
BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION 
NASHVILLE, TENNESSEE ., 

( 

February 22, 2019 

INRE: 

PIEDMONT NATURAL GAS COMPANY, INC. 
PERFORMANCE INCENTIVE PLAN REPORT 
FOR THE PERIOD JULY 1, 

) 
) 
) 
) 
) 
) 2017 THROUGH JUNE 30, 2018 Docket No. 18-00092 

NOTICE OF FILING BY UTILITIES DIVISION 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") IP A for 

the year ended June 30, 2018. 

2. The Company' s IPA filing was received on August 30, 2018, and the 

Audit Staff (hereafter the "Staff') completed its audit of same on February 15, 2019. 



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: 
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CERTIFICATE OF SERVICE 

I hereby certify that on this 22nd day of February 2019, 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: 

Robin L. Morrison 
Chairman 
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 37202 
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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 Staffs ("Staff') 
objective in this audit was to determine whether the balance in the Incentive Plan Account as of 
June 30, 2018 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 tarif:t4 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 31, 1998, 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: (1) 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 99% 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. 
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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: 

1. Eliminating varying sharing bands under the commodity and capacity management 
mechanisms and replacing with a straight 75%-customer/ 25%-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 IPA 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 twelfth 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-
4-1 04 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 IPA Account at June 30, 2018, effective November 1, 2018. 

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, 2018, Piedmont filed its annual IPA report. According to the Company filing, the 
Incentive Plan generated $4,202,470 in total incentive savings. Of this amount, $3,151,853 
benefited the ratepayer and $1,050,618 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, 2018 of$823,862.81. 

6 Service Schedule No. 316 Performance Incentive Plan. 
7 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. 

8 Tariff Filing No. 2018-0063 . 
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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 OPA) FINDINGS 

$ 

$ 

$ 

$ 

$ 

$ 

Plan Year 
Ended 
6/30/18 

63.285.953 

63.835.107 

99.14% 

549,154 
3,653,316 
4.202.470 

3.151.853 

1.050.618 

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 
IP A 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 IP A ACCOUNT: 

Under-recovered IP A Account Balance at 6/30/17 
Plus Savings Accruing to Piedmont 
Minus Amount Recovered from Customers (7 /1/17-6/30/18) 
Equals IP A Balance Before Interest 
Plus Interest Calculated on Monthly Balances 
Equals IP A Account Balance at 6/30/18 

9 Piedmont is subject to a cap on overall gains or losses of$1.6 million annually. 
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Company 

$807,465.25 
1,050,617.48 
1,068, 709 .34 

$ 789,373.39 
34,489.42 

$ 823.862.81 



VII. AUDIT CONCLUSIONS AND RECOMMENDATIONS 

Piedmont Natural Gas has correctly calculated its share of savings under its Service Schedule No. 
316 Performance Incentive Plan for the plan year ended June 30, 2018. Based on the Company's 
filing, the net balance in the IPA Account as of June 30, 2018 was $823,862.81. 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. According to the tariff, Piedmont must follow an RFP 
process as outlined in the tariff for the selection of the consultant. Final consultant reports are filed 
in Docket No. 05-00165. The first triennial review process commenced in the fall of 2008. The 
latest review began in the fall of 2017 and was conducted by Exeter Associates. The report was 
finalized in November 2018 and a redacted report was filed with the Commission on January 14, 
2019. The next triennial review is scheduled for the fall of 2020. 

Staff has no further recommendations at this time. 

