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STATEMENT OF THE CASE

The Statement of Intent filed by Bluebonnet Natural Gas, Inc. at the Railroad
Commission, and the various municipalities served by it, seeks to implement uniform residential
and commercial rates. The various rates applied in the service area have been in effect since at
least 2008. BNG sought an overall base rate revenue increase, excluding gas costs, of $146,079.
In the twelve (12) months ending March 31, 2012, BNG had a total revenue requirement of
$724,018, excluding gas costs.

An agreed settlement between BNG and Railroad Commission Staff was entered into on
October 22, 2012. Based on the evidence presented in this case, the Examiners find that a
prospective base revenue increase of $97,075 and miscellaneous service charge revenue increase
$3,676 would be reasonable, and thus, the proposed increase is just and reasonable. The
Examiners recommend that the applicant’s proposed Residential and Commercial customer rates
and tariffs be approved as reflected in the settlement agreement filed on October 23, 2012. The
Examiners also recommend that the applicant's schedules be approved, as set forth in the
settlement agreement filed on October 23, 2012 and adopted by the Examiners.

L Procedural History

On July 20, 2012 Bluebonnet Natural Gas (BNG) filed with the Railroad Commission of
Texas (Commission) a Statement of Intent to increase rates. That matter was docketed as Gas
Utilities Docket No. 10196. On July 27, 2012 Commission Staff intervened. On October 8, 2012,
BNG filed its Petition for De Novo Review of the Denial of the Statement of Intent filed by
Bluebonnet Natural Gas, LLC by the City of Devers, Texas and the case was docketed as GUD
No. 10215. On October 8, 2012, BNG filed its Petition for De Novo Review of the Denial of the
Statement of Intent filed by Bluebonnet Natural Gas, LLC. by the City of Mt. Enterprise, Texas
and that case was docketed as GUD No. 10214. Those cases were consolidated into GUD No.
10196.

The company provided notice of this proceeding to each customer of BNG by U.S. Mail
on September 12, 2012. Protest where filed on September 17 and 19, and October 23, 2012 and a
letter notifying the Protestants of the status of these proceedings was issued on October 25, 2012.
Staff filed a motion to intervene. No other motions to intervene were filed in the case.
Prehearing conferences were held on September 10, 2012. A settlement agreement was filed on
October 23, 2012 (Settlement Agreement). A copy of the agreement is attached to the Proposed
Final Order. A notice of hearing was issued on October 25, 2012. A hearing was convened on
November 8, 2012, At the hearing, evidence and testimony was submitted by BNG in support of
its rate request. The following documents were admitted into the record:

e BNG and Railroad Commission Staff Settlement Agreement, filed on October
23, 2012. Examiners’ Exhibit No. 1;

e Mr. Karl Nalepa’s affidavit on the application request directed to the City of
Nome. Examiners’ Exhibit No.2,;

e The Rate Case Expense affidavit of Mr. Karl Nalepa for actual expenses through
September 30, 2012. Examiners’ Exhibit No. 3;
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Schedules Supporting Settlement Agreement, Examiners’ Exhibit No. 4.

The Commission’s record of filings in GUD No. 10196 including Statement of
Intent and supporting documents, including the prefiled testimony and
supplemental testimony of Mr. Karl Nalepa Examiners’ Exhibit No.5

As initially filed, BNG proposed to increase base revenues by approximately $146,079
per year over current revenues. BNG requested a Residential customer charge of $18.00 and a
volumetric rate of $9.4600 per Mcf. BNG also requested a Commercial customer charge of
$35.00 and a volumetric rate of $9.4600 per Mcf,! For the reasons set forth below, the
Examiners find that the proposed Residential and Commercial customer rates as set out in the
Settlement Agreement of a Residential customer charge of $18.00 and a volumetric rate of
$0.826 per Ccf and a Commercial customer charge of $35.00 and a volumetric rate of $0.826 per
Ccf are just and reasonable and recommend that the proposed rates be approved.

11. Jurisdiction

The Commission has jurisdiction over BNG 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 2008). 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.

III.  Discussion of the Proposed Rate Increase
A. Background

BNG serves 1,125 residential and 70 commercial, in the following counties: Hardin,
Jefferson, Liberty, Nacogdoches, Rusk and Tyler.2 BNG also provides service to certain non-
jurisdictional agricultural customers. The current rate schedules for all BNG customers within
the Commission’s jurisdiction in the unincorporated and rural areas of Hardin, Jefferson, Liberty,

Nacogdoches, Rusk and Tyler Counties, Texas where previously set in GUD 9810 in November
2008.

