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STATEMENT OF THE CASE

On October 8, 2010, AgriTexGas, LP (“AgriTex”) filed with the Railroad Commission of
Texas a Statement of Intent to establish initial rates in the environs of approximately 30 counties
in the Panhandle Region of Texas. The case was docketed GUD No. 10021. After an abatement
of the case to cure filing deficiencies, an Amended Statement of Intent to increase rates in the
environs of the utility’s service area was filed on October 3, 2011. AgriTex is currently charging

rates inherited from Atmos West Texas when AgriTex purchased the system in approximately
May 2009.

AgriTex seeks implementation of system wide rates. AgriTex’s customer base includes
the following jurisdictional customers: 2,239 residential, 120 small commercial, 2 industrial, and
6 public authority. AgriTex also serves approximately 4,205 agricultural or irrigation non
jurisdictional customers. The Commission lacks economic regulation over these rates. The
Commission, however, maintains safety regulation over the pipeline operations.

For its jurisdictional customers, AgriTex seeks a rate increase of $175,804, which has
been adjusted down by the Examiners, resulting in an increase of revenues over current rates by
$170,552, or 29.23%. Total rate base as requested by AgriTex is $2,810,872, of which $427,654
is allocated to the jurisdictional customers. The total net cost of service before allocations to
non-jurisdictional customers is $4,235,974. The cost of service under existing rates is
$2,889,330. The net revenue deficiency after operating revenue of $6,188 is $1,340,456.

In this proceeding, the company seeks approval of new uniform rates for residential,
commercial, industrial and public authority customer classes, a revised gas cost adjustment
clause, establishment of a line extension policy, and recovery of rate case expenses. The issue of
rate case expenses has been severed into a separate docket.

Upon review of the entire record, the Examiners find that the utility’s request with the
Examiners’ recommended adjustments and modifications are just and reasonable and
recommend approval of the requested rate changes and tariff modifications.
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1. Procedural History and Notice

AgriTexGas, LP acquired this primarily agricultural and irrigation gas distribution system
in West Texas on May 1, 2009' serving approximately 30 counties in the Panhandle region.
Then, on October 8, 2010 AgriTexGas, LP (“AgriTex”) filed with the Railroad Commission of
Texas (Commission) a Statement of Intent to Establish Initial Rates for Gas Service in
Armstrong, Bailey, Borden, Briscoe, Carson, Castro, Cochran, Crosby, Dawson, Deaf Smith,
Dickens, Donley, Floyd, Gaines, Garza, Hale, Hall, Hockley, Kent, Lamb, Lubbock, Lynn,
Motley, Oldham, Parmer, Potter, Randall, Swisher, Terry and Yoakum Counties, Texas.
(emphasis added) The case was docketed as GUD No. 10021. These proposed environs rates
were suspended on November 2, 2010. The matter was abated for a period of time and as a
result, the company extended the proposed effective date of the environs rates several times.?

Subsequently, on October 3, 2011, AgriTex filed an Amended Statement of Intent to
Increase Rates for Gas Service in Armstrong, Bailey, Borden, Briscoe, Carson, Castro, Cochran,
Crosby, Dawson, Deaf Smith, Dickens, Donley, Floyd, Gaines, Garza, Hale, Hall, Hockley,
Kent, Lamb, Lubbock, Lynn, Motley, Oldham, Parmer, Potter, Randall, Swisher, Terry and
Yoakum Counties, Texas. (emphasis added) This amended filing reflected an increase in rates as
opposed to establishing initial rates and was based upon a full test year of data.> AgriTex is
currently charging the rates inherited from Atmos West Texas when AgriTex purchased the
system in approximately May 2009.

Railroad Commission of Texas Staff intervened in this proceeding on November 4, 2011,

for the limited purpose of providing evidence on a Railroad Commission of Texas Audit Section
Routine Audit of AgriTexGas, LP.

Notice of the proposed increase was provided as a separate mailing for all affected
customers on November 9, 2011, satisfying the requirements of 16 TEX. ADMIN. CODE §§ 1.45,
7.230 and 7.235, TEX. UTIL. CODE ANN. § 104.103, and TEX. GOov’T. CODE ANN. § 2001.052.*
The hearing on the merits was held on February 2, 2012 and February 14, 2012.

The following individuals testified on behalf of AgriTex in its direct case: Karl J.
Nalepa, President of ReSolved Energy Consulting, LLC formerly R.J. Covington Consulting,
LLC and Norman W. Smith, Partner in AgriTexGas, LP. No Rebuttal Testimony was provided
by AgriTex.

Stephen H. Cooper, Advising Auditor, in the Utility Audit Section of the Gas Services
Division, testified on behalf of Railroad Commission of Texas Staff, in its direct case.

Atmos Energy Corporation sold this system of approximately 7,134 miles of pipeline and approximately 14,250 active and
inactive metered customers to IBIS Gas Services, LLC in 2008. Subsequently, Gateway Properties, LLC and then
AgriTexGas, LP acquired the system. (ATG Ex. 1, Direct Testimony of Karl J. Nalepa, pp. 4-5)

The current proposed effective date of the rate increase was November 27, 2011. Thus, the statutory deadline is April 25,
2012. Tr. Vol. 1,p. 104, Ins. 2 -6

ATG Ex. 1, Direct Testimony of Karl J. Nalepa, p. 3, Ins. 6 — 11

ATG Ex. 10, Affidavit of Notice to Customers from Norman W. Smith
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Staff’s intervention with the admission of the Audit Section’s routine audit report and
related compliance efforts by the utility brought to light issues related to affiliate transactions,
FERC USOA nonconformance, and the lack of a Line Extension Policy. The Examiners
identified other issues for development, including return on equity, capitalization of assets,
representative costs of gas plant accounts, insufficiency of supporting data for rate design and
depreciation amounts, revenue deficiency, cost of service allocation to non-jurisdictional
customers, a delinquent P-5, Commission Organization Report and a delinquent Secretary of
State registration. During the abatement period, the company worked to become compliant with
these issues. The company provided testimony and evidence in support of its requested rate
change and the totality of that evidence was reviewed and evaluated by the Examiners.

2. Jurisdiction

The Commission has jurisdiction over AgriTexGas, LP and over the matters at issue in
this proceeding pursuant to TEX. UTIL. CODE ANN. §§ 102.001, 103.003, 103.051, 104.001,
121.051, 121.052, and 121.151 (Vernon 2007 and Supp. 2011). The statutes and rules involved
in this proceeding include, but are not limited to TEX. UTIL. CODE ANN. §§ 104.101, 104.102,
104.103, 104.105, 104.106, 104.107, 104.110, 104.301, and 16 TEX. ADMIN. CODE Chapter 7.