5 



ATTACHMENT 1 



Piedmont Natural Gas Company, Inc. 
TRA Service Schedule No. 316 

Applicability 

SERVICE SCHEDULE NO. 316 
Performance Incentive Plan 

Fouth Revised Page I of 7 

The Performance Incentive Plan (the Plan) replaces the annual reasonableness or prudence 
review of the Company's gas purchasing activities overseen by the Tennessee Regulatory 
Authority (Authority or TRA). The Plan does not preclude the Authority from conducting an 
independent investigation into or examination of any aspect of the Plan or the Company's 
condu.ct thereunder. The· Plan is designed to provide incentives to the Company in a manner that 
will produce.rewards for its customers and its stockholders and improvements in the Company's 
gas procurement and capacity management activities. Bach plan year (Plan Year) will begin July 
1st. The annual provisiops and filings herein would apply to this annual period. The Plan wiU 
continue witil the Plan is either (~) ~imitc:d at Qie end of a Plan Year by not Jess than 90 days 
notice by the C:>mpany to the A~thority or (b) the Plan is modified, amended or terminated by 
the Authority on a prospectiv~ basis. 

Overview of. Structyre 
The Plan establishes a·predefined benchmark index to which the Company's commodity cost of 
gas is compared. It also addresses the 11!CQVcry of gas supply reser\iation fees and the treatment 
of off-system sales and wholesale int~le sale for rCSQJe ~ctions. The net incentive 
benefits or costs will be sh.ared. between tJte ~mpany's customen; and the Company on a 75%­
customers 125%- stockholders basis for the Plan Year commencing on July 1, 2006 • 

. 
The Plan also is designed to' encomage the Company to actively mar~t off-peak unutilized 
transportation and storage capaeity on pipelines in 'the secondary market. It also addresses the 
sharing of asset management f~ paid by asset managers, and other fom;is of compensation 
received by the Company for the release $11dlor utillzaµon of the Company's transportation and 
storage assets by third-parties. The Company shall notify the TRA Staff and the Consumer 
Adv.ocate and Protection Division oft® Offi.ce of tbC Attorney General (CAD) of all "other 
forms of <:ompensation" prior to inclusion of such compensation in the Plan. The net incentive 
benefits or costs of such activities will be shared between the Company•s customers and the 
Company utilizing a 75o/o-customers / 25%-stockholders formula commencing on July 1, 2006. 

Every thr:ee years the Company's activities under the Plan wiU be reviewed comprehensively by 
an independent consultan.t. The first triennial review shall occur in the autumn of 2008. The 
scope of the review may bJc1µde all transactfons and activities related to the Performance 
Incentive Plan, including, but not limited to, natural gas procurement, capacity management, 
storage, hedging, reserve margins, and off-system sales. 

The Company is subject to a cap on ov.~ljncentive gains or losses of$J.6 million annually. In 
connection with the Performance Incentive Plan, the Company shall fl.le With the Authodty Staff, 

EFFECTIVE: Much I, 2012 
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Piedmont Natural Gas Company, Inc. 
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and supply a copy to the Conswner Advocate and Protection Division of the Tennessee Attorney 
General (CAD), and update each year, a Three Year Supply Plan. The Company will @I 
negotiate/obtain firm capacity, interruptible capacity and/or gas supply pursuant to such plan. 

Commodity Cosy 
Each month the Company will compare its total city gate commodity and.cost of gas1 to a 
benchmark dollar amount. The benclunark gas cost will be coi:np~ by multiplying total actual 
purchase quantities for the month by a price index. The monthly price index is defined as: 

I== Ff(PoKo+P1K1+PcKc+ ... PoKJ +Foo+FdD; where 
F,+Fo+Fd =l; and 

I = the monthly city gate commodity gas cost index. 

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

P = the Inside FERC Gas Market Report price index for the first-of-the-month edition for a 
geographic pricing region, where subsc~pt 0 denotes Tennessee Gas Pipeline (TOP) Rate Zone 
O; subscript 1 denotes TOP Rate Zone 1; subscript C denotes Columbia Gulf Transmission 
(COT-)· mainline, and subSQript.n denotes new incremental finn se)'Vices to which the Company 
may subscribe in the future.2 The i~dices used for calculating Midwestern capacity shall be @) 
those produced by Na~ ~as lntel~igencc: for mo~y_purchases and Gas Dai~y for dai~y 
purchases. The commodity index pnces will be adJUSted to JncJude the appropnate pipehne 
firm transportation (Ff) and in~tible transp<>rtation (IT) commodity transportation charges 
and fuel retention to the city gate under the Company's FT,-negotiated FT. and JT service 
agreements. 3 -