B. Test Year Data

The Statement of Intent noted that the proposed rates were based upon the twelve-month
period ending March 31, 2012, updated for known changes and conditions. In BNG’s initial
filing and at the hearing on October 8, 2012, BNG asserted that the annualized cost of services
for the test year ending March 31, 2012 established a revenue requirement of $724,018. Table 1

below provides a summary of the company’s cost of service analysis provided in the initial
filing.

! Statement of Intent, p. 3 & Schedule D, p. 8, In. 8010.
21d.p. 3.
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Table 1°
Cost of Service

Expense Amount Source in COS Study
1 | O&M Expenses $521,155 | Line 3034
2 | Depreciation Expense $97,776 | Line 3036
3 | Tax: other than Income Tax $44,322 | Line 3040
4 | Federal Income Tax $6,988 | Line 8017 + Line 8016
5 | Interest on Customer Deposit $64 | Line 3041
6 | Rate Base: $511,551 Line 2032

x Return : 10.50%

$53,713 | Line 7004

8 | Total Revenue Requirement $724,018 | Sum of Lines 1 — 7

C. Comparison to Last Rate Proceeding

The Examiners have evaluated the cost of service in BNG’s last rate proceeding. Table
2, provides a comparison of the cost of service elements established in this proceeding compared
to the cost of service elements established in GUD No. 9810.

Table 2
Cost of Service Comparison
GUD No. 9810 and Current Filing

Expense Amount | Source in COS Study | GUD No. 9810 | Source
; 9810 Schedule
1 | O&M Expenses $521,155 | Line 3034 $568,739 | Line 3030
2 | Depreciation Expense $97,776 | Line 3036 $77,448 | Line 3031
3 | Tax: other than . $44,322 | Line 3040 $39,184 | Line 3038
Income Tax
4 | Federal Income Tax $6,988 | Line 8017 + Line $(29,194) | Line 5017
8016 )
5 | Interest on Customer $64 | Line 3041 $1,624 | Line 3039
Deposit
6 | Rate Base: $511,551 Line 2032 Line 7004
x Return : 10.50% Effective
$53,713 | Line 7004 $43,538 | 9.27% Return
8 | Total Revenue $724,018 | Sum of Lines | — 7 $701,339 | Sum of Lines
Requirement 1-7

3 Statement of Intent and Supporting Schedules, Examiners® Exhibit 1. A copy of the full cost of service study is attached as
Exhibit 1.
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As Table 2 reveals the company’s a cost of service increased by approximately $22,679.

The total customer count for residential and commercial customers has decreased by
about 5.7% since the last rate proceeding. In that case BNG had 1,196 residential customers and
72 commercial customers. In the cost of service study provided in this proceedings the company
established that it had 1,125 residential customers and 70 commercial customers. This 5.7%
decrease in the total customer count has had an impact on the company’s billing determinants
and ultimately its total revenues.

A comparison of the filing and the Final Order in GUD No. 9810 reveals that while BNG
calculated a revenue increase, the company also has established a substantial decrease in the total
volumes sold:

Table 3
Natural Gas Volume Sold (Mcf)
Comparison between GUD No. 9910 and Current Proceeding

Customer Class GUD No. 9910° GUD No. 10196’ Change/Decrease

Residential 43,194 Mcf 32,727 Mcf (10,467) Mcf
Commercial 6,966 Mcf 4,907 Mcf (2,059) Mcf
Total 50,160 Mcf 37,643 Mcf (12,526) Mcf

The overall change in volume represents a nearly a 25% decrease in volumes.

The total number of bills issued has also decreased. In GUD No. 9810, the company
calculated that it issued 14,792 bills. In this proceeding the company calculated that it issued
14,340 bills. This is a decrease of 452 bills, or a 3% decrease in the number of bills. Based upon
these these billing determinants the company estimated that its current test-year operating
revenues totaled $577,939.5

A comparison of the proposed revenue requirement, totaling $724,018, and the current
revenues of $577,939 reveals that the company seeks an increase of $146,079 over current rates.

D. Affiliate Transactions

Guadalupe Management Company is comprised of three individuals who provide service to
BNG. BNG asserted that Guadalupe Management provided the following services to BNG:

payroll, accounting and billings services,

employee management and supervision services,

gas purchase and management of the gas supply,

coordination of purchases of all materials and supplies,
management oversight of inventories, and field operations, and

4 GUD No. 9810, Final Order, Schedules, KIN-1,
5 Statement of Intent, Schedule A
6 Statement of Intent, Schedule D, In. 6004.
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e responses to customers’ complaints and inquiries.

