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c¢/o Sharla Dillon
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Nashville, Tennessee 37243

Re:  Petition of Piedmont Natural Gas, Inc. for Accounting Order
Docket No. 13-00119

Dear Mr. Taylor:

I am enclosing an original and five (5) copies of the Statement of Stipulated Facts with
Exhibits A through G, for the above docket. This is also being filed today by way of email to the
Tennessee Regulatory Authority Docket Manager, Sharla Dillon.

Please file the original and four copies of this filing and stamp the additional copy as
“filed”. Then please return the stamped copies to me by way of our courier.

Should you have any questions concerning this matter, please do not hesitate to contact
me at the email address or telephone number listed above.

With kindest regards, I remain

Very truly yours,

R. Dale Grimes
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE
IN RE: )
)
PETITION OF PIEDMONT NATURAL GAS )
COMPANY, INC. TO ADJUST THE JUNE 30, ) Docket No. 13-00119
2012 ACA ENDING BALANCE FOR PRIOR )
PERIOD' ADJUSTMENTS )

STATEMENT OF STIPULATED FACTS

Piedmont Natural Gas Company, Inc. (“Piedmont” or the “Company”) and Party Staff
(“Party Staff”) respectfully submit the following statement of stipulated facts for consideration
by the Authority in conjunction with its resolution of the preliminary issues in this docket as
identified in the Hearing Officer’s January 10, 2014 Order Establishing Procedural Schedule.
The below-stated facts constitute those facts upon which Party Staff and Piedmont agree and
may be supplemented by other evidence properly offered by the parties to this docket.

1. Piedmont is a natural gas local distribution company and a public utility under the
laws of the State of Tennessee.

2. Piedmont’s public utility operations within the State of Tennessee are subject to
the jurisdiction of the Tennessee Regulatory Authority.

3. Piedmont’s service to the public in the State of Tennessee primarily involves the
sale and/or redelivery of natural gas to residential, commercial and industrial customers.

4. Piedmont’s on-system costs of providing such service are recovered through rates
established by the Authority in general rate case proceedings pursuant to T.C.A. § 65-5-103.

5. Piedmont’s upstream costs of pro{/iding service to its Tennessee customers consist

primarily of the commodity cost of gas purchased on the wholesale market and the interstate




pipeline and storage costs incurred to deliver gas supplies to Piedmont’s “citygate” delivery
points on various interstate natural gas pipelines located in and around Nashville and Davidson
County, Tennessee.

6. Piedmont’s upstream gas costs are recovered, on a pass through basis, utilizing
estimated commodity and demand rates embedded in its overall service rates.

7. The accounting and true-up of upstream commodity and demand costs actually
incurred By Piedmont and its recovery of such costs through the estimated components included
in its service rates is accomplished through Piedmont’s Purchased Gas Adjustment Rider
(“PGA”) and managed through its Actual Charge Adjustment (“ACA”) account mechanism
which are both administered pursuant to the terms of Piedmont’s Service Schedule No. 311. A
copy of Piedmont’s Service Schedule No. 311 is attached hereto as Exhibit A.

8. Consistent with the provisions of Authority Rule 1220-4-7-.02, it is the intent of
the PGA mechanism and the related ACA account mechanism that Piedmont recover its total
costs of gas in a timely manner. A copy of Authority Rule 1220-4-7-.02 is attached hereto as
Exhibit B.

0. In the normal course of Piedmont’s operations, it records upstream gas costs
incurred and gas cost recoveries from customers in its general ledger accounts and in its ACA
account.

10.  Consistent with Generally Accepted Accounting Principles, Piedmont’s general
ledger accounts are maintained on an accrual accounting basis.

11.  Consistent with the directives of the Authority, Piedmont’s ACA account is
maintained on a cash or actual cost basis.

12.  Piedmont’s ACA account is normally audited by TRA Staff on an annual basis.




13.  Prior to Docket No. 10-00225, Piedmont’s ACA account annual audit period was
from January 1 through December 31 of each year.

14. In Docket No. 10-00225, Staff’s audit of Piedmont’s ACA account was for the
extended 18 month period January 1, 2009 through June 30, 2010. The extended audit period in
this docket was utilized in order to synchronize Piedmont’s ACA accounting audit period with its
Performance Incentive Plan accounting audit period.

15. Since Docket No. 10-00225, Piedmont’s ACA annﬁal audit accounting period has
been from July 1 to June 30 of each year.

16. TRA Staff relies predominately on documentation and data provided by Piedmont
in conducting its ACA audit, but is not precluded from independently reviewing publically
available third-party corroborating information regarding Piedmont’s gas cost transactions when
it deems necessary.

17. The first step in the ACA audit process is the submission of information by
Piedmont to TRA Staff regarding Piedmont’s PGA and ACA account activity for the relevant
period.

18. The second step is Staff’s technical audit of Piedmont’s ACA account and the
issuance of its preliminary audit findings to Piedmont for comment.

