460 James Robertson Parkway
Nashville, Tennessee 37243-0505

May 11, 2010

Ms. Darlene Standley

Utilities Division Chief
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN. 37243-0505

RE: Docket # 09-00093 - PIEDMONT NATURAL GAS COMPANY, INC.'S ACTUAL COST
ADJUSTMENT ACCOUNT FILING FOR THE TWELVE MONTHS ENDED
DECEMBER 31, 2008.

Dear Ms. Standley:

Audit Staff respectfully submits the following responses to Advisory Staff’s data request dated
April 29, 2010.

1) Please complete Attachment A with corrected amounts as requested on the schedule.
Please note: the 1% cap should be one year of gas costs using the ACA period January
2008-December 2008; and the total hedging costs attributable to the 2009, 2010 and 2011
period should be the total of the monthly amounts for that period as completed on
Attachment B.

See completed Attachment A. Audit Staff has included detailed footnotes to explain the

_approach taken by Audit Staff and why regardless of the interpretation of the tariff related to the
appropriate periods in which to book hedging related costs to the ACA Account will not change
the audit finding amount. To further clarify Audit Staff’s position, we’ve provided Attachment 1
showing how the total recoverable hedging related costs are calculated using both total costs
booked in 2008 and eliminating those costs related to a future period.

All of Audit Staff’s numbers found on Attachment A and Attachment 1 come from the
following:

Attachment 2 — Piedmont Natural Gas Co. — 2008 Analysis of TN ACA (Deferred) Account -
#18650 filed in Docket file on July 1, 2009 (Company document).
Attachment 3 — Piedmont Natural Gas — Staff Data Request, Item #1 Follow Up, Hedging
Activity (Company document).
Attachment 4 — Piedmont’s response to Audit Staff’s Finding #2 — Audit Report, page 12,
Conclusion, April 1, 2010.
Attachment 5 — Audit Report, Finding #2, page 5.
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2) Please complete Attachment B with the appropriate amounts based upon Piedmont’s
future benefit assertions. Please advise if additional time is needed to obtain information
from the company.

See completed Attachment B. Audit Staff did not attempt to break down hedging costs related to
future periods by month and year as requested. As footnote (1) on Attachment B explains, this
exercise will not affect the results of the audit.

3) Please provide the amount of interest due to/from customers in the Commodity
component of the ACA filing correlating with Attachment A provided with this request.
Please provide supporting calculations.

The amount of additional interest due to customers of $79,616.71 (over-recovery) as stated in
Audit Staff Finding #5 does not change as a result of the analysis presented in Attachment A.
Audit Staff cannot provide the Excel spreadsheets used to calculate this over-recovery to the
Advisory Staff for inclusion in the Docket File as they contain information considered
confidential by the Company.

Sincerely,

Yt Ny

Pat Murphy
Utilities Division Manager

Attachments: 5



PNG ATTACHMENT A
09-00093

Response to Item 1

April 29, 2010 Data Request

Response
to 4/29/10
Data
Line # Request

1 2008 Hedging Costs Booked to ACA Account 9,652,373.78 (1) (8)
2 Hedging Costs Benefiting 2008-2011 1,674,764.00 (2) (9)
3 Hedging Costs Attributable to 2008 (L1 - L2) 7.977,609.78 (7)
4 Hedging Costs 3,170,424.78 (3) (5)
5 Margin Requirement Paid/(Received) 4,170,214.00 (3)
8 Total hedging related costs subject to cap 7,340,638.78
7 Cap (1% of Gas Costs) 2,205,630.13 (4)
8 Amount over Cap 5,135,008.65
9 Net Gains and Losses on Closed Positions 2,176,590.00 (3)
10 Total Costs Allowed to be Recovered 4,382,220.13
1 Under (Over-recovery of Hedging Costs) (5,170,153 .65) (6)

(1)  Total net costs booked to the ACA Account in 2008, labeled "ADM Investor". (See Company document Attachment 2)
Audit Staff has redacted the names of suppliers, as Piedmont considers this confidential information).

