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Mr. Gaglio, please state your name and business address.

My name is Victor M. Gaglio. My business address is 4720 Piedmont
Row Drive, Charlotte, North Carolina.

By whom and in what capacity are you employed?

I am a Senior Vice President and Chief Utility Operations Officer for
Piedmont Natural Gas Company, Inc. (“Piedmont” or “the Company”).
Please describe your educational and professional background.

I graduated from Virginia Polytechnic Institute and State University with a
B.S. in Engineering Science and Mechanics. I have attended development
programs at the University of Virginia’s Darden School of Business,
University of Pennsylvania’s Wharton School of Business and the
University of Michigan’s Ross School of Business. I serve on the Board
of Directors for the Interstate Natural Gas Association of America
(“INGAA”) and I have previously held various leadership positions on
technical committees for the Southern Gas Association (“SGA”) and the
American Gas Association (“AGA”). From 1981 until 2012, I served in
various positions with Columbia Gas and NiSource culminating in my
final position with that company of Senior Vice President of Operations
for NiSource Gas Transmission and Storage. I joined Piedmont in 2012
and am employed as Senior Vice President and Chief Utility Operations
Officer.

Have you previously testified before the Tennessee Regulatory

Authority (“TRA”) or any other regulatory authority?
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I have not testified before the Authority previously but I have recently
submitted testimony in Piedmont’s general rate case proceeding in North
Carolina.

What is the purpose of your testimony in this proceeding?

My testimony in this proceeding will address the requirements of
Piedmont’s pipeline and distribution integrity management and safety
programs, including the reasons and basis for this program, and our
projected capital expenditures related to compliance with federal pipeline
integrity and safety requirements.

Are you sponsoring any exhibits to your testimony?

Yes, I am sponsoring Exhibit (VMG-1), which is our projected
transmission integrity management program and distribution integrity
management program expenditures for Tennessee for our Fiscal Years
2013 through 2016. This exhibit is attached hereto and incorporated
herein by reference.

Was this exhibit prepared by you or under your direction?

Yes.

Federal Pipeline Safetv and Integrity Management

Is the Company proposing a rider mechanism in this case to provide
for the recovery of costs associated with Piedmont’s system integrity
and safety program?

Yes. Piedmont’s capital requirements related to compliance with federal

laws governing system integrity and safety enhancements have been
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significant since the effective date of rates in Piedmont’s last general rate
case in Tennessee and will continue to be significant into the foreseeable
future. These capital expenditures are the direct result of Piedmont’s
prudent practices to comply with prevailing federal standards for pipeline
and distribution integrity and safety. Because of the nature of these costs
and their projected magnitude, the Company is proposing to establish a
rider mechanism in this proceeding to provide for the recovery of costs
associated with these capital expenditures in the interim period between
rate cases. Mr. Carpenter addresses the actual proposed rider mechanism
in his testimony. My testimony below describes the nature and scope of
these future capital expenditures and the underlying factual justification
for our proposed rider mechanism, and why it is in the public interest.
Please explain the nature of Piedmont’s approach to system integrity
and safety and how it relates to mandatory federal requirements.
Piedmont is subject to substantial and relatively new federal regulatory
requirements and expectations designed to compel local distribution
companies to engage in enhanced levels of assessment, investigation and
evaluation of their existing transmission and distribution systems. These
same regulations require that Piedmont remediate any facilities which
Piedmont determines do not meet federal guidelines.

Where do these requirements come from?

Subparts O and P of Part 192 of the United States Department of

Transportation (“DOT”) regulations establish a mandatory regimen of
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inspection, assessment, analysis, testing, and remediation applicable to
natural gas transmission and distribution facilities in the United States,
including those operated by Piedmont in Tennessee. The regimen
applicable to transmission lines under Subpart O is generally referred to as
transmission integrity management planning or “TIMP.” The regimen
applicable to distribution lines under Subpart P is generally referred to as
distribution integrity management planning or “DIMP.” Over the last few
years, the Pipeline and Hazardous Materials Safety Administration
(“PHMSA”), which is the administering agency for TIMP and DIMP, has
issued further advisories that also inform our actions regarding our overall
pipeline integrity programs.
What are the requirements of TIMP?
The initial focus of TIMP is in so-called “High Consequence Areas” or
“HCAs” which involve higher degrees of risk to public safety in the event
of a pipeline failure or leak. Criteria for determining HCAs are prescribed
in the federal regulations. These regulations require extensive assessment,
inspection, and remediation, if needed, of transmission facilities within
HCAs. The detailed requirements of Part 192, Subpart O are set out in the
regulations but include, in part, the following:

