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STATEMENT OF THE CASE

Texas Gas Service Company (TGS) filed this proceeding to increase gas utility rates in
the unincorporated areas of the company’s Rio Grande Valley Service Area (RGVSA). The
proposed increase is based on a system-wide revenue requirement of $24,645,181, with revenues
of $22,905,748, producing a revenue deficiency of $1,739,433. This proposed increase is 7.59%
over current revenue. The environs share of the revenue deficiency is allocated at $168,036,
which was reduced through .a “black box” Settlement Agreement to $143,036. Thus, the
Settlement Agreement proposes to reduce the environs share of the revenue deficiency by
$25,000 or 14.9% from the amount originally proposed.

TGS is seeking the establishment of special rates that are not tied to rates for the
incorporated areas because TGS has recovered its costs and expenses differently in the RGVSA
environs and cities. For the incorporated areas of the RGVSA, TGS has recovered operating
expenses and capital investment largely through the Cost of Service Adjustment (COSA) tariff
approved by those cities. Conversely, in the environs, TGS has made annual interim rate
adjustment filings to recover costs associated with capital investments. TGS is requesting a
finding supporting the reasonableness and prudence of the capital investments contained in the
interim rate adjustment filings from October 1, 2005 through December 31, 2010. In the

Settlement Agreement, the signatories also propose future IRA factors for any future interim rate
adjustment filings.

Finally, the signatories to the Settlement Agreement agree on the recovery of actually
incurred rate case expenses of $219,700.72 and reasonably estimated rate case expenses of
$10,000 for a total of actual and estimated rate case expenses of $229,700.72. The parties

propose that rate case expenses be recovered through a surcharge of $0.02072 per Ccf over an
approximate 24 month period.

The Examiners recommend approval of the proposed Settlement Agreement with one
adjustment to the proposed RCE-Rider to require that the company file the annual compliance
report with the RRC Gas Services Division annually, due on or before December 31st,
commencing in 2014. The report shall detail the volumes used by month by customer class, the
monthly collections for the RCE surcharge, and indicate the outstanding balance.
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PROPOSAL FOR DECISION

j {8 Procedural History

On June 28, 2013, Texas Gas Service Company, a division of ONEOK, Inc. (“TGS”)
filed a Statement of Intent with the Railroad Commission of Texas (“Commission”) to increase
rates within the environs of the company’s Rio Grande Valley Service Area (“RGVSA”).l TGS
sought to increase its rates to recover operating expenses, which include pipeline integrity testing
(“PIT”). In addition, the company was required to file a rate case on or before January 25, 2014,
pursuant to the Interim Rate Adjustment provisions of the Texas Utilities Code § 104.301.
(“IRA” or “GRIP”) TGS proposed an increase to the rates for gas service provided to the
following classes of customers: (1) Residential, (2) Commercial, (3) Church, (4) Public
Authority, (5) Industrial, (6) Transportation T-1, and (7) Transportation T-2.

The proposed increase is based on a system-wide revenue requirement of $24,645,181,
with revenues of $22,905,748, producing a revenue deficiency of $1,739,433. This proposed
increase is 7.59% over current revenue. The environs share of the revenue deficiency is
allocated at $168,036, which was reduced through a “black box” Settlement Agreement to
$143,036.2 Thus, the Settlement Agreement proposes to reduce the environs share of the revenue
deficiency by $25,000 or 14.9% from the amount originally proposed. The proposed increase
constitutes a “major change” as that term is defined by Section 104.101 of the Texas Utilities
Code.

The last Statement of Intent proceeding for the RGVSA was docketed as GUD No. 9708.
In GUD No. 9708, the Commission approved the same rates for the RGVSA environs as
approved by the municipalities in the RGVSA. The Final Order was issued on April 10, 2007.
Since the last full rate proceeding for the RGVSA environs, TGS has filed for five interim rate
adjustments. The interim rate adjustment process allows the company to seek recovery of costs
related to incremental capital investments but not for increases in operations and maintenance
expenses.

Notice of the proposed increase in this case was provided through direct mail on August
14, 20133 Staff of the Railroad Commission intervened in this proceeding. No protests were
filed and no additional request to intervene in this proceeding was made. A technical conference
was held on July 29, 2013. The Notice of Hearing was issued on August 1, 2013. The hearing
on the merits was scheduled for October 7-8, 2013. On September 27, 2013, the parties filed a

Joint Motion for Approval of Settlement Agreement (Settlement Agreement) and Admission of
Stipulated Evidence.

1 The environs of the RGVSA includes customers residing in the unincorporated areas of Alamo, Alton, Brownsville, Combes,
Donna, Edcouch, Edinburg, Elsa, Harlingen, Hidalgo, La Feria, La Joya, La Villa, Laguna Vista, Los Fresnos, Lyford,
McAllen, Mercedes, Mission, Palm Valley, Palmhurst, Palmview, Penitas, Pharr, Port Isabel, Primera, Progresso, Rancho
Viejo, Raymondville, Rio Hondo, San Benito, San Juan, Santa Rosa, and Weslaco, Texas. The environs of the RGVSA also
include the unincorporated cities of Bayview, Laguna Heights, Monte Alto, Olmito, and San Carlos and the unincorporated
areas of Jim Hogg and Starr Counties,

2 Joint Ex, 1, Statement of Intent and Prefiled Direct Testimony, Janet M, Simpson, p. 5.

3 Joint Ex. 2, Affidavit of Janet Buchanan.
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Tn order to evaluate the Settlement Agreement, the following documents are admitted into

the record in this case:

Joint Ex. 1, Statement of Intent, Prefiled Direct Testimony, and company’s proposed
schedules

Joint Bx. 2, Affidavit of Janet Buchanan, Public Notice, August 15, 2013

Joint Ex. 3, Affidavit of Dane McKaughan, Rate Case Expenses

Joint Ex. 4, Bill Impact Analysis

Examiners’ Ex, 1, Response to Examiners’ First RFI to TGS

Examiners’ Ex. 2, Response to Examiners’ Second RFI to Staff, 2-1, 2-2, 2-3

Examiners’ Ex. 3, Response to Examiners’ Third RFI to Staff, 3-1

Examiners’ Ex. 4, Response to Examiners’ Third RFI to TGS, 3-1

Examiners’ Ex. 5, Response to Examiners’ Fourth RFI to Staff, 4-1

Examiners’ Ex. 6, Response to Examiners’ Fourth RFI to TGS, 4-1

Examiners’ Ex. 7, Response to Examiners’ Fifth RFI to TGS, 5-1, 5-2, 5-3

Examiners’ Ex. 8, Response to Examiners’ Fifth RFI to Staff, 5-1, 5-2, 5-3

Examiners’ Ex. 9, TGS Response to Examiners’ Ltr. No, 17

Examiners’ Ex. 10, Response to Examiners’ Sixth RFI to TGS, 6-1, 6-2, 6-3, 6-4
Examiners’ Ex. 11, Response to Examiners’ Seventh RFI to TGS, 7-1

Examiners’ Bx. 12, TGS Letter to Examiners dated October 16, 2013 _
Examiners’ Ex. 13, August 13, 2013, Letter from TGS to Examiners updating data from
the Technical Conference update

Examiners’ Ex. 14, GUD No. 9800, TGS 2006 GRIP Rate Adjustment for the
Unincorporated RGVSA filed April 30, 2008 (pp.1-4), and Schedule IRA-3

Examiners’ Ex. 15, GUD No. 9871, TGS 2007 GRIP Rate Adjustment for the
Unincorporated RGVSA filed May 1, 2009 (pp.1-5), and Schedule IRA-3

Examiners’ Ex. 16, GUD No. 9996, TGS Revised 2008 GRIP Rate Adjustment for the
Unincorporated RGVSA filed October 15,2010 (pp.1-4), and Schedule IRA-3
Examiners’ Ex. 17, GUD No. 10035, TGS 2009 GRIP Rate Adjustment for the
Unincorporated RGVSA filed November 19, 2010 (pp.1-4), and Schedule IRA-3
Examiners’ Ex. 18, GUD No. 10127, TGS 2010 GRIP Rate Adjustment for the
Unincorporated RGVSA filed November 2, 2011 (pp.1-4), and Schedule IRA-3

Moreover, the Examiners officially notice the Interim Orders in the following TGS

interim rate adjustment dockets for the RGVSA: GUD Nos. 9800, 9871, 9996, 10035, and

10127.

2.

Jurisdiction

The Commission has jurisdiction over the applicant, associated affiliates 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. 2013). 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.
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The proposed increase is filed under the Commission’s original jurisdiction seeking the
establishment of ﬂ)ecial rates for the RGVSA environs that are not tied to rates for the
incorporated areas.

3. Overview of the Company

TGS is a division of ONEOK, Inc., an Oklahoma corporation. ONEOK has three local
distribution company operations: TGS, Oklahoma Natural Gas, and Kansas Gas Service.
Collectively these three gas utilities serve approximately 2,000,000 customers. The gas utilities
are supported by several departments located at ONEOK’s headquarters in Tulsa, Oklahoma,
including employee benefits and payroll, information technology, legal, accounting, and other
corporate services.

In Texas, TGS has ten service areas, which are Central Texas, North Texas, South Texas,
Borger-Skellytown, South Jefferson County, Rio Grande Valley, El Paso, Galveston, Permian,
and Dell City. These service areas include one hundred municipalities across Texas, with
approximately 625,434 customers in total. The RGVSA serves approximately 68,900 customers.
Of those customers, 3,860 are located in the environs. The environs customers are comprised of
3,597 residential customers, 163 commercial customers, 10 church customers, 15 industrial
customers, 50 public authority customers, and 26 standard transportation customers.

4. Books and Records

Janet Buchanan, Manager of Rates and Regulatory Affairs, testified that TGS maintains
its books and records in accordance with the Commission’s regulations, Namely, Rule 7.310
requires that each gas utility utilize the Federal Energy Regulatory Commission’s (FERC)
Uniform System of Accounts prescribed for Natural Gas Companies subject to the provision of
the Natural Gas Act for all operating and reporting purposes. The FERC Uniform System of
Accounts is applicable to all gas utility and gas utility related operations. Ms, Buchanan asserted
that the company maintains its books and records in accordance with Commission Rule 7.310
and the amounts included therein are therefore subject to the presumption that they are
reasonable and necessary.” TGS has established that it has fully complied with the requirements
of Rule 7.310 and the Fxaminers find that the amounts poted therein are subject to the
presumption encapsulated in Rule 7.503.