1 Gas purchases associated with service provided under Texas Eastern Transmission Company Rate Schedule SCT 
shall be excluded from the incentive mechanism. The Company will continue to recover 100 percent of these costs 
through its PGA with n.o profit or loss potential. Extension or replacement of such contract shall be subject to the 
same competitive bidding procedures that will apply to other finn gas supply agreements. In addition, the Plan will 
measure storage gas supplies against the benchmark index during the months such quantities are purchased for 
injection. For purposes of comparing such gas purchase costs against the monthly city gate index price, the 
Company will exclude any commodity costs incurred downstream of the city gate to storage so that the Company's 
actual costs and the benchmark index are calculated on the same basis. 
2 To the extent that the Company renegotiates existing reservation fee supply contr'a<lts or executes new reservation 
fee supply contracts with commodity pricing provision$ at a discount to the first,.of-the-month price index, the 
Company shall modify the monthly commodlfy pico f.ndex to reflect such discount. 

J Capacity released fur a month shall be ~eluded from the benchmark calcutation for tbat month, excluding capacity 
released under an agreement where the. Company maintains city gatis-delivery rights for the re~ capacJty during 
such month. 

EFFECTIVE: March I, 2012 
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K =the fraction (relative to total maximum daily contract entitlement) of the Company's total 
fmn, negotiated finn, and interruptible transportation capacity under contract in a geographic @I 
pricing region, where the subscripts are as above. 4 

F o = the fraction of ga·s 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. 

0 = the weighted average of Inside FERC Oas Market Report first-of .. the-rnonth price indices, 
pl~ applicable IT rates and fuel retention, frorn the source of the gas to the city gate, where the @I 
we~gllts are compUted based Qn &Q~l purchases of gas supplies purchased by the Company and 
debvered ~o the Company's system using-~po$tion ~gemeiit& other than the Company's 
FT, negotiated FT, and IT contracts. 

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

D :=.the weighted average of daily averag~ index commodity prices tak~n from Gas Daily for the 
appropriate geographic pricing regions, where the weights ·are computed based on actual 
purchases made during the mon~. The commodity index prices. wm be adjusted to inc,ude the. 
appropriate transportation commodity charges and fuel retention to·the city gate. 

Gas Supply Reservation Fees 
The Company will continue to recover 10()% of gas supply reservation fee costs through its PGA 
'with no profit or. loss potential. F~r new. contracts and/or contracts subject to renegotiation 
during the Plan Year, the Company will solicit bids for gas supply contracts containing a 
reservation fee. 

OIT:SYstem Sales And Sale For Resale Tnansacdons 
Margin on off~system ~cs and wholesale sale-for-resale transactions using the Company's finn, 
negotiated furn, and interruptible transportation and capacity enlitlements (the c()sfs of which are 
recovered from the Company's ratep:ay~)»shall ~ credited to the Plan and will be shared with 
ratepayers. Margin on such sales· will bl'. defined as the difference between the sales proceeds and 
the total variable costs incurred by th~ Cqµipany iil ~nnc:ction with the ~tion, including @I 
transportation and gas costs, taxes, fuel, or other co• For purpOses of gas costs, the Company 
will impute such toSts for its related 
supply purchases at the benchmark first-o{-~month or daily mde)(, as appropriate, on the 
pjpeline and in the 'ZOne in whi~h the sale,takes place. The difference between the Company's 