3. Overview of Company’s Rate Request

AgriTexGas delivers natural gas to the environs of 30 counties in the Panhandle region of
West Texas. AgriTex is currently charging the rates inherited from Atmos when AgriTex
purchased the system in 2009. Presently, all of the customers AgriTex serves are in the environs.
AgriTex does not serve any customers in an incorporated area. Thus, 100% of the residential,
small commercial, industrial and public authority customers served are the exclusive original
jurisdiction of the Commission.

a. History of the System

Atmos Energy developed the AgriTexGas system beginning in the 1950s to serve the
agricultural irrigation load in the area. Over time, various non-agricultural customers requested
service as they were located near the system.” Ibis Gas Services, LLC, a partnership of four
entities, purchased for a total consideration of $1,250,000 a portion of the gas pipeline system
from Atmos Energy on February 29, 2008. This included approximately 7,134 miles of pipeline
and approximately 14,250 active and inactive metered customers. Atmos West Texas initially
held that these were irrigation assets serving irrigation customers and were therefore not
reportable or the jurisdiction of the Commission. Similarly, Atmos West Texas maintained that
neither the pipeline nor the customers were jurisdictional® even though pipeline assets are the
original jurisdiction of the Pipeline Safety Division and a portion of the customers served are

* ATGEx. 1, Direct Testimony of Karl J. Nalepa, p. 4, Ins. 36

¢ The Commission lacks economic regulation over the rate to the agriculture/irrigation customer pursuant to TEX. UTiL. CODE
ANN. §§ 101.003(7)(B)(iii), 123.001, et seq., and 16 Tex. ADMIN. CODE § 7.351(d)(3), however, the Commission has safety
regulation over the pipeline itself and the operation of that asset to serve right up to the downstream side of the meter,

regardless of the customer of the downstream side of the meter, pursuant to TEX. UTIL. CODE ANN. § 121.001, et seq. and 16
TeX. ADMIN. CODE Chapter 8.
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residential, small commercial, industrial and public authority customers located in the environs.
Nevertheless, Atmos West Texas did not consider it reportable to the Commission under TEX.
UTIL. CODE ANN. § 102.051.7

Once the Commission discovered the sale of the utility gas plant, the Market Oversight
Section of the Gas Services Division instructed Atmos West Texas to file a report under
§102.051. Atmos West Texas complied but continued to assert their position that the sale was
not reportable to the Commission. This report was docketed as GUD No. 10107. Included in the
subject sale to Ibis were 4,759 irrigation customers, 2,321 residential customers, 121 commercial
customers, 37 industrial customers and 8 public authority customers. Commission Staff
suggested that Atmos West Texas request a hearing for determination of the § 102.051
applicability. No request was received and the docket was ultimately closed.

After a series of financial losses and funding issues by Ibis, two of the entities that owned
a total of 75 percent of Ibis bought out the interest of the other two entities on April 30, 2009.
Subsequently, the two entities that then owned Ibis sold their interest to another entity, Gateway
Properties, LLC. This sale happened in May 2009 and resulted in Gateway Properties owning
100 percent of Ibis. On May 1, 2009, Ibis Gas Services, LLC sold the pipeline and other tangible
assets to AgriTexGas, LP for a 60 percent ownership interest in AgriTexGas, LP. In other
words, Gateway owns 100 percent of Ibis and Ibis owns 60 percent of AgriTex. The operation
of the pipeline is managed by the purchasing partners. Ibis is not involved in any of the
operations of AgriTex.®

During the time that Ibis owned the system, Ibis subcontracted with Atmos Energy to
provide all field services, including meter reading, leak detection and maintenance of the system.
Once AgriTex purchased the system, the company continued to subcontract with Atmos for these
services through October 2009. Starting in November 2009, AgriTex began phasing in field
service operations with its own staff. As of January 2010, AgriTex personnel were reading all
meters and fully operating the system.’

In March 2011, AgriTex requested an abatement period to file an amended statement of
intent as the initial filing in October 2010 was deficient. The initial statement of intent failed to
comport to Commission requirements because it did not utilize the FERC USOA and the filing
did not identify the current rates for revenue deficiency purposes. At the time of the abatement,
Staff had not yet intervened in the docket. From a technical standpoint, the Examiners review
revealed that AgriTex used only one account, mains, for distribution plant; and three accounts,
(1) office furniture, (2) transportation equipment and (3) Miscellaneous, for the remaining
general plant. Moreover, the test year ending April 30, 2010, included less than 6 months of
actual data because AgriTex had only been exclusively using its field personnel to read all
meters and fully maintain the system since January 2010.'"° What is more, no tariffs or line
extension policy were on file with the Commission and AgriTex had not adopted the
Commission’s minimum standards for quality of service.

7 Tex, UTIL. CODE ANN. § 102.051 requires utilities to report to the Commission sales, acquisitions, or leases of a plant as an
operating unit in Texas for a total consideration of more than $1,000,000.

® ATG Ex. 1, Direct Testimony of Karl J. Nalepa, p. 4, Ins. 617

° ATGEx. 1, Direct Testimony of Karl J. Nalepa, p. 5, Ins. 1 -7

' ATG Ex. 1, Direct Testimony of Karl I. Nalepa, p. 5, Ins. 5 - 7
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Accordingly, the request for abatement was granted conditionally upon the utility filing
current tariffs, adoption of quality of service rules and developing a line extension policy. On
October 3,2011, AgriTex filed an amended statement of intent with the Commission.

Staff’s intervention was granted on November 4, 2011. As previously referenced, Staff
limited its intervention for the sole purpose of providing the Examiners with the results of the
Commission’s Audit Section’s routine audit results that were completed on approximately
December 16, 2011."" The audit uncovered a number of issues such as the fact that AgriTex
purchases it gas supply from an affiliate, Ozona Pipeline Energy Company (Ozona). Neither the
October 2010, nor the October 2011, statement of intent with accompanying filings by the utility
identified the affiliate transactions or included testimony providing evidence of reasonableness
or necessity of the affiliate transactions, in accordance with TEX. UTIL. CODE ANN. § 104.055(b).