= Identification of HCAs

= Identification of threats to covered pipeline segments

= Risk Analysis
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= Development and implementation of baseline assessment
plans, including inspection of pipeline facilities

= Establishment of remediation provisions

= Development of preventive and mitigative measures

= Record keeping

= Quality assurance measures

= Reassessments, including inspections of pipeline facilities
Is Piedmont’s distribution system subject to the same requirements?
Piedmont’s distribution system is not subject to the same requirements as
its transmission system; however, it is subject to the corollary
requirements of DIMP, which require Piedmont to establish its own plan
to address the safety, integrity, and reliability of its distribution assets.
DIMP requires us to gather data about our distribution system and to
provide for effective measures to collect and preserve that data. We are
also required to assess the distribution system to determine and rank
potential risks to the system that could lead to system anomalies.
Mitigation measures and actions must then be identified and
implemented. The requirements of Piedmont’s DIMP plan are ongoing
and continuous.
What do the regulations require if Piedmont determines that
remediation is required of some portions of its transmission lines as a

result of TIMP/DIMP testing procedures?
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The DOT regulations are clear that Piedmont must take prompt action to
address all anomalous conditions discovered through the pipeline
integrity assessment process. TIMP also requires that risks identified
within covered segments of our transmission system (HCAs) be further
evaluated in non-covered segments (Part 192.917(5) and 192.473(a)).
What was the genesis of Subpart O of the DOT’s Part 192
regulations?

As the Commission is aware, many parts of the natural gas infrastructure
in the United States have been in place for many decades. Given the
complex and dynamic operating conditions that these infrastructure assets
are subjected to over decades of service, it is not uncommon for damage
or degradation to occur to both plastic and steel pipelines. Because the
vast majority of the infrastructure assets are underground, any damage or
degradation cannot be easily observed or measured. Prior to the issuance
of Subpart O, Part 192 of the DOT’s regulations there was no mandatory
comprehensive assessment and risk-based analysis regimen established
for assessing, analyzing and remediating natural gas transmission
facilities in the United States.

Does this mean transmission facilities were not inspected or
remediated prior to Part 192?

No. Piedmont and other natural gas local distribution companies have
long had inspection, evaluation, and remediation programs in place to

ensure the reliability and safety of their natural gas transmission facilities.
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Prior to Part 192, however, those programs were based on industry best
practices and individual company experience.

How is Piedmont’s program for meeting the requirements of Part
192, Subpart O different from Piedmont’s prior programs?

Subpart O, Part 192 establishes a uniform, mandatory and comprehensive
assessment, inspection, and evaluation regime applicable to the vast
majority of natural gas transmission lines in the United States. Further,
the assessment, inspection, and evaluation regime established by Subpart
O, Part 192 requires ongoing identification and evaluation of HCAs and
that covered pipeline segments are reassessed using the prescribed tools
and techniques at least every seven years.

What tools and techniques does Piedmont use to conduct the
inspection and evaluation procedures required by TIMP?

TIMP basically requires Piedmont to engage in one or more types of
assessment of its transmission facilities in high consequence areas. These
three types of assessment are: (1) direct assessments of pipeline
segments; (2) internal inspections accomplished through the use of an in-
line inspection device commonly referred to as a “smart-pig”; and (3)
pressure testing. Much of the pipeline integrity and safety costs being
incurred by Piedmont, to comply with federal TIMP requirements, both
currently and for the next few years, are focused on this assessment
requirement, especially internal inspections.