19. The third step in the audit process is Piedmont’s submission of its response(s) to
Staff’s preliminary audit findings.

20. The final step in the audit process is the publication and filing of Staff’s final

audit report to the Authority.




21. Following submission of Staff’s audit report, the Authority typically reviews and
approves the report unless there are substantive disagreements between Staff and Piedmont, in
which case the matter may be litigated before the Authority.

22.  Adjustments to Piedmont’s ACA account, either through the audit process or as a
result of correcting entries by Piedmont, while not desirable, are not unusual.

23.  Authority Rule 1220-4-7-.03 both anticipates and allows for the possibility of
prior period adjustments to Piedmont’s ACA account balance. A copy of Authority Rule 1220-
4-7-.03 is attached hereto as Exhibit C.

24.  TRA Docket No. 07-00174 was Piedmont’s ACA audit docket for the 12 months
ending December 31, 2006.

25. Staff’s Compliance Report in that docket recommended proposed adjustments of
($4,730,021.97) to Piedmont’s ACA account. A copy of Staff’s Compliance Report from Docket
No. 07-00174 is attached hereto as Exhibit D.

26.  Piedmont agreed with some of Staff’s proposed adjustments and disagreed with
others as reflected in the Compliance Report.

27.  After discussions with Staff, Piedmont and Staff ultimately agreed to certain
adjustments to Piedmont’s ACA account and an ending balance in that account at December 31,
2006. Staff and Piedmont submitted these agreed adjustments to the Authority in a “Joint Final
Report of Audit Staff and Piedmont Natural Gas Company” on June 10, 2008. A copy of this
report is attached hereto as Exhibit E.

28.  The Authority approved the Joint Final Report in its Order Adopting ACA Audit
Report of Tennessee Regulatory Authority’s Utilities Division issued on August 7, 2008. A copy

of this Order is attached hereto as Exhibit F.



29.  Piedmont has subsequently determined that the ending ACA account balance
agreed to in that Joint Final Report in Docket No. 07-00174, which has been carried forward
through subsequent ACA audit proceedings, was incorrect. A copy of the explanation for the
adjustments necessary to reflect an accurate current ACA account balance, in the form of a
“White Paper” attached to Piedmont’s Petition, is attached hereto as Exhibit G.

30. The underlying supplier invoices and related documentation supporting the
proposed adjustments to Piedmont’s ACA account as reflected in Piedmont’s “White Paper”
represent legitimate gas costs as that term is defined by the Authority’s PGA Rules. The Party
Staff and Piedmont disagree about whether such costs are currently properly recoverable through
Piedmont’s ACA account.

31. PGA Rule 1220-4-7-,03(1)(b)2(vii) provides for a calculation of interest on the monthly

ACA account balance using the average monthly balance based on the beginning and ending monthly
balances.

Respectfully submitted, this the 21st day of February, 2014.

Piedmont Natural Gas Company, Inc.

ﬂ/m

R. Dale Grimes

Bass, Berry & Sims PLC

150 Third Avenue South, Suite 2800
Nashville, TN 37201

Telephone: 615-742-6244

- pro—
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Jafes H. Jeffries IV

Moore & Van Allen PLLC A‘? / aﬁé
100 North Tryon Street, Suite 4700 év//jy/%‘ S

Charlotte, NC 28202-4003
Telephone: 704-331-1079
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Legal Counsel .
Tennessee Regulatory Authority “’/ M’ T
502 Deaderick Street, 4% Floor

Nashville, TN 37243

Telephone: 800-342-8359




CERTIFICATE OF SERVICE

The undersigned hereby certifies that a copy of the foregoing documents were served upon

the parties in this action by electronic mail and by depositing a copy of the same in the United States

Mail, First Class Postage Prepaid, addressed as follows:

Joe Shirley
Senior Counsel
Office of the Attorney General
Consumer Advocate and Protection Division
Post Office Box 20207
Nashville, Tennessee 37202
joe.shirley@ag.tn.gov

Shiva K. Bozarth
Legal Counsel
Tennessee Regulatory Authority
502 Deaderick Street, 4th Floor
Nashville, Tennessee 37243
shiva.k.bozarth@tn.gov

This the 21 day of February, 2014.
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Piedmont Natural Gas

Exh. A

Company, Inc.

TRA Service Schedule No. 311 Second Revised Page | of 8

SERVICE SCHEDULE NO. 311
Purchased Gas Adjustment Rider

I. General Provisions.

A.

This Purchased Gas Adjustment (PGA) Rider is intended to permit the Company to recover, in a
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.

This Rider is intended to apply to all Gas Costs incurred in connection with the purchase,
transportation and/or storage of gas purchased for general system supply, including, but not limited
to, natural gas purchased from interstate pipeline transmission companies, producers, brokers,
marketers, associations, intrastate pipeline transmission companies, joint ventures, providers of
liquefied natural gas (LNG), liquefied petroleum gas (LPG), substitute, supplemental or synthetic
natural gas (SNG), and other hydrocarbons used as feed-stock, other distribution companies and
end-users, whether or not the Gas Costs are regulated by the Federal Energy Regulatory
Commission and whether or not the provider of the gas, transportation or storage is affiliated with
the Company.