3. Settlement Agreement
A. Revenue Requirement and Rates
TGS filed the Statement of Intent based upon a test year ending December 31, 2012.°

TGS contends that the request was driven by the need for a revenue increase to recover the
environs customers’® share of increased operating expenses. TGS maintains that operating

4 16 TEX. ADMIN, CODE § 7.115(33), Joint Ex. No. 1, Statement of Intent end Examiners’ Ex. 4, Response of TGS to Examiners’
RFI 3-1.

S Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janct Buchanan, pp. 11-12,

6 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet Buchanan, p. 10 and Janet M. Simpson, p. 4.
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expenses have increased about $2.9 million on a system-wide basis since the test year in GUD
No. 9708, and that about $2.4 million, or 82% is attributable to mandatory compliance with
pipeline integrity testing requirements.7 What is more, TGS has filed five interim rate
adjustments from 2006 through 2010, so the company is required to file a rate case on or before
Janualg'y 25, 2014,% pursuant to the interim rate adjustment provisions of the Texas Utilities
Code.

The proposed increase is based on a system-wide revenue requirement of $24,645,181,
with current revenues of $22,905,748, producing a system-wide revenue deficiency of
$1,739,433. This proposed increase is 7.59% over current revenue. The environs’ share of the
revenue deficiency, as originally proposed, was based on the proposed cost of service allocation
of $168,036, which was reduced through a “black box” Settlement Agreement to $143,036.'°
Thus, in the Settlement Agreement, Texas Gas Service Company seeks approval of rates in the
environs that generate revenues that are $25,000 or 14.9% less than the amount originally
proposed for the environs.

This Statement of Intent was filed seeking the establishment of special rates for the
RGVSA environs that are not tied to rates for the incorporated areas.!! Since the last full rate
case, TGS has recovered its costs and expenses differently in the RGVSA environs and cities.
For the incorporated areas of the RGVSA, TGS has recovered expenses largely through the Cost
of Service Adjustment (COSA) tariff approved by those cities. TGS reached an agreement on
the 2013 COSA. with the RGVSA cities on July 24, 2013.2 This tariff authorizes annual
adjustments to rates to account for changes in both capital investments and operating expenses.

On the other hand, in the RGVSA environs, TGS has made annual filings pursuant to the
interim rate adjustment provisions, which allows the company to recover the increased costs
associated with incremental capital investment. The IRA filings do not allow, however, for
changes in rates to account for annual increases in expenses. While the Texas Utility Code
allows interim rate adjustments to be applied to either the customer charge or the volumetric
charge, Ms. Buchanan testified that TGS has applied IRA increases to the customer charge in the
RGVSA environs because most of the cost of distributing natural gas to customers is fixed.!*
Conversely, all increases in the cities have been applied to the volumetric charge in accordance
with the COSA tariff, The company maintains that because the RGVSA cities and environs rates

7 Joint Bx. 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 6.

8 GURA § 104.301 requires & utility to file a Statement of Intent not later than 130 days after the fifth anniversary of the date on
which its first interim rate adjustment takes effect. In the RGVSA environs, the first interim rate adjustment subsequent to
GUD NO. 9800 was final on July 29, 2008. Adding 180 days to this anniversary results in a required filing date of January 25,
2014. The Interim Order in GUD No. 10127, however, states in Finding of Pact No. 43 that TGS is required to file a rate case
by January 25, 2013, TGS obtained confirmation from the Railroad Commission of Texas Gas Services Division that Finding
of Pact No. 43 contained an error and that the correct date for the required filing is January 25, 2014, Joint Ex. 1, Statement of
Intent and Prefiled Direct Testimony, Janet Buchanan, p. 4 and Ex. JB-2,

9 Tgx. UTIL, CODE ANN. § 104,301(h). (Referred to as IRA and GRIP) and Joint Ex. 1, Statement of Intent and Prefiled Direct
Testimony, Dean LaFever, p. 7.

10 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet M. Simpson, p. 5.

1 16 TEx. ADMIN, CODE § 7.115(33) and Examiners’ Ex. 4, Response of TGS to Examiners’ RFI 3-1,

12 Bxaminers’ Ex, 13, August 13, 2013 Letter from TGS to Examiners — Technical Conference update, Attachment B and Joint
Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet Buchanan, pp. 6-7.

13 Joint Ex, 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, pp. 6-7.

14 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet Buchanan, p. 8.
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will continue to change according to these separate mechanisms, the specific rates designed to
recover the revenue requirement will continue to differ.!® Staff points out that the current
situation is similar to the Atmos Mid-Tex rates approved by the Commission in unincorporated
areas, which resulted in customer charges that differed from the customer charges in the
incorporated areas from COSA like mechanisms, the RRM and DARR.'

Turning to the proposed settlement rates, it is important to first recognize that in the
company’s filing, the customer charge used to calculate the current percentage increase in rates
is not the customer charge from the last full rate case, GUD No. 9708, but rather the rate
approved in the last IRA filing, GUD No. 10127. The customer charge in GUD No. 9708 for
residential was $9.50 and $25.00 for commercial, which have been increased through the IRA
dockets to the rate shown in the “Current” column below in Table 5.1. This table demonstrates
the residential and commercial current,'’ proposed and settlement rates.

Table 5.1
Residential and Commercial Rates - Current, Proposed and Settlement
Incorporated Environs
Residential Current Current Proposed Settlement
Customer Charge $11.25 $12.08 $12.08 $12,08
All Cef $0.4712 $0.1635 $0.2303 $0.1784
Mcf $4.712 $1.635 $2.303 $1.784
Commercial
Customer Charge $31.25 $41.67 $41.67 $41.67
All Cef $0.3442 $0.1450 $0.1960 $0.1796
Mcf $3.442 $1.450 $1.960 $1.796

The revenue requirement is recovered from customer rates as set out in the proposed
Settlement Agreement. The proposed environs customer charge for residential of $12.08
contemplated by the Settlement Agreement is the same as originally proposed and it also matches
the customer charge in the last IRA docket, GUD No. 10127. The environs residential
volumetric rate currently is $0.1635 per Ccf. As originally proposed this volumetric rate would
increase to $0.2303, which is reduced to $0.1784 for all Ccf by the Settlement Agreement.
Similarly, the proposed settlement customer charge for environs commercial customers is also
unchanged from the last interim rate adjustment docket at $41.67. The environs proposed
commercial customer settlement amount for volumetric rate would change from $0.1450 to
$0.1796 for all Ccf. The $11.25 customer charge for the RGVSA cities resulted from a *“black

15 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet Buchanan, p. 7 and Examiners’ Ex. 4, Response of TGS
to Examiners’ RFI 3-1,

16 pxaminers’ Ex. 5, Staff’s Response to Examiners’ RFI 4-1, citing GUD No. 10170 (and consolidated cases), Statement of
Intent filed by Atmos Energy Carporation to Increase Gas Utility Rates within the Unincorporated Areas Served by the Atmos
Mid-Texas Division, Final Order December 4, 2012.

i7 The Examiners note that the company’s use of the rate in GUD No, 10127, the last interim rate adjustment rate, as “current”

rates (as opposed the “current” rate stated as the rate in the last full rate case) is justified in the instant case becauso those
rates are just and reasonsble. The Commission is not precluded, however, from altering the interim rate adjustment rates
contained in the Interim Orders to determine just and reasonable rates in future dockets as provided by 16 TAC 7.7101(j).



PROPOSAL FOR DECISION

GUD NO. 10285 PAGE 6

box™ settlement agreement from an August 2009 Statement of Intent filed with the cities that
included adoption of a COSA tariff, The customer charge hasn’t changed for the cities since that
time although the volumetric charge has increased through the COSA.'”® What is more, the
impact of the proposed change on residential and commercial customers is shown below in Table
5.2. As calculated, the average residential customer, who consumes 14 Cef'® will experience a
rate increase, without the cost of gas, of 1.45%.

Table 5.2
Average Bill Impact by Customer Class
Proposed and Settlement Rates
PROPOSED SETTLEMENT
CUSTOMER AVERAGE CURRENT PROPOSED | SETTLEMENT | PERCENT PERCENT
CLASS Cef RATE RATE RATE INCREASE INCREASE
Residential 14 $14.37 $15.30 $14.58 6.5% 1.45%
Commercial 414 $101.70 $122.80 $116.02 20.75% 14.09%
Church 31 $33.66 $35.25 $34.74 4.69% 3.19%
Industrial 3,240 $538.47 $613.32 $607.97 13.90% 12.91%
Public Authority 316 $95.25 $109.32 $104.57 14.77% 9.78%
T-1 9,356 $1089.42 $1118.90 $1345.04 2.71% 23.46%
Transportation
T2 28,556 $1117.48 $1174.22 $1892.69 5.08% 69.37%
Transportation

Likewise, Figures 5.1 and 5.2 show the comparisons of current to progosed and
recommended settlement rates for residential and commercial customers, respectively.?’

Figure 5.1

Comparison of Proposed Residential Ratesto Current Environs Rates and
Rates Recently Approved in the Municipalities by COSA

2500 1
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18 Bxaminers’ Ex. 4, Response of TGS to Examiners® RFI 3-1,

19 Based upon the 2012 average usage for each customer class, Joint Ex. 2, Public Notice and Affidavit of Janet Buchanan.

20 The remaining customer classes® comparisons of current to proposed and recommended settlement rates are attached as
“Proposal for Decision Attachment B.”
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Figure 5.2

; Comparison of Proposed Commercial Rates to Current Environs Ratesand

Rates Recently Approved in the Municipalities by COSA
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Ms. Buchanan testified that the rate design process began with determining the amount of
revenue to be recovered from the incorporated customers by applying the proposed COSA rates
to the incorporated billing determinants for each customer class. The remaining shortfall is to be
recovered from the environs customers in a manner that is generally consistent with those
already in place for the RGVSA environs customers.2! TGS maintains that a reasonable monthly
service charge was established and then the company calculated a commodity rate to recover the
remaining cost of service. The proof of revenue assures that the rates do not exceed the overall
revenue requirement. TGS asserts that this is consistent with other dockets with relatively small
numbers of customers.

In the Settlement Agreement, TGS agrees to a $25,000 reduced revenue requirement for
the environs share of the system-wide cost of servicee. TGS submitted evidence in this
proceeding in support of its original rate request. The Settlement Agreement is a “black box”
settlement and the individual components or adjustments may not be determined. Nevertheless,
based upon the evidence in the record, the Examiners find that the Settlement Agreement is just
and reasonable and consistent with Commission precedent® The Examiners recommend
granting the Joint Motion for Approval of Settlement Agreement and the approval of rates

consistent with the Settlement Agreement with one adjustment to rate case expenses as discussed
in Section No. 7 of this proposal for decision.

