
BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION 

NASHVILJ.£1~BNNESSEE 

April 17, 2018 

fflRE: ) 
) 

PIEDMONT NATURAL GAS COMPANY, INC. ) 
PERFORMANCE INCENTIVE PLAN REPORT ) 
FOR THE PERIOD JULY 1, 2016 THROUGH ) 
JUNE 30, 2017 ) 

DOCKET NO. 
17-00086 

ORDER ADOPTING IPA AUDIT REPORT OF 
TENNESSEE PUBLIC UTILITY COMMISSION'S UTILITIES DIVISION 

This matter came before Chairman David F. Jones, Vice Chairman Robin L. Morrison 

and Commissioner Keith Jordan of the Tennessee Public Utility Commission ("Commission" or 

"TPUC"), the voting panel assigned to this docket, at a regularly scheduled Commission 

Conference held on February 26, 2018. The panel considered the report filed by the 

Commission's Utilities Division (the "Staff'), resulting from the Staffs audit of Piedmont 

Natural Gas Company, Inc.' s ("Piedmont" or the "Company") Incentive Plan Account ("IP A") 

for the year ended June 30, 2017, (the "Audit Report"), attached hereto as Exhibit 1, and 

incorporated by this reference. 

The Company submitted its IPA filing on August 30, 2017 and the Staff completed its 

audit on January 10, 2018. On February 5, 2018, the Staff filed its Audit Report in this docket. 

The Audit Report states that the audit objective was met and Staff reported no material errors. 

At a regularly scheduled Commission Conference held on February 26, 2018, the panel 

considered the Audit Report. The Audit Report noted Piedmont had correctly calculated its 

share of savings under the IPA for the plan year ended June 30, 2017. Based on Piedmont's 



filing, the panel voted unanimously to approve the February 5, 2018 TPUC Staff Audit Report, 

including the calculated ending balance in the IPA at June 30, 2017 of $807,465.25. 

IT IS THEREFORE ORDERED THAT: 

The Audit Report of Piedmont Natural Gas Company, Inc.'s Incentive Plan Account 

filing for the year ended June 30, 2017, a copy of which is attached to this Order as Exhibit 1, is 

approved and adopted, and is incorporated in this Order as though fully rewritten herein. 

Chairman David F. Jones, Vice Chairman Robin L. Morrison and Commissioner Keith 
Jordan concur. 

ATTEST: 

Earl R. Taylor, Executive Director 
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BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION .. . :. i ·'- - '-" 1 

NASHVILLE, TENNESSEE ...... _.. .. ... , ·. 

February S, 2018 

INRE: 

PIEDMONT NATURAL GAS COMPANY, INC. 
PERFORMANCE INCENTIVE PLAN REPORT 
FOR THE PERIOD JULY 1, 
2016 THROUGH JUNE 30, 2017 

) 
) 
) 
) 
) 
) Docket No. 17-0086 

NOTICE OF FILING BY UTILITIES DMSION OF 
THE TENNESSEE PUBLIC UTILITY COMMISSION 

Pursuant to Tenn. Code Ann. §§ 65-4-104, 65-4-111 and 65-3-108, the Utilities 

Division of the Tennessee Public Utility Commission hereby gives notice of its filing of 

the Piedmont Natural Gas Company Incentive Plan Account (hereafter "IP A") Audit 

Report in this docket and would respectfully state as follows: 

1. The present docket was opened by the Commission to hear matters arising 

out of the audit of Piedmont Natural Gas Company's (hereafter the "Company") IPA for 

the year ended June 30, 2017. 

2. The Company's IPA filing was received on August 30, 2017, and the 

Audit Staff (hereafter the "Staff') completed its audit of same on January I 0, 2018. 



3. The Utilities Division hereby files its Report, attached as Exhibit A, with 

the Tennessee Public Utility Commission for deposit as a public record and approval of 

the Report and recommendations contained therein. 

Respectfully Submitted: 

Daniel Ray, U 
Utilities Division of the 
Tennessee Public Utility Commission 
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CERTIFICATE OF SERVICE 

I hereby certify that on this 5th day of February 2018, 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: 

David F. Jones 
Chainnan 
Tennessee Public Utility Commission 
502 Deaderick Street, 4th Floor 
Nashville, TN 37243 

Mr. Rob Thornton 
Director-Gas & Regulatory Accounting 
Piedmont Natural Gas Company 
P.O. Box 33068 
Charlotte, NC 28233 

Ms. Jenny Furr 
Manager - Regulatory Reporting 
Piedmont Natural Gas Company 
PO Box 33068 
Charlotte, NC 28233 

Mr. Vance L. Broemel 
Office of the Attorney General 
Consumer Advocate and Protection Division 
P. 0. Box 20207 
Nashville, TN 3 7202 
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I. INTRODUCTION AND AUDIT OPINION 