(2) See Piedmont's response to Audit Staff Finding #2 (Attachment 4). Piedmont includes $1,595,660 as

. "Hedging Costs" for 2008. The difference of $1,574,764 ($3,170,424 - $1,595,660) is for future periods.

(3) Total net costs broken down into costs subject to 1% cap and costs recoverable at 100%. Costs
subsequently referred to as "Hedging Costs" includes Option Premiums Paid/(Received), Fees & Commissions
and Interest on Account Balance. (See Attachment 3 - Piedmont response to Audit Staff data request)

(4) Cap is based on the total gas costs incurred in calendar year 2008. This is the amount used by Audit Staff to
calculate its over-recovery amount of ($5,170,1563.65).

(5) This amount includes the $1,574,764 that Piedmont states benefits future periods (footnote (2)). While this
amount should not have been booked to the ACA Account (assuming Piedmont's interpretation of the tariff is
correct), the fact is that Piedmont did book this amount in the 2008 audit period. [f this amount is not removed
from the ending balance in the ACA Account, ratepayers will pay for future related hedging costs in the 2008 audit
period, in addition to the 1% cap amount. This is the reason the future hedging costs are and remain part of Audit
Staff's over-recovery amount.

(6) As Audit Staff has explained in each of its responses to Advisory Staff's data requests, it does not matter whether
or not the Authority determines that hedging costs recoverable subject to the 1% cap should be considered in
the period benefited by the underlying hedges (rather than the period incurred), as the Company interprets the
tariff. The Finding #2 amount of $5,170,153.65 in Audit Staff's audit report is correct. The $35,145 difference
between lines 8 and 11 is the net difference between the amount booked and the amount that should have been
booked (see more detailed explanation in Finding #2, Attachment 5).

(7) This amount cannot equal the amount recorded as required by footnote D on Attachment B. Advisory Staff
likely misunderstands the different terminology used by the Company in its ACA filing and its response to
Audit Staff's Finding #2. The "Hedging Costs" referred to by the Company is just one part of the total hedging
related costs booked to the ACA Account (See Attachments 2 and 3). The "total 2008 booked hedging cost"
referenced by footnote A on Attachment B includes Hedging Costs, Margin Requirements, and Net (Gains)/Losses
on Closed Positions. (See Company documents Attachments 2 and 3)

(8) The difference between the Company's 2008 Hedging Costs Booked to ACA Account (Piedmont's Data Response,
May 6, 2010, Attachment A, line 1) of $9,517,229 and Audit Staff's amount of $9,552,373.78 is the net $35,145
explained in footnote (6) above.

(9) The Company's amount of $2,474,574 (Piedmont's Data Response, May 6, 2010, Attachment A, line 2) cannot be
explained from the documents filed in the ACA Audit and attached to the Audit Staff's response as Attachments 2-5.
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Costs can be recovered up to a cap of 1% of the total annual gas costs.

Line #
1 Hedging Costs
2 Margin Requirement Paid/{(Received)
3 Total hedging related costs subject to cap (line 1 + line 2)
4 Cap (1% of Gas Costs)

Costs can be recovered 100%

5 Net Losses on Closed Pasitions (Gains)

Recoverable Hedging Costs

6 Total Costs Allowed to be Recovered (line 4 + line 5)

(1) Costs subsequently referred to as Hedging Costs Includes Option Premiums Paid/{(Received), Fees &

Commissions, and Interest on Account Balance. See Attachment 3.

Costs Booked

Attachment 1

Costs Restated

3,170,424.78 (1) 1,595,660.00
4,170,214.00 (4) 4,170,214.00
7,340,638.78  (2) 5,765,874.00
2,205,630.13_ (3) 2,205,630.13
2,176,590.00 (2) 2,176,590.00
4,382,220.13 4,382,220.13

(2) In a response to Staff Data Request, the Company provided a schedule breaking the total costs down intc costs

subject to the 1% cap and costs recoverable at 100%. See Attachment 3

(3) Staff based cap on one year of gas costs using the ACA period January 2008-December 2008.
(4) Piedmont agrees with Staff's Porposed adjustment for Hedging Related Margin Requirements in Excess of the 1% Cap.