2! Joint Ex. 1, Statement af Intent and Prefiled Direct Testimony, Janet Buchanan, pp. 16-17.

2 Examiners’ Ex. 13, August 13, 2013 Letter from TGS to Examiners — Technical Conference update. GUD No. 10196,
Statement of Intent filed by Bluebonnet Natural Gas, LLC to Increase Rates in Hardin, Jefferson, Liberty, Nacogdoches, Rusk
and Tyler Counties, Texas, and consolidated dockets, Fina! Order December 4, 2012; and GUD No. 10021, Statement of Intent
to Increase Rates in Armstrong, Bailey, Borden, Briscoe, Carson, Castro, Cochran, Crosby, Dawson, Deaf Smith, Dickens,
Donley, Floyd, Gaines, Garza, Hale, Hall, Hockley, Kent, Lamb, Lubbock, Lynn, Motlay, Oldham, Parmer, Potter, Randall,
Swisher, Terry and Yoakum Counties, Texas, Final Order April 24, 2012,

B GUD No. 10170 (and consolidated cases), Statement of Intent filed by Atmos Energy Corporation to Increase Gas Utility
Rates within the Unincorporated Areas Served by the Atmos Mid-Texas Division, Final Order December 4, 2012.
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B. Pipeline Integrity Expenses

Pipeline integrity testing (PIT) is required by both federal and state regulations to ensure
the, safe transportation of natural gas by pipeline through regularly testing the structural integrity
of gas pipelines. The Commission administers and enforces the program’s requirements as
applied to intrastate pipelines.24 M. LaFever testified that TGS began the initial testing in 2003
and under the program, the company is required to test all transmission facilities subject to
regulations in a Baseline Assessment over a ten-year period, and then reassess those same
facilities at least once every seven years.’

TGS has approximately 294 miles of gas transmission main in the RGVSA subject to
required testing. Mr, LaFever testified that after the risk assessment and testing schedule has
been established, TGS prioritizes, coordinates and schedules testing in the most efficient and
cost-effective manner possible. As a result, the length of pipe tested and the associated level of
expenses in a given year may change2® During the test year, the company primarily employed a
hydrostatgg:, pressure test method to perform integrity tests on transmission lines in the
RGVSA.

Mr. LaFever testified further that the amount of pipeline integrity testing cost incurred
during the test year is about $3.4 million. The amounts incurred for pipeline integrity testing are
deferred on the company’s balance sheet and are amortized the following year. The total
pipeline integrity expense included in the company’s test year cost of service, as originally
proposed, is $2,365,014. The most recent three year average for pipeline integrity expenses is
$2,778,975. This is comprised from years 2010 through 2012, as follows: 2010 - $1,904,927;
2011 - $3,067,558; and 2012 - $3,364,439. It is the company’s position that the amount of
pipeline integrity expense inchuded in the cost of service is reasonable because it is equal to the
test year expense, which represents amortization of historical pipeline integrity costs. No
adjustment to the test year level of expense was proposed in the original filing because it is
representative of the average annual expenditures incurred for the pipeline integrity program in
recent years.28

The Examiners inquired as to whether the pipeline integrity expenses should be recovered
through a surcharge that captures the actual -expenses and eliminates any over and under
recoveries by the company as approved by the Commission in GUD No. 10142 for the El Paso
Service Area environs. Both Staff and the company were opposed to this method of recovery for
the PIT expenses.29 The parties point out that the PIT Rider in GUD No. 10142 set recovery of
PIT expenses in both incorporated and unincorporated areas of the El Paso Service Area. A rider
for the RGVSA for only the environs would necessarily differ. According to Staff and TGS, PIT
expenses are an eligible part of the cost of service and the incorporated rates already are based
upon these expenses."‘o Staff asserts that to date, the Commission has approved recovery of PIT

M Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFover, p. 11.

2 Yoint Ex, 1, Statement of Infent and Prefiled Direct Testimony, Dean LaFever, p. 1 1.

% Joint Ex, 1, Stafement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 12.

27 Joint Bx. 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 12,

28 pyaminers’ Ex. 11, Response of TGS to Examiners’ RFI 7-1,

29 Examiners’ Ex. 7, Response of TGS to Examiners’ RFI 5-1 — 5-3 arid Examiners’ Ex. 8, Response of Staff to RF1 5-1 —5-3.
3 Byaminers’ Ex. 7, Response of TGS to Examiners’ RFI 5-1 - 5-3 and Examiners’ Ex. 8, Response of Staff to RFI 5-1 -5-3.
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expenses in the cost of service in previous cases, and as a separate rider only in the El Paso
Service Area environs.”’ Staff maintains that integrity management expenses have been included
in a utility’s cost of service from the first rate setting docket at the Commission and that it has
only been in recent years that integrity management expenses have become a focus of a utility’s
expenses. Staff believes this is traced directly to the federal and state regulatory requirements.
Prior to the enactment of rules and laws governing specific integrity management, each utility
determined its own integrity management strategy for facility replacement and those costs were
capitalized or expensed as the utility replaced or maintained its sys’cem.?‘2

Furthermore, it is Staff’s position that the inclusion of $2.3 million of PIT expenses in the
cost of service for the test year is reasonable. Staff points out that some future fluctuation from
the test year amount is expected. According to Staff, the risk that the company might over-
recover at some point is allayed by the actually incurred expenses from 2009-2011 totaling $5.25
million in the RGVSA that has not been recovered yet through rates. In 2013, PIT expense is
projected to be approximately $3.4 million, exceeding test year PIT by about $1 million. Based
upon the proposed rates, TGS will under-recover PIT expense for 2013 by $1 milliqn.33

The interim rate adjustment provisions allow the company to recover for incremental
capital investment. Therefore, current rates for the RGVSA environs have not been adjusted to
reflect the increases in pipeline integrity testing since the last rate case, GUD No. 9708. * Given
the nature of the “black box” settlement, the individual components or adjustments may not be
determined. Based on the evidence in the record, the Examiners find that the recovery of the PIT
expenses through the cost of service in the proposed Setrlement Agreement is just and reasonable.

C. Interim Rate Adjustment Review
i Background

Pursuant to GURA §104.301 and TEX. ADMIN, CoDE §7.7101 a gas utility may file an
interim rate adjustment (IRA) request. That provision provides utilities a mechanism to adjust
rates annually with an interim adjustment for capital investment. Prior to this statute, a utility’s
rate could be increased only through a full Statement of Intent proceeding. Once a utility files its
first IRA filing, it is required to make an IRA filing annually. The amounts are subject to review
for prudence in a subsequent proceeding and any amounts collected through the adjusted rates
are subject to refund until the subsequent Statement of Intent proceeding. After the fifth
anniversary of the first IRA filing, the utility must undertake a Statement of Intent proceeding.

31 pxaminers’ Ex. 8, Response of Staff to RFI 5-1 — 5-3. Staff notes that Staff does not maintain records that track integrity
management expense but has identified the following cases that include the cost of service in the rates: GUD No. 9869
(consolidated), Petition for De Novo Review of the Denial of the Statement of Intent Filed by Atmos Energy Corp,, Mid-Tex
Division by the City of Dallas; Statement of Intent filed by Atmos Energy Corp., Mid-Tex Division to Increase Gas Utiljty
Rates in the Unincorporated Areas Served by the Mid-Tex Division, Final Order January 26, 2010 and Final Order Nunc Pro
Tunc February 23, 2010; GUD No, 9902, Statement of Intent of CenterPoint Energy Resources Corp., D/B/A CenterFoint
Energy Entex and CenterPoint Energy Texas Gas to Rates in the Houston Division, Final Order February 23, 2010; GUD No.
10235 (consolidated), Statement of Intent of West Texas Gas, Inc. to Increase Gas Distribution Rates in the Unincorporated
Areas of Texas, Final Order June 13, 2013,

32 pxaminers’ Ex. 7, Response of TGS to Examiners’ RFI 5.1 — 5-3 and Examiners’ Ex. 8, Response of Staff to RFI 5-1 —5-3.

 Bxaminers’ Ex. 7, Response of TGS to Examiners’ RFI 5-1 — 5-3 and Examiners’ Ex. 8, Response of Staff to RFI 5-1 -5-3.

3 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 13.
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In the prior Statement of Intent for the TGS RGVSA, GUD No. 9708, the Commission
approved the following rate factors for the company to use when calculating IRAs pursuant to
Texas Utilities Code §104.301. :

1. For the purpose of future GRIP filings, rate base as of September 30, 2005 shall
be $32,275,081.

2. For the purpose of future GRIP filings, the overall rate of return on new
investment shall be 8.055%.

3. For the purpose of future GRIP filings, the overall rate of return for use in the
utility’s annual earnings monitoring report required by TEX. Util, Code Ann.
§104.301(f) shall be 8.4%.

4. Depreciation rates shall be consistent with those depreciation rates included in the

Company’s Statement of Intent filed on March 30, 2006.

The incremental federal income tax rate shall be 35%.

6. Any investment in plant for the combined RGV system recorded after September
30, 2005 shall be recoverable throngh future GRIP filings.

7. Any future GRIP filings shall not include increased investment in allocated
division or corporate plant with exception of investment in the centralized call
center and investment in computer systems.

&

After the last Statement of Intent, GUD No. 9708, TGS filed the following five IRA
applications for the environs of the RGVSA.

Tex. R.R. Comm’n, Application of Texas Gas Service Company for the 2006 Annual Gas
Reliability Infrastructure Program Rate Adjustment for the Unincorporated Areas of the
Rio Grande Valley Service Area, Docket No. 9800, (Gas Utils. Div. July 29, 2008).

Tex. R.R. Comm’n, Application of Texas Gas Service Company for the 2007 Annual Gas
Reliability Infrastructure Program Rate Adjustment for the Unincorporated Areas of the
Rio Grande Valley Service Area, Docket No. 9871, (Gas Utils. Div. July 14, 2009).

Tex. R.R. Comm’n, Application of Texas Gas Service Company for the 2008 Annual Gas
Reliability Infrastructure Program Rate Adjustment for the Unincorporated Areas of the
Rio Grande Valley Service Area, Docket No. 9996, (Gas Utils. Div. December 14, 2010).