The subject of this compliance audit is the Performance Incentive Plan (hereafter "Incentive Plan" 
or "IPA") of Piedmont Natural Gas 1 (hereafter "Piedmont" or the "Company"). The Tennessee 
Public Utility Commission (hereafter the "Commission" or "TPUC")2 Audit Staff's ("Staff') 
objective in this audit was to determine whether the balance in the Incentive Plan Account as of 
June 30, 2017 was calculated in conformance with all terms and conditions of the Company's 
Incentive Plan3 and to verify that the factors utilized in the calculations were supported by 
appropriate source documentation. The IP A addresses sharing incentives with respect to the 
Company's gas procurement and capacity management activities, which are more fully described in 
Section II. After reviewing the Company's filing, Staff found no material errors. Staff, therefore, 
concludes that, during the plan year under review, the Company correctly calculated the benefits 
accruing to Piedmont and the ratepayers under the Incentive Plan. 

II. BACKGROUND AND DESCRIPTION OF PERFORMANCE INCENTIVE PLAN 

On May 31, 1996, the Tennessee Public Service Commission (hereafter the "TPSC''), the 
predecessor to the Tennessee Regulatory Authority (hereafter the "Authority" or "TRA), issued an 
Order in Docket 96-00805 approving an Incentive Plan on an experimental basis for Nashville Gas 
Company. The specific details of the Incentive Plan were included in Nashville Gas' Service 
Schedule No. 14 tarift4 entitled Performance Incentive Plan, which was issued on April 22, 1996, 
and became effective July 1, 1996. 

The experimental period began July 1, 1996, and ended June 30, 1998. On March 3 t, t 998, the 
Company filed an Application/or Extension of the Performance Incentive Plan, which would allow 
the plan to continue on an annual basis. The Commission issued an Order on March 11, 1999, 
authorizing the Company to continue under a modified Incentive Plan. The Incentive Plan 
consisted of two mechanisms: (l) the Gas Procurement Incentive Mechanism, and (2) the Capacity 
Management Incentive Mechanism. Under the Gas Procurement Incentive Mechanism, Nashville 
Gas retained 50% of the savings on gas purchased below 990/o of a pre-determined benchmark. If 
the Company purchased gas above 101 % of the same pre-determined benchmark, the Company was 
penalized for 50% of the excess. The Capacity Management Incentive Mechanism was tied to the 
Company's total annual demand cost and the sharing ratio was a sliding scale, with Nashville Gas 
(now Piedmont) earning a larger percentage with a higher level of cost savings. Interest was 
accrued on the outstanding monthly balance in the IP A account using the same computation as is 
provided for in the Authority's Purchased Gas Adjustment Rule 1220-4-7-.03(vii). Total annual 
savings accruing to the Company was capped at $1.6 million. 

1 On January 23, 2008, the TRA received a letter advising that beginning in March 2008, the name of Nashville Gas 
Company, a Division of Piedmont Natural Gas, would be changed to Piedmont Natural Gas. 

2 As of April 5, 2017, the name of Tennessee Regulatory Authority has changed to the Tennessee Public Utility 
Commission and board member of the agency will be known as Commissioners rather than Directors. 
3 Service Schedule No. 316, Performance Incentive Plan. (See Attachment 1) 
4 Service Schedule No. 14 was subsequently changed to Service Schedule No. 316 in Docket No. 03-00313. 



At a regularly scheduled TRA Conference held on June 13, 2005, the panel of Directors in Docket 
No. 04-002905 voted to open a new docket to consider issues associated with the Company's 
inclusion of asset management fees in its Incentive Plan. A contested case was convened in Docket 
No. 05-00165 on June 27, 2005. On July 7, 2005, the Consumer Advocate and Protection Division 
of the Attorney General's Office ("CAPD") petitioned to intervene. On June 5, 2007, after 
extensive discussions and negotiations, the Company, CAPD and TRA Audit Staff filed a joint 
request for approval of a proposed Settlement Agreement ("Agreement"). At the August 20, 2007 
and September 24, 2007 Authority Conferences, the parties gave oral presentations of the 
Agreement before the panel and answered questions. At the October 22, 2007 TRA Conference, 
the majority of the panel approved the Agreement as filed by the parties. 

The new Service Schedule No. 316 ("New Tariff') became effective July 1, 2006. This tariff 
replaces the old Service Schedule No. 316 ("Old Tariff'). The modifications and improvements to 
the Old Tariff include the following: 

l. Eliminating varying sharing bands under the commodity and capacity management 
mechanisms and replacing with a straight 75%-customer/ 25o/o-Company sharing ratio; 

2. Maintaining the overall annual incentive cap of $1.6 million available to Piedmont; 
3. Expanding the tariff language to expressly include asset management fees and other forms 

of compensation related to capacity management; 
4. Adopting RFP procedures for selection of a non-affiliate asset manager; 
5. Implementing a triennial review of the IP A process by an outside consultant beginning in 

the fall of 2008; 
6. Clarifying the benchmark formula for commodity purchases to include new deliveries 

from Midwestern Gas Transmission; and 
7. Modifying and clarifying the provisions under which hedging costs are recoverable in the 

Actual Cost Adjustment ("ACA"). 

