOUNT (
_ ,‘,‘_2010,24.,____&“ L. | 171572007 1252007

-

44539 -

" Please execute a @ Wire []ACH for Piedmont Natural Gas

venoor nave (TR B B L
Requesled by w“‘k

Approved by mm/
V22407

INSTRUCTIONS:

Bank Account Number -
Bank Name )
ABA Number .

SPECIAL INSTRUCTIONS:

Gas Purchases - 2 Invoices

GENERAL LEDGER DISTRIBUTION

ACCOUNT 'R | BUDGET ‘
co | sus |GinEl| ST | DIST | AREACODE | o | Coone 5AMOUNT
o1 01 80400 0 0 6220 H4,333,590. 54 oo 1/42/6
01 01 80400 3 17 6220 P B0 BT-CO KT ///5(6
/
/
//
/ -
- _ | 7 —

* All Wire Requests must be to A/P by 4:00pm the Day Prior to Due Date  lo engure limely processing

* All ACH Requests must be to A/P by 4:00pm 2 Days Prior to Due Date  to erjsure timely processing /\Q\O (;Jll ‘,-ﬁw‘)\[ﬂw
v

(ALY WL
gt withhdd



Kim Johnston/Rates/~G ——

Se - Kim Johnst

sent by: Kim Johnste Margaiel Lauder/Audi/PNG@: NG, Scotl

01/15/2007 12:09 PM ce Searcy/GS/PNG@PNG, Sarah Slabley/GS/PNG@PNG,
) Nancy Hilchins/FIN/PNG@PNG

bee

Subject Re: December lnvorcel |

Andrew,

Please let me know, if you are in agreement.

615 00" ol
l‘[ 209, H - lO(jv
\G \v\o‘o'

Thanks,

Kim

To <Kim.Johnston@predmonting.com>

01/12/2007 04:13 PM

cc

Subject December Invoice

Kim,

I'm sending over the December invoice {o you to begin your review. Scoll has asked that we change the
format and re-invoice November which | am working on but | have to get with Wes in Mid-office to work all
of that out. Once we have everything ! will send over the final invoice, which also include the storage
balances on them. As always let me know if there are any questions or «f you need additional information.

Thanks,
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Tariff to S2k Rate Conversion

Tariff S2k
301 Residential Value 311
321 Residential Standard 313
302 Small General Standard 321
332 Small General Value 1st 2000 332
352 Medium General Standard 352
362 Medium General Value 1st 5000 366
303 Firm Industriaf Peak 331
304 Interruptible Industrial 341
313 Firm Transportation Peak 371
314 Interruptible Transportation 372
310 ReSale Service/SMYRNA 381

Rate 365 - Off System Sales 365
Rate 361- Emergency gas 361

Rate 360 - Transportation Shorts/Longs 360
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THE OFFICE OF REGULATORY STAFF
SETTLEMENT TESTIMONY
OF

Carey M. Flynt

November 9, 2007

DOCKET NO. 2007-4-G

Annual Review of Purchased Gas Adjustment and Gas
Purchasing Policies
of Piedmont Natural Gas, Inc.
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Testimony of Carey Flynt Docket No. 2007-4-G Piedmont Natural Gas Company

Page 1
SETTLEMENT TESTIMONY OF CAREY M. FLYNT
ON BEHALF OF
THE SOUTH CAROLINA OFFICE OF REGULATORY STAFF
DOCKET NO. 2007-4-G
PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION.
My name is Carey M. Flynt. My business address is 1441 Main Street, Suite 300,
Columbia, South Carolina 29201. I am employed by the State of South Carolina as
Manager of the Gas Department for the Office of Regulatory Staff (“ORS™).
PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.
I received a Bachelor of Science Degree in Business Administration, with a major in
Accounting from the University of South Carolina in Columbia in 1975. I was
employed at that time in the electric and gas utility industry and gained twenty five
years experience in this field. In October 2004, I began my employment with ORS. I
have testified on numerous occasions before the Public Service Commission of South
Carolina (“Commission”) in conjunction with natural gas issues.
WHAT IS THE PURPOSE OF YOUR TESTIMONY?
The purpose of my testimony is to address the settlement agreement made by and
among the Office of Regulatory Staff of South Carolina (“ORS”) and Piedmont
Natural Gas Company, Inc. ("Piedmont" or “Company”) (collectively referred to as
the “Parties™ or sometimes individually as a “Party”).
PLEASE ADDRESS THE MAJOR COMPONENTS.
ORS found that (i) Piedmont’s gas purchasing policies and practices during the