Tex. RR. Comm’n, Application of Texas Gas Service Company for the 2009 Annual
Gas Reliability Infrastructure Program Rate Adjustment for the Unincorporated Areas of
the Rio Grande Valley Service Area, Docket No. 10035, (Gas Utils, Div. March 8, 2011).

Tex. R.R. Comm’n, Application of Texas Gas Service Company for the 2010 Annual Gas
Reliability Infrastructure Program Rate Adjustment for the Unincorporated Areas of the
Rio Grande Valley Service Area, Docket No. 10127, (Gas Utils. Div. January 24, 2012).
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The chart below contains key information from each of the five IRA filings:

Table 5.3
Annual IRA Key Information

IRA Year 2006* 2007 2008 2009 2010

GUD No. 9800 9871 9996 10035 10127
Increase in Net $4,359,680 $2,432,982 $2,477,820 $5,033,281 | $5,608,759
Investment (Note 1)
Change in Revenue $684,904 $417,939 $435,853 $647,212 $800,788
Requirement (Note 1)
Environs Allocated $43,868 $26,069 $29,155 $43,293 $55,869
Share of Revenue
Requirement (Note 2)

Note 1: Annual IRA filings, Schedule, IRA-3, lines 2 and 8. Examiners’ Exhibits 14-18, respectively.
Note 2: Annual IRA filings, TGS RGVSA GRIP Rate Adjustments for the Unincorporated RGVSA.
Examiners® Exhibits, 14-18, respectively.

TGS witness, Janet Buchanan, testified that because most of the cost of distributing
natural gas to customers is fixed, the cost of providing service does not vary with the amount of
natural gas provided. Therefore, it is appropriate to recover such costs through a fixed charge.
Thus, the Company elects to apply the IRAs to the customer charge. Ms, Buchanan testified that
this is consistent with how other gas utilities apply the IRA statute.’® Over the course of the five
IRA filings, the residential customer charge has increased from $9.50 to $12.08. The annual

customer charge impact for each customer class is shown below:

Table 5.4
RGVSA Environs Customer e Changes from GUD 9708 to Current’’
Current 2006 2007 2008 2009 2010

Rate Customer Customer | Interim Rate Interim Rate | Interim Rate Interim Rate | Interim Rate Total
Schedule | Class Charge Adjustment Adjustment Adjustment Adjustment Adjustment
1Z Residential $9.50 $0.58 $0.36 $0.38 $0.56 $0.70 $12.08
27 Church $12,50 $3.92 $2.33 $2.40 $3.57 $4.45 $29.17
27 Commercial $25.00 $3.92 $2.33 $2.40 $3.57 $4.45 $41.67
3Z Industrial $50.00 $10.95 $5.90 $1.73 $2.58 $2.86 $74.02
4Z Public $30.00 $3.53 $2.18 $2.34 $3.48 $3.98 $45.51

Authority
T-1 T-1 $50.00 $47.35 $30.47 $27.34 $40.61 $46.65 $242.42

Transportation
T-2 T-2 $250.00 - $47.35 $30.47 $27.34 $40.61 $46.65 $442.42

‘Transportation

Docket 9708 9800 9871 9996 10035 10127

Numbers

35 15 month period ended 12/31/06.
36 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janct Buchanan, p. 8.
37 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet Buchanan, p. 4.
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ii. Prudence Determination

Until the issuance of a final order, all amounts collected under the interim adjustment rate
increases are subject to refund at the next rate case.®® Once the Commission issues a final order
in the full rate case following the interim adjustments, the revenues that the utility received from
interim rate adjustments from capital investments will no longer be subject to refund. Thus,
Commission rules® provide for a prudence review related to the reasonableness and prudence of
the capital expenditures contained in the interim rate adjustment filings. TGS seeks a finding
supporting the reasonableness and prudence of the IRA capital investments from October 1, 2005
through December 31, 2010.

In support of its investment, Mr. Dean LaFever provided testimony of all capital
expenditures and provided a detailed list of every capital project undertaken from October 1,
2005 through December 31, 2010.*° Mr. LaFever stated that from September 30, 2005 through
December 31, 2012, the Company has invested more than $40 million in the RGVSA to ensure a
safe and reliable system. He testified that of this total, $21.6 million was included in the IRA
filings, as well as, investments totaling approximately $2.4 million in Corporate Plant that was
not included in the prior IRA filings. Another approximately $16 million has been invested in
the RGVSA in calendar years 2011 and 2012. Accounting for depreciation, this represents a net
increase in capital investment of more than $40 million."

Mr. LaFever testified that the Company did not include certain capitalized meal and
travel costs that the Commission removed from rate base in prior IRA filings, and has removed
all capitalized meal and travel expense for the test year in excess of $25 per person per meal and
$150 per night hotel expense. 42" Additionally, TGS did not include in any IRA filings, either
with the cities or the Commission, increased investment in allocated division or corporate plant
except as allowed by the terms of the agreement. However, the investment in division and
corporate plant, used and useful, has been included in rate base in this Statement of Intent
filing*® He also affirmed that all plant included in the previous five IRA filings through test year
ended December 31, 2012, as proposed in rate base, represents plant presently in service and
used and useful in the provision of gas utility service to RGVSA customers. Mr., LaFever either
reviewed or participated in approval of each investment included and in his opinion each
investment was prudently made, reasonable in amount, and necessary in order for TGS to
maintain a safe, reliable and regulatory-compliant system and provide an appropriate level and
quality of gas utility service to customers in the RGVSA.*

ii. Commission Staff’s Review of IRA Filings

In response to Examiner’s RFI-2, Staff identified all projects removed from each annual
IRA filing. Staff also responded that in GUD Nos. 9800 and 9871, facility improvements of

3 Ty, UriL. CODE ANN. § 104.301(a).

3% 16 TEX. ADMIN. CODE § 7.7101(9).

# Joint Ex. 1, Statement of Intent and Prefiled Diroct Testimony, Dean LaFever, Exhibit DL-1.
41 Joint Ex, 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 9,

42 Joint Px. 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 8.

% Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 9.

# Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Dean LaFever, p. 10.
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$57,554 were not included. Additionally, in GUD No. 9871, CNG cylinders and storage tank
removal totaling $58,868 were not included as rate base in the interim filings as part of the
settlement with the cities. However, these projects have been included in rate base in this
docket.

The joint Settlement Agreement terms state that Staff conducted a thorough review of
each interim rate adjustment docket related to the current docket, Staff examined each docket,
which included an evaluation of plant during the administrative review and approval of each IRA
at the time each docket was filed, affirming the review process was complete. Additional review
was conducted during GUD No. 10285 of plant included in each IRA. A sample of plant put into
service during calendar years 2011 and 2012 was also reviewed to ensure that plant investment
from this period was just and reasonable.

: Adjustments to meals and hotel expenses made in IRA filings, GUD Nos. 9800, 9871,
9996, 10035, and 10127, were carried through to GUD 10285, Staff affirmed that the amounts
removed from each IRA filing was appropriate at the time. Staff reviewed the instant docket to
affirm that any previously removed amounts were not included in this case or, if included, that
the utility had provided sufficient justification to include previously removed amounts in gas
plant and the associated accumulated depreciation in this docket. Staff affirms that the amounts
included in gross plant and associated accumulated depreciation in this docket are reasonable and
prudent under 7.7101(j). Staff affirms that refunds under 16 TEX. ADMIN. CODE § 7.7101(i) are
not recommended or necessary.*

iv.  Settlement Agreement — Future IRA Factors

TGS and Staff agree that any future IRA filings made for the RGVSA Environs pursuant to
GURA § 104.301 shall rely on the following Cost of Service factors:

e Weighted Average Cost of Capital shall be 8.0845% based upon a capital structure
of 44.61% debt and 55.39% equity, with a 10.33% cost of equity.

e TFor the initial IRA filing, the Net Investment which includes detail of Plant in
Service amounts along with the associated depreciation rate for each account shall
be as shown on Exhibit B, to the Settlement Agreement.

e For the initial IRA filing, the beginning amount of ad valorem taxes at the RGVSA
level is $627,090.

e For the initial IRA filing, the net plant in service is $73,629,650 for calculating the
federal income tax.

e For the initial IRA filing, the customer charge as noted in item 2*6 above will be the
starting rate to apply any IRA adjustment.

o The allocation factors to spread any change in IRA increase/decrease to the
appropriate customer classes is, as follows:

45 Settlement Agreement, Paragraph 12, p. 6 and Examiners’ Bx, 2. Staff’s Response to Examiners’ RF12-1, 2-2, and 2-3.
46 «[yem 27 in the Setrlement Agreement contains customer charges as found in the settlement rate column of Table 5.1 in this
Proposal for Decision,
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Table 5.5
Future TRA Allocation Percentages

Customer Class Allocated

Increase
Residential 58.10%
Commercial and Church 29.24%
Industrial . 2.66%
Public Authority 4.23%
T-1 Transportation 3.38%
T-2 Transportation 2.39%
Total 100.00%

Vs Depreciation Rates
(a) Background

The current depreciation rates are those established in the last full rate case for the
RGVSA environs, GUD No. 9708. In that docket, the Commission approved the same
depreciation rates as the municipalities that arose from a settlement dated July 7, 2006. The
depreciation rates for TGS Division were developed in a 2003 update, based on March 31, 2002,
plant and reserves, of a preliminary study conducted for six Southern Union districts identified as
West Texas, Galveston, North Texas, Port Arthur, Austin, and Rio Grande.”

(b)  Settlement Proposed Depreciation Rates

The Settlement Agreement proposes to use the same depreciation rates, including
production and gathering rates, as those used for the RGVSA cities that were approved under a
2009 settlement agreement between TGS and the RGVSA cities.®® The depreciation rates
approved with the settlement with the cities had the majority of the rates coming from the
"RGVSA direct plant depreciation rates at amounts that were developed in 2008 from a
depreciation study conducted by Dr. Ronald E. White of Foster Associates. TGS witness, Janet
Simpson, sponsors the study for use in this environs case. Ms. Simpson testified that the
production and gathering plant rates were developed in studies commissioned by Southern Union
Company prior to the acquisition of TGS by ONEOK, Inc.*

The proposed depreciation rates were derived from a system composed of straight-line
method, vintage group procedure, and remaining-life technique. 30 For the RGVSA direct assets,
the study recommended primary account depreciation rates equivalent to a composite rate of 1.34
percent. Depreciation expense is currently accrued at rates that composite to 3.60 percent.
Therefore, the recommended change in the composite depreciation rate is a reduction of 2.26
percentage points. Of the 26 plant accounts included in the 2008 study, Foster Associates

41 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janct M. Simpson, Exhibit IMS-2, pp. 6-7.
4 Joint Ex, 1, Statement of Infent and Prefiled Direct Testimony, Janct M. Simpson, p.17.