The audit period under review is the tenth reporting period governed by the New Tariff. 

III. JURISDICTION OF THE TENNESSEE PUBLIC UTILITY COMMISSION 

Tennessee Code Annotated (hereafter "T.C.A.") gave jurisdiction and control over public utilities to 
the Tennessee Regulatory Authority, now the Tennessee Public Utility Commission. T.C.A. § 65-
4-104 states: 

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

5 Docket No. 04-00290 contains the TRA Staff audit report of the Company's IPA for the plan year ended June 30, 
2004. 
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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. has 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, said power includes the right to audit: 

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

IV. AUDIT SCOPE 

The IPA audit is a compliance audit of the Company's Incentive Plan Account.6 The audit goal is 
to verify that the Company's calculations of incentive gains and losses are materially correct, 7 and 
that the Company is in compliance with all terms of its tariff and following all Commission orders 
and directives with respect to its calculation of the IP A Account balance. Also included in this 
audit is the Company's PGA tariff filing8 to implement a customer surcharge to recover the balance 
in the IP A Account at June 30, 2017, effective November 1, 2017. 

To accomplish the audit goal, Staff reviewed the Company's tariff, gas supply invoices, pipeline 
tariffs, supplemental schedules and other source documentation provided by Piedmont, and industry 
publications to verify the indexes used to calculate the benchmarks, as well as prior Staff audits and 
Commission Orders. Where needed, Staff issued data requests to the Company to obtain additional 
information to clarify the filing. 

The Commission's Utilities Division is responsible for auditing those companies under the 
Commission's jurisdiction to ensure that each company is abiding by the rules and regulations of 
the TPUC. This audit was performed by Daniel Ray of the Utilities Division. 

V. ACTUAL PLAN YEAR RESULTS 

On August 30, 2017, Piedmont filed its annual IPA report. According to the Company filing, the 
Incentive Plan generated $2,959,878 in total incentive savings. Of this amount, $2,219,908 
benefited the ratepayer and $739,970 was retained by Piedmont. Adding the under-recovered 
balance from the previous audit period and accrued interest on the monthly balances, and 
subtracting the surcharges recovered from customers during the audit period, resulted in an under­
recovered balance in the IPA Account at June 30, 2017 of$807,465.25. 

6 Service Schedule No. 316 Performance Incentive Plan. 
7 The audit goal is not to guarantee that the Company's results are I 00% 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. 

8 Tariff Filing No. 2017-0097. 
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The following chart summarizes the results of the current period of the Incentive Plan, as presented 
in the Company's filing: 

Total Actual City Gate Purchases 

Total Annual Benchmark 

Percentage Actual Purchases to Benchmark 

Total Incentive Savings (Losses) from: 
Gas Procurement 
Capacity Management 

Total Incentive Savings 

Incentive Savings (Losses) Retained by Ratepayers (75%): 

Incentive Savings (Losses) Retained by Company (25%):9 

VI. INCENTIVE PLAN OP Al FINDINGS 

$ 

$ 

$ 

$ 

$ 

$ 

Plan Year 
Ended 
6/30/17 

49.149,156 

J/). 4 24.1 Q5 

97.47% 

1,274,949 
1,684,929 
2.959.878 

2.219.9Q8 

1321270 

Staff reviewed the gas purchasing activities and capacity management activities of Piedmont to 
determine whether the Company correctly calculated the amount of gains and losses accrued under 
its Incentive Plan and whether it complied fully with the terms of its tariff. Staff agrees with the 
IPA Account balances as calculated by the Company. Therefore, there are no findings. A summary 
of the account, as filed by the Company, is shown below. 

SUMMARY OF THE IPA ACCOUNT: 

Under-recovered IPA Account Balance at 6/30/16 
Plus Savings Accruing to Piedmont 
Minus Amount Recovered from Customers (7/1116-6/30/17) 
Equals IP A Balance Before Interest 
Plus Interest Calculated on Monthly Balances 
Equals IPA Account Balance at 6/30/17 

9 Piedmont is subject to a cap on overall gains or losses of$I.6 million annually. 

4 

Company 

$930,288.33 
739,969.51 
894,050.24 

$ 776,207.60 
31.257.65 

s 807.465.25 



VII. AUDIT CONCLUSIONS AND RECOMMENDATIONS 

Piedmont Natural Gas has correctly calculated its share of savings under its Service Schedule No. 
316 Perfonnance Incentive Plan for the plan year ended June 30, 2017. Based on the Company's 
filing, the net balance in the IPA Account as of June 30, 2017 was $807,465.25. This balance will 
serve as the beginning balance for next year's calculations. Staff recommends approval of the 
Company's IPA Account balances. 

