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PART I

Item 1.Business

Piedmont Natural Gas Company, Inc. (Piedmont) was incorporated in New York in 1950 and began
operations in 195 I. In 1994, we merged into a newly formed North Carolina corporation with the same name
for the purpose of changing our state of incorporation to North Carolina.

Piedmont is an energy services company whose principal business is the distribution of natural gas to
over one million residential, commercial, industrial and power generation customers in portions of
North Carolina, South Carolina and Tennessee, including 62,000 customers served by municipalities who are
our wholesale customers. We are invested in joint venture, energy-related businesses, including unregulated
retail natural gas marketing, interstate natural gas storage and intrastate natural gas transportation.

In the Carolinas, our service area is comprised of numerous cities, towns and communities. We provide
service to Anderson, Gaffney, Greenville and Spartanburg in South Carolina and Charlotte, Salisbury,
Greensboro, Winston-Salem, High Point, Burlington, Hickory, Indian Trail, Spruce Pine, Reidsville,
Fayetteville, New Bern, Wilmington, Tarboro, Elizabeth City, Rockingham and Goldsboro in North Carolina.
In North Carolina, we also provide wholesale natural gas service to Greenville, Monroe, Rocky Mount and
Wilson. In Tennessee, our service area is the metropolitan area of Nashville, including wholesale natural gas
service to Gallatin and Smyrna.

We have two reportable business segments, regulated utility and non-utility activities. Operations of our
non-utility activities segment are comprised of our equity method investments in joint ventures. Operations of
both segments are conducted within the United States of America. For further information on equity method
investments and business segments, see Note 10 and Note 11, respectively, to the consolidated financial
statements.

Operating revenues shown in the consolidated statements of income represent revenues from the
regulated utility segment. The cost of purchased gas is a component of operating revenues. Increases or
decreases in purchased gas costs from suppliers are passed on to customers through purchased gas adjustment
procedures. Therefore, our operating revenues are impacted by changes in gas costs as well as by changes in
volumes of gas sold and transported. For the year ended October 31, 2008, 39% of our operating revenues
were from residential customers, 24% from commercial customers, 12% from large volume customers,
including industrial, power generation and resale customers, and 25% from secondary market activities.
Secondary market transactions consist of off-system sales and capacity release arrangements and are part of
our regulatory gas supply management program with regulatory-approved sharing mechanisms between our
utility customers and our shareholders. Operations of the non-utility activities segment are included in the
consolidated statements of income in "Income from equity method investments" and "Non-operating
income."

Our utility operations are regulated by the North Carolina Utilities Commission (NCUC), the Public
Service Commission of South Carolina (PSCSC) and the Tennessee Regulatory Authority (TRA) as to rates,
service area, adequacy of service, safety standards, extensions and abandonment of facilities, accounting and
depreciation. We are also regulated by the NCUC as to the issuance of securities. We are also subject to or
affected by various federal regulations. These federal regulations include regulations that are particular to the
natural gas industry, such as regulations of the Federal Energy Regulatory Commission (FERC) that affect the
purchase and sale and the prices paid for the interstate transportation and storage of natural gas, regulations of
the Department of Transportation that affect the construction, operation, maintenance, integrity, safety and
security of natural gas distribution and transmission systems, and regulations of the Environmental Protection
Agency relating to the use and release into the environment of hazardous wastes. In addition, we are subject
to numerous regulations, such as those relating to employment practices, which are generally applicable to
companies doing business in the United States of America.

We hold non-exclusive franchises for natural gas service in the communities we serve, with expiration
dates from 2008 to 2058. The franchises are adequate for the operation of our gas distribution business and do
not contain materially burdensome restrictions or conditions, Twelve franchise agreements have expired as of
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As of October 31, 2008, we had contracts for the following pipeline firm transportation capacity in
dekatherms per day.

1h'iilxains 'lrans^o 632 -'00
El Paso-lenuessee Pipeline 74, 100
spectra-Texas Eastern (through arrangements with Fast Tennessee and'1'ranscol 0()0

43-82 ,800NiSource-Columbia Vas (through arrangements with I transco and Columbia Galt)
NlS^i» ce Colu^tgb a c

	

If l O;Q O
ONEOK-Midwestern (through arrangements with -Tennessee, Columbia Gulf, East 'Ienn.essee

and Transco) 120,000
Total 917 , l00

As of October 31, 2008, we had the following assets or contracts for local peaking facilities and storage
for seasonal or peaking capacity in dekatherms of daily deliverability to meet the firm demands of our
markets with deliverability varying from 5 days to one year.