49 Joint Bx. 1, Statement of Intent and Prefiled Direct Testimony, Janet M. Simpson, p.17.

5 Yoint Ex, 1, Statement of Intent and Prefiled Direct Testimony, Janet M. Simpson, Exhibit IMS-2, p. 8.
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recommended rate reductions for 23 accounts and rate increases for three accounts, presented in
the table below.”!

Texas Gas Service— RGVSA
Current and Proposed Accrual Rates®’

Table No. 5.6
Account | Account Description Current Proposed
Ne. Accrual Accrual
Rate Rate
Transmission Plant
366.20 Structures and Improvements 2.50% 2.98%
367.00 Mains 2.50% 1.96%
368.00 Compressor Station Equipment 2.50% 2.52%
369.00 | Meas. and Reg, Station Equipment 2.50% 2.46%
371.00 Other Equipment 2.50% 2.29%
Total Transmission Plant 2.50% 2.10%
Distribution Plant
375.10 Structures and Improvements 3.50% 2.58%
375.20 Other System Structures 3.50% 2.16%
376,00 Mains ¥ 3.50% 1.49%
378.00 Meas. and Reg. Station Equip. — General 3.50% 1.45%
379.00 Meas. and Reg. Station Equip. — City Gate 3.50% 1.48%
380.00 Services 3.50% 1.59%
381.00 Meters 3.50% 0.73%
382.00 Meter Installations 3.50% 3.47%
383.00 House Regulators 3.50% -0.65%
385.00 Industrial Meas. and Reg. Station Equip. 3.50% 1.54%
386.00 Other Property on Customers’ Premises 3.50% 1.06%
387.00 Other Equipment 3.50% -19.97%
Total Distribution Plant 3.50% 1.15%
General Plant - Depreciable X
390.10 Structures and Improvements 4.50% 1.95%
392.00 Transportation Equipment 12.50% ~-14.83%
396.00 Power Operated Equipment 12.50% -19.50%
Total Depreciable 6.67% -3.53%
General Plant - Amortizable
391.10 Office Purniture and Fixtures 9.00% 6.67%
391,90 Computers and Electronic Equipment 9.00% 13.95%
393.00 Stores Equipment 9.00% 6.67%
394.00 Tools, Shop and Garage Equipment 9.00% 6.67%
397.00 Communication Equipment 9.00% 5.64%
398.00 Miscellaneous Equipment 9.00% 6.67%
Total Amortizable 9.00% 7.51%
Total General Plant 7.97% 2.64%
TOTAL GAS OPERATIONS 3.60% 1.34%

$1 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet M. Simpson, Exhibit JMS-2, pp. 9-10.
52 Joint Bx. 1, Statement of Intent and Prefiled Direct Testimony, Janet M. Simpson, Exhibit JMS-2, p. 24.
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For the TGS Division assets, the study recommended primary account depreciation rates
equivalent to a composite rate of 5.15 percent. Depreciation expense is currently accrued at rates
that composite to 9.46 percent, The recommended change in the composite depreciation rate is,
therefore, a reduction of 4.31 percentage poinis. Of the 6 plant accounts included in the 2008
study, Foster Associates is recommending rate reductions for four accounts and rate increases for
two accounts, presented in the table below.”

Table No. 5.7
TGS Division Current and Proposed Accrual Rates®*
Account | Account Description Current Proposed
No. Accrual Accrual
Rate Rate
General Plant - Depreciable
390.10 Structures and Improvements 10.00% -85.31%
_ Total Depreciable 10.01% -85.32%
General Plant- Amortizable
391.10 Office Furniture and Fixtures 10.27% 6.66%
391.90 Computers and Elsctronic Equipment 10.27% 4.06%
394,00 | Tools, Shop and Garage Equipment 3.33% 6.67%
397.00 Communication Equipment 6.67% 6.66%
398.00 Miscellaneous Equipment 5.00% 6.67%
Total Amortizable 9.46% 543%
Total General Plant 9.46% 5.15%
TOTAL GAS OPERATIONS 9,46% 5.15%

In addition to proposed depreciation rates, TGS requests amortization accounting for
selected general support asset categories in which the unit cost of equipment is small in relation
to the cost of maintaining the detailed accounting records. Depreciation accounting would
replace amortization accounting for the asset categories summarized below: =

Texas Gas Service— RGVSA
Proposed Amortization Accounts®®

Table No. 5.8
Account Description Amortization
No. Period

391.10 Office Fumiture and Fixtures 15 yrs,
391.90 Computers and Electronic Equipment | 7 yrs.

393.00 Stores Equipment 15 yrs,
394.0 Tools, Shop and Garage Equipment | 15 yrs.
397.00 Communication Equipment 15 yrs.
398.00 Miscellaneous Equipment 15 yrs.

53 Joint Bx. 1, Statement of Intent and Prefiled Direct Testimony, Janet M, Simpson, Exhibit JMS-2, p. 10.

54 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet M. Simpson, Exhibit IMS-2, p. 32,

55 The recommendation to implement amortization accounting is consistent with the treatment adopted by Kansas Gas Service
and Oklshoma Natural Gas, Exhibit JMS-2, p.8, fn. 1.

5 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet M. Simpson, Exhibit IMS-2, p. 9.
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(c)  Setilement Agreement

Per the terms of the Settlement Agreement, the Signatories agree that TGS shall file a
depreciation study not older than 12-months for TGS assets for inclusion in its next statement of
intent groceeding involving one or more of its El Paso, Rio Grande Valley, or Austin Service
Areas,

Also, the Settlement Agreement states that ONEOK, Inc., the parent company of TGS,
has announced that it will split into two separate legal entities, one exclusively regulated (ONE
Gas, Inc.), and one exclusively unregulated, sometime following the first quarter of 2014. As
part of this separation, the current corporate assets of ONEOK, Inc. will be assigned to one or the
other of the two companies. The Signatories agree that within a reasonable time following the
creation of ONE Gas, Inc. when the corporate assets of the newly formed regulated company are
known, the Company will perform a study to update the level of corporate depreciation expense
allocated to TGS. **

vi. Current and Proposed Bill Information — Future IRA Filings
The Settlement Agreement also establishes the following average usage per month per

customer class in order to determine the current and proposed bill information in future IRA
filings, as follows: *°

Table 5.3
Settlement Average Usage Per Month
Customer Class Average Usage
Per Month (Cc
Residential 14
Commercial 414
Church 31
Public Authority 316
Industrial 3,240%°
T-1 Transportation 9,356
T-2 Transportation 28,556

vii. Rate of Return

The Settlement Agreement includes specific components related to the cost of capital to
be applied in future interim rate adjustment proceedings. The parties agree that the use of
ONEOK, Inc.’s unconsolidated capital structure ratios of 44.61% debt and 55.39% common

ST Settlement Agreement, paragraph 7.

58 Settlement Agreement, paragraph 8.

59 Settlement Agreement, Page 5, Paragraph No. 4.

6 The correct number for future IRA filings for the average Ccf for the Industrial Customer Class is 3,240, however, the

Settlement Agresment, Page 5, Paragraph No. 4, incorrectly states that this figure is 3,241, Examiners’ Ex. 12, Response of
TGS to Examiners’ Ltr. No. 25.
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equity is reflective of LDC industry standards and is just and reasonable.”’ The company
originally proposed a cost of equity of 10.75% that has been reduced through the Settlement
Agreement to 10.33%. The parties also agree to reduce the weighted average cost of capital from
the proposed amount of 8.26% to 3.0845%. The Settlement Agreement does not mention the cost
of debt. Inits filing, Dr. Bruce H. Fairchild testified for TGS that the average embedded cost of
debt at December 31, 2012, of the approximately $1.7 billion of long-term debt issued by
ONEOK, Inc., is approximately 5.17%." He testified further that the use of ONEOK, Inc.’s cost
of debt is consistent with using ONEOK, Inc.’s stand-alone capital structure.

viii. Examiners’ Recommendation

The Examiners find that the use of ONEOK’s unconsolidated capital structure and cost of
debt is just and reasonable and consistent with Commission precedent.63 The Examiners note,
however, when utilizing the Settlement Agreement components and the original cost of debt of
5.17%, the overall rate of return is calculated as 8.0265%. Whereas, in the Settlement
Agreement, the weighted average cost of capital, or overall rate of return, is proposed slightly
higher at 8.0845%. This is a “black box” settlement agreement and the individual components or
adjustments may not be determined. The overall rate of return and the individual components
contained in the Settlement Agreement are consistent with recent Commission precedn:nt.‘54 The
Examiners find that the elements of the rate of return and the overall rate of return contained in
the Settlement Agreement are just and reasonable.

Table 5.9
Rate of Return
Capital Debt/Equity | Weighted Cost
Structure Cost of Capital

Long-Term Debt 44.61% 5.17% 2.30%
Common Equity 55.39% 10.33% 5.72%

Rate of Return 100% 8.0265%
Recommended and 8.0845%
Settlement ROR

Moreover, the Examiners find that, based upon the evidence in this case, the company
has established that its investments pursuant to the interim rate adjustment filings outlined above

61 Joint Bx, 1, Statement of Intent and Prefiled Direct Testimony, Bruce H. Fairchild, p. 18 and ONEOK, Inc.’s 2012 Form 10-K.

8 Joint Ex, 1, Statement of Intent and Prefiled Direct Testimony, Bruce H. Fairchild, p. 18 and Exhibit BHF-1, Schedule BHF-3.

8 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Bruce H. Fairchild, p. 18 and GUD No. 9988, Petition of the
De Novo Review of the Denial of the Statement of Intent filed by Texas Gas Service Company by the Cities of El Paso,
Anthony, Clint, Horizon City, Socarro, and Village of Vinton, Texas, Final Order December 14, 2010.

6 Pyaminers’ Ex. No. 3, Staff’s Response to Examiners’ RFI 3-1, updated Rate of Return Components Awarded in Recent
Years.
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are just and reasonable. Accordingly, no refund of any of those investments is required. The
Examiners also find that the capital investments allowed in the five interim rate adjustment
dockets for the RGVSA, GUD Nos. 9800, 9871, 9996, 10035, and 10127, were prudent and
reasonable.