The Company's Incentive Plan tariff provides for a comprehensive review of the gas purchasing 
and capacity management transactions and activities related to the plan by an independent 
consultant once every three (3) years. The first triennial review process commenced in the fall of 
2008.1° The second triennial review commenced in the fall of 201 I.11 The third triennial review 
commenced in the fall of 2014 with the Company's issuance of an RFP, in accordance with the 
terms of the tariff. The review was conducted by Exeter Associates, Inc. and covered the period 
July 1, 2011 through June 30, 2014. A final report was filed in Docket No. 05-00165 on November 
12, 2015. The fourth triennial review is in process with the Company's issuance of an RFP, in 
accordance with the tenns of the tariff. The review is being conducted by Exeter Associates, Inc. 
covering the review period of July 1, 2014 through June 30, 2017 with the final report due July 
2018. 

Staff has no further recommendations at this time. 

10 The review was conducted by Exeter Associates, Inc. and covered the period July l, 2006 through June 30, 2008. A 
final report was filed in Docket No. 05-00165 on February 23, 2010. 
11 The review was conducted by Exeter Associates, Inc. and covered the period July l, 2008 through June 30, 2010. A 
final report was filed in Docket No. 05-00165 on February 19, 2013. 
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PlcdmoM Hltwlll Gas Comp.ny. Inc.. 
TRA Savico Sdlodulc No. 316 

A1ptgbmtv 

SERVICE SCHEDULE NO. 316 
Performance Incentive Plan 

fOUlh Revised Pase I of7 

The Perfonnance Incentive Plan (the Plan) replaces the annuaJ reasonableness or prudence 
review of the Company's gas purchasing activities overseen by the Tenncssoe Regulatory 
Authority (Authority or TRA). Tho Plan doea not~ the Authority &om conducting an 
independent investigation into or examination of any aspect of the Pllm or the Company's 
conduct tbel'eundcr. The Pim is desf&nect to pcO'f'id.o incentives to tho Company in a IDIMCJ' that 
will produce_IW'llds for its customcn aod its stoctbo1ders and improvements in the Company's 
ps procmemeot and capacity manaaemcat ICdvitios. P.ach plan year (Pim Year) will begin July 
1st. The mm.ual provisions ad filings hmtin would i!pp1y to this annual period. The Plan will 
ex>otinue until the Plan is either {a) terminated at the end of a Plan Year by not leas thlll 90 days 
notice by the Company to tho A~ty or (b) the Plan is modified, amended or terminated by 
the Authority Oil a prospective basis. 

0vmtew orStractm 
The Plan establlahes a predefined benchmart index to which the Company's commodity cost of 
ps is compmd. It aim ~ the reccm:ry of ps aupply l'CltlCnation fees and the treatment 
of-0ff..system sales and wboJmle intenlatD tale for resale~ The net incentive 
benefits or costs will be shared between the Compmy's oustomeraand the Company on a 75%­
customers / 25o/o- stockholders basis for the Plan Ye1r commencing on July 1, 2006. 

The Plan also is designed to encourage the Company to actively~ off·peak unutiUzed 
transportation and storage capacity on pipelines In che IOCODClary market. It also addresses the 
sharing of asset DlllDllgelllCDt fees paid by assct llllllllpl'8. and other forms of compenaation 
n:ceived by the Company for the mease and/or utilization of thO Company's bbSpOfCation and 
storage assets by third-pmties. The Company shall nolify the TRA Staff and the Consumer 
Ad~ and Protection Division of the Oftice of tbO Attorney Oea.eral (CAD) of all "other 
forms or compensation" prior to indusion of such compcmation in the Plan. The net ln<:entive 
benefits or costs of such activities will be a'Cld between the Company's eustomers and the 
Company utilizing a 75%-customcts / 25%-stookbolders fonmda commencing on July l, 2006. 

Every three years the Company's activities under the Plan win be reviewed comprehensively by 
an indcpaldeot consultant. The first lricnnial review shall occur in the autumn of 2008. The 
scope of the review may iDclude all tnmsacdons and activities related to the Performance 
Incentive Plan, including. but not limited to, mtural gas procurement. capacity management, 
storage, hedging. rescJVe margins, and off-system sales. 

The Company is subject to a cap on ovorall incentive pins or loaes ofSl.6 million annually. In 
connection with the Performance Incentive Plan, the Company shall file with the Authority Staff, 

EFFECTIVE: Mll'Cb I, 2012 



P*"-t N4lllnl 0.. Cocitpq, Inc. 
TM Service Schedule No. 3t6 Fouth Revised P9 2 of7 

and supply a copy to the Consumer Advocate and Protection Division of the Tennessee Attorney 
General (CAD), and update each year, a Three Year Supply Plan. The Company will f9 
negotiate/obtain firm capacity, intenuptiblc capacjty and/or gas supply pursuant to such plan. 