-

To the extent practicable, any revision in the PGA shall be filed with the Authority no less than
thirty (30) days in advance of the proposed effective date and shall be accompanied by the
computations and information required by this Rider. It is recognized, however, that in many
instances the Company receives less than 30 days notice from its Suppliers and that other
conditions may exist which may prevent the Company from providing 30 days advance notice.
Therefore, should circumstances occur where information necessary for the determination of an
adjustment under this Rider is not available to the Company so that the thirty (30) days requirement
may be met, the Company may, upon good cause shown, be peimitted to place such rates into effect
with shorter advance notice.

The rates for gas service set forth in all of the Rate Schedules of the Company shall be adjusted
pursuant to the terms of the PGA, or any specified portion of the PGA as determined by individual
Rate Schedule(s).

No provision of this Rider shall supersede any provision of a Special Contract approved by the
Authority.

II. Definitions. -

A.

"Gas Costs" shall mean the total delivered cost of gas paid or to be paid to Suppliers, including, but
not limited to, all commodity/gas charges, demand charges, peaking charges, surcharges,
emergency gas purchases, over-run charges, capacity charges, standby charges, gas inventory
charges, minimum bill charges, minimum take charges, take-or-pay charges and take-and-pay
charges (except as provided below), storage charges, service fees and transportation charges and
any other similar charges which are paid by the Company to its gas suppliers in connection with the
purchase, storage or transportation of gas for the Company's system supply, including Company use
and lost and unaccounted for gas..

EFFECTIVE: March1,2012




Piedmont Natural Gas Company, Inc.
TRA Service Schedule No. 311 Second Revised Page 2 of 8

"Fixed Gas Costs" shall mean all Gas Costs based on the Company's right to demand gas or
transportation on a daily or seasonal peak; but unless otherwise ordered by the Authority, shall not
include other charges paid for gas reserve dedication (e.g., reservation fees and gas inventory
charges), minimum bill charges, minimum take charges, over-run charges, emergency gas charges,
take-or-pay charges or take-and-pay charges (all of which shall be considered commaodity costs).

"Gas Charge Adjustment" shall mean the per unit amount billed by the Company to its customers
solely for Gas Costs. The Gas Charge Adjustment shall be separately stated for firm customers and
for non-firm customers.

"Suppliers" shall mean any person or entity, including affiliates of the Company, who locates,
purchases, sells, stores and/or transports natural gas or its equivalent for or on behalf of the
Company. Suppliers may include, but not be limited to, interstate pipeline transmission companies,
producers, brokers, marketers, associations, intrastate pipeline transmission companies, joint
ventures, providers of LNG, LPG, SNG, and other hydrocarbons used as feed-stock, other
distribution companies and end-users.

"Computation Period" shall mean the twelve (12) month period utilized to compute Gas Costs.
Such period shall be the twelve (12) month period ending on the last day of a month which is no
more than 62 days prior to the filing date of a PGA.

"Demand Billing Determinants™ shall mean the annualized volumes for which the Company has
contracted with Suppliers as of the first day of the FFiling Month,

"Commeodity Billing Determinants" shall mean the total metered throughput, regardless of source,
during the Computation Period, adjusted for known and measurable changes. Should the Company
expect to purchase commodity gas from several Suppliers, the Company shall allocate to each
supplier a percentage of the total metered throughput, regardless of source, during the Computation
Period, adjusted for known and measurable changes. The percentage used to allocate among
Suppliers shall be based on historical takes during the Computation Period, if appropriate;
otherwise it shall be based upon the best estimate of the Company.

"Filing Month" shall mean the month in which a proposed revision is to become effective.

II1. Computation and Application of the PGA.

The PGA shall consist of three major components: (1) the Gas Charge Adjustment; (2) the Refund
Adjustment; and (3) the Actual Cost Adjustment (ACA).

A.

Computation of Gas Charge Adjustment.

The Company shall compute the jurisdictional Gas Charge Adjustment at such time that the
Company determines that there is a significant change in its Gas Costs.