Review Period were reasonable and prudent; (ii) Piedmont properly adhered to the gas

THE OFFICE OF REGULATORY STAFF
1441 Main Street, Suite 300 Columbia, SC 29201
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Page 2

cost recovery provisions of its gas tariff during the Review Period; and (iii) Piedmont
managed its hedging program during the Review Period in a reasonable and prudent
manner.

However, the Parties further agree that: (i) Piedmont experienced significant issues
with some aspects of the accounting and reporting of its gas costs during the Review
Period; (ii) these issues resulted in numerous ORS adjustments including, but not
limited to, the Company’s commodity true-up, inventory accountability and deferred
account-hedging program; (iii} several issues relating to the accounting entries
applicable to the Company’s commodity true-up calculation and inventory levels
remain unresolved and, as a result, ORS is unable to verify the end-of-period balance
in deferred account #253.04 and (iv) in order to address the unresolved accounting
issues relating to Piedmont’s commodity true-up and inventory levels and to permit a
final accounting of Piedmont’s deferred account 253.04, Piedmont agrees to provide
revised and updated data to ORS for its review by not later than January 7, 2008.

The Parties further agree that a report regarding the aforesaid verification and
recommended adjustment(s) to the deferred account will be made and reported to the
Commission by the Parties no later than February 15, 2008.

Piedmont also agrees to exercise its best efforts to continue to correct deficiencies in
its accounting and reporting practices to conform with requirements of the
Commission, as stated in previous Orders of the Commission.

In addition, Piedmont further agrees to begin filing monthly hedging reports

beginning with the report for the month of November 2007 for a period of one year or

THE OFFICE OF REGULATORY STAFF
1441 Main Street, Suite 300 Columbia, SC 29201
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until otherwise adjusted by mutual agreement of the Parties or by Order of the
Commission in the next annual review.

Piedmont additionally agrees to report back to the Commission on the results of their
actions in restructuring their accounting practices and procedures on or before
February 15, 2008.

Although there were several problems with certain of Piedmont’s accounting and
financial controls during the review period, ORS believes that Piedmont is making a
good faith effort to correct these shortcomings and should therefore be permitted the
additional time addressed in the settlement agreement to attempt to finalize their
corrective actions. ORS does not believe that it would serve the interests of any of the
parties or Piedmont’s customers to impede the Company’s progress to correct
problems identified by ORS and the Company itself.

Taking into consideration the above statements, ORS has determined that the public
interest and Piedmont has determined that their interests would be best served by
reaching this settlement agreement.

I respectfully request that the Commission approve this settlement agreement in its
entirety.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

THE OFFICE OF REGULATORY STAFF
1441 Main Street, Suite 300 Columbia, SC 29201



BEFORE
THE PUBLIC SERVICE COMMISSION
OF SOUTH CAROLINA

DOCKET NO. 2007-4-G

INRE:
Annual Review of Purchased Gas Adjustment )
and Gas Purchasing Policies of Piedmont ) CERTIFICATE OF
Natural Gas Company, Incorporated ) SERVICE
)
)

This is to certify that I, Chrystal L. Morgan, have this date served one (1) copy of
the SETTLEMENT TESTIMONY in the above-referenced matter to the person(s)
named below by causing said copy to be deposited in the United States Postal Service,
first class postage prepaid and affixed thereto, and addressed as shown below:

David Carpenter
Tom Skains
Piedmont Natural Gas Company
PO Box 33068
Charlotte, NC 28233