ACA Audit Report page 11~12. See Attachment 4.
(5) ACA Audit Report Page 12. See Attachment 4.
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A TTARCKMNERNT

The Company agrees with Staff’s adjustment to the review period Commodity gas costs
identified above to the extent it is based upon a disallowance of margin requirements in excess
of the 1% annual sales volume cap on hedging costs set forth in Service Schedule No. 316. In
this case, the Staff adjustment excludes certain review period margin requirements associated
with hedging transactions which, under Piedmont’s Service Schedule No. 316, are classified as
hedging costs subject to the 1% cap. The Company also agrees with Staff that any actual gains
and losses on hedging transactions, which occur when those hedging transactions are ultimately
closed, are to be recorded in the Company’s ACA account as a gain or loss without being

subject to any cap.

Conclusion

Based on the foregoing, Piedmont believes that the appropriate adjustment to Piedmont’s
Commodity gas costs {(which captures “excess™ margin requirements in excess of the 1% cap but
appropriately afttributes hedging costs to the periods covered by the underlying hedging
transactions) is $3,560,244 as compared to Staff’s proposed adjustment of $5,135,008, each as

shown below.
Calculation of Recoverable Hedging Costs
Staff Company

Hedging Costs 3,170,424 1,595,660
Margin
Requirements 4.170.214 4,170,214
Total Costs 7,340,638 5,765,874
1% Cap 2,205,630 2,205,630
Amount Over
Cap 5,135,008 3,560,244
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FINDING #2:

Exception
The Company overstated its recoverable hedging costs.
Discussion

For the audit period, Piedmont booked $9,552,373.78 in total hedging related costs to the ACA
Account to be recovered from ratepayers. This amount included $7,340,483.78 in hedging
transaction costs and $2,211,890 in net losses on closed positions. After reviewing the
documentation provided, Audit Staff determined there was an additional $155 in hedging
transaction costs and $35,300 in net gains on closed positions that were not accounted for in the
amounts reported above. The corrected amount for the audit period is $7,340,638.78 in hedging
transaction costs and $2,176,590 net losses on closed positions.

The tariff governing the amount of hedging related costs that can be recovered from ratepayers
is Piedmont’s Service Schedule No. 316, Performance Incentive Plan. A copy of this tariff is
attached to the report as Exhibit 1. The tariff states that “The Company may engage in hedging
transactions within the PGA/ACA mechanism. Costs related to hedging transactions may be
recovered through the ACA account; provided, however, that such costs recovered
through the ACA account shall not exceed one percent (1%) of total annual gas costs.
Costs related to hedging transactions recoverable through the ACA account shall be defined as
all direct, transaction related costs arising from the Company’s prudent efforts to stabilize or
bedge its commodity gas costs including, without limitation, brokerage fees, margin
requirements, and the costs of financial instruments. All monthly gains and losses shall be
(credited)/debited to the ACA account. [Emphasis Added]”

The Company included its total hedging transaction costs, as well as net gains and losses, in the
ACA for recovery from ratepayers, failing to apply the 1% recovery cap to the hedging
transaction costs. The tariff distinguishes those costs that can be recovered 100% and those
costs that can be recovered up to a cap of 1% of the total annual gas costs. Monthly gains and
losses are recoverable at 100%. All other costs related to hedging transactions are subject to a
maximum recovery of 1% of annual gas costs. Gas costs for the audit period include
$211,107,618.58 in commodity costs and $9,455,394.61 in demand costs for a total annual gas
cost of $220,563,013.19. The 1% threshold of total annual gas costs would therefore calculate
to $2,205,630.13. This amount plus the $2,176,590.00 net loss for the period results in

$4,382,220.13 that is eligible for recovery from rate payers. Staff, therefore, reduced the
Company’s original filing by $5,170,153.65.

The effect (excluding interest) of Staff’s adjustment is a decrease in the Company’s reported
Commodity gas cost of $5,170,153.65 (Over-recovery).

* Service Schedule No. 3 16, Performance Incentive Plan, page 4.

$9,552,373.78 in the Company’s original filing minus $4,382,220.13 allowable expense equals $5,170,153.65
over-recovery of gas costs.