1. Formulas. The following formulas shall be used to compute the Gas Charge Adjustment:

EFFECTIVE: March I, 2012



Piedmont Natural Gas Company, Inc.
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+
Firm GCA = (w)-w . (P+T+SR_CACA)_CB
SF ST

Non- Firm GCA = (

+ +
P T+SR-CACA)_CB
ST

1. Definitions of Formula Components.
GCA = The Gas Charge Adjustmentin 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 caum-ofall commoditvionccharcac
1 v agrmmroTralrt \auuuuvuu)’/suo vuulsuo ’
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 A uthority 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 Authority so approves).
SF = Firm sales.
ST = Total sales.
2. Determination of Factors for Gas Charge Adjustment,
a. Demand Charges (Factor D)

All fixed Gas Costs that do not vary with the amount of gas purchased or
transported, including, but not limited to, the product resulting from the
multiplication of (1) the respective Demand Billing Determinants by (2) the

EFFECTIVE: March 11,2012



Piedmont Natural Gas Company, Inc.
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demand rates effective the first day of the Filing Month and (3) any fixed storage
charges.

b. Demand Actual Cost Adjustment (Factor DACA)

See Subsection C of Section III. 5

c. Purchased Commodity Charges (Factor P)

All commodity or other variable gas costs associated with the amount of gas
purchased or transported including, but not limited to, the product resulting from
the multiplication of (1) the respective Commodity Billing Determinants by (2) the
respective supplier's commodity/gas rate which are known, or if not known which
are reasonably anticipated, to be in effect on the first day of the Filing Month.

d. Transportation Charges (Factor T)

The transportation charges actually invoiced to the Company during the
Computation Period or expected to be invoiced to the Company during the current
period.

e. FERC Approved Surcharges (Factor SR)
The sum of all FERC approved surcharges, including gas inventory charges or its
equivalent, actually invoiced or expected to be invoiced to the Company during
the Computation Period or to be effective the first day of the Filing Month by ‘
respective Suppliers.

f. Actual Cost Adjustment (Factor ACA)

See Subsection C of Section III.

g. Firm Sales (Factor SF)

Total volumes billed to the Company's firm customers during the Computation
Period, regardless of source, adjusted for known and measurable changes.

h. Total Sales (Factor ST)

Total volumes billed to all the Company's customers during the Computation
Period, regardless of source, adjusted for known measurable changes.
3. Modification of Formulas.

The formulas set forth above are not designed for use with two-part demand/commodity
rate schedules; therefore, the formulas may be modified for use with such rate schedules.
In addition, the formulas may be modified from time to time to carry out the intent of this
PGA Rider. Any amendment to the formulas shall be effective on the proposed effective
date of the amendment unless the Authority shall act to suspend the proposed amendment

EFFECTIVE: March 1,2012
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within thirty days after the filing of the proposed amendment, in which case the proposed
amendment shall be subject to notice and hearing,.

Filing with the Authority.

The computation of the Gas Charge Adjustment shall be filed in accordance with the notice
requirements specified in Subsection C of Section [ of this Rider, and shall remain in effect
until a revised Gas Charge Adjustment is computed and filed pursuant to this Rider.

The Company shall file with the Authority a fransmittal letter, an exhibit showing the
computation of the Gas Charge Adjustment, a PGA tariff sheet, and any applicable revised
tariff sheets issued by Suppliers. The transmittal letter shall state the PGA tariff sheet
number, the service area(s), the primary reasons for revision, and the effective date.

If the Company proposes to recover any Gas Costs relating to (1) any payments to an
affiliate or (2) any payments to a non-affiliate for emergency gas, over-run charges, take-
or-pay charges and take-or-pay charges (except as provided below) or (3) the payment of
any demand or fixed charges in connection with an increase in contract demand, the
Company must file with the Authority a statement sefting forth the reasons why such
charges were incurred and sufficient information to permit the Authority to determine if
such payments were prudently made under the conditions which existed at the time the

purchase decisions were made.

Any filing of a rate change under this Rider shall be effective on the proposed effective
date unless the Authority shall act to suspend the proposed change within thirty day after
the filing, in which case the filing shall be subject to notice and hearing.

The recovery of pipeline take-or-pay charges which were the subject of Docket No. U-87-
7590 shall continue to be handled under procedures approved by the Authority in that
docket until such time as such procedures may be modified or amended by further order of
the Authority.

B. Refund Adjustment,

The Refund Adjustment shall be separately stated for firm and non-firm customers, and may be
either positive or negative.

Non - Firm RA = (

Computation of Refund Adjustment.

The Company shall compute a Refund Adjustment on the last day of each calendar quarter
using the following formulas:

, DRI-DR2 CRI-CR2tCR3ti
Firm RA = +
SFR STR

CRI-CR2+CR3ti
STR

EFFECTIVE: March1,2012
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Definitions of Formula Components.

RA =

DRI

DR2

CRI =

CR2

CR3

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

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

A demand surcharge from a Supplier not includable in the Gas Charge
Adjustment, and not included in a currently effective Refund Adjustment.

Commodity refund not included in a currently effective Refund
Adjustment, and received from Suppliers by check, wire transfer, or credit

memo.

A commodity surcharge from a supplier not includable in the Gas Charge
Adjustment, and not included in a currently effective Refund Adjustment.

The residual balance of an expired Refund Adjustment.

SFR

il

STR

Interest on the "Retund Due Customers’ Account,” using the average
monthly balance based on the beginning and ending monthly balances.
The interest rates for each calendar quarter used to compute such interest
shall be a rate 2% below 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 Ist month of the
calendar quarter

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

Total sales as defined in the Gas Charge Adjustment computation, less
sales under a transportation or negotiated rate schedule.