What lines are impacted by the TIMP requirements?
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Over the course of the prescribed testing period, all of Piedmont’s
transmission lines within HCAs are required to be assessed and then
reassessed every seven years or less. Depending upon inspection and
evaluation results for HCAs, Part 192 requires operators to incorporate
non-covered segments of pipeline into TIMP and to apply the prescribed
tools and techniques to those segments as well.

How long has Piedmont been operating under TIMP and DIMP?
Development of the DOT regulations that eventually established the TIMP
and DIMP requirements began in 2002 but the full scope and applicability
of the rules and Piedmont’s initiation of substantive efforts to comply with
them have only occurred in the last several years.

Can you please describe Piedmont’s activities pursuant to DOT
requirements for transmission pipe inspection and assessment?

Yes, in 2002, when the federal integrity management requirements were
initially published, Piedmont’s primary focus was on completing a
baseline assessment on 50 % of its highest risk HCAs on our transmission
system by 2007 and then assessing the remaining 50% by the end of 2012,
consistent with the requirements of TIMP. The integrity management rules
provided several options for companies to assess their transmission lines:
In Line Inspection is accomplished by passing an intelligent tool
commonly known as a smart-pig through the line to measure wall

thickness and detect abnormalities.
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Hydrostatic Testing involves removing a line from service in order to
pressurize the line with water and hold a test pressure for a specified
period of time - typically eight hours.

Direct Assessment is a four-step process which utilizes pre-assessment,
indirect above-ground inspection, direct examination, and post-assessment
to identify areas on the pipeline where external corrosion may have
occurred or may be occurring. This methodology was adopted in
recognition that not all lines are piggable or capable of being
hydrostatically tested without major disruptions to service.

Piedmont’s initial strategy in 2002 (which was adopted by most, if
not all, of the natural gas distribution companies in the industry), was to
use a Direct Assessment methodology for the baseline assessment. The
Direct Assessment approach is a perfectly acceptable engineering solution
that had been given a great deal of thought and “vetting” across the
industry, both internally at companies and across industry trade groups
such the AGA and the SGA and with PHMSA staff and regulators.
Another consideration driving the Direct Assessment methodology at that
time was the state of pigging technology. It had not yet developed to the
point of being usable on the smaller diameter pipe which comprises a large
part of our system located in HCAs.

The primary focus areas for our initial Direct Assessment activity
in Tennessee included our highest risk ranked HCAs based on the model

we incorporated into our planning process. During this process, we gained
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significant information about the condition of our system. And while
technology began to develop during this period that allowed “pigging” of
smaller diameter pipes, the Direct Assessment approach was the
predominant inspection methodology for Piedmont during the nine years
following the initial effectiveness of the federal integrity management
regulations.

The federal integrity management regulations require that a re-
inspection process be initiated after the seventh year of the regulations’
effectiveness. As a result, in 2010 we began that process and in doing so
modified our strategy. Specifically, technology advances had occurred
during this time that allowed for pigging of smaller diameter pipe and
based on the need to gather more detailed information about the condition
of our transmission lines we decided to move more toward In Line
Inspection as the Company’s preferred assessment methodology.

As we found things like damaged coating, or third party damage or
corrosion or dents during our initial Direct Assessment within our HCAs,
the regulations required us to look for these things elsewhere. This meant
significantly more digs and a very big administrative burden to keep up
with the documentation required for each dig. In Line Inspection became
a more viable inspection technique for us as a result. In Line Inspection
inspects more miles of pipe, you get better information about the condition
of your system and it requires only a few confirmatory digs after

inspection to ensure the accuracy of the tool.
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As such, we have modified our inspection approach. While we still
use Direct Assessment today where it makes sense, we have a preference
toward internally inspecting our transmission pipelines. As we began
planning for our re-assessments, we decided to modify our system to
accept internal tools in areas of high risk. Those internal inspections began
in 2010 and our long range forecast includes significant expenditures for
modification of our entire transmission system in order to prepare it for
accepting internal tools. With the completion of the South Nashville 20”
Pipeline, all of the transmission pipelines operated by Piedmont Natural
Gas in Tennessee will have been inspected using ILI tools.