The record shows that the affiliate Ozona serves another affiliate, Natgas, Inc.!? All three
of these entities have common ownership or management, AgriTex, Natgas and Ozona. In
addition, the record demonstrates that AgriTex’s P-5, Commission’s Organization Report, was
delinquent and the utility’s registration at the Secretary of State was inactive. As a result, on
December 28, 2011, Examiner’s Letter No. 18 was sent to the parties advising that the P-5 was
delinquent and immediate action was necessary. On January 13, 2012, AgriTex provided
evidence that the registration with the Secretary of State was reinstated to active effective
January 5,2012" and that the utility’s P-5 was no longer delinquent on January 11, 2012,

b. Proposed Rate Increase

The utility’s proposed rate increase is the first since AgriTex purchased the system in
2009. The utility serves approximately 2,239 residential, 120 small commercial, 2 industrial, 6
public authority and 4,205 agricultural or irrigation customers. '’ AgriTex seeks a rate increase
that would increase revenues by $175,804, which has been adjusted down by the Examiners to
$170,552, or 29.23%.'® The company seeks to apply the proposed rates system wide and
uniformly to the residential, commercial, industrial, and public service authority customers.

' Staff Ex. 1, Ex. SHC-1, Routine Audit No. 12-028

"2 Tr. Vol. 1, p. 75, Testimony of Norman Smith

" ATG Ex. 8, Office of Secretary of State Certificate of Filing

'* ATG Ex. 7, Railroad Commission of Texas Organization Query Results

5 ATG Ex. 1, Direct Testimony of Karl J. Nalepa, p. 8 (At end of test year the company had 3,915 agricultural and irrigation
customers, however, after the Growth Normalization Adjustment, the utility has 4,205 non jurisdictional customers).

' ATGEx. 14, KIN-3p. 6 of 7
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Within the unincorporated areas, the company serves the following customer classes, as
adjusted:

Table 1
Customer Classes and Customers Served
AgriTexGas, LP

Customer Classes Number of Customers
Residential 2,239
Commercial 120
Industrial Sales 2
Public Authority 6

Total | 2,367

The following table shows the proposed rates for the general sales customers:

Table 2
Proposed Rates for General Service Customers
AgriTexGas, LP'’
Customer Classes Customer Charge Commodity Charge
$/Mo. $/Ccf

Residential $14.75 $0.1256
Commercial $30.00 $0.1104
Industrial Sales $110.00

First 1,000 Ccf $0.1098

Over 1,000 Ccf $0.0853
Public Authority $55.00 $0.0945

In summary, AgriTex utilizes a test year ending March 31, 2011, and seeks approval of
new uniform rates for residential, commercial, industrial and public authority customer classes, a
revised gas cost adjustment clause, establishment of a line extension policy, and recovery of rate
case expenses.

The issue of rate case expenses has been severed into a separate docket and will be
considered after a Final Order is issued in this proceeding. After reviewing the record in this
proceeding, the Examiners find that AgriTex has, in fact, applied approved methodologies. The
Examiners find the utility’s request with the Examiner recommended adjustments and
modifications to be just and reasonable and recommend approval of the requested rate changes
and tariff modifications.

4. Books and Records

Commission Rule 7.310 requires that utilities use the Federal Energy Regulatory
Commission (FERC) Uniform System of Accounts (USOA) for all operating and reporting

'7 ATG Ex. 1, Direct Testimony of Karl J. Nalepa, KIN — 1 (Update)
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purposes.'®  Susan Snead, Accountant, for AgriTex testified that she is responsible for
maintenance of the records at the utility.”” Staff’s audit revealed that the utility had not adopted
the FERC USOA.?® Ms. Snead testified that AgriTex is now correctly using the FERC USOA
system in the utility’s accounting.?! Furthermore, an Amended Distribution Annual Report was
filed by AgriTex reflecting utilization of proper FERC USOA procedures.*?

Commission Rule § 7.503 provides that the amounts shown on the company’s books and
records, as well as, summaries and excerpts taken from those records shall be considered prima
Jacie evidence of the amount of investment or expense reflected when introduced into evidence,
and such amounts are presumed to have been reasonably incurred. Due to the discrepancies with
the requirement of the FERC USOA during the course of this proceeding, the Examiners cannot
recommend that AgriTex is entitled to the presumption encapsulated in Commission Rule §
7.503. Thus, AgriTex must demonstrate by a preponderance of the evidence that the amounts
prescribed for the gas plant and operating expense are just and reasonable.”> The Examiners are,
however, satisfied that the evidence in this case shows that AgriTex is now conforming with the
FERC USOA.

5. Railroad Commission of Texas Audit Section, Routine Audit No. 12-028

Railroad Commission Staff conducted an audit of AgriTex since this is the first rate case
filed by the utility.”* Staff intervened in this case for the limited purpose of making the
Examiners aware of the audit and admitting the audit in the evidentiary record.”® Stephen H.
Cooper, Advising Auditor, testified on behalf of Staff. Mr. Cooper testified that he had direct
oversight of Senior Auditor, Josh Settle, with the Fort Worth District Office, who performed the
audit of AgriTex, which was filed on December 19, 2011 and identified as Audit No. 12-028.26

The audit resulted in 15 violations by AgriTex, which include the following:

1. Annual notification is not made concerning the availability of rates and rules to
customers.
2. The utility did not meet the requirement to notify customers that the utility cannot

disconnect gas service to customers when the temperature drops to less than 32 degrees
or less two days in a row. The utility failed to send out a cold weather notification in
2009, 2010, and 2011.

3. The utility does not send out a complete termination notice. The termination notice sent
to customers is not written in both English and Spanish as required. The current notice
also does not include the term “Termination Notice™ or similar language.

4. The utility has failed to file all required tariff escalators/gas cost adjustments. The utility
has not filed a GCA for its sales to jurisdictional customers since June 2009.

TEX. ADMIN. CODE § 7.310 (Tex. R.R. Comm’n, System of Accounts) (Commission Rule 7.310)
' Tr. Vol. 1, p. 53, Ins. 16-20, Testimony of Susan Snead

%% Staff Ex. 1, Direct Testimony of Stephen H. Cooper, Ex. SHC-1, pp. 5-7

Tr. Vol. 1, p. 59, Ins. 8- 16, Testimony of Susan Snead

Examiners’ Ex. 2

18 CFR Part 201, General Instructions, 2.E.

Staff Ex. 1, Direct Testimony of Stephen H. Cooper, p. 2, In. 20

Examiners’ Ex. 4, 10/31/11 letter from John Pierce Griffin to Examiners

% Staff Ex. 1, Direct Testimony of Stephen H. Cooper, p. 2, Ins. 22-24 and 29-30
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% N

10.

11.

12.

13.

14.

15.

The utility doesn’t return residential deposits automatically. AgriTex does not return
deposits after the required good payment history has been established.