Modification of Formula.

The formulas set forth above are not designed for use with two-part demand/commodity
rate schedules; therefore, the formulas may be modified for use with such rate schedules.
In addition, the formulas may be modified from time to time to carry out the intent of this
PGA Rider. Any amendment to the formulas shall be effective on the proposed effective
date of the amendment unless the Authority shall act to suspend the proposed
amendment within thirty days after the filing of the proposed amendment, in which case
the proposed amendment shall be subject to notice and hearing.

EFFECTIVE: March |, 2012




Piedmont Natural Gas Company, Inc.
TRA Service Schedule No. 311 Second Revised Page 7 of 8

4. Filing with the Authority.

The computation of the Refund Adjustment shall be filed in accordance with the notice
requirements specified in Subsection C of Section I this Rider, and shall remain in effect
for a period of twelve (12) months or for such longer or shorter period of time as required
to appropriately refund the applicable refund amount,

The Company shall file with the Authority a transmittal letter, exhibits showing the
computation of the Refund Adjustment and interest calculations, and a PGA tariff sheet.
The transmittal letter shall state the PGA tariff sheet number, the service area(s), the reason
for adjustment, and the effective date. Should the Company have a Gas Charge
Adjustment filing to become effective the same date as a Refund Adjustment, a separate
transmittal letter and PGA ftariff sheet shall not be necessary.

C. Actual Cost Adjustment.

Commencing with the initial effective date of this Rider, the Company shall calculate the ACA
monthly, The Company may, at its option, file monthly to include the ACA inits calculation of the
Gas Charge Adjustment but shall be required to do so at least annually. The ACA shall be the
difference between (1) revenues billed customers by means of the Gas Charge Adjustment and (2)

V.

flte cost of gas invoiced the Company by Suppliers plus margin foss (if aifowed by order of the
Authority in another docket) as reflected in the Deferred Gas Cost account. The balance of said
account shall be adjusted for interest at the rate provided for the calculation of interest with respect
to the Refund Adjustment. The ACA shall be segregated into demand and commodity, and shall be
added to or deducted from, as appropriate, the respective demand and commodity costs included in
the Gas Charge Adjustment. Supplemental sheets showing the calculations of margin losses and
cost savings shall also be provided.

D. Adjustments to Prior Period ACAs.

In the event that circumstances warrant a correction to or restatement of a prior period ACA, such
correction or restatement shall be made in accordance with the ACA calculation in effect for the
time period(s) to which the correction or restatement relates. The resulting adjustment shall then be
added to or deducted from the appropriate ACA in the next ensuing ACA filing with the Authority.

E. Annual Filing with the Authority.

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 180 days, the Deferred Gas Cost Adjustment Account shall be deemed in compliance with
the provisions of this Rider.

Gas Cost Accounting.

To appropriately match revenues with cost of purchased gas as contemplated under this rule, the Company
shall originally record the cost of purchased gas in a "Deferred Gas Cost" account. Monthly, the Company
shall debit "Natural Gas Purchases" with an amount equal to any gas cost component included in the

EFFECTIVE: March 1, 2012
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Company's base tariff rates (base rate) plus the PGA rate, as calculated hereunder, multiplied by the
appropriate sales volumes billed to customers. The corresponding monthly credit entry shall be made to the
"Deferred Gas Cost" account.

EFFECTIVE: March 1,2012




PURCHASED GAS ADJUSTMENT RULES CHAPTER 1220-04-07

(Rule 1220-04-07-.01, continued)

(8) “Commodity Billing Determinants” shall mean the total metered throughput, regardiess of
source, during the Computation Period, adjusted for known and measurable changes. Should
the Company expect to purchase commodity gas from several suppliers, the company shall
allocate to each supplier a percentage of the total metered throughput, regardiess of source,
during the Computation Period, adjusted for known and measurable changes. The

. percentage used to allocate among suppliers shall be based on historical takes during the
Computation Period, if appropriate; otherwise it shall be based upon the best estimate of the
Company.

(9) “Authority” shall mean Tennessee-Regulatory Authority.
(10) “Written-off’ shall mean determined or deemed to be uncoliectible by the Company.

Authority: T.C.A. §§ 65-2-102, 65-4-104 and 65-5-101. Administrative History: Original rule filed
October 29, 1993; effective March 1, 1994. Editorial changes made by the Secretary of State pursuant to
Public Chapter 305 of 1995; “Commission” and references to the “Commission” were changed fto
“Authority” and references to the "Authority”; effective March 28, 2003. Amendments filed June 18, 2012;
effective September 16, 2012,

1220-04-07-.02 GENERAL PROVISIONS
(1) These 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.