Furthermore, the Settlement Agreement included Net Investment calculations detailing
Plant in Service amounts along with associated deprecia’cion.65 The parties stipulated to the
factors for ad valorem taxes and federal income taxes to be included in the first interim rate
adjustment. The parties also stipulated to the initial customer charge applicable to interim rate
adjustments and base rate revenue allocation factors. The Sertlement Agreement sets out
requirements for new depreciation studies for TGS Corporate and Division. The Examiners
recommend approval of the depreciation rates presented in Exhibit B to the Setflement
Agreement. The Examiners find that the calculations and factors contained in the Settlement
Agreement for future IRA filings are just and reasonable.

6. Affiliate Transactions

As to affiliate transactions, Ms. Buchanan testified that there are no affiliate expenses in
this filing. TGS is a division of ONEOK and not an affiliate, Accordingly, none of the
transacﬁ%%s included in the Statement of Intent filings are subject to the affiliate transaction
standard. '

7. 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. Bach gas utility and/or municipality shall detail and itemize all rate case expenses
and allocations. Bach 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 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

85 Settlement Agreement, Exhibit B,
 Joint Ex. 1, Statement of Intent and Prefiled Direct Testimony, Janet Buchanan, pp. 15-16.
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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. :

B. Overall Request

TGS filed detailed reports related to the rate case expenses, including legal and
consulting invoices. In addition to the invoices, TGS also filed an affidavit in support of the
request attesting to the reasonableness of the rates charged.67 The request includes actual rate
case expenses of $219,700.72 incurred through August 31, 2013, plus reasonably estimated rate
case expenses of $10,000 from September 1, 2013, through the conclusion of the docket. The
company has proposed it will recover these amounts under a volumetric surcharge of $0.02072
per Ccf, as allocated to customer classes for rate case expenses over a 24 month period. The
Settlement Agreement also contemplates that TGS shall recover estimated rate case expenses
only to the extent that they are actually incurred and TGS will not include an interest calculation
in its recovery. The requested rate case expenses are as follows:

Table 7.1
Actual Rate Case Expenses for GUD No. 10285
Through August 31,2013
Parsley Coffin Renner LP — $167,533.17
Legal fees and Expenses
Dively & Assoc. $ 43,230.00
Financial Concepts and $ 7,175.00
Applications
CSI (Direct Mail Notice) $ 1,762.55
Total Request $219,700.72

The total amount of actual rate case expenses to be recovered under the joint Settlement
Agreement will be $219,700.72, These amounts incurred relate to a combination of legal fees
and expenses, as well as, costs the company incurred by professional consultants retained to
provide direct testimony, public notice and incidental expenses.

Dane McKaughan, is a partner of Parsley Coffin Renner LLP and legal counsel for TGS.
Mr. McKaughan filed an affidavit supporting documents related to TGS’ rafe case expenses.®
Mr. McKaughan affirms that the legal invoices reflect rate case expenses incurred by TGS
through August 31, 2013, in the amount of $167,533.17. The amount reflects legal expenses
incurred preparing the filing, reviewing witness testimony, discovery, hearing attendance,
settlement negotiations, and other litigation at the Commission. Mr. McKaughan attested that
the billings accurately reflect the time spent and the expenditures incurred by Parsley Coffin
Renner LLP on behalf of TGS.

7 Joint Ex. 3, Affidavit of Dane McKaughan, Rate Case Expenses.
68 Joint Bx, 3, Affidavit of Dane McKaughan, Rate Case Expenses.
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The hourly rates for attorneys billing on this docket are between $350 to $500. Mr.
McKanghan affirms that he is the attorney billing the majority of time on the case and his hourly
rate is $380. The billing was for the hours he spent performing the legal tasks that were
necessary for this type of rate case proceeding. Mr. McKaughan states that his hourly rate is
within the range deemed reasonable in prior rate cases, for lawyers having similar experience
and for providing similar services. Moreover, Mr. McKaughan asserts that this is the first full
cost of service proceeding for Rio Grande Valley environs since 2007. He indicates that efforts
were made to minimize rate cases expenses because of the small number of customers impacted
by the new rates. TGS was required, however, to file a full cost of service case, in addition to
reconciling incremental capital investments from prior interim rate adjustment filings, pursuant
to TEX. UTIL. CODE § 104.301. Therefore, the rate case expenses were legally necessary.

In addition to legal expenses, TGS incurred expenses to hire outside experts to aid in
preparing its case. An expert was used to perform a cost of capital analysis and prepare direct
testimony and his expenses are $7,175. Another expert worked on developing the company’s
cost of service schedules and prepared direct testimony on accounting issues. Her expenses are
$43.230. The total consulting service fees totaled $50,405.

In addition to legal and consulting fees; TGS incurred expenses of $1,762.55 for direct
mail of the notice.®

The Examiners have reviewed all billing, invoices, aid supporting documents and do not
find evidence of any prohibited expenses. The Examiners found no evidence of double-billing,
excess charges, inappropriate documentation of work, or other charges that were not incurred as
a direct result of the parties prosecuting or defending this docket pursuant to the requirements of
16 TAC § 7.5530(b). 0 These filings demonstrate that no expenses were charged for any luxury
items, that there were no first — class airfares or use of non-commercial aircraft, no luxury hotel
charges, no limousine service, no meals in excess of $25 per person, no charges for sporting
events, alcoholic drinks or other entertainment. Further, the Examiners did not identify any
specific amounts, expenditures, fees, and expenses actually incurred in these proceedings that are
different from the types of fees and expenses approved by the Commission in prior rate cases.
The Examiners find that the work involved in these proceedings was not disproportionate to the
complexity of the issues or the amount of revenue increase sought. Accordingly, the Examiners
find that the evidence indicates that the amount of work required to litigate GUD No. 10285

justifies the work performed by both the utility’s attorneys and consultants pursuant to the
requirements of 16 TAC § 7.5530(a).”"

6 Joint Ex. 2, Affidavit of Janet Buchanan, Public Notice, August 15, 2013.

7 16 Tex. ADMIN. CODE § 7.5530(b) (2010). 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.

7 {6 Tex. ADMIN. CODE § 7.5530(a)(2010). In any rate proceeding, any utility and/or municipality claiming reimbursement for
its rate case expenses pursuant to TEX, UTIL, CODE ANN., §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 and shall 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;
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As for the estimated rate case expenses from September 1, 2013, through completion of
the case, Mr. McKaughan anticipates an additional $10,000 in rate case expenses. Mr.
McKaughan explains that the work to complete the case includes preparing and finalizing
settlement documents, presentation of the settlement to the Examiners, potential discovery and
briefing before the Examiners, and attending Commission conferences. TGS will supplement
additional invoices as they are processed and seeks recovery only of those expenses that are
actually incurred and authorized. The total actual and estimated rate case expenses through the
completion of this case is $229,700.72. The signatories of the joint Settlement Agreement agree
this amount is reasonable and appropriately recoverable.

C. Rate Case Expense Rider

The Settlement Agreement proposes for TGS to recover rae case €Xpenses under a
volumetric surcharge as allocated to each customer class over an estimated 24 month period
applying an RCE Surcharge of $0.02072 per Ccf, as reflected in the Rate Case Expense
Surcharge Rider. TGS will recover estimated rate case expenses only to the extent they are
actually incurred. TGS will not include an interest calculation in its recovery of rate case
expenses. ;

D. Examiners’ Recommendation

In sum, the Examiners recommend that the Commission find that the actually incurred
rate case expenses of $219,700.72 and reasonably estimated rate case expenses of $10,000 for a
total of actual and estimated rate case expenses contained in the joint Settlement Agreement, of
$229,700.72, are just and reasonable. The Examiners recommend further that in regard to the
estimated rate case expenses, the parties file with the Commission supporting documentation of
actually incurred expenses through completion of the case within 30-days of the Final Order so
as to not over-recover the reasonably estimated rate case expenses.

The Examiners recommend that the proposed rate case expense surcharge of $0.02072
per Ccf be approved over an approximate 24 month period for TGS to recover rate case expenses
of $229,700.72.

The Examiners recommend an adjustment to the proposed RCE-Rider contained in the
Settlement Agreement, by including a new paragraph «E” for compliance, which is consistent
with the guidelines in the Gas Services Division Natural Gas Rate Review Handbook.* The
recommended compliance provisions will require that within 45 days following the first 12
month period and after the final collection month, TGS file a reconciliation report. TGS shall
file the report with the RRC Gas Services Division annually, due on or before December 31st,
commencing in 2014, The report shall detail the following: (1) the volumes used by month by
customer class during the applicable period; (2) the amount of rate case expense recovered, by
month; and (3) the outstanding balance, by month.

(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.
72 pailroad Commission of Texas Natural Gas Rate Review Handbook, Chapter II1, Section 5, p. 43.
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8. Tariffs
A, Introduction

TGS serves several classes of customers: Residential, Commercial - Commercial and
Church, Industrial, Public Authority, and Transportation T-1 and T-2, The joint Settlement
Agreement includes an agreement on the following tariffs and rider” that would be applicable to
the unincorporated areas of the RGVSA served by TGS and will go into effect as of the date of
the Final Order in this case: ™

Rate Schedule 1Z - Residential Service Rate

Rate Schedule 2Z - Commercial Service Rate

Rate Schedule 3Z — Industrial Service Rate

Rate Schedule 4Z — Public Service Authority Rate

Rate Schedule T-1 — Transportation Service Rate

Rate Schedule T-2 — Transportation Service Rate

Rate Schedule 1-ENV — Cost of Gas Clause

Rate Schedule IRA-ENV — Interim Rate Adjustment (deleted)

Rate Schedule T-GTC — General Terms and Conditions for Transportation
Rate Schedule RCE — Rider, Rate Case Expense Surcharge

TGS proposes rate schedules for its various classes of general sales customers through
the direct testimony of Janet Buchanan.” Other than the resulting rate changes from increases in
revenue requirement, TGS also proposes to delete the Interim Rate Adjustment text from the
“Other Adjustment” Section and from the “Additional Charges” Section, of each rate schedule.
The Interim Rate Adjustment will be added as an adjustment amount to the “Cost of Service”
rate section as a line item and referenced as a footnote on each rate schedule. Furthermore, TGS
also proposes language changes to its Cost of Gas tariff and Rate Schedule 1-ENV to authorize
the recovery of uncollectible cost of gas through the cost of gas clause. In addition, TGS
proposes to withdraw its current Rate Schedule T-GEN and replace it with Rate Schedule T-
GTC. This rate schedule will establish the general terms and conditions for the provisions of
transportation service and was a similar rate schedule T-GTC was recently approved in GUD No.
10217.7 Finally, TGS proposes a Rate Schedule RCE-Rider for the reimbursement of rate case
expenses.