Piedmonti_iquefied Natural vas (LNG) '78 000
Pine Needle LNG (through arrangements with Transco) 263,400
Williams- Transco Storage 86,100
NiSource-Columbia Gas Storage 96,400
Hardy Storage (through arrangements with Columbia Gas and Transco) 58,700
Dominion Storage (through arrangements with Transco) 13,200
gl Paso-Tennessee Pipelhie Storage 55900

Total 851,700

Source: PIEDMONT NATURAL GAS, '10-K, December 20, 200B

As of October 31, 2008, we own or have under contract 35.3 million dekatherms of storage capacity,
either in the form of underground storage or LNG. This capability is used to supplement or replace regular
pipeline supplies.

The source of the gas we distribute is primarily from the Gulf Coast production region, and is purchased
primarily from major producers and marketers. Natural gas demand is continuing to grow in our service area.
As part of our long-term plan to diversify our reliance away from the Gulf Coast region, we are now receiving
firm, long-term market area storage service from Hardy Storage Company, LLC, a storage facility in West
Virginia and firm, long-term transportation service from Midwestern Gas Transmission Company that
provides access to gas supplies from Canadian and Rocky Mountain supply basins via the Chicago hub.

As part of our plan to provide safe, reliable gas distribution service to our growing customer base and
manage our seasonal demand, we intend to design, construct, own and operate a LNG peak storage facility in
Robeson County, North Carolina with the capacity to store approximately 1.25 billion cubic feet of natural
gas for use during times of peak demand. The LNG facility will be a part of our regulated utility segment and
is planned to be in service for the 2012-2013 winter heating season. For further information on gas supply and
regulation, see "Gas Supply and Regulatory Proceedings" in Item 7 of this Form 10-K and Note 2 to the
consolidated financial statements.

During the year ended October 31, 2008, approximately 5% of our margin (operating revenues less cost
of gas) was generated from deliveries to industrial or large commercial customers that have the capability to
burn a fuel other than natural gas. The alternative fuels are primarily fuel oil and propane and, to a much
lesser extent, coal or wood. Our ability to maintain or increase deliveries of gas to these customers depends on
a number of factors, including weather conditions, governmental regulations, the price of gas from suppliers,
availability, and the price of alternate fuels. Under FERC policies, certain large volume customers located in
proximity to the interstate pipelines delivering gas to us could bypass us and take delivery of gas directly
from the pipeline or from a third party connecting with the pipeline. During the fiscal year ended October 31,
2008, no bypass activity was experienced. The future level of bypass activity cannot be predicted.
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The regulated utility also competes with other energy products, such as electricity and propane, in the
residential and small commercial customer markets. The most significant product competition is with
electricity for space heating, water heating and cooking. There are four major electric companies within our
service areas. We continue to attract the majority of the new residential construction market on or near our
distribution mains, and we believe that the consumer's preference for natural gas is influenced by such factors
as price, value, availability, environmental attributes, comfort, convenience, reliability, and energy efficiency.
Natural gas has historically maintained a price advantage over electricity in our service areas; however, with. a
tighter national supply and demand balance, wholesale natural gas prices and price volatility have increased in
recent years. Increases in the price of natural gas can negatively impact our competitive position by
decreasing the price benefits of natural gas to the consumer. However, the direct use of natural gas in homes
and businesses is the most efficient and cost effective use of natural gas and lowers the carbon footprint of
those premises.

As noted above, many of our industrial customers are capable of burning a fuel other than natural gas,
with fuel oil being the most significant competing energy alternative. Our ability to maintain industrial market
share is largely dependent on price. The relationship between supply and demand has the greatest impact on
the price of natural gas. With a tighter balance between domestic supply and demand, the cost of natural gas
from non-domestic sources may play a greater role in establishing the future market price of natural gas. The
price of oil depends upon a number of factors beyond our control, including the relationship between
worldwide supply and demand and the policies of foreign and domestic governments and organizations. Our
revenues could be impacted, either positively or negatively, as a result of alternate fuel decisions made by
industrial customers.

During the year ended October 31, 2008, our largest customer contributed $104.3 million, or 5%, to total
operating revenues, which resulted in less than 1% to total margin.

Our costs for research and development are not material and are primarily limited to natural gas
industry-sponsored research projects.

Compliance with federal, state and local environmental protection laws have had no material effect on
construction expenditures, earnings or competitive position. For further information on environmental issues,
see "Environmental Matters" in Item 7 of this Form 10-K.

As of October 31, 2008, our fiscal year end, we had 1,833 employees, compared with 1,876 as of
October 3 I, 2007.

Our reports on Form 10-K, Form 10-Q and Form 8-K, and amendments to these reports, are available at
no cost on our website atwww.piedmontnrr.com as soon as reasonably practicable after the report is filed with
or furnished to the Securities and Exchange Commission.