James H. Jeffries IV, Esquire
Moore & Van Allen PLLC
Bank of America Corp Center
100 North Tryon Street, Ste 4700
Charlotte, NC 28202-4003

Chigstal A 1forgan—

Chrysfl L. Morgan

November 9, 2007
Columbia, South Carolina
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STOUK NEWS More News: Top Slories | Slogk Alerts | All Trading News

State: Piedmont Gas too sloppy: Regulators say errors repeatedly found in company’s
accounting
Tuesgay, November 20, 2007; Posted: 05:12 AM

Nov 20, 2007 (The Charlotie Observer - McClalchy-Tribune
Information Services via COMTEX) -- PNY | charts | news |
PowerRaling -- State regulalors are complaining that
Piedmont Nalural Gas Co. routinely submils repors with
accounting errors that if left unchecked could hurt ratepayers

and the company's botlom line.

%@ bﬁg

- Openan.
FX Trading Account
Markets,

The utility, with more than 1 miflion gusiomers in the
Carolinas and Tennessee, submils expense reports so it can
work with regulators to set future gas rates. The N.C. Utilities
Commission's public staff, which looks out for consumers,

reviews the figures annually and suggests rates.

with CM

In the latest example, the Charlotte-based utility reporied
business expenses for an annual rale review in May that
were off by more than $16 miflion --in favor of ratepayers,
said Jim Hoard, assistant director of the accounting division
for the public staff. “They were hurting themselves."

The completed rate review with corrected figures took months and was submitted Nov. 5 for the seven-member
commission to review. It approved the new rates Monday thal will increase the average N.C. residential bill by about
$14 a year, starting next month.

Piedmont spokesman David Trusty said the company was improving and that buying natural gas has become much
more complex since prices began fluctuating unpredictably several years ago.

Hoard said that sometimes the accounting errors appear to work to the advantage of the company's bottom line and
sometimes to the advantage of consumers. "They're making lots of mistakes," he said.

He said that other companies, such as Gastonia-based PSNC Energy, aren't having the same troubles. He said the
errors starled popping up afler Piedmont bought ENCNG from Progress Energy in 2003.

Hoard's division has told Piedmont it needs to improve its accounting pedormance because the extra months it takes
lo review the records is sapping resources, he said.

Bob Willett, publisher of Natural Gas and Electricity magazine, said that he had never heard of such an accounting
issue. He said consistent errors could signal "reliability” issues with how the company is being run. In the business
world, errors of more than 5 percent of a company's net income are considered serious, he said. Piedmont's annual
net income has hovered around $100 million.

Trusty said the company has been working with the state to better provide the correct information in the proper
timeframe. Since hurricanes Katrina and Rita disrupted natural gas supply lines more than two years ago and sent
rates skyrockeling, wholesale gas prices have been unpredictable, he said. And regulated companies, like Piedmont,
have been increasingly required by state regulators to place hedges on buying natural gas, he said.

"Accounting for the costs of gas are much more complex than they used fo be,” Trusty said. "Changes took place
very rapidly."

For the annual review in May, Piedmont at first said it needed to collect an extra $20.3 million from N.C. customers
lo cover the cost of buying natural gas over the previous year. The correct figure turned out to be $30.3 million,
Hoard said. The company also said it needed fo refund about $22.2 million it overcharged customers for the cost of
lransporting and storing the gas. The correct figure was about $15.5 million, Hoard said.

The company is nol allowed to make a profit on the natural gas it supplies and passes on 100 percent of the
wholesale price to customers. That accounts for 65 percent to 75 percent of a monthly bill. The company profits from

delivering the gas to customers.

To see more of The Charlolle Observer, or to subscribe to the newspaper, go lo hiip:/fwww.charloite.com Copynghl (c) 2007, The Charlotle
Observer, N.C. Distributed by McClatchy-Tribune [nformation Services. For reprints, email imsreprinis@permissionsgroup.com, call 800-
374-7985 or 847-635-8550, send a fax 1o 847-635-8968, or wrile lo The Parmissions Group Inc., 1247 Milwaukee Ave., Suile 303, Glenwview,

IL 60025, USA.
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