(2) These Rules are intended to apply to all Gas Costs incurred in connection with the purchase,
transportation and/or storage of gas purchased for general system supply, including, but not
limited to, natural gas purchased from interstate pipeline transmission companies, producers,
brokers, marketers, associations, intrastate pipeline transmission companies, joint ventures,
providers of liquefied natural gas (LNG), liquefied petroleum gas (LPG), substitute,
supplemental or synthetic natural gas (SNG), and other hydrocarbons used as feed-stock,
other distribution companies and end-users, whether or not the Gas Costs are regulated by
the -Federal Energy Regulatory Commission and whether or not the provider of the gas,
transportation or storage is affiliated with the Company.

(3) To the extent, practicable, any revision in the PGA shall be filed with the Authority no less
than thirty (30) days in advance of the proposed effective date and shall be accompanied by
the computations and information required by these Rules. It is recognized, however, that in
many instances the Company receives less than thirty (30) days notice from its suppliers and
that other conditions may exist which prevent the Company from providing thirty (30) days
advance notice. Therefore, should circumstances occur where information necessary for the
determination of an adjustment under these Rules is not available to the Company so that the
thirty (30) days requirement can be met, the Authority may permit the Company to place
rates into effect with shorter advance notice, upon good cause shown.

(4) The rates for gas service set forth in all of the Rate Schedules of the Company shall be
adjusted pursuant to the terms of the PGA, or any specified portion of the PGA as
determined by individual Rate Schedule(s).

(5) No provisions of these rules shall supersede any provision of a special contract approved by
the Authority.

Authority: T.C.A. §§ 65 -2-102 and 65-4-104. Administrative History: Original rule filed October 29,
1993; effective March 1, 1994. Editorial changes made by the Secretfary of State pursuant to Public

September, 2012 (Revised) 2



Exh.C

PURCHASED GAS ADJUSTMENT RULES CHAPTER 1220;04-07

(Rule 1220-04-07-.02, continued)

Chapter 305 of 1995; “Commission” and references to the “Commission” were changed to “Authority” and
references to the “Authority”; effective March 28, 2003.

1220-04-07-.03 COMPUTATIONS AND APPLICATION OF THE PURCHASED GAS ADJUSTMENT
(PGA).

(1) The PGA shall consist of three major components: (a) the Gas Charge Adjustment; (b) the
Refund Adjustment and (c) the Actual Cost Adjustment (ACA).

(a) Computation of Gas Charge Adjustment. The Company shall compute the
jurisdictional Gas Charge Adjustment at such time that the Company determines that
there is a significant change in its Gas Costs.

1. Formulas. The following formulas shall be used to compute the Gas Charge
Adjustment:

() FirmGCA=

D + DACA| - DB| + P+T+SRiCAaA -

] CB J

SF ST

(i)  Non-Firm GCA

P+T+SRiCACA - CB
ST

2. Definitions of Formula Components.

(i)  GCA = The Gas Charge Adjustment in dollars per Ccfitherm, rounded to
no more than five decimal places.

(iy D =The sum of all fixed Gas Costs.

(i) DACA = The demand portion of the ACA.

(iv) P =The sum of all commodity/gas charges.

(v) T =The sum of all transportation charges.

(vi) SR =The sum of all FERC approved surcharges.

(viiiy CACA = The commodity portion of the ACA.

(viii) DB = The per unit 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 Authority so approves).
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PURCHASED GAS ADJUSTMENT RULES CHAPTER 1220-04-07

(Rule 1220-04-07-.03, continued)

(ix)

)
(xi)

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 Authority so approves).

SF = Firm sales.

ST = Total sales.

3. Determination of Factors - Gas Charge Adjustment.

()

(ii)

(iii)

Demand Charges (Factor D)

All Fixed Gas Costs that do not vary with the amount of gas purchased or
transported, including, but not limited to, the product resulting from the
multiplication of (1) the respective Demand Billing Determinants by (2) the
respective Supplier demand rates that are effective, known or reasonably
anticipated at the time the PGA is filed with the Authority and (3) any fixed
storage charges.

Demand Actual Cost Adjustment (Factor DACA)
See subsection (1)(c) Actual Cost Adjustment.

Purchased Commodity Charges (Factor P)

(iv)

(Vi)

(viii)

All commodity or other variable Gas Costs associated with the amount of
gas purchased or fransported including, but not limited to, the product
resulting from the multiplication of (1) the respective Demand Billing
Determinants by (2) the respective Supplier demand rates that are
effective, known or reasonably anticipated at the time the PGA is filed with
the Authority and (3) any fixed storage charges.

Transportation Charges (Factor T)

The transportation charges actually invoiced to the Company during the
Computation Period or expected to be invoiced in the Company during the
current period.

FERC Approved Surcharges (Factor SR)

The sum of all FERC approved surcharges, including gas inventory
charges or its equivalent, actually invoiced or expected to be invoiced to
the Company during the Computation Period or that are effective, known or
reasonably anticipated at the time the PGA is filed with the Authority.
Actual Cost Adjustment (Factor ACA)

See subsection (1)(c) Actual Cost Adjustment.