AgriTex does not apply interest to customer deposits. AgriTex has not applied interest to
customer deposits upon the credit or return payment of these deposits to current and
former customers.

The utility does not maintain an information packet for its new and existing customers.
The utility does not post the availability of rates and rules of service in its Plainview,
Texas service office.

The utility does not file accurate tariffs. The utility has filed Tariff No. 24021, which
states the incorrect customer charge.

The utility did not file complete tariffs. The utility has filed tariffs that do not contain all
required information, i.e., gas cost adjustment provision.

The utility charges unauthorized rates. The utility applies an unauthorized 5% penalty to
past due jurisdictional customer balances. This is not authorized in the current effective
rates.

The utility did not charge the approved rates. The utility did not apply the correct Gas
Cost Adjustment method to jurisdictional customer bills in its recovery of its actual cost
of gas.

The utility did not file an accurate distribution annual report. Amounts reported in both
volumes and dollars are not correct. Pages 10 through 14, 21, 22, 25, 27, 27A, 32, 33, 34,
35, plus Page 6 to reflect affiliate information need to be re-filed. Additionally, volumes
were reported in Mcf at 14.73 p.s.i.a. and 13.6 p.s.i.a. instead of the required pressure
base of 14.65 p.s.i.a.

The utility did not follow instructions when filing the distribution annual report. The
utility has not reported its activity using the accrual method of accounting. Prior Period
Adjustments (PPA) is not being recorded in the current month. They are being walked
back to the period that is reflected on the PPA. The audit recommends that any PPA be
applied to the current month’s activity in lieu of reopening prior period records.

The utility has not filed its Line Extension Policy.

Mr. Settle concluded the audit with an Audit Recommendation that the utility change its

application of Prior Period adjustments. The utility does not operate using the FERC system of

accounts nor does the utility maintain a proper cross-reference between its system of accounts
and FERC USOA.”

All audit results and corrective action was reviewed with Norman Smith on December

16, 2011. After review of the audit results, Mr. Smith chose to remain uncommitted®® with the
audit results.?’ Procedurally, AgriTex was instructed to respond to the audit results b?f January

19,2012.*° The Audit Section envisions following normal procedures for compliance.

3

7 Staff Ex. 1, Direct Testimony of Stephen H. Cooper, Ex. SHC-1, pp. 5-7

2 After review of the audit result with a utility official representative, the representative may either agree, disagree, or remain
uncommitted with the audit results.

* Staff Ex. 1, Direct Testimony of Stephen H. Cooper, Ex. SHC-1, p. 7

*® Staff Ex. 1, Direct Testimony of Stephen H. Cooper, p. 3, Ins. 16-20

*! Staff Ex. 1, Direct Testimony of Stephen H. Cooper, p. 4, Ins. 4-7
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AgriTex filed its response to Staff’s audit on January 19, 2012.3* The utility’s response
and corrections are summarized, as follows: (1) Notification concerning the availability of rates
and rules of service were mailed to customers in November 2012, with a copy by the utility to
the Commission forthcoming; (2) Notification concerning cold weather was mailed to customers
in November 2012, with a copy by the utility to the Commission forthcoming; (3) Corrected
termination notices will be mailed out in February 2012; (4) Monthly gas cost adjustments are
being compiled and will be electronically filed with the Commission as soon as possible with a
copy by the utility forthcoming; (5) Utility is in the process of identifying customer deposits to
be returned or credited with interest; (6) Utility is calculating interest on customer deposits and
interest will be returned with a deposit refund or credited back to active accounts; (7
Information packets were mailed to customers in November 2011 and available in the utility’s
offices; (8) Rates and rules of service are posted and available in the Plainview office; )
AgriTex is working with Staff related to the tariff, as AgriTex believes the tariff is accurate (10)
Utility proposes revised tariffs to correct the gas cost provisions in each tariff: (11) Current rates
have been corrected to remove the penalty provision and the correct rates as of October 2011 gas
usage; (12) Gas cost adjustment method has been corrected and the correct rates have been
charged beginning with October 2011 gas usage; (13) Utility has filed an amended Distribution
Annual Report with the Commission; (14) AgriTex has adopted the FERC USOA and it is
reflected in the amended Distribution Annual Report; and (15) AgriTex pending rate change
filing proposes revised tariffs that include a line extension policy.

In a follow up letter to AgriTex, the Audit Section,”® (1) advised the utility that a review
of the 2010 Annual Report would be performed; (2) requested a copy of the actual chart of
accounts used by the utility; (3) instructed the utility to revise all current tariffs on file to reflect
the gas cost provision currently in force; (4) instructed the utility to refile Tariff No. 24021 to
reflect the gas cost provision and to identify which rate schedule the tariff is used in conjunction
with; (5) requested details on corrective action regarding the gas cost adjustment; (6) requested a
report outlining the refund of unauthorized penalties; (7) requested copies of the annual
notification packets, termination notices, and the cold weather notification.

Upon review of the 2010 Annual Report that AgriTex submitted in its January 19, 2012
response to the audit violations, the Audit Section notified AgriTex on February 3, 2012, that the
following pages needed revisions: Page 6, regarding affiliates; Pages 21, 22, 32, and 34.>*

On February 10, 2012, the Audit Section sent a supplemental follow up to AgriTex’s
February 6, 2012 response.”> This Audit Section letter provided further instruction specific to
FERC USOA accounts used by AgriTex. The Audit Section requested a copy of the termination
notice and a specific report demonstrating the method for refunding the unauthorized late penalty
charge.

The audit exhibits offered by Staff provided evidence related to the utility’s actual
accounting operations. This evidence brought to the Examiners® attention many of the alleged
violations with the regulatory requirements. Neither Staff, nor the Audit Section, has requested

32 Staff Ex. 2, January 19, 2012, letter from Karl J. Nalepa to Ed Abrahamson
3 Staff Ex. 3
* Staff Ex. 4
3% Staff Ex. 5
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that the Examiners require or enforce compliance through this rate case proceeding. The
Examiners note that the Audit Section intends to conduct a follow up inspection of the utility
within a short time frame to assure that AgriTex has come into compliance.*®