4 Because the aggregate ~mum dally c:Onlnld quantities in the Compants. F'f·contract ponfollo vary by month 
over the course of the year, the weights will be n:calculated eacti month to rcfloct actual GOntract demand quantities 
for such month. The contrai:t weights, ~ potcntiaily the ~ fn41ce$ ~ will also vary as tho Company 
renegotiates existing or adds new FT contracta. As now conttacts ate ncge>tiated, the Company shall modJfy the 
index to reflect actual contract demand qtlantltle$ and Ibo c~modity ~ indices apprQpriate for the supply 
Tegions n:ached by such Pi ~Ill. Ckygato. benchmark cidcuhttions shall ~ computed utilizing the 
Co~any's·Deslgn Day delivery requb'ernents (deliveries required on a peak day). 
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actual costs and such index price is taken into account under the Plan. After deducting the total 
transaction costs from the sales proceeds, any remaining margin will be credited to commodity 
gas costs and shared with customers on a 75%- customer/ 25%-stockholders b!iSis. 

Capacity Management 
To the extent the Company is able to release transportation or storage capacity, or generate 
transportation or storage margin associated with off-system or wholesale saJes-for-resale, the 
associated cost savings and/or asset management fees, or other fonns of compensation associated 
with such activities, shall be shared by the Company and customers according to the ·following 
sharing fonnula: 75o/o-eustomers / 25%-stoc.kholders. The Company shall notify the TRA Staff 
and the Consumer Advocate and Protection Division of the Office of the Attorney General 
(CAD) of all "other forms of compensation" prior to inclusion of such compensation in the Plan. 

Hedging Aeitvittcs 
The Company may engage in hedging-transactions.s :within the PJJN ACA mechanism. Costs 
related to hedging transactions may bC teoav~red through the. ACA account; provided, however, 
that such costs recovered through tlie· AGA aocount s.hl!l_ not e)(c.eed one percent (1 % ) of totaJ 
annual gas costs. 6 Costs related to hedging transactions reoovt;rable through the ACA account 
shall be defined as all direct, transaction related costs·l!isingfrom the Comp'11Y's prudent efforts 
to stabilize or hedge its commodity gas costs including, without lin;iitation, brokerage fees, and 
the costs of financial instruments. 

All costs related to hedging transactions, in addition. to all gains and losses from hedging 
transactions, shall be credited/debited to the ACA account in the respective month that each 
hedging tnuJsaotion clpses. Costs related to hedging transactions that are incurred prior to the 
month that the hedging transaction closes shall be temporarilyrecorded in a separate, oon­
interest bearing account for tracking purposes. 

Determmation of Shared Saving 
Each month during the term of the Plan, the Company will oompute any gains or losses in 
accordance With the Plan. If the CompanyeamsJ1 gain, a separate Incentive Plan Account (lPA) 
will be debited with such gain. ff the Company inc~ i loSSi tba.t same lP A will be credited With 
such loss . . During a Plan Year, the Company will be limited to over'all gains o-r losses tOtaling 
$1.6 million. Interest sliall be computed on balances in the IPA using the same interest rate and 
methods as used in the Company's Actual -~Adjustment (ACA) acco~t. Th~ offsetting 
entries-to IP A gains or Io.sscs will be ~rded to income or expense; as appropriate. At its 
option, however, the Company may temporarily record any monthly gains in a non-regulatory 
deferred credit balance sheet accouritllillil re$Ults for the entire Plan· Year are available. 

$ Hedging transactions. as used herein, ShaJI include .but not be limited to Mwes contracts, fmancial derivative 
products, storage swap arrangements, or Qther private agreements to bed~. manage.or reduce gas costs. 
6 Ono percent (J %) of total annual gas ~. for tho purposes of establishing a recovery cap, shall be comput~ from 
the m0$l current audited and approved gas costs fcir the Company in a TRA docket as of the fint day of th~ month, 
12 months prior to the first day of tho period under audlL · 
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Gains or losses accruing to the Company under the Plan will fonn the basis for a rate increment 
or decrement to be filed and placed 'into effect separate from. any other rate adjustments to 
recover or refund such amount over• prospective tWelve•month peri~od. The Company is s'ubject 
to a cap on overall incentive gains or losses of $1.6 million annually. 