In September of 2010, the incident in San Bruno, California
occurred. The subsequent scrutiny following this tragedy, and the
likelihood of more prescriptive legislation in the future, added further
emphasis to our already established intention of performing more inline
inspection and hydro-testing. Direct Assessment is still a tool that is used
but to a much lesser extent on transmission systems.

Has compliance with the federal integrity management regulations
required Piedmont to increase its capital expenditures?

Yes. Because of the very broad assessment, evaluation, and remediation
requirements of the DOT regulations, Piedmont has been forced to expend
significant amounts of capital to comply with the federal regulations
governing transmission integrity management and distribution integrity

management.
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Are TIMP and DIMP expenses ongoing in nature?

Yes, Piedmont expects to incur significant integrity management related
costs on an annual basis for the foreseeable future in order to comply with
current and potential future federal pipeline safety and integrity
management requirements.

Can you please describe Piedmont’s capital expenditure projections
for its system integrity and safety related activities planned for next
few years?

Yes, based on existing federal system integrity and safety requirements,
Piedmont currently projects that it will make a total investment of
approximately $50.4 million in fiscal years 2014 through 2016 in order to
comply with federal TIMP and DIMP requirements.

Can you describe the nature of the activities contemplated under the
projected investments in system integrity and safety?

Yes. Our projected system integrity investments through 2016 include the
following categories of work necessitated by TIMP and DIMP: (1)
corrosion control, (2) casing remediation, (3) distribution integrity
management, (4) integrity related development of Piedmont’s OASIS
work and asset management system, (5) replacement of certain existing
pipeline facilities, and (6) retrofitting and pigging of certain portions of
existing pipeline facilities.

Please describe what types of action are covered by each of the

integrity program designations listed above.
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Corrosion control involves activities designed to protect our steel
pipelines. This will include replacement of coating, installation of cathodic
protection systems, installation of ground beds and installation of AC
mitigation systems.

Casing remediation activities involve removal of existing casing
and possibly replacement of carrier pipe.

Distribution integrity management activities include assessments
and implementation of programs or measures to mitigate risk due to
corrosion, natural forces, excavation damage, other outside force damage,
substandard materials or joining, equipment failure, incorrect operations,
and other concerns that could threaten the integrity of the system.

OASIS is Piedmont’s new Operations Assets and System Integrity
Solutions system currently under development by the Company. This
work and asset management system consists of multiple integrated
technology projects that will be implemented over the course of several
years and will provide Piedmont a platform through which to manage all
aspects of its physical operations. This system will play a critical role in
the management of Piedmont’s future planned system integrity and safety
activities.

Pipeline replacement activities for transmission pipelines will
include replacements that are too costly or too difficult to retrofit for
internal inspection and those which require replacement in order to allow

In Line inspection, an example of this is our South Nashville replacement
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project that is currently under construction. For distribution pipelines and
services, these would include those facilities that are identified as
containing substandard material, cathodic protection deficiencies,
excavation damage, outside forces, incorrect operations or other identified
risks which preclude the ongoing operations of these facilities.

Retrofitting and pigging activities involve the retrofitting of
existing transmission pipeline facilities in order to be able to deploy,
utilize, and recover “smart pigs” for the purpose of examining the physical
condition of Piedmont’s natural gas transmission facilities from inside the
pipe.

Are all of these activities required to be accomplished in order to
comply with federal pipeline integrity management regulations?

Yes.

Does Piedmont anticipate future amendments to the prevailing federal
transmission and distribution integrity and safety regulations?

We certainly cannot rule out the possibility of further regulations as the
federal authorities, including PHMSA, the DOT, Congress and the
President, continue to consider appropriate infrastructure safety and
integrity improvement requirements in the wake of San Bruno and other
similar incidents. If future additional regulations impose more system
integrity requirements or safety measures, it will only add to Piedmont’s

projected expenditures in this area.
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Do you think it would be appropriate to include such additional costs
under Piedmont’s proposed rider mechanism?