Total Sales (Factor ST)

Total volumes billed to all the Company's customers during the

Computation Period, regardless of source, adjusted for known measurable
changes.

4, Modification of Formulas.

September, 2012 (Revised)



PURCHASED GAS ADJUSTMENT RULES CHAPTER 1220-04-07

(Rule 1220-04-07-.03, continued)

()

The formulas set forth above are not designed for use with two-part
demand/commodity rate schedules; however, the formulas may be
modified form time to time to carry out the intent of these PGA Rules. Any
proposed modification to the formulas shall contain a proposed effective
date. The Authority may suspend the modification within thirty (30) days of
filing, in which case the proposed modification shall be subject to notice
and hearing; otherwise, the modification to the formula shall be effective on
the proposed effective date.

5. Filing with the Authority.

(i)

(ii)

(iii)

The computation of the Gas Charge Adjustment shall be filed in
accordance with the notice requirements specified in Rule 1220-04-07-
.02(3) shall remain in effect until a revised Gas Charge Adjustment is
computed and filed pursuant to these Rules.

The Company shall file with the Authority a transmittal letter, an exhibit
showing the computation of the Gas Charge Adjustment, a PGA tariff
sheet, and any applicable revised tariff sheets issued by Suppliers. The
transmittal letter shall state the PGA tariff sheet number, the service
area(s), the primary reasons for revision, and the effective date.

If the Company proposes to recover any Gas Costs relating to (1) any

payments to an affiliate or (2) any payments to a nonaffiliate for emergency
gas, over-run charges, or (3) the payment of any demand or fixed charges
in connection with an increase in contract demand, the Company must file
with the Authority a statement setting forth the reasons why such charges
were incurred and sufficient information to permit the Authority to
determine if such payments were prudently made under the conditions
which existed at the time the purchase decisions were made.

Any filing of a rate change under these Rules shall be effective on the
proposed effective date unless the Authority shall act to suspend the
proposed change within thirty (30) days after the filing, in which case the
filing shall be subject to notice and hearing.

(b) Refund Adjustment. The Refund Adjustment shall be separately stated for firm and
non-firm customers, and may be either positive or negative.

1. Computation of Refund Adjustment. The Company shall compute a Refund
Adjustment on the last day of each calendar quarter using the following formulas:

(i)

(ii)

Firm RA = [DR1 - DRZJ +[ CR1-CR2 + CR:qi Ui
SFR STR

Non-Firm RA= [CR1-CR2+CR3+tU+i
STR

2. Definitions of Formula Components.

@

September, 2012 (Revised)
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PURCHASED GAS ADJUSTMENT RULES CHAPTER 1220-04-07

(Rule 1220-04-07-.03, continued)

(i) DRI = Demand refund not included in a currently effective Refund
Adjustment and received from Suppliers by check, wire transfer. or credit
memo.

(i) DR2 = A demand surcharge from a Supplier not includable in the Gas
Charge Adjustment, and not included in a currently effective Refund
Adjustment.

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

(v) CR2 = A commodity surcharge from a Supplier not includable in the Gas
Charge Adjustment, and not included in a currently effective Refund
Adjustment.

(vi) CR3 = The residual balance of an expired Refund Adjustment.

(vii) 1= Interest on the "Refund Due Customers’ Account’, using the average
monthly balance based on the beginning and ending monthly balances.
The interest rates for each calendar quarter used to compute such interest
shall be a rate equal to 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.

(viii) SFR = Firm sales as defined in the Gas Charge Adjustment computations,
less sales under a transportation or negotiated rate schedule.

(ix) STR = Total sales as defined in the Gas Charge Adjustment computation,
less sales under a transportation or negotiated rate schedule.

(x) U = Eligible uncollected gas costs surcharged or refunded under this Rule.

Modification of Formula. The formulas set forth above are not designed for use
with two-part demand/commodity rate schedules; however, the formulas may be
modified from time to time to carry out the intent of these PGA Rules. Any
proposed modification to the formulas shall contain a proposed effective date.
The Authority may suspend the modification within thirty (30) days of filing, in
which case the proposed modification shall be subject to notice and hearing;
otherwise, the modification to the formula shall be effective on the proposed
effective date.

Filing with the Authority.

()  The computation of the Refund Adjustment shall be filed in accordance
with the notice requirements specified in Rule 1220-04-07-.02(3) and shall
remain in effect for a period of twelve (12) months or for such longer or
shorter period of time as required to appropriately refund the applicable
refund amount.

(i)  The company shall file with the Authority a transmittal letter, exhibits
showing the computation of the Refund Adjustment and interest
calculations, and a PGA tariff sheet. The transmittal letter shall state the
PGA tariff sheet number, the service area(s), the reason for adjustment,
and the effective date. Should the Company have a Gas Charge
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PURCHASED GAS ADJUSTMENT RULES CHAPTER 1220-04-07

(Rule 1220-04-07-.03, continued)

Adjustment filing to become effective the same date as a Refund
Adjustment, a separate transmittal letter and PGA tariff sheet shall not be
necessary.