Each year, effective November 1, the rates for all customers, excluding transportation customers 
who receive no direct benefit from any gas cost reductions resulting from the Plan, will be 
increased or decreased by a separate rate increment or decrement designed to amortize the 
collection or refund of the June 30 IPA balance over the succeeding twelve month period. The 
increment or decrement will be· established by dividing the June 30 IPA balance by the 
appropriate volumetric. billing detenninants for the twelve months ended June 30. During the 
twelve month amortization period~ the- amount collected or refunded each month will be 
computed by multiplying the. billed volumetric determinants for such month by the increment or 
decrement, as .applicable. The product will be credited or debited to the IPA, as ~ppropriate. The 
balance in the IP A will be tracked as a separate collectjon mechanism. Subject to approval by 
the ~· the CQmpany may also prQ,POSC to refund positive IPA. bajances on an intra-year basis 
by making direct bill ctedits w aJJ custo~em (except transportation customers) where such direct 
bill credit would be beneficial ~o ·cilstomers. 

Filing with the Authority 
The Company ·will file calculations of shared savings and ~ posts quarterly with the 
Authority not later than 60' days after ~e.end of each interim fiscal quarter and wiJl file an annual 
report not later. tlUul 60 days following the··~ of each Plan. Yem: .. Unless the Authqrity provides 
written notitic:ation to die ConwlnY within 180 days ot the llllllual reports, tile Incentive Plan 
Accowit shall be deemed ih compliance With the proVisions_ of this Service Schedule. The 
Authority St4ffmay expand the time for consideration oftbe annual reports~ up to an 
additional sixty (60) days upon WJjtten n~tifiCation to the Company or longer by mutual 
agreement or upon a showing of good cause. 

Periodic Index .Reyisions 
Because of changes in the natural gas, marketplace, the price indices utilit.ed by the Company, 
and the composition of~ Company's purchased gas portfcdJ9 may change. The Company shall, 
within sixty (60) days of identifying a change to a significant component of the mechanism, 
provide notice of such change to the. AUtbority. U~esfJ the Autbprity provides written 
justification to the Company within sixty ( 60} days of such notice, the price indices shall be 
deemed approved as proposed by the Company. 

Gas Supply Incentive Compensation Promm 
The CQmpany has in p.hlce a·Oas SupplyJncentive Coi;n~ation Progi'am (the :Program} 
designed to provi<te incentive compensaf'.l~n to selected Gas Supply n~n-executive empl~yees 
involved in the implementation-of the. Company's IncentiveJ>lan and_$~n$rY M~eting 
Programs in a~ eon8istent with ·the benefits achieved :fur customers and stwebolders 
throughJmprovements in 81'5 pri>C\ll'emen~ ~d secondary marketing-activities. Participants in.' 
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the program receive incentive compcn~o~ ~ recognition for theh' contribution to the 
customers and shareholders of the CoJJ!pany througbJower gas cost$ w:id gains related thereto. 
Performance measures are established for the Program each year. 

During the time this tariff is. in effec~ the Company will continue t!> have in place the Oas 
Supply Incentive Compensation Program, as detailed to the Authority, as it relates to the 
~ompany's Incentive Plan. The Company will advise the Authority in writing of any changes to 
the Program, and unless the Company is advised within 60 days, smd:changes will become 
effective. The Authority may expand the ·time for consideration of.such changes upon written 
notification to the Company. No filing for prior approval is required for changes in the 
performance measures. 