The signatories to the joint Settlement Agreement agree to the rates, terms and conditions
as noted in the rate schedules and tariffs, as outlined in the table below. The proposed tariffs will
allow TGS an additional $143,036 in annual revenue from the environs customers, which

3 Settlement Agreement, Paragraph 11, p. 6, and Exhibit A.

74 The Company’s RGVSA includes the unincorporated areas of Alamo, Alton, Brownsville, Combes, Donna, Edcouch,
Edinburg, Elsa, Harlingen, Hidalgo, La Feria, La Joya, La Villa, Laguna Vista, Los Fresnos, Lyford, McAllen, Mercedes,

* Mission, Palm Valley, Palmhurst, Palmview, Penitas, Pharr, Port Isabel, Primera, Progresso, Rancho Viejo, Raymondville, Rio

Hondo, San Benito, San Juan, Santa Rosa, and Weslaco, Texas, along with the unincorporated cities of Bayview, Laguna
Heights, Monte Alto, Olmito, and San Carlos and the unincorporated areas of Jim Hogg and Starr counties (collectively, the
RGVSA).

7 Joint Ex. 1, Statement of Intert and Prefiled Direct Testimony, Janet Buchanan, pp, 20-23.

% Examiners’ Bx. 6, Response to Examiners’ Fourth RFI to TGS, 4-1.
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represents the amount of the environs’ share of the system-wide revenue deficiency. The
settlement amount is $25,000 less than the $168,036 revenue increase originally proposed by the
company.

Table 8.1 below summarizes the changes to the rate schedules and tariffs:

Table 8.1
Summary of Tariff Revisions

RATE
SCHEDULE

SECTION

CURRENT

PROPOSED IN
SETTLEMENT

EXAMINERS
RECOMMENDED

IRA-ENV —
Interim Rate
Adjustment

B - Billing

Separate tariff
detailing the
Annual Billing
by customer
class.

Delete the IRA-ENV
tariff,

Include IRA
adjustment amount
with the COS rate as a
line item and footnote
on each affected
customer class.

Examiners recommend
adoption of proposed tariff per
Settlement Agreement.

1-ENV - Cost
of Gas Clause

B - Definitions

n/a

Uncollectible Cost of
Gas was added,

The formula to
calculate the Monthly
Cost of Gas and the
Annual Reconciliation
was included in the
Cost of Gas Clause.

The Commodity Cost
definition was
removed and included
as part of the Monthly
Cost of Gas formula.

“Accounting month”
was changed to
“Production month” in
the Reconciliation
Audit definition.

Examiners recommend
adoption of proposed tariff per
Settlement Agreement.

1-ENV - Cost
of Gas Clause

F- Surcharge
and Refund
Procedures

Separated
Surcharge and
Refund
provision.

Remove Section F and
add to Cost of
Purchased Gas
Definition.

Examiners recommend
adoption of proposed tariff per
Settlement Agreement.
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RATE SECTION CURRENT PROPOSED IN EXAMINERS
SCHEDULE SETTLEMENT RECOMMENDED

4, | 1Z- Cost of Customer Customer Charge Examiners recommend
Residential Service Rate | Charge $9.50 $12.08. adoption of proposed tariff per
Service Rate approved in Settlement Agreement.

GUD 9708, All consumption
Ccf $.01784,

Customer

Charge as of

2010IRA

filing: $12.08.

All

consumption

Ccf $0.16354.

5. {1Z- Other Contains Remove Interim Rate | Examiners recommend
Residential Adjustments | reference to Adjustment text and adoption of proposed tariff per
Service Rate Interim Rate add the IRA Settlement Agreement.

Adjustment. adjustment amount to
COS rate as a line item
and footnote.

6. |2Z- Cost of Customer Customer Charge Examiners recommend
Commercial Service Rate | Charge $25.00 | $41.67. adoption of proposed tariff per
Service Rate approved in Settlement Agreement.

GUD 9708. All consumption
Ccf $0.1796.

Customer

Charge as of

2010 IRA

filing: $41.67.

Al

consumption

Ccf $0.14499.

7. | 2Z- Other Contains Remove Interim Rate | Examiners recommend
Commercial Adjustments | reference to Adjustment text and adoption of proposed tariff per
Service Rate Interim Rate add the IRA Settlement Agreement.

Adjustment. adjustment amount to
COS rate as a line item
and footnote,

8. | 2Z - Church Cost of Customer Customer Charge Examiners recommend
Service Rate Service Rate Charge $12.50 | $29.17. adoption of proposed tariff per

approved in Settlement Agreement.
GUD 9708. All consumption
Ccf $0.1796.
Customer
Charge as of
2010 IRA
filing: $29.17.
All
consumption
Ccf $0.14499.
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RATE SECTION CURRENT PROPOSED IN EXAMINERS
SCHEDULE SETTLEMENT RECOMMENDED
9, | 2Z - Church Other Contains Remove Interim Rate | Examiners recommend
Service Rate | Adjustments | reference to Adjustment text and adoption of proposed tariff per
Interim Rate add the IRA Settlement Agreement.
Adjustment adjustment amount and
] Rider. footnote. ]
10. | 3Z - Industrial | Cost of Customer Customer Charge Examiners recommend
Service Rate Service Rate | Charge $50.00 | $74.02. adoption of proposed tariff per
d in Settlement Agreement.
GUD 9708. All consumption
Ccf $0.1648.
Customer
Charge as of
2010 IRA
filing: $74.02,
Al
consumption
Cef $0.14335.
11. | 3Z - Industrial | Other Contains Remove Interim Rate | Examiners recommend
Service Rate Adjustments reference to Adjustment textand | adoption of proposed tariff per
Interim Rate add the IRA Settlement Agreement.
Adjustment. adjustment amount and
footnote.

12. | 4Z - Public Cost of Customer Customer Charge Examiners recommend
Authority Service Rate | Charge $30.00 | $45.51. adoption of proposed tariff per
Service Rate approved in Settlement Agreement.

GUD 9708. All consumption
Cef $0.1869.

Customer

Charge as of

2010 IRA

filing: $45.51.

All

consumption

Ccf $0.15741.

13. | 4Z - Public Other Contains Remove Interim Rate | Examiners recommend
Authority Adjustments reference to Adjustment text and adoption of proposed tariff per
Service Rate Interim Rate add the IRA Settlement Agreement.

Adjustment. adjustment amount and
' footnote.

14, | T-1- Cost of Customer Customer Charge Examiners recommend
Transportation | Service Rate Charge $50.00 | $127.82. adoption of proposed tariff per
Service Rate approved in Settlement Agreement.

GUD 9708. All consumption
Ccf $0.1301.

Customer

Charge as of

2010 IRA

filing: $242.42.

All

consumption

Ccf $0,09053.
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RATE SECTION CURRENT PROPOSED IN EXAMINERS
SCHEDULE SETTLEMENT RECOMMENDED

15. | T-1- ~ | Additional Contains Remove Interim Rate | Examiners recommend
Transportation | Charges references to Adjustment text and adoption of proposed tariff per
Service Rate Interim Rate add the IRA Settlement Agreement.

Adjustment. adjustment amount and
footnote.

The statute in

No. 1 Replace statute

references reference to Texas

Article 6060 Utilities Code, Chapter

TEX.REV.CIv. | 122,

STAT.

16. | T-2- Cost of Customer Customer Charge Examiners recommend
Transportation | Service Rate Charge $250.00 | $327.82. adoption of proposed tariff per
Service Rate approved in Settlement Agreement.

GUD 9708.

All consumption
Customer Ccf $0.0548,
Charge as of
2010 IRA
filing: $442.42.
All
consumption The new minimum bill
Ccf $0.02364. | charge $1,500,
The minimum
bill charge
$1,500.

17, | T2 - Additional References Remove Interim Rate | Examiners recommend
Transportation | Charges. Interim Rate Adjustment text and adoption of proposed tariff per
Service Rate Adjustment. add the IRA Settlement Agreement,

adjustment amount and
footnote.
18. | T-GEN- n/a n/a Remove T-GEN tariff | Examiners recommend
General Terms and replace with T- adoption of proposed tariff per
and Conditions GTC tariff. Settlement Agreement.
for
Transportation
19. | T-GTC n/a n/a New tariff, as Examiners recommend
approved in GUD No. | adoption of proposed tariff per
10217, Settlement Agreement.

20. | RCE-Rider n/a n/a New tariff to be in Examiners recommend
effect for adoption of proposed tariff per
approximately 24 Settlement Agreement, with .
months, which willbe | the addition of a compliance
collected as a report, Paragraph E.
Surcharge rate of
$0,02072 per Ccf.
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B. Rate Case Expense Rider

The Settlement Agreement proposes the changes as outlined in the table above. The RCE
tariff, agreed to by the parties, limits the recovery amount to $229,700.72, which will be
collected from all environs’ customers by a surcharge rate of $0.02072 per Ccf. A Rate Case
Expense Surcharge Rider has been added for the recovery of the rate case expenses, which shall
be collected over an estimated 24 month period. The rider limits the company’s recovery to
actual expenses, does not allow for interest calculations, and requires the rate case expenses to be
listed as a surcharge on the bill.

However, the joint Settlement Agreement RCE rider does not include a requirement for
the filing of an annual compliance report. The Examiners recommend an adjustment to the
proposed RCE-Rider contained in the Settlement Agreement, by including Paragraph E for
compliance, which is consistent with the guidelines in the Gas Services Division Natural Gas
Rate Review Handbook”! This adjustment will require that the company file the annual
compliance report with the RRC Gas Services Division annually, due on or before December
31st, commencing in 2014, The report shall detail the volumes used by month by customer
class, the monthly collections for the RCE surcharge, and indicate the outstanding balance.

C. Examiners’ Recommendation

The Examiners find that the tariffs and rider, as proposed in the joint Settlement
Agreement, with the adjustment to the Rate Case Expense Rider, are just and reasonable and
recommend approval.

9, Conclusion

The Examiners find that the rate elements agreed to by the parties in the Settlement
Agreement are just and reasonable and recommend approval of rates consistent with the
settlement with the one adjustment to the Rate Case Expense Rider to include an annual
compliance report.