6. Affiliate Transaction Expenses

An affiliate, Ozona Pipeline Energy Company (“Ozona”),’’ is the primary supplier of gas
to AgriTex, which necessitates a careful review of the evidence to determine if the affiliate
transaction requirements are satisfied. Section 104.055 provides that in establishing a gas
utility’s rates, the regulatory authority may not allow a gas utility’s payment to an affiliate for the
cost of service, property, right or other item or for an interest expense to be included as a capital
cost or as expense related to gas utility service except to the extent that the regulatory authority
finds the payment is reasonable and necessary for each item or class of items as determined by
the regulatory authority. That finding must include a specific finding of the reasonableness and
necessity of each item or class of items allowed. Additionally, the regulatory authority must
include a finding that the price to the gas utility is not higher than the prices charged by the
supplying affiliate to its other affiliates or division or to a nonaffiliated person for the same item
or class of items.*®

Because AgriTex is requesting as part of this proceeding approval of the Gas Cost
Adjustment (GCA) clause, the Commission must look at the affiliate transaction that comes
through the GCA. AgriTex is affiliated with several entities by way of common ownership.
These entities include Smico Pipeline, Ozona Pipeline Energy Company, and Ozona Residue
Systems. Ozona purchases natural gas on behalf of AgriTex. Ozona sells gas to AgriTex at
Ozona’s Weighted Average Cost of Gas (WACOG) plus a $0.05 per MMBtu margin and
supplies approximately 95% of AgriTex’s natural gas requirements with Atmos Energy
providing the remaining 5% to delivery points not accessible by Ozona’s sources.®> Norman W.
Smith is a 10% partner in AgriTex and holds a 50% interest in Smico Pipeline, which in turn
holds a 10% interest in Ozona Pipeline Energy Company and Ozona Residue Systems.*
Furthermore, the J. Cleo Thompson, Jr. estate and some of the family members, own 18% of
AgriTex and 46.2% of Ozona Pipeline Energy Company and Ozona Residue Systems.

This ownership structure is depicted in Figure No. 1, as shown below:

3 Tr. Vol. 1, p. 99, Ins. 14 20, Testimony of Stephen H. Cooper

37 AgriTex refers to Ozona Pipeline Energy Company as “OPEC”

*® TEX. UTIL. CODE ANN. § 104.055 (Vernon 2007 and Supp. 2011)

3 ATG Ex. 11, Direct Testimony of Norman W. Smith, p. 3, Ins. 14-17 and p. 6, lns. 3-4
4 ATG Ex. 11, Direct Testimony of Norman W. Smith, p. 3, Ins. 12-14
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Figure No. 1*

Affiliate Ownership between AgriTexGas, LP and Ozona Pipeline Energy Company

Affilated Dwnarship Detal) Betwissn OPEC B ATG
Ozona Pipeline Energy Company apee _AgriTexGas, LP
$5% (OEC) Ozoma Enargy Comoration : 1% TSIGP, LC
1% fames Cleo Thompstn, Jr: Estate S0% Norman W, Smith
16% Dorothy Thampsen : 5% Norman W, Smith 0% S0% James Clao Thompson, Ir, Estate
3% Joan Christine Thompson : ‘ o0
34% Linda TGordon 0% Ibls Gas Sarvices, LLC
1008 8.80% ' James Cleo Thompson, Jr. Estate 6% {Partaersare NOT related 1o DPEC)
15% Axtec Salvage Company
10% Smico 4 9.50% Norman W. Smith
S0% Smith 04 : 18.70% . “Jean Christine Thompson % 5% David & Smith
AS% Norman W, Smith 5% Michael N. Smith
1% S Pipefine LLC 5.50% James Clep Thompson, Ir. Estate
100% Norman W, Smith 18.70% Linda Thompson Gorden % 6% lean Christine Thompson
W s 6% Linda Thomipson Gordon
2% CHI T, Mitford
10% TX-OK Energy Lines
10% CPC Fipeling Company
100% 20% 100%

In order to evaluate the affiliate transaction standard set out in § 104.055(b), an
examination was conducted of Ozona’s $0.05 margin.** As noted, Ozona supplies not only
AgriTex but other third party customers and an affiliate distribution utility. Ozona supplies
AgriTex as a marketer, never handling the gas. Ozona supplies its third party customers using its
own natural gas pipeline. Geographically, the AgriTex sale occurs in the Panhandle of Texas
and the other sales are in West Texas. Thus, the sales by Ozona occur in two different parts of
the State. In addition, Ozona uses two different pricing mechanisms for the sale of gas. Sales to
AgriTex are at its Weighted Average Cost of Gas (WACOG) plus $0.05 per MMBtu. Ozona’s
sales to its other customers are at an index. The use of two different pricing mechanisms
precludes a simple comparison of price.

Therefore, to accurately compare the prices of gas when two different pricing
mechanisms are used requires a comparison of margins. On the one hand, the margin of the sale
to AgriTex is $0.05 per MMBtu. On the other hand, there is no clear margin or “adder” to
discern what, if any, Ozona’s margin is to the other customers in West Texas. The burden of

' ATG Ex. 11, Direct Testimony of Norman W. Smith, Ex. NS-1

*2 The evidence related to AgriTex and its suppliers was submitted under seal. After carefully considering the arguments of
AgriTex and absent objection by Staff, a determination was made that the utility’s supplier contracts contained information
subject to protection under TRE 507, Trade Secrets (information that gives its owner an improved competitive position and
whose value is substantially enhanced by secrecy). Thus, the utility provided a Code Sheet related to both suppliers and
customers so that the contracts could be discussed in the proposal for decision without publicly revealing the identity of either
the supplier or customer. The Examiners and persons who executed the Protective Order in this docket were privy to the
identity of the specific suppliers and customers so an evaluation of the contracts could be made pursuant to § 104.055(b).
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proof is clearly AgriTex’s to provide testimony and evidence to support the affiliate transaction.
The initial statement of intent filing didn’t identify the affiliate transaction, so no supporting
evidence was provided. After Railroad Commission Staff intervened and identified the affiliate
gas supplier, the Examiners identified the lack of evidence to AgriTex and requested data to
support the affiliate transaction. In the course of attempting to obtain pertinent data, information
was requested from AgriTex on four separate occasions.