TrienuiJ!J Reyiew 
A comprehensive review of the transactions and activities related tO the Perfonnance Incentive 
Plan shall be. conducted by an independent. consultant once fJVC'l'f: ~.Ye~. 'fbe initial 
triennial review shall be conducted in the autwnn of 2008 and subsequent triellllial reviews shall 
be conducted (Wery tmrd year thereafter: The TR.A Staff, the CAD, and the Company shall make 
an effort to maintain a list of no less than five (5) mutually agreeabie.indcpendcntconsultants or 
consulting fitms qualified to conduct the ~ore_mentioned 11'View. Any dispute concerning 
wheth~r an independent consultant shall be added to the .Jist shall be resQIVed bx the TRA Staff, 
after consultation with the Company and the CAD. For each review, the TRA Staff shall select 
three (3) prospective independent consultant'$ from that list. Each such consultant shall possess 
the expertise necessary to conduct the review, ·The TRA Staff shall provide the list of 
prospective independent consul11nts. to the Company and the CAD 'ria e-mail. The Company 
and the CAD shall have the right but not the obligation, to strike one (1). of the prospective 
independent consultants from the list by identifying the stricken consultant in writing to the TRA 
Staff within, thirty (30) days from the date the list is e .. mailed. The TRA Staff shall select the 
independent consuJ~t ~m those remaining on the list after the Company's and the CAD's 
rights to strike have expired. The ~t of the review shall be reasonable in relation to its scope. 
Any &Qd ali· relations_hips between the independent consultant and the Company, the TRA Staff, 
and/or the CAD shall be disclosed, ~d the independent consul•t shalJ have bad no prior 
relatjonship with either the Company, the TRA S~ or the CAD for at least the preceding five 
(5) years unless the Company, the TRA Staff and the CAP agree in wri_tj,ng tp waive this 
requirement. The·TRA Staff, the CAO and the Company may conS'lllt amongst themselves 
during the selection process; provided. however, that all SUCh wmmilnications~ ~ the 
parties shall be discl~sed to any party ~t involved in such w.mmupication_so that each party 
may participate fully in the selectiop-pro~. 

The scope of the triennial revie-WS may incl\lde.all tranSactions ~d 1ac~vities related either 
directly or ipdirectly to the Perfonnance Incentive Plan as conducted by the Company or its 
affilia~ i~luding, but not Ifmited to, the. followmg ~ of ttansactions and aqtivitjes: (a) 
DJ!tuta1 gas procurement; (b) capacit)' management; (c) storage; (d) bed.sing; (e) reserve margi$; 
and (f) off-system sales. The scope of each triennial review shall include a review-0f each ofthe 
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, the TR.A Staff, or the CAD-may present &cuments and infonnation to the 
independent consultant for the indepclident COD$UJ14nt*s review and eonsideration. Copies of all 
such dotuments and information ~hall be,~tcd simulumeously to the independent consultant 
and all other parties. 

The independent consultant shall make findings of fact, as wen.as identify and describe areas of 
concern an~' improvement, if any, that m the consultant's opinion warrant f\lrther consideration; 
however, the independent consultant shall not'propose changes·ta the sttucture of the 
Perfonnance Incentive Plan itself. The independent c~nsultant shall. oomplete and is5ue a written 
report of its findings and_ conclusions by July 1 of the year immediately following the triennial 
review. The rept>rt deadline.may. be waived by the written consent of the TR.A Staff: the 
Company, and the CAD. 

The independent consultant shall not.propose changes to the. structure of t_he Perfonnance 
Incentive Plan itself; however, the TRA Staff, the Company~ or the CAD may use the report of 
the independent consultant as grounds for making rcoommendatjons or proposed changes to the 
Authority, and the TRA Staff, the Comp~y, or the CAD may support, or oppose such 
recommendations or proposed changes. Any proposed changes to the skucture of the 
P-erformance Incentive Plan J'esulting from the-initial tri~ review or subsequent triennial 
reviews. Whether adopted by agrt:CJµent. or pursuant to a ruling oft}Je Authority, shall be 
implemented on ~.prospective basis only beginniqg with the lnccn.tive Pim Year immediately 
following such agreemept or ruling. 

The cost of the triennijl) reviews shall be paid initially by the C~~y and rec0vered through 
the ACA. ~ccount. The TRA Staff may continue.its ~uaJ audits of~ lPA and the ACA 
account. and the triennial miews s}Jall'not in any way· limit the 5cope of such annual audits. The 
CAD retains all of its statutory rights~ and ihe triennial revjews s~IJ not in any way affect such 
rights. 
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