Commo41ty Co!fJ 
Each month the Company will compare its total city gate commodity and cost of gas' to a 
benchmark dollar amount The benclunark gas cost will be COIJlput.ed by multiplying total actual 
purdlase quantities for the month by a price index. The monthly price index is defined as: 

I= Ff(P()Ko+,1K 1+PcKe+ ... P0 K.) +FoO+F.O; where 
F,+Fo+F11 •l; and 

I =the monthly city gate commodity gas cost index. 

Fr= the fraction of gas supplies purchased in the first-of..afte..month market which are transported ~ 
to the.city gate under the Company's FT. negotided FT. and IT service agreements. 

1 P = the Inside FERC Oas Market Report price index for the first-of-the-month edition for a 
geoaraphic pricing region. where subscript 0 denotes Tennessee Oas Pipeline (TOP) Rate Zone 
O; subscript 1 denotes TOP Rate Zone J; subscript C denotes Columbia OuJfTtanamission 
Cccrn -mainline, and subscript a denotes now increaaental finn servioeS to which the Company 
may subscn"be in the tutme. 2 The indic:ea uaed for calculating Midwestern capacity shall be 
those produqcd by Natural Oas Intelligence for monthly purchases and Gu Daily for daily 
purchases. The commodity index prices will be adjusted to iJ1CJude the~ pipeline 
finn transportation (FI) and interruptible 1nmlpOrtlldoo (IT) commodity lnmSportation charges 
and ft1cl mention to the city gate under the Company'• PT. negotiated PT. and IT service 
agreements.l 

1 Gu purchucs associated with service provided under Texas Blsta1I Tnmlmisslon eomp.ay Rate Schedule SCT 
shall be excluded fiom the incentive mechanJsm. The Complny wfJI continue to recover JOO pon:ellt of these costs 
Chrougb its POA with no profit or lou potential. Extension or replacement of Mb COflD'aCt shall be subject to the 
same competitive bidding proc:cduret that will apply to other firm pa SllflPly agniomencs. In tlddltloll. the Plan will 
measure storage gas supplies against the benchmark index during N months such quandtioa are purdwcd ror 
injection. For purposes of COlllpllriPg such gas purdiue ~ lplnst the monthly city pte indax prico. the 
Company wm exclude 1111)' commodity costs Incurred downmeam of tho city gate to storage so that the Company's 
actual costs and the benchrnlirk Index are calculated on the same basis. 
2 To the extent that the Company renegothstas existing reaarvadoa fee supply 4*l1l'llOtl or oxocutel new reservation 
fee Supply contrac:ts with commodity priclns provWans at • dllQOllllt to lho fint..of..ahc-moatb price index. the 
Company shall modify lho monthly cammodhy pict lndeic to Rflect _. dilCOUftt. 
1 ClpllCft)t rcloued fbr a monda lhall be excluded fiom die beMltallrlcClllc:uladon IOr• moath. oxcludfng Cllplcity 
rdeased llQ(fer an~ where lho Q)mpaay .,,...Ins cfly p1a de8¥ery rtahts Wt' lflo ldoued ClplCity during 
such month. 

EFFECTIVE: t.flrdtl,2012 



Piedalaat Nlllnl OIS Ccxnpmy, In~ 
TRA Service Schedule No. 316 

K ""the fraction (relative to total maximum daily contract entitlement) of the Company's total r;::i 

finn, negotiated finn, and interruptible transpor1ation capacity under contract in a geographic ~ 
pricing region, where the subscripts are as abow. 4 

Fo =the fraction of gaS supplies purchased in the first-of-the-month spot market which are 
delivered to the Company's system using transportation arrangements other than the Company's 
FT, negotiated FT, and IT contracts. 

O =the weighted average of Inside FERC Oas Market Report firat-of-thc--monih price indices 
plus applicable IT rates and fbcl mention. &om tbe sourco of the gas to the city gate, where the 
~are computed hued on aict\mJ purchases of gas supplies purchased by the Company and 
deliVCIW to the Companys symm using ttansportadoa ~other than the Company's 
FT, negotiated FT, and IT contracts. 

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

D• .the weighted average of daily average index commodity prices taken from O.S Deily for the 
appropriate geographic pridng regions. where the weights arc COll1puted baaed on actual 
purc:hues made during the month. The commodity index prices will be adjusted to incJudo the 
apptQ)Jliate ~Commodity charges and ftrol rdeDdon to die· city gate. 

Gu 8gp!y Raemt1oa Fees 
The Compony will coatinoe to recover I~" of gas supply rac:rvatlon fee cost3 through its PGA 
with DD profit or loss potcndal. For new contracts and/or oontracts aubject to renegodation 
during the Plan Year, the COmpeny will solicit bids for gas supply contracts containing a 
n:servation fee. 