Item IA.Risk Factors

Further increases in the wholesale price of natural gas could reduce our earnings and working
capital. In recent years, natural gas prices have increased dramatically due to growing demand and
limitations on access to domestic gas reserves. The cost we pay for natural gas is passed directly through to
our customers. Therefore, significant increases in the price of natural gas may cause our existing customers to
conserve or motivate them to switch to alternate sources of energy. Significant price increases could also
cause new home developers and new customers to select alternative sources of energy. Decreases in the
volume of gas we sell could reduce our earnings in the absence of decoupled rate structures, and a decline in
new customers could impede growth in our future earnings. In addition, during periods when natural gas
prices are significantly higher than historical levels, our working capital costs increase due to carrying higher
cost of gas storage inventories, and customers may have trouble paying the resulting higher bills and bad debt
expenses may increase and reduce our earnings.

A decrease in the availability of adequate upstream, interstate pipeline transportation capacity and
natural gas supply could reduce our earnings. We purchase all of our gas supply from interstate sources that
must then be transported to our service territory. Interstate pipeline companies transport the gas to our system
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Executive Overview

Piedmont Natural Gas Company, Inc., which began operations in 1951, is an energy services company
whose principal business is the distribution of natural gas to over one million residential, commercial,
industrial and power generation customers in portions of North Carolina, South Carolina and Tennessee,
including 62,000 customers served by municipalities who are our wholesale customers. We are invested in
joint venture, energy-related businesses, including unregulated retail natural gas marketing, interstate natural
gas storage and intrastate natural gas transportation.

In 1994, our predecessor, which was incorporated in 1950 under the same name, was merged into a
newly formed North Carolina corporation for the purpose of changing our state of incorporation to North
Carolina.

In the Carolinas, our service area is comprised of numerous cities, towns and communities. We provide
service to Anderson, Gaffney, Greenville and Spartanburg in South Carolina and Charlotte, Salisbury,
Greensboro, Winston-Salem, High Point, Burlington, Hickory, Indian Trail, Spruce Pine, Reidsville,
Fayetteville, New Bern, Wilmington, Tarboro, Elizabeth City, Rockingham and Goldsboro in North Carolina.
In North Carolina, we also provide wholesale natural gas service to Greenville, Monroe, Rocky Mount and
Wilson. In Tennessee, our service area is the metropolitan area of Nashville, including wholesale natural gas
service to Gallatin and Smyrna.

We have two reportable business segments, regulated utility and non-utility activities. The regulated
utility segment is the largest segment of our business with approximately 97% of our consolidated assets.
Factors critical to the success of the regulated utility include a safe, reliable natural gas distribution system
and the ability to recover the costs and expenses of the business in rates charged to customers. For the twelve
months ended October 31, 2008, 85% of our earnings before taxes came from our regulated utility segment.
The non-utility activities segment consists of our equity method investments in joint venture, energy-related
businesses that are involved in unregulated retail natural gas marketing, interstate natural gas storage and
intrastate natural gas transportation. For further information on business segments, see Note I I to the
consolidated financial statements. For information about our equity method investments, see Note 10 to the
consolidated financial statements.

Our utility operations are regulated by the North Carolina Utilities Commission (NCUC), the Public
Service Commission of South Carolina (PSCSC) and the Tennessee Regulatory Authority (TRA) as to rates,
service area, adequacy of service, safety standards, extensions and abandonment of facilities, accounting and
depreciation. We are also regulated by the NCUC as to the issuance of securities. We are also subject to or
affected by various federal regulations. These federal regulations include regulations that are particular to the
natural gas industry, such as regulations of the Federal Energy Regulatory Commission (FERC) that affect the
purchase and sale of and the prices paid for the interstate transportation and storage of natural gas, regulations
of the Department of Transportation that affect the construction, operation, maintenance, integrity, safety and
security of natural gas distribution and transmission systems, and regulations of the Environmental Protection
Agency relating to the use and release into the environment of hazardous wastes. In addition, we are subject
to numerous regulations, such as those relating to employment practices, which are generally applicable to
companies doing business in the United States of America.

Our regulatory commissions approve rates and tariffs that are designed to give us the opportunity to
generate revenues to cover our gas and non-gas costs and to earn a fair rate of return for our shareholders. In
North Carolina, a margin decoupling mechanism provides for the recovery of our approved margin from
residential and commercial customers independent of consumption patterns. The margin decoupling
mechanism will result in semi-annual rate adjustments to refund any over-collection of margin or recover any
under-collection of margin. We have weather normalization adjustment (WNA) mechanisms in South
Carolina and Tennessee that partially offset the impact of colder- or warmer-than-normal weather on bills
rendered during the months of November through March for residential and commercial customers. The
WNA formula calculates the actual weather variance from normal, using 30 years of history, which results in
an increase in revenues when weather is warmer than normal and a decrease in revenues when weather is
colder than normal. The gas cost portion of our costs is recoverable through purchased gas adjustment (PGA)
procedures and is

Source: PIEDMONT NATURAL GAS, 10-K, December 29, 2008
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