Yes. Our purpose in proposing the rider is to provide an interim
mechanism to capture extraordinary system integrity management related
costs required by federal regulation. Any new or additional costs that
meet that definition should be eligible for inclusion under the rider
mechanism.

Will there be any negative consequences if Piedmont’s rider proposal
is not accepted by the TRA in this proceeding?

Yes, it will create added pressure to seek additional and repeated rate
relief from the Authority in the future in order to roll Piedmont’s system
integrity investments — which generate no incremental revenue -- into rate
base.

In your opinion, is Piedmont’s proposed Integrity Management Rider
mechanism a reasonable approach to dealing with the significant
future capital costs associated with TIMP and DIMP requirements?
Yes. These costs will be incurred and they will be significant. If they are
not addressed through the proposed rider mechanism they will cause
additional and unnecessary rate cases to be filed on a serial basis. The
proposed rider mechanism is a much more efficient way for all parties to
deal with these extraordinary expenses and for that reason it is in the

public interest.
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Mr. Carpenter, please state your name and business address.

My name is David R. Carpenter. My business address is 4720 Piedmont
Row Drive, Charlotte, North Carolina.

By whom and in what capacity are you employed?

I am employed by Piedmont Natural Gas Company, Inc., (“Piedmont” or
“the Company”) as Vice President — Planning and Regulatory Affairs.
Please describe your educational and professional background.

I received a B.S. degree from Furman University in 1977. In 1980,
Deloitte, Haskins and Sells employed me as a staff accountant, and I was
promoted to senior assistant in 1981. I was employed by Piedmont in
1982 as Supervisor of Property Records and in 1990 was promoted to
Manager of Financial Reporting and Property Records. I was promoted to
Manager of Rate Administration in 1993 and in February 2003 was
promoted to Director of Rates. I was promoted to Managing Director of
Regulatory Affairs in July, 2006. 1 was appointed to my current position
in August, 2011.

Mr. Carpenter, have you previously testified before the Tennessee
Regulatory Authority (“TRA”) or any other regulatory authority?
Yes. I have entered testimony before the TRA, The North Carolina
Utilities Commission, and the Public Service Commission of South
Carolina on numerous prior occasions.

What is the purpose of your testimony in this proceeding?
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The purpose of my testimony is to support Piedmont’s proposed IMR
mechanism in this proceeding.

Do any exhibits accompany your testimony?

Yes. The following exhibits are part of my testimony:

Exhibit (DRC-1) Integrity Management Rider

Exhibit (DRC-2) Piedmont Capitalization Policy

Exhibit (DRC-3) American Gas Foundation 2012 Summary

Exhibit (DRC-4) Illustration of the Operation of the IMR Mechanism
Were these exhibits prepared by you or under your direction?

Yes, Exhibit (DRC-1), Exhibit (DRC-2) and Exhibit (DRC-4) were
all prepared by me or under my direction.

Establishment of an Integrity Management Rider Mechanism

Why is Piedmont proposing the establishment of an Integrity
Management Rider mechanism?

As is described in Mr. Gaglio’s testimony, Piedmont currently projects
capital investments of approximately $50.4 million dollars for projects
designed to satisfy federal pipeline safety and integrity management
regulations during Piedmont’s fiscal years 2014-2016. These projects are
required in order to comply with federal laws and regulations and will
generate no additional revenue for the Company. They vary significantly
in nature, scope, and scale from prior Piedmont system
reinforcement/maintenance projects and also from Piedmont’s more usual

system expansion projects. In addition, federal authorities continue to
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consider further integrity regulations which would increase Piedmont’s
projected expenditures in this area. Given the size of the current
projected investment, as well as potential additional investment and the
absence of any projected revenues associated with them, these
expenditures will create significant pressure on Piedmont to file a new and
possibly repeated rate cases unless some other mechanism is implemented
to allow Piedmont to recover the costs associated with this level of new
investment.