AgriTex supports the $0.05 per MMBtu margin by maintaining that it represents, among
other things, the service of acquiring the gas supply for AgriTex and for backup credit available
to AgriTex.* In the past, AgriTex was unable to pay its gas supply expense promptly under the
terms of the agreement. Ozona carried the utility for up to 90-days™ during a period of time
until AgriTex could generate the funds to stay current with its payments. Presently, AgriTex
does not need the payment carry service provided by Ozona.*’

Mr. Smith testified that because AgriTex was a new company without a credit history, the
utility was unable to successfully secure a gas supply. Its owners couldn’t backstop the company
and obtaining a bank guarantee was expensive.*® Ozona was an established gas marketer in West
Texas with an established credit history.” Service Ozona provides to AgriTex includes an
assumed market risk if AgriTex cannot perform nor provide needed capital. Ozona does not
provide the assumed market risk to its other customers. And, Ozona does not purchase gas on
behalf of another distribution company,® like it does for AgriTex. Ozona does occasionally sell
gas to another affiliated distribution company off of its West Texas System, but, it is as an
alternate supply.” And on the West Texas System, Ozona takes producers gas which is
processed. Much of the West Texas gas is produced from Thompson wells in Crockett County.>

Ozona obtains the supply to AgriTex at market pricing and generally tracks the WAHA
Hub. Atmos Energy provides about 5% of the total supply directly to AgriTex in an area that
Ozona doesn’t have a source of supply. While Ozona’s margin is $0.05 per MMBtu, the Atmos
Energy pricing margin is at $0.20 to 0.40 per MMBtu.”' While the price from Atmos has no
bearing on the affiliate question, it does provide a comparison of the market price for gas to
AgriTex.

After careful consideration, the Examiners find that the service provided by Ozona is
reasonable and necessary. The evidence demonstrates that AgriTex could not secure a natural
gas supply without the assistance of Ozona. And, the service provided is different than the
services Ozona provides its other customers. It is highly unlikely that the $0.05 per MMBtu
margin is unreasonable or unnecessary. Nonetheless, the problem is not that $0.05 per MMBtu
is too high, unnecessary or unjustified. The issue is answering the following question: Is
Ozona’s price of gas to AgriTex higher than the prices charged by the supplying affiliate to its

S Tr. Vol. 2, p. 21, Ins. 14-18

“ ATG Ex. 11, Direct Testimony of Mr. Norman W. Smith, p. 4, Ins. 22-23
Tr. Vol. 2, p. 21, Ins. 20-22

4 ATG Ex. 11, Direct Testimony of Mr. Norman W. Smith, p. 4, Ins. 6-10
4T ATG Ex. 11, Direct Testimony of Mr. Norman W. Smith, p. 4, Ins. 11-12
“** ATG Ex. 11, Direct Testimony of Mr. Norman W. Smith, p. 6, Ins. 19-22
* ATG Ex. 11, Direct Testimony of Mr. Norman W. Smith, P. 6, Ins. 20-21
®Tr. Vol. 1, p. 77, In. 23 through p. 78, In. 3

*' ATG Ex. 11, Direct Testimony of Mr. Norman W. Smith, p. 6, Ins. 3-9



GUD NO. 10021 PROPOSAL FOR DECISION PAGE 12

other affiliates or divisions or to a non-affiliated person for the same item or class of items? A
review of the table below sheds light on Ozona’s prices to AgriTex and the prices to Ozona’s
affiliate and third parties.*

Table No. 3
Comparison of Ozona’s Sales Prices

| Nov-11 | Feb-11 [ Jun-11 | Sep-I1

Panhandle
Sales:

Sales to AgriTex $3.8946 $4.4875 $4.5860 $3.9009

West Texas Sales to Ozona's Other Customers:

Customer A $3.6070 $4.2073 $4.4025 $3.3774
C $3.5637 $4.0926 $4.4025 $3.3774
D $3.6120 $4.1873
E - Affiliate $4.2580 $3.2480

As shown in the table, the sale to AgriTex is higher than the sale of gas to Ozona’s other
customers or to the affiliate. And, the difference ranges between $0.1825 and $0.5235 reflecting
a higher price to AgriTex. In some months there was no sale to several customers on the West
Texas system. Again, because of the different pricing mechanisms, a simple comparison cannot
be made.

Below is a comparison of the pricing provision of Ozona’s gas supply contracts. It
clearly shows the pricing mechanism is different between the West Texas region and the
Panhandle region. And, because of the different pricing mechanisms, the starting base amount of
the supply charge will be different. Similarly, a simple comparison of sales price cannot be
achieved. A reference to the previous table makes clear that 80% to 95% of Ozona’s Weighted
Average Sales Price (WASP) will produce different results than a Gas Daily Mid-Point
WAHA/Permian Basin price as the starting point for a comparison of sales rates.

*2 Table developed from information contained in ATG Ex. 3
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Table No. 4 - Ozona’s Gas Supply Contracts

OZONA'S GAS SUPPLY CONTRACTS

AgriTex Exhibit 15

West Texas
Affiliate ?
Supplier Price: Yes/No
95% of WASP to non-affiliated pipeline
F purchasers Y
G 80% of WASP N
H 87% of WASP N
I 85% of WASP N
J 87.5% of WASP N
K 90% of WASP less 5% for Compression and Fuel N
L 80% of WASP N
90% of WASP less 10% for Compression and
M Fuel N
90% of WASP less 10% for Compression and
N Fuel N
90% of WASP less 10% for Compression and
@] Fuel N
P 87.5% of WASP N
Q 80% of WASP N
WASP = Weighted Average Sale Price
AgriTex Exhibit 20
Panhandle
Affiliate ?
Supplier Price: Yes/No
A Gas Daily Mid-Point WAHA/Permian Basin plus
$0.21 per MMBtu N
B Gas Daily Mid-Point WAHA/Permian Basin N
C Gas Daily Mid-Point WAHA/Permian Basin plus
$0.10 per MMBtu N
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As the table below shows, the sales price mechanism is also different between the West
Texas region and the Panhandle region. The pricing mechanism for the West Texas region has
no margin identified while the Panhandle region is readily identifiable, $0.05 per MMBtu.

Table No. 5
Ozona’s Gas Sales Contracts
OZONA'S GAS SALECONTRACTS
West Texas
Affiliate ?
Customer Price: Yes/No
A Bundled Negotiated Price N
C  Bundled Négotiated Price B N
D Bundled Negotiated Price N
E Bundled Negotiated Price Y
Panhandle
Affiliate ?
Customer Price: Yes/No
AgriTex WACOG plus $0.05 per MMBtu B Y
WACOG= Weighted Average Cost of Gas

In conclusion, there is enough evidence in the record to determine that the $0.05 per
MMBtu is not higher than the prices charged by Ozona to its other affiliates or divisions or to a
non-affiliated person for the same item or class of items as shown in the table below. Assuming
that the WASP is the lowest sales price in any one month and 95% of WASP represents the least
amount of margin available, a calculation can be made to establish the gross margin of sales to
other parties by Ozona. As shown in Table 6 below, the gross margins of sales in the West
Texas region for each of the sample months range from $0.1624 to $0.2046 per MMBtu.