Otr-Snfw Sala A!d Sale ler Rel!I! Traugdou 
Margin on off..gy&lan Illes aad wbolesaJe salo-for-resele 1l8nllllCtiobs using the Company's firm. 
negotiated finn. and iutcnupdble tnmsportatlon and Clp80ity entitlamonts (the COits of which are 
recovered. from the ComJ-Ya 1atepaycrs) shall be ctedited to the Plan and will be sblml with 
ratepayers. Margin on such tales wiU be defined u Che ctilfaence between the aaJcs prooeods and 
·Che total varlablc cosb i.acurred by the Compmy in oonnecdon with tho transaction, Including [9 
arausportation llJd ps costs. taxes, filel; or othor co& For purposes of gas costs, the Company 
will iIDJ>'lte such cosra for its related 
supply pwchascs at the benchmark first-of-the-month or daily index, as appropriate. on the 
pipeline and In the mne in which the sate takes place. The dift'erem:e bctweoD the Company's 

4 BCQUle Ibo fl8&t'eplO waaxJanum cklfy GOldrad quant1doa In 11111 eo.p..y1 FT COll1'8Ct ponfollo wry by month 
owr tho OCQ'liO of' tho )'al'. the wefahll wfU be ncalcullbld _.. hlOlllh to roftecc --1 conlnll::t domenct qmntldcs 
for mch· month. Tho CC1111raCt ........... ad potentially the price IDclloes ..S. wiU MD Yflf1 u the Comp1n1 
l'OMfOdatoa eJ<bdng or 9dds new PT ~ Al ncsw coattw:a so ~ the Compmy llall modify the 
indaX to rotloCt tlc:t1lll coanct ...._, qUjuadtlel Ind the COllllllodlty price fadlces llJPlup• fbr the supply 
Rglons reacbod by aacr. Fr ~ Ckypte 1:lendw.t c81catadonl ihlJ1 bt coalpltlld ldiJfzfn& the 
eoq,.,y'a Dealgn Day doliYery nqalnmcnts (deliwrles requited on a peek day). 

EmlC1lVE: Mmrdl '· 2012 
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actual costs and such index price is taken into accolDlt under the Plan. After deducting the total 
transaction costs from the sales proceeds, any remaining margin will be credited to commodity 
gas costs and sbared with customers on a 75%- customer 125%-stockholdors basis. 

Capacitx Mamgemeat 
To tho extent the Company is able to release transportldon or storage capacity, or generate 
ttansportation or storage margin associated with off-system or who'-le saJcs-for-reaaJe. the 
associated cost savings and/or asset management fees. or other forms of compensation aasociaccd 
with such letivitics. shell be shared by the Company and cussomors according to the ·following 
sharing formula: 75%-customers / 25%-stockholdcrs. The Complny lball notify the TRA Staff 
and the Consumer Advocate and Protection Division of the Office of the Attorney OeneraJ 
(CAD) of all "other forms of compensation" prior to inclusion of such compensation in the Plan. 

B+lu Actlyities 
The Company may engage in hf:dliDg ~within the P{JA/ACA mechanism. Costs 
1elated to hedging 1ramllctions may be rccovercd 1brough 1be ACA account; provided, however, 
that such costs reoovem1 through the ACA account tbal1 not a¢eed one percent (1 %) of total 
aonu.I ps costs. 6 Cosa related to hedging traUllCCions recove,able through the ACA account 
shall be defined as all direct. tNalaction nUted com Irising &om the Company•s prudent efforts 
to stabilize or bcdgc its commodity gas costs including. without Jimitadon. ~fees, and 
the costs of financial instnanents. 

AU costs related to hedging transactions, In addition to all pins and losses tiom hedging 
transactions, ablll be creditcdldobited to the ACA ac:oount In the respective month that each 
hedging~ clQIOS. Costs related to hcd&inl transactions that are ineurred prior to the 
month that the hedging transacdon closes •11 be iempo111i1y recorded in• sepmate. non­
intcrest bearing account for tracking purposes. 

~ otSluand Sulpg 
F.acli month during the term of the Plan, the Company will compute any pins or loucs in . 
accordance with tho Plln. Jftho Company emns.a pin. a _,...lnoeacive Plan Account (JPA) 
will be~ with such gain. If the Company incurs a loss. that same IP A will be c:ridlt.ed with 
such Josi. 1)uring a Pim Yoar, the c.ompany will be limited to ovcnll gains or 1osacs totaling 
$1.6 million. Interest shall be computed on baJancea in the IP A using the same interest rato and 
methods aa used in the Compeny's Actual Cost Adjustment (ACA) ·aec:ount. The offsctdng 
entries to IPA pins or losses will be recorded to incmnc or~ as appropriate. At its 
option, ~. the Company may temporarily rocon:l any monthly sai• in a non-regulatory 
defened credit baJaoce sheet account until results for the entire Plan Year are available. 

s Hedging trUl8Cdoas. • ...S hlrcin, llaalf incJude Ital not bo lhnleild to .fuilmel c:onlrllCIS. Onancial derivative 
produccl. sunge nrep ~or olbel'priwte apic:rnen1S to...,... m..,. orndace Pl COiis. 