We do not believe that multiple rate cases over a short period of
time are in the public interest for a number of reasons. First, our
experience is that the multiple other inputs into Piedmont’s rates,
examined and approved in a general rate case, do not typically change
materially over a short period — as is reflected by the fact that Piedmont
has historically had intervals between rate cases ranging from 3 to 8 years.
Second, the expense associated with general rate proceedings can
approach $750,000 dollars and that expense is amortized and recovered
from our customers. Third, we believe that frequent rate cases can and
will induce regulatory fatigue in the Company, the TRA, its Staff, and the
Consumer Advocate.

What is the solution to this prospect of serial rate cases to address
pipeline integrity management investments the Company is being

required to incur?
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In my view, the solution is a rider mechanism that provides a bridge in
between rate cases to address investments in integrity management
projects. That bridge would essentially allow the Company to recover its
costs associated with such investments on an intra-rate case basis. By
doing so, it would alleviate the pressure to file repetitive rate cases and
would allow the Company to operate on a normal regulatory basis in terms
of pursuing overall rate relief.

Would the Company be kept entirely whole by this mechanism in
between rate cases?

No, the mechanism we propose simply allows Piedmont to recover the
costs of its capital investment in integrity management projects — such as
depreciation, taxes and return — but would not provide for the recovery of
any operations and maintenance or other expenses associated with such
projects. Also, the mechanism will only apply to capital investments that
are made in compliance with federal safety and integrity management laws
or regulations.

Have you drafted a proposed rider that would accomplish the goals
you have identified?

Yes. A proposed Integrity Management Rider was included as an exhibit
to our petition in this proceeding and a copy is also attached hereto as
Exhibit (DRC-1).

Can you describe how that mechanism would work?
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Yes. The Company would file monthly reports with the TRA detailing the
amount of gross plant, not otherwise included in the Company’s rate base,
resulting from capital expenditures incurred in compliance with prevailing
federal safety and integrity requirements and those amounts would be
recorded in a deferred account. Once a year, the Company would file a
request with the TRA to update rates in order to recover the costs of its
capital investment in federal pipeline safety and integrity management
projects. This recovery would include return, depreciation and taxes,
consistent with the cost of service treatment authorized in Piedmont’s last
rate case. The recovery of these costs would be allocated to our customer
classes based upon the revenue allocations in Piedmont’s last general rate
proceeding. The increment within each customer group would be applied
to the customer’s volumetric usage rates relying on annual determinants
established in the most recent rate proceeding. At the time of the next
general rate proceeding, all integrity costs would be included in
Piedmont’s overall cost of service and the Integrity Management Rider
mechanism would be reset to zero.

How would Piedmont determine which costs are included under the
Rider?

Piedmont would utilize its capitalization policy attached hereto as
Exhibit (DRC-2) in making those determinations in order to ensure

consistency and propriety in its capitalization of TIMP and DIMP costs.
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Do similar mechanisms exist in other states to address requirements
to upgrade transmission and distribution facilities of natural gas local
distribution companies in accordance with federal law and prevailing
best practices in the industry?

Yes. There are many such mechanisms in effect in various States
throughout the United States, many of which are similar in form to what
we are proposing in this docket. Other approved mechanisms designed to
facilitate the same end include integrity surcharges, deferral of integrity
costs, and rate stabilization mechanisms. A list identifying such
mechanisms in effect in the United States produced by the American Gas
Foundation in 2012 is attached hereto as Exhibit (DRC-3). In addition,
Piedmont recently reached a settlement with intervenors in North Carolina
Docket No. G-9, Sub 631, which includes an Integrity Management Rider
similar to the one filed in this docket.

What is the legal basis for the Company’s proposal?

The legal basis for this proposal is T.C.A. § 65-5-103(d), which authorizes
the Authority to implement alternative regulation mechanisms, outside the
context of a general rate case, allowing public utilities to recover costs
associated with (1) safety requirements imposed by state or federal
authorities, and (2) insuring the reliability of public utility plant in service,
if the Authority finds such mechanisms to be in the public interest.