This evidence establishes that the price to AgriTex by Ozona is not higher than the prices
charged by Ozona to its other affiliates or divisions or to a non-affiliated person for the same
item or class of items. Moreover, the evidence demonstrates that the gas supply to AgriTex by
Ozona is reasonable and necessary. Consequently, the Examiners recommend that the
Commission find that the services provided by Ozona are reasonable and necessary and the
resulting rates are just and reasonable. Also, the Examiners recommend that the Commission
find that AgriTex has met is burden to show that the price to AgriTex is not higher than the price
charged by the supplying affiliate to its other affiliates or divisions or to a nonaffiliated person
for the same item or class of items.
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Table No. 6
Calculation and Comparison of Margins Between Ozona’s Two Regions

B Nov-11{ Feb-11] Jun-11] Sep-11
Panhandle Sales: ‘
Sales to AgriTexMargin '3 N 0.0500 ~ $0.0500  $0.0500 $ 0.0500
West Texas Sales to Ozona's Other CuStQmers: ‘
Lowest Price

c s 3.5637 $4.0926 $33774

D

E- Affiliate $ 3.2480
Narrowest Margin e - 95%  95% 9%  95%
95% of WASP BE 3.3855 $3.8879 ' $3.0856 $3.2085
Margin for West Texas Region $ 0.1782  $0.2046 * $0.1624 $ 0.1689

7. Firm Versus Interruptible Gas Supply

The Commission does not have a specific rule or requirement that a natural gas
distribution utility obtain a firm supply of gas for its human needs customers, but when a review
of the evidence showed that AgriTex did not have a firm supply for at least the human needs
base load customers, the Examiners scrutinized more closely this issue of a firm or interruptible
supply to AgriTex by its suppliers. In the four months selected by the Examiners as a sample,
only two months had a firm supply, February and June 2011. During the other two months,
November and September 2011, the total supply was interruptible. And, in the two months that
firm supply was provided, only 34% was a firm supply in February and 35% was a firm supply
in June. The remaining supply was an interruptible supply.

Ozona purchases gas from four suppliers for delivery to AgriTex. AgriTex has a contract
for transportation service with Atmos West Texas (AWT) to deliver that supply to the different
locations on the AWT’s pipeline. The transportation agreement with Atmos West Texas is an
interruptible transportation agreement. In the event of a curtailment upstream of the supply and
transportation sources, AgriTex appears to be relying on the Commission’s curtailment rule for a
constant supply to its human needs customers. The inference at the hearing on the merits was
that the Commission’s curtailment rule “[has] sway on Texas intrastate pipelines.”” Yet,
potentially there could be a sudden temperature drop for an extended period of time or some
other unforeseen event and the upstream pipeline companies of AWT might find it necessary to
curtail supply to all interruptible customers. AgriTex purchases its gas from an affiliate serving
as a marketer, in turn purchasing a significant amount of the supply from another marketer.

3 Tr. Vol. 2, p. 33, Ins. 1-3
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From a strict sense, the utility complies with the regulations, however, the Examiners are
concerned that AgriTex relies upon an inference that the Commission’s curtailment rule will
protect its human needs customers in an emergency or cold weather situation. The Examiners
believe the utility should implement a policy of obtaining a firm supply for its human needs
customers to avoid this scenario.

8. Cost of Service
a. Overview of Cost of Service

As discussed above, AgriTex’s initial filing contained a number of deficiencies. While
the Cost of Service (COS) Model itself presented no significant issues, certain components raised
some concern to the Examiners. AgriTex filed its initial filing on October 8, 2010, and its
amended filing on October 3, 2011. Railroad Commission Staff moved to intervene on October
27,2011, which left the case uncontested until intervention by Staff.

Some of the issues concerning the Examiners with the first statement of intent filing
package on October 8, 2010, were the following: 1) the proposed rate of return on equity; 2) the
apparent lack of adoption of the FERC USOA; 3) meters had been expensed, not capitalized; 4)
original cost had not been utilized in the plant accounts; 5) lack of testimony on how the rate
design and depreciation was determined; 6) current revenue was not included for determination
of a revenue deficiency; 7) current tariffs, quality of service rules, line extension policy and
curtailment rules were not on file with the Commission, and; 8) omission of an explanation as to
whether the cost of service was allocated to the non-jurisdictional customers. Due to these
deficiencies, the utility requested abatement of this docket to repair the COS filing and achieve
compliance.

Those events led to the amended October 3, 2011, statement of intent filing. The
Examiners made an immediate review of the October 3rd filing to ensure that the issues and
problems noted in the first filing had been corrected. Based on the amended filing, the COS
Model appeared to correct many of the issues. Staff then intervened and provided further
evidence through the routine audit by the Audit Section of the Gas Services Division that some
deficiency issues remained for the utility with regard to the Commission’s rules and regulations
for natural gas distribution utilities, such as the application of rates and adoption of the FERC
USOA for operating purposes. As a result of the recent routine audit and responses to the audit
by AgriTex, the record in this case substantiates that the utility is working diligently achieve
statutory and regulatory compliance.

b. Jurisdictional vs. Non-jurisdictional Allocation

AgriTex’s customer base includes 4,205 non-jurisdictional (agriculture and irrigation)
customers, 63.98% to the total number of customers served, using approximately 91.73% of the
total volume purchased, as can be seen in Table Numbers 8 and 9, below. The non-jurisdictional
customers are an unusually high percentage of the customer base and volumes for a natural gas
distribution utility. Traditionally, the Commission applies a credit to the revenue requirement for
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the revenue received from non-jurisdictional or negotiated rate customers. Because of the high
percentages of customers and volumes for non-jurisdictional customers, AgriTex proposes to
allocate the cost of service instead of crediting the revenue requirement with revenue received
from these customers. This proposal allocates the total cost of service using a mix of volumes,
demand, distribution expense, and plant. The result is AgriTex has allocated $3,475,731 (82.2%)
to the non-jurisdictional customers and $754,055 (17.8%) to the Residential, Sm. Commercial,
Industrial and Public Authority customers of the total cost of service of $4,229,786.>*

Turning to the jurisdictional customers, the $754,055 is proposed to be allocated as
follows: $640,523 (85.0%) to residential, $102,816 g13.6%) to Sm. Commercial, $5,327 (0.7%)
to Industrial and $5,389 (0.7%) to Public Authority.”> The allocation basis is the same, a mix of
volumes, demand, distribution expense, and plant. All allocations are based on this mix or a
combination of these.