Without the services provided by Guadalupe management, BNG would be required to
employ additional staff and incur this labor, administrative and general expense directly.
Obtaining these services through a management company results in more flexibility to BNG’s
cash management activities. BNG provided evidence to show that the overall operations and
maintenance expense, which includes the same services provided by Guadalupe Management
Company (whether through a management company or utility company) is comparable to other
similarly situated companies. Guadalupe Management Company does not provide service to
other companies or entities. The Commission previously reviewed the fees charged to BNG by
Guadalupe Management Company in GUD No. 9810 and found that affiliate expenses related to
management fees were just and reasonable and the rate charged for service to the gas utility are
not higher than prices charged by the supplying affiliate to its other affiliates or divisions.”’
BNG seeks recovery of $111,276 for the management fees of Guadalupe Management
Company.8

The services charged by Guadalupe Management Company have not changed since the
Final Order in GUD No. 9810, however the amount of recovery by BNG for the services charged
by Guadalupe Management Company has been reduced. Since the number of customers served
by BNG is less than in 2008 when it’s last rate increase was approved, BNG is now seeking $11,
950 less for fees attributed to Guadalupe Management Company and in 2008.

The Examiners find that the services provided by the management company appear to be
reasonable for the amount charged and included in this cost of service. The Examiners find that
the expenses related to Guadalupe Management Company are just and reasonable. Furthermore,
the rates charged for these services are not higher than the prices charged by the supplying

affiliate to its other affiliates or divisions or to non-affiliated person for the same item or class of
items.

E. Settlement Agreement

The Settlement Agreement in this case was filed on October 23, 2012. Pursuant to the
terms of the Settlement Agreement BNG anticipates a change in revenues of $678,688. The
agreement represents a reduction to the requested cost of service of $45,330. This represents a
decrease to the overall revenue requirement of approximately 6%. Instead of an overall increase
of $146,079 over current rates, BNG’s increase will be limited to $100,749. Thus, the

Settlement Agreement represents a decrease of approximately 31% of the original increase
requested.

By its terms, the Settlement Agreement is a “black settlement.” Thus, particular changes
to the cost of service are not identifiable. The Examiners find, however, that the evidence in this
case established a cost of service of $724,018. Thus, the Examiners are of the opinion that an
overall revenue requirement of $678,688 is just and reasonable.

7 Supp. Dir. Testimony of KIN p. 3.
81d.p.3
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F. Miscellaneous Service Fees and Rate Design

As noted above, the proposed rate increase included in the Statement of Intent and the
Public Notice issued in this case indicated that the overall revenues would increase by $145,907.
The adjustments recommended by the Examiners and as set forth in the Settlement Agreement
would result in an overall revenue increase of $100,749. Accordingly, the Examiners recommend

that the Commission approve the proposed rates, which would allow the utility the opportunity to
recover $678,688.

BNG provides service to agricultural customers who are not regulated by the
Commission. The test year revenues from those non-jurisdictional customers totaled $91,751.
The company also recovers other revenues from miscellaneous service fees.

The company has also requested a change to its miscellaneous service charges. Mr.
Nalepa testified that the miscellaneous service charges varied by location within the BNG
service territory. BNG purchased the gas distribution system from Panther Natural Gas
Company, Ltd. (“PNG”) on January 1, 2008 and the fees charged by PNG were adopted by
BNG. In GUD No. 9810 BNG sought, and the Commission approved, the consolidation of base
rate charges. BNG did not request a modification of the Miscellaneous Service Charges at that
time because of the complexity of the rate base modification. BNG now seeks to consolidate the
Miscellaneous Service Charges. A copy of the change to the Miscellaneous Service Charges is
attached as Exhibit 2. The total miscellaneous service fee revenues were $3,676.

The remaining revenue requirement encompassed by the Settlement Agreement
$586,929, must be recovered from base rates.” The proposed rate for residential customers is an
$18.00 customer charge and a $8.26 per Mcf volumetric charge. The proposed rate for
commercial customers is a $35.00 customer charge and a $8.26 per Mcf volumetric charge. The
impact of the proposed change on the residential customers is set at Table 4, out below:

Table 4°
Customer Bill Impact
Ccf Percentage
Change
10 16.30%
20 16.11%
30 15.99%
40 15.91%
50 15.85%
60 15.81%
70 15.77%
80 15.75%
90 15.72%
100 . 15.71%

7 $586,929 (Base Rate Revenues) + $3,676 (Miscellaneous Service Fees) + $91,751 (Non-jurisdictional revenues) = $682,356.
8 See Examiners’ Schedule, attached as Exhibit 3.
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Table 4 represents the percentage increase in their bill that will be experienced by the residential
customers. An average residential customer who consumes 60 Ccf will experience an increase

of approximately 15.81% in the new bill. Specifically, the base bill will change from $56.88 to
$67.56.