Can you summarize your position on Piedmont’s proposed Integrity

Management Rider mechanism?
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Yes, in my view our proposed rider mechanism has the following
attributes to support it: (1) it is expressly authorized by Tennessee law, (2)
it is consistent with mechanisms adopted in other States to deal with the
extraordinary capital investments in pipeline safety and integrity required
under prevailing federal law, (3) it is an efficient, targeted, and limited
mechanism to deal with extraordinary intra-rate case costs that might
otherwise generate repeated rate case filings, (4) it will benefit Piedmont,
its customers, the TRA and Staff by reducing expense and administrative
burden associated with serial and otherwise unnecessary general rate case
proceedings, and (5) it will promote public safety.

Can you provide the Authority with an explanation of how the
mechanism would function?

Yes.  Exhibit (DRC-4) illustrates the practical functioning of the
proposed IMR mechanism.

What are you asking the Authority to do in this proceeding?

I am asking the Authority to approve Piedmont’s proposed IMR
mechanism with an effective date of October 1, 2013.

Does this conclude your testimony?

Yes.
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PIEDMONT NATURAL GAS COMPANY, INC. Original Page 1 of 3
TRA Service Schedule No. 317

SERVICE SCHEDULE 317
Integrity Management Rider

1. Provision for Adjustment

The base rates per therm (100,000 Btu) for gas service set forth in Rate Schedules 301,
302, 303, 304, 313, 314, and 352 (“Applicable Rate Schedules”) of Piedmont Natural Gas
Company (“Company”) shall be adjusted by an amount hereinafter described which amount is
referred to as the “Integrity Management Adjustment.” The Integrity Management Adjustment
shall be calculated as an increment and applied to Applicable Rate Schedules to recover the
balance in the “Integrity Management Deferred Account.” The Integrity Management Deferred
Account shall be established by a monthly adjustment hereinafter described, which monthly
adjustment is referred to as the “Integrity Management Deferred Account Adjustment.”

2. Definitions
For the purposes of this Rider:
“Authority” means the Tennessee Regulatory Authority.

“Relevant Rate Order” means the final order of the Authority in the most recent rate case
of the Company fixing the rates of the Company or the most recent final order of the Authority
specifically prescribing or fixing the factors and procedures to be used in the application of this
Rider.

“Integrity Management Investment Amount” means the capital investment of the
Company resulting from prevailing state and federal standards for pipeline integrity and safety
and not otherwise included in current base rates. At the time of the Company’s next general rate
case proceeding, all prudently incurred Integrity Management Investment Amounts associated
with this Rider shall be included in base rates.

3. Computation of Integrity Management Revenue Requirement

The total amount to be recovered will be calculated as follows:

Integrity Management Investment Amount SXXXX, XXX
Less: Accumulated Depreciation XXX, XXX
Less: Accumulated Deferred Income Taxes XXX XXX
Net Investment FHXXX, XXX
Pre-Tax ROR set forth in the Relevant Rate Order X.XX%
Allowed Pre-Tax Return X XXX, XXX
Plus: Depreciation Expense XXX, XXX
Plus: Property Taxes XXX XXX
Total PAXXK XXX

EFFECTIVE: October 1, 2013



PIEDMONT NATURAL GAS COMPANY, INC. Original Page 2 of 3
TRA Service Schedule No. 317

4. Computation of Integrity Management Deferred Account Adjustment

The Integrity Management Deferred Account Adjustment shall be computed monthly
based on the monthly allocation of revenues from the Company’s last general rate proceeding.

5. Computation of Integrity Management Adjustment

Effective for the first day of January’s Bill Cycle Month the Integrity Management
Adjustment to refund or recover the balance in the Integrity Management Deferred Account, shall be
calculated for each customer class to the nearest one-thousandth cent per therm by the following
formula:

Customer Class Integrity Management Adjustment = Allocated portion of the Integrity
Management Deferred Account Balance /
Customer Class Annual Therms

Where:
Integrity Management Deferred Account Balance = Balance at October 31

Allocated portion of the Integrity Management

Deferred Account Balance = Integrity Management Deferred Account
Balance x (customer class allocated
revenue responsibility from Relevant
Rate Order/total Company revenue
requirement established by Relevant
Rate Order)

Customer Class Annual Therms = Normalized volumes assigned to the
respective customer class in the

Relevant Rate Order

6. Interest

Interest will be applied to the Integrity Management Deferred Account at the Company’s
authorized overall rate of return.