(¢)  Actual Cost Adjustment.

1. Commencing with the initial effective date of these Rules, the Company shall
calculate the ACA monthly. The Company shall be required to include the ACA
in its calculation of the Gas Charge Adjustment at least monthly. Should the
Company or Authority Staff determine it appropriate to include the ACA in the
Gas Charge Adjustment more frequently than once per year, then the company
may be allowed/directed to do so. The Authority shall resolve disputes between
the Company and the Staff regarding timing of such ACAs.

2. The ACA shall be the difference between (1) revenues billed customers by
means of the Gas Charge Adjustment and (2) the cost of gas invoiced the
Company by suppliers plus margin loss (if allowed by order of the Authority in
another docket) as reflected in the Deferred Gas Cost Account. The balance of
said account shall be adjusted for interest at the rate provided for the calculation
of interest with respect to the Refund Adjustment. The ACA shall be segregated
into demand and commodity, and shall be added to or deducted from, as
appropriate, the respective demand and commodity costs included in the Gas
Charge Adjustment. Supplemental sheets showing the calculations of margin
losses and cost savings shall also be provided.

3. Adjustments to Prior Period ACAs. In the event that circumstances warrant a
correction to or restatement of a prior period ACA, such correction or restatement
shall be made in accordance with the ACA calculation in effect for the time
period(s) to which the correction or restatement relates. The resulting adjustment
shall then be added to or deducted from the appropriate ACA in the next ensuing
ACA filing with the Authority.

Annual Filing with the Authority. 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 one hundred eighty (180) day
notification period may be extended by mutual consent of the Company and the Authority
Staff or by order of the Authority.

Authority: T.C.A. §§ 65-2-102 and 65-4-104. Administrative History: Original rule filed October 29,
1993; effective March 1, 1994. Editorial changes made by the Secretary of State pursuant to Public
Chapter 305 of 1995; “Commission” and references to the “Commission” were changed to “Authority” and
references to the “Authority”; effective March 28, 2003. Amendments filed June 18, 2012; .effective
September 16, 2012,

1220-04-07-.04 GAS COST ACCOUNTING.

(1)

September, 2012 (Revised)

To appropriately match revenues with cost of purchased gas as contemplated under these
Rules, the Company shall originally record the cost of purchased gas in a “Deferred Gas
Cost” Account. Monthly, the Company shall debit “Natural Gas Purchases” with an amount
equal to any Gas Cost component included in the Company’s base tariff rates (base rate)
plus the PGA rate, as calculated hereunder, multiplied by the appropriate volumes sold or
billed to customers. The corresponding monthly credit entry shall be made to the “Deferred
Gas Cost” Account.
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NASHVILLE, TENNESSEE d
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 thfs 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 Diviston 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:

A0 D% e

Paul D. Greene
Utilities Division
Tennessee Regulatory Authority




CERTIFICATE OF SERVICE

I hereby certify that on this 3rd day of April, 2008, a true and exact copy of the
foregoing has been either hand-delivered or delivered via U.S. Mail, postage pre-paid, to the
following persons:

Eddie Roberson

Chairman

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243

Mr. David Carpenter

Director - Rates

Piedmont Natural Gas Company
PO Box 33068

Charlotte, NC 28233

Ms. Jenny Furr

Manager — Regulatory Reporting
Piedmont Natural Gas Company
PO Box 33068

Charlotte, NC 28233

Ms. Kelly Choate

Piedmont Natural Gas Company
4720 Piedmont Row Drive
Charlotte, NC 28210

James H. Jefferies, IV Esq.

Moore & Van Allen, PLLC

100 North Tryon Street, Suite 4700
Charlotte, NC 28202

PR

Paul D. Greene
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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.
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$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.

M. 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.
2 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 [A]uthority has general supervisory and regulaiory 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 3
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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 ACAACCUOUNT:

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 $ 4963317.33 $3,086445.64 $§ -1,876,871.69
Total ACA Ending Balance at
12/31/06 (2) $ 7.682,964.25 $2,95294229  §-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 b 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.

Co YONSE

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.

* 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 cotrect gas costs to be recovered from ratepayers. Staff is not
referring to the Company’s defetred 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.
7 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 1n 1ts books and records. Footnote 9 1o the Stalf”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.



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 Affachment 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
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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 I, 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- byTheC—ompanymeconmieﬁreﬂﬁﬁmlmrceTcrﬂwacnvrtms—

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.
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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 cosis and appropriaiely 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 comi?aring 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).

8 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 ING 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.

Com €
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 Commedity 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 imAudit Finding #14) -and-the-Commodity—costs-shoutd-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 separat¢
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’sreported-invoiced gaseosts——

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, Staff agrees that there is an invoice page supporting this credit. However,
it is impossible 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 |
—cgmnﬁmmmmmmmmm_MMthc@mmwmmmwe—

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)

Staff 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 o

$(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.

29




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 wit<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>