Much of the allocation work in this docket stemmed from the fact that AgriTex has such
a large revenue influence from non-jurisdictional customers. It was important to review the
allocations made by AgriTex. For example, a growth and weather normalization adjustment was
made because of the decline in sales volume with both jurisdictional and non-jurisdictional
customers. The growth adjustment was determined necessary by AgriTex to synchronize a full
year of billing to calendar year end plant in service investment.’® Consequently, there was a
decrease in sales by 18,836.5 Ccf or approximately one-half of one percent. In terms of dollars,
the adjustment reduces base rate revenue by $5,602.°

The weather normalization adjustment was made to adjust for abnormal temperatures,
which adjust only abnormal effects of heating degree days. Industrial, agriculture and irrigation
customers do not receive a weather adjustment because their usage is not weather determined.
For the calculation, 10 year weather data was used. Because the temperatures were warmer than
norma;}3 in this region, sales were also not normal with the overall effect as an increase in test year
sales.

¢. Rate of Return

In setting a gas utility’s rates, the regulatory authority shall establish the utility’s overall
revenues at an amount that will permit the utility an opportunity to earn a reasonable return on
the utility’s invested capital used and useful in providing service to the public in excess of its
reasonable and necessary operating expenses. The regulatory authority may not establish a rate
that yields more than a fair return on the adjusted value of the invested capital used and useful in
providing service to the public.

The overall rate of return is the sum of a weighted cost of debt and return for equity.
Generally, regulated utilities have several sources of capital with which to finance their utility
assets: issuance of common stock and preferred stock, long-term debt, and common equity. In

** ATG Ex. 14, AgriTexGas COSS Model - RRC Adjusted, KIN — 3, p. 6 of 7
> ATG Ex. 14, AgriTexGas COSS Model - RRC Adjusted, KJN — 3, p.6of7
6 ATG Ex. 1, Direct Testimony (Update) of Karl J. Nalepa, p. 8, Ins. 19 —20
*" ATG Ex. 1, Direct Testimony (Update) of Karl J. Nalepa, p. 9, Ins. 9 - 11

*® ATG Ex. 1, Direct Testimony (Update) of Karl I. Nalepa, p.10-13, In. 6
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this case, however, AgriTex does not have debt and does not service the debt of the partners with
interest. This limited partnership services the debt of the partners through its income. The utility
did not complete a detailed analysis for capital structure, debt and return on equity that is

typically done in larger more complex cases. In its initial filing, AgriTex requested a Return on
Equity (ROE) of 13.50 percent.

Since the lack of long term debt for AgriTex results in an atypical capital structure for the
utility, the utility’s consultant ultimately made a comparison to recent rate cases.” This practice
is established in the Commission’s Gas Utility Section’s Rate Review Handbook, which provides
for the use of a proxy group average capital structure to be implemented in these circumstances
to determine a reasonable rate of return.®

A review of the source data by the Examiners show the following information contained
in the Table below:

Table No. 7

Comparable Companies Return on Equity
Utility Docket No. | Requested ROE | Approved ROE | Overall ROR
T&L Gas Co 9703 13.50% 13.50% 13.50%
Universal Natural Gas | 9797 14.00% 12.50% 10.24%
Bluebonnet Natural Gas | 9810 14.00% 12.50% 9.27%
NatGas 9951 12.75% 12.75% 11.71%
AgriTexGas — Initial 10021 13.50%
AgriTexGas - Revised 11.85%

As the table above reflects, only one utility was granted a 13.50% return on equity, T&L
Gas Company. Based on the size of AgriTex and its cash flow, AgriTex reduced the requested
return on equity rate to 11.85%.%' The Examiners believe a return on equity of 11.85% is more
in line with approved returns on equity by the Commission in recent rate cases for similar sized
utilities. The Examiners recommend a return on equity of 11.85%, as shown by AgriTex:%

Figure Number 2 below, shows the Rate of Return for AgriTexGas, LP for the test year
ending March 31, 2011:

** ATG Ex. 2, AgriTex’s Response to Examiner’s RFI No. 1-24

% Gas Services Division, Natural Gas Rate Review Handbook, Railroad Commission of Texas, May 2010, pp. 22-23, 24 & 29
' Tr. Vol. 1, p. 28, In. 25

2 ATG, Ex. 14, Ex. KIN-5
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Figure No. 2
Rate of Return

EXHIBIT KJN - 5 (Examiners)
AgriTexGas, Inc. PAGE 1 OF 1
For the Pro Forma Test Year Ended March 31, 2011

RATE OF RETURN

Line Proposed
No. Description Rates

1 Net Operating Income/Return

Interest

2 Rate

3 Cost of LT Debt 0.00%

4 Return on Equity 11.85%

5

6

7

8 Rate Base - Capitalization Structure

9 LT Debt $0 0.00%
10 Common Equity at Book Value $5,750,000 100.00%
11 Total Invested Capital $5,750,000 100.00%
12

13

14 Percent Return

15 LT Debt 0.00%
16 Common Equity at Book Value 11.85%
17 Percent Return on Rate Base 11.85%

d. Rate Base

AgriTex’s initial statement of intent filing did not use the proper FERC accounts for gas
plant. The Examiners are satisfied that the proper accounts have been used in the amended
statement of intent filing. Prior to the adoption by the Commission of utilities adopting the
FERC USOA, the Commission used the National Association of Regulatory Ultility
Commissioners (NARUC) USOA. In so far as plant accounts, the primary difference is the
accounting for acquisition adjustments. In the NARUC USOA there is a specific account on the
Balance Sheet for acquisition adjustments. The Acquisition Adjustment Account will effectively
net the original book cost to the purchase price of an acquired system. In other words, if the
book cost is $1,000 and the acquiring price is $800, there would be an acquisition cost of $200.
The net effect is to recognize for rate setting purposes, as well as for other reasons, the actual
cost to the present owners without losing the historical original cost of the assets. In the FERC
USOA, the acquisition adjustment is included in the primary gas plant account. The effect is the
same, there just isn’t a specific account. A reviewer of the assets would discover this adjustment
upon a detailed review of the plant account.

Atmos West Texas had an original book cost of $32,790,409.19, accumulated
depreciation of $10,765,673.74 for an original net book cost of $22,024,735.45.°% The total
consideration from Ibis Gas Services LLC to Atmos West Texas for the system and its customers
was $1,250,000.% The resulting net book value acquisition adjustment is $20,774,735.45. For

% GUD No. 10107, p. 2
% GUD No. 10107, p. 2
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rate setting purposes the Commission has historically used the lower of original book cost less
accumulated depreciation or the net book value with the acquisition adjustment.®

A