7. Monthly Filing with Authority

The Company will file monthly as directed by the Authority (a) detail of the current
month’s Integrity Management Investment Amount, (b) the cumulative Integrity Management
Investment subject to this Rider, and (c) a schedule detailing the Integrity Management
Adjustment recorded for the month. Such reports will be filed within 45 days after the end of the
month for which the report is being filed.

EFFECTIVE: October 1,2013



PIEDMONT NATURAL GAS COMPANY, INC. Original Page 3 of 3
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8. Filing with Authority

The Company will file revised tariffs for Authority approval upon 14 days notice to
implement a decrement or an increment each January. With the filing the Company will include
a copy of the computation of the Integrity Management Adjustment.

EFFECTIVE: October 1, 2013
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GUIDELINES FOR SYSTEM INTEGRITY PROJECTS
Purpose is to ensure a safe and reliable steel infrastructure that meets regulations set by
the US Department of Transportation.

OPERATIONS & MAINTENANCE (O&M) EXPENSE:

O&M is basically defined as any work done on an asset that deals with a component that
is less than a retirement unit. All routine maintenance should be expensed as incurred.
Piedmont further defines O&M System Integrity as follows:

- Cathodic Protection (CP) technicians monitor and maintain the CP system
o CP readings at testing stations and casings
o Troubleshoot interference issues
o AC Mitigation results
- Rectifier monitoring and troubleshooting
- Transmission Integrity Management Program (TIMP) support
o Annual High Consequence Areas (HCA) field verification
o Engineering overall
o Bell hole examinations in support of the following work:

External Corrosion Direct Assessment (ECDA)
Internal Corrosion Direct Assessment (ICDA)
Confirmatory Direct Assessment (CDA)

Inline Inspection (ILI)

Pig runs including equipment and labor

Labor & equipment for chemical cleaning, foam pigs
Survey Above Ground Marker (AGM) locations
Inspection support

Contractor support — during tool run only
Engineering support interpreting data

Engineering, survey, digs, assessment

Mowing for Close Interval Pipe-To-Soil Survey (CIS)
CIS for those transmission lines being pigged
Pipe-to-soil

Soil resistivity

Depth of cover

Ultrasonic thickness (UT)

External pit depth measurements

TCAT

Soil pH

Coating inspections

Defect analysis and remediation determining defect
classification and repair method



Page 2 of 2

CAPITAL EXPENDITURE:

Capital Expenditures are major expenditures on assets that last longer than a year and
improve or lengthen the expected useful life of the overall property from original
expectations that are recoverable in utility rate base. Asa general Company rule, items
costing less than $1,500 are not capitalized (see section 3.0 of the Company’s Corporate
Accounting Manual). New additions consist of retirement unit installations that did not
currently exist in the system. Replacements are the installation of retirement units where
one existed before the new one was installed (see 40 ft rule for the Replacement of Mains
under section 3.5 of the Company’s Corporate Accounting Manual). In conjunction with
a replacement, a retirement is required of the original retirement unit no longer useful.
Piedmont further defines Capital Expenditures for System Integrity projects into the
following subgroups:

- Remediation of CIS findings
- Regulator station upgrade projects Distribution Integrity Management
Program (DIMP)
- Linear anode installations
- AC mitigation projects
- Conventional ground bed installation
- TIMP remediation
o Labor, equipment & material for cutouts of >= 40f8
o Survey
(o] X'ﬁ‘l)’

DEFINITIONS:
Retirement Unit — A Retirement Unit is the smallest distinct component of property that

is identified and costed individually in the plant records.

Property Unit - A Property Unit is an item or group of items that constitutes the
minimum division of plant that is continuously associated with its cost in the plant
records. It may include one or more retirement units and associated minor items. It is
capitalized when placed in service and retired when no longer “used and useful”.
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