•Ono pcnoat (J%) oftolll __, ps CCJllS. lbr Ibo purpoa ofell:lblishing a s:ecowry~ shall bo compuled &om 
the most CUl11IQt ulitecl Ind llfllli0¥0d ps COltl for tho Campqy in 1 TRA docket as of lhc flm dla)' of tho month. 
12 moatbs prior lo die ftr1t dly of tho period under audit. < 
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Gains or losses accruing to the Company under the Plan will form the basis for a rate increment 
or declenteat to be filed and pJaccd into etMct separate ftom any other ratlJ adjustments to 
recover or refund such amount over a prospective twelve-month period. The Company is subject 
to a cap on overall incentive gains or Josses of$1.6 million annually. 

Each year, effective November I, the rates for all customers, excJudJng transportation customers 
who receive no diJcct benefit ftom any gas cost reductions resulting ftom the Plan, will be 
~ or decreased by a separate rate increment or decrement designed to amortia: the 
collection or refimd of the June 30 IP A balance over the succeeding twelve month period. The 
incaaueat Of declemeat will be established by dMding the June 30 IP A balance by the 
approprit* volumelric billing detmninanta for tho twelve IDOflths ended June 30. During the 
twelve month amortization period, the amount collected or refunded each month will be 
computed by multiplying the billed volumetric dcceaminlnta for such month by the increment or 
decrement. as.applicable. The product wilt be Q'Oditcd or debited to the IPA. as ~ The 
balance in the IPA will be traclced as a separate collecdon mechanism. Subject to approval by 
the TRA. the~ may alto propoec to rcftmd posithe IPA bUulOCS on an intra-year basis 
by m8king direot bill credits to all CUltomers (axcept tlauspottation oustomers) ~such direct 
bill credit 'WOUid be beneficial to customers. 

••wn &e A•tllot.:.tt! 
The Company will file calcalations of shared ll¥iDga and shared costs quarterly with the 
Authority not later tbm 60 days aft« tho end Of ClllCh interim fiscal quarter and will file an annual 
report not latct than 60 days following 1he end of each Plan Year. Unlea the Authority provides 
written notification to the Oomp•nr within l IO days of the IDD.ual ~the Incentive Plan 
Account shall be deemed in compU.nce with die provilioaa of dds Scr:Yice Schedule. The 
Authority Staff may expmid the time for consideration of tho annual nportl by up to ID 
llddltioaal sixty (60) days upon written notification to the Company or longer by mutual 
agreement or upon a showing of good cause. 

Periodic lad@Reridw 
Because of changes in the natural gas martcfplaco. the price indices utilized by the Company. 
and the composition of the Company's pw:vhased ga portfolio may change. The COmpany abaU. 
within sixty (60) days of idendfying a change to a significant component of the mechanism. 
provide notice of such change to the Audlority. Unless the Audiori1y provides written 
justification to tho Company within sixty (60) days of such notice. the price indices shall be 
deemed approved as proposed by the Company. 

{Yu Sapvlv lue!!td.Y!Qt•pwatioa Promm 
The Company has in place a Oas Supply Inoeadve Compensation Program (the Program) 
dmigncd to provide i.acentive compensation to selc:cted Oas Supply non-executive cmploycea 
involved in the implementation of the. Company"s Incentive PJan and Secondary Marlceting. 
Programs in a manner consislmt with die benefits achieved fbr customen and abarebolders 
through imptovcmeots in ps procurement and secondary marketing activities. Participants in 
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the program receive incentive compensation as recognition for 1hcir contribution to the 
customers and shareholders of the Company through Jowcr gas costs and gains ielatcd thereto. 
Perfonnance measures are established for the Program each year. 

During the time this tariff is in effect. the Company will cootinuo to have in place the Oas 
Supply Incemive Compensation Program. as detailed to the Authority. as it relates to the 
Company's Im:ontive Pia.a. The Company will advise tho Authority in writing of any changes to 
the Program. and unless the Company is adviled. within 60 days, aid changes will become 
effective. The Authority may expand the timo for conslderadon of such ebanges upon written 
notifacation to the Company. No faJing for prior approval is required for changes in the 
performance measures. 