The Examiners find that the proposed rate design is just and reasonable. The increase
experienced by the customer in this case is due primarily to the decrease in both the total number
of bill and the volumes sold during the test year. While BNG’s filing established an increase in
the overall cost of service since the last rate case, the settlement agreement eliminates that
increase. The Examiners find that the company’s proposed rate design is just and reasonable.

G. Rate Case Expenses

a. Introduction

Rule 7.5530 provides that in any rate proceeding, any utility and/or municipality claiming
reimbursement for its rate case expenses pursuant to Texas Utilities Code, § 103.022(b), shall
have the burden to prove the reasonableness of such rate-case expenses by a preponderance of
the evidence. Each gas utility and/or municipality shall detail and itemize all rate case expenses
and allocations. Each entity seeking recovery of rate-case expenses must provide evidence
showing the reasonableness of the cost of all professional services, including but not limited to:

(1) the amount of work done;

(2) the time and labor required to accomplish the work;

(3) the nature, extent, and difficulty of the work done;

(4) the originality of the work;

(5) the charges by others for work of the same or similar nature; and

(6) any other factors taken into account in setting the amount of the compensation.

Furthermore, Commission rules mandate that in determining the reasonableness of the rate-case
expenses, the Commission shall consider all relevant factors including but not limited to those
set out previously, and shall also consider whether the request for a rate change was warranted,
whether there was duplication of services or testimony, whether the work was relevant and
reasonably necessary to the proceeding, and whether the complexity and expense of the work
was commensurate with both the complexity of the issues in the proceeding and the amount of
the increase sought as well as the amount of any increase granted.

BNG filed detailed reports related to the rate-case expense requests. BNG filed an
affidavit in support of the request attesting to the reasonableness of the rates charged, that no
expenses were charged for any luxury items, that there are no first-class air fare or charges for
use of non-commercial aircraft, no luxury hotel charges, no limousine service, no unreasonable
meal charges, no charges for sporting events, alcoholic drinks or other entertainment.
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The Examiners reviewed all billings, invoices and evidence submitted by BNG. The
Examiners recommend no adjustment to invoices submitted by BNG. The Examiners have found
no evidence of double-billing, excess charges, inappropriate documentation of work, excessive
entertainment and dining expenses. All of the expenses incurred were reasonably necessary to
the underlying proceeding and this rate-case expense docket.

a. Overall Request

The total actual and estimated rate case expenses of BNG were $33,281.42.* These
amounts are set forth in Table 5 below. Pursuant to the Settlement Agreement entered into
between BNG and Staff on October 22, 2012, BNG reduced the Rate Case Expenses it is seeking
recovery for to $25,000.00.°

Table 5
Rate Case Expense Request
Party Actual Settlement Agreement
Recovery
BNG $33,281.42 $25,000.00

BNG demonstrated $33,281.42 in rate case expenses. This amount was not based upon
actual test-year expenses. Instead it was based upon actual expenses, submitted as part of the
agree settlement and supported by the affidavit of Karl Nalepa submitted during the hearing on
November 8, 2012, Pursuant to the terms of the Settlement Agreement BNG is seeking to
recover $25,000.00 in rate case expenses. The Examiners find that BNG has met its burden to
establish that these are reasonable expenses. As stated by the witnesses on behalf of BNG, the
$25,000 is an agreed to reduction in the actual figure of $34,281.42. The schedule is for the
recovery of rate case expenses shall be in effect beginning on or after December 1, 2012, for an
eighteen month period or until all approved expenses are collected. The price payable by each
customer for all consumption each month will be $ 0.0446 Ccf® to recover the rate case expenses.
The Examiners recommend that the requested rate case expenses be approved.

* Examiners Exhibit 3
5 Settlement Agreement Exhibit 1
¢ 1d.
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IV. Conclusion

The Examiners recommend that the rate increase agreed to by BNG and Staff and set
forth in the Settlement Agreement filed with the Commission on October 23, 2012 be approved.
Further, the Examiners recommend that the schedules, as set forth in the Settlement Agreement
be approved.

Issued this 16th day of November, 2012.

Respectfully submitted,

TN (lls

Randall D. Collins
Hearing Examiner
Hearings Division

41“4 u»A
cNne nics

Hearing Examiner
Hearings Division
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