Trle!mlaJ Rmm 
A comprehensive review of the trans.ctiooa and activities rcJated to the Performance Incentive 
Plan si.11 be. conducted by an independent consultant once every dnci years. This initial 
triennial review shall be conducted in the autumn of2008 md subaoqueat trieranW reviewl shall 
be conducted every third year thercder. The TRA Sfaft the CAD, and the Compa,y au make 
an effort to maintain a list of no less then five (S) mutually agreeable indcpcadoat consultants or 
comulting firms qualified to conduct the aforemcntioacd imew. Any11ispufo conccmmg 
whether an independent COdlUltant shill be ·ldcled to the liat shill be re&()Jved by the TRA S1atr. 
after consul1ation with the Company and the CAD. For each review, the TRA Staff shall select 
three (3) prospectivo independent comultaots fi'om that list. Bach such consultant shaU possess 
the expertise necessary to conduct dtc rcvlow. The TR.A Staff shall provide the list of 
prospective independent consultants to the CmuplnJ ad the CAD via o-meil. The Company 
and the CAD ahaJI have the right, but not tbe oblipdoa, to SCribt ~ (1) of the prospective 
independent consultants &om the list by identifying the mickm comW1lllt ill writing to the TRA 
Staff within thirty (30) days from tho date the list ia CHllliJed. The.TR.A Std' .... aelcct the 
independent coasulttmt from those remaining on the list after the Company's and the CAD's 
rights to strike have expired. The cost of tho review shall be reasonable in reladon to its scope. 
Any and all lelationships bctweea tho independent consultmt md the Company, the 1RA Staff, 
and/or tho CAD shin be discloacd, and the indepenc1eal consultant shall have bad no prior 
relationship with ci1be:r the Company. 1he TRA ~ or Ibo CAD for at least dte preceding five 
(S) years unless the Company, the TRA 811.ft'IDd tho CAD 88"'0 in writlog ~ Wlive this 
requirement. The TRA Staft the CAD llld the Company may consultamonpt 1hemsel:vcs 
during the selection proccsr, provided. however, 1hat .U sacb eommunioationa between the 
partie5 shall .be discloaed to any party not Involved in auch comnnmioatlon 10 that each party 
may participate fillly in the aeJecdon process. 

1he scope of the triennial reviaws may include all tnmsactions andll01tvi1iesrdaticd eithe:f 
directly or indirectly to the Perfonnanco Incentive Plan as conducted by the Company or its 
affiliates, Including. but not limited to, the following areas of 1nn11Cdons and activities: (a) 
natural gas procuremcrrt; (b) capacity management; (c) storage; (d) hedging; (e} reserve margins; 
and (f) off-system sales. The scope of each trleanial miew sbaU include a review of each of the 
foregoing matters as well as such additional matters as may be reasonably identified by the 
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Company, the TRA Staff. or the CAD relative to the operation or results of the Perfonnance 
Incentive Plan. · 

The Company, 1he TRA St.aft or the CAO may present docaments and information to the 
independent consultant for the independent consultant's review and consideration. Copies of all 
such documents and information shall be presented simuJtlnOOUlly to 1bc independent consUJtant 
and all other parties. 

The indepcndcD consultant lhall make findings of feel. as well u identify and describe areas of 
coocem and improvement, if any, tbat in the consukaat'a opinion wammtfulther consideration; 
~. tbc indepcndeat caasuhllllt slmJJ not JllOPOIO dwnps to tho ltnlCtUre of the 
Pammumce Incentive P1m itadf. Tbe ~ ccwule.t sW1 Complete and iSIUe a written 
report of its findinp and coaclusions by July 1 of the,.. hnmedilltely following the triennial 
review. The report deadline may be waived by the written coment of the TRA ~ the 
Company, and the CAD. 

The independent consultant shall not propose dwlaes to tho ---of the Pafonnance 
Incentive Plan itself; however, 1he TRA Staft tho c.npmy. or tho CAD may uae tho report of 
tho Wopendent commltaut 11 grounds for miking roeona1aeadadoaa or popolCd cbm1ps to the 
Au1hority, and the TRA ~ the Compmy. or 1he CAD may ApPOrt or OJ>P010 such 
~atiom or propoaod cbaqes. Atty popoaed cJ-.s to the *1lctUrc of tho 
Performancelnceative Plan roauiting·ftom the initial triennial nMew or subeequcnt triennial 
~whether adopted by agreement or pursumt to a ruling of die Aadradty, nll bo 
implement.eel an a prospocti-vc buia only be&innioa with the inconliYe Pim Yeer immediately 
following such agromneat.or ruling. 

The cost of the triennilll reviews aball be paid initially by the Company and iecovcred through 
the ACA account. The TR.A Staff may c:ontinuo its mmaal audits of~ IPA and the ACA 
account, and the trieDnial reviews shell not in Ill)' way limit the l!ICOpe of such anm.m audits. The 
CAD mains Ill of its sta1utory rights, aiMl the trlennial reviews sblll not in any way affect such 
rights. 
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