Respectfully submitted,

Cecile Hanna Rose Ruiz Christina Poole
Legal Examiner Technical Examiner Technical Examiner
Hearings Division Hearings Division Hearings Division

71 The Railroad Commission of Texas Natural Gas Rate Review Handbook, Chapter III, Section 5, p. 43, recommends requiring
a periodic report of the utility’s collection of rate case expense for docket compliance.
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Comparison of Proposed Residential Rates to Current Environs Rates and
Rates Recently Approved in the Municipalities by COSA
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Environs
-Settlement Rate

Muni/COSA Agreed

Average Usage for
Residentia! Class - 14 Ccf
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Comparison of Proposed Commercial Rates to Current Environs Rates and
Rates Recently Approved in the Municipalities by COSA

100 200 300 400 500 600 700 800 900

Current Commercial -
Environs

Proposed Commercial -
Environs

Settlement Rate

Muni/COSA Agreed

Average Usage for Customer
Class - 414 Ccf
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Comparison of Proposed Church Rates to Current Environs Rates and
Rates Recently Approved in the Municipalities by COSA =
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Comparison of Proposed Industrial Rates to Current Environs Rates and
Rates Recently Approved in the Municipalities by COSA
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Comparison of Proposed Public Authority Rates to Current Environs Rates and
Rates Recently Approved in the Municipalities by COSA

T
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250
200
150 Proposed Public Authority -
Environs
Current Public Authority -
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50
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Comparison of Proposed T-1 Transportation Rates to Current Environs Rates
: and
00 Rates Recently Approved in the Municipalities by COSA
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2000 Current T-1 Transportation -
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Transportation
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Comparison of Proposed T-2 Transportation Rates to Current Environs Rates
and
Rates Recently Approved in the Municipalities by COSA

13500
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Class - 28,556 Ccf
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Rate of Return Components Awarded in Recent Years

Proposal for Decision
Attachment C



O INIWHOVLLY

passiws|Q 19400 uognauisia 5 LR fuedwon seo ImeN sauBnk £8001  £2
8866 'ON QNS SE dwes uopnquisia  OLOZWLZL %0998 %0EE 0L %0LZ3  %OVZ6S %08L'0F fAueduiod 8OjAIGS SEQ SEXa). 6900 22
058'2 uopnquisia  LiO2MRIL %088 %0004 %088 %001 09 %006'60  SExal 1soMm “diop ABrRuzsowny Lp00L 12
wawoaibe UaaMes uognquisia  LL0Z/BLY  %0SL8 %0500} %WELL  %OpPYes %089 vV xa3 ABieu3 juedieluag ge00s 02
6upisa Aubaqut yum pajeposse uognqusia  1102/BLY wN VN wN WN "ouj ‘Sep) SEXAL IS8 $E00L 61
1500 sef jo yBnosy-ssed Jof Sem ey
peya|duioo jou 13x%00q 109fans 0oY'e uopnquisia d1'segxe uby 12001 81
JBPIO feuld B uognqunsia 028Uy %0008 . %0195 seq |yBiusalo 0Z00L L1
Ul pasopRs]p Jou SEM Aynba pue 1G9p J0 150D S
00z ogsuwsusty  LI0ZZD  %IGES %0081} %0058 sexa) - suljedid souny 00001 91
51
J8PIC [RUI bl PEpN[oU) 10U UoRBULIOJU) 0O0'YS uognqsiy  OLOZ/B/E S i s seg MeS0) 6066 Pl
000’626 uopnqiasiq  OLOZ/EZRZ %0908 %005°0b %0EC's  %000°GS %00% ¥b xaug ABeug Jupgisiued 2066 €1
6886 'ON QNS YiM PREPOSUCD vopnquisis SRR XS STRboNG Xer-PIN “dio ABreuz souny 0286 24
£ uognquisid  6O00Z/kLA %0628 %0.Z0b %0018  %00SES %009t fuedwoo seo lRIMEN BIZ 2586 |}
002’2 uopnQUISII  GOOZAZ/Y %0858 %058°0L %02C8  %000°1S %000°6% Auediwog eojaieg seO SeXIL 6886 OF
o8y uognqISIa  B00RIVHL %1808 %0058 %00S’L  %080'SS %0LE¥P aT1'0a1 2836 6
0sz'L vognqmsiQ  8002/8/LL  %0LCE %005 2! %050°'.  %00V'ES %009'98 OFTseO [eimeN jeuuogenia 0186 8
papniou) Aynbe passajald C0E'S vonnqusid  S00Z/2HLL  %.988 %000°L} %O0LY %O6Z9  H00LYS %00Z0  %00L'SY d1'Bieuz (S 6646 L
pepnjou) S 1q8p uusl UOUS 006'? uopnquasid  800Z/OL2L  %OVZOb  %00STL %000 %0996  %OVE'ST %0/8'C %08L.9 Ju| SeE) [RIMEN [ESIBNUN L626 9
sae jo juaunaiby Aq paleindss 000°052 uognquIsia %00%'95 %009 b xau3 ABIGUT WIOdISAD 1646 S
0.6 "'ON QNS YIM PSIEPOSUOD uagnaquisi Auedwon eojeg 8ED SEXAL YILE ¥
000'008'L uopnquisia %ot LG IS XaL-PIN "diop-AGieun souny 296 €
z
Aupn Aq UMBIDRIM uonnasiag Auedwop eopusg se9 sexal, 1226 |
C a0 SUIIIRG Sz
Juauiwed sewasny | Amn poroiddy | wny Anb3 R0 | wea | Awmba | sewo | 160 ~oweN AR oN | oN
_ JoON joadA). aeq josrey | uowmey ano |eun
198QJ01800 Rnb3 /198q Inonas [ended

SuVIA IN393M NI A3GEVAY SININOJNOD NuNLY 40 3LV




O INJINHOVLLY
O Wewysepy
uofsieq Joj [esodoid

1826 "ON AND Y™ PAAEP]OSUCD uopnquisia ! eq) xayug ABiaud uiodiejuad 966  6€
Z9/6 'ON GNO Ym peiepijosua] uognquasia ,,m u_zn xa1-piN “diop ABieuz souny 9846  8€
Z9/8 "ON (NS YIM paepyjosuol] uognqusia . Nimna x81-pi “diog ABleus souny §826 L€
29.6 'ON AND YUM PjEp||osuod uognqiasia a xai-pIN “diop ABieu3 souny 1816 8¢
2846 'ON (NS UM peteposuod uognamsia s %3 L-PIN “diog ABieu] souy L6 SE
0426 ‘ON AND Uit PaIEPIOSUCD uognqusia : Auedwio? 0IBS SeD Sexal €246 YE
28/6 'ON (N YIM PHEROSU0D uognqesia sIM X3 1PN “dioD ABieug souny 126 €€
296 "ON NS Yum paepjiosued uognqasia q xa1-piW “diop ABieul souny ¥aL6 €

29.6 "ON AND YiM parep|iosuad uopnamsia insa xal-pIN “diog ABreu3 SOUY €926
_ 1>

8 uopnquAsik  OL0ZWLEL %0588 %0EL'0% %0128  %0vZ6s %oos0b 2d i3) Auediuog sojaleg seo sexal 8866
. oe

uognquisia  OLOZ/EZZ %0098 %00%'01 %088'9 %0188V %080°LS ISIMQ XB1-PiIN “dioD ABreu3 souny 6386
62

papnioL) Sem JoaIS passjald Hi uopnquIsia 8002k %i1S98 %52 0L o000l %0629  HKOOLPS %0020 %00L'S¥ fuediog sojuag seo sexal 0LL6

L seeddy 1
aluafes uopnqmsia  €L0Z/8/8  %0E68 900501 %000°Z %000°S9 %000°SY fiddng seo 3 JalEM BISBEUD 8€201 9€
wawemes uopnquAsid  SLAZ/ELS  %OIEL %005°01 %02e's  %000°08 %000°0S Seo Sexal 159 SEZ0L  S€
WRRHeS uoghquisia  CLOZBEE %6458 %OEE 0L %L81'8  %000°89 %0002y VSLS - 83jIeg see) sexal 2120  ve
vognquisia 2022l %0006 %0920l %0S9’.  %0002S %0008V SBS) |RIMEN 1Buucqenig 9610F €€
ewsHes uopnqsia  €LOZ/EZ/E %0006 %009°01 %000,  %00S'9S %005 bt -auy se9) [eimeN seybny 0610  2€
wawomes uognquisia  ZLOZ/ZL  %0LS8 %0000 %08y's  %000'88 %000'2P xsju3 Afioug wiogiual Z8ioL 1€
uognauisia  ZL0ZWEL %098 %0050 %0089 %069°LS ‘908C LY sexa) IS\ souny ¥2100 OF
vognauisid.  ZLOZWwEL %0298 %0050} %0058  %069°1S %08E LY %31 -PIN SOUnY 0210} 62
Ayinn Aq uMBIDUIM uognqusia ‘ou| ‘seg sexal 1SGM 81104 82
paye|duicd jou 1800 uognquisia O SE9 [RImEN Jeuucqend ZLiok 2
pojuaq seY uopngiisia  Zoziven ‘ouy ‘ABIov3 JeN-eq 96001 82
wawoaibe wawenas uopnqmsia  LLOZ/E/LL uolSiNG §8004 SZ
wewsasbe waweMas uognauisia  L10Z/87LL  %02L8 (3ooqqnT) uostAIa ¥800L 2
T silewosny [ Auen pascuddy wmey Rnb3 I 1990 Aynb3 aeq SweN AN oN | ON
J0°ON joadAy aedq joa=y uo wmsy ano | eun
198 JO 180D 11990 IMINAS [Rided

SUVIA LNZOFN NI GICUVYMY SININODINOD NANLAY 40 3LV




glogabed

2 INFNHOVLLY
2 uswiyseny
uojsioaq 10 fesodaid
ost's uognquisia  OLOZOMLB  %O0LLLL %0542 %0058  %0.59L %OV V2 ‘ou] ‘seieN 1566
zom't uopnquisia  Z00Z/8/LL  %0ST0F  %0SEO0L %0000 %000°001 %0000 fuedwog se9 |eImeN sauBnH 126
— poAQIUIEY RISIANO =
cl0z/ee  Yeolwol dpocig W Ag pasedald
uojsswLIoD oL Aq penss) SI9RIQ [BUI pUE UOSPeQ o} sjesodold 2nas
79%00p JBLIOUE LM PEIEPHOSUCD 10 BUE|IeAR B1EP ON nmm%v i
%.006y %2E6'0S amonag deg Jaw0, o/m abesiy
%8028 %989°0} %JBLD  %08G0S  %EZVL %2ZL8Y ebeiany
z9
8 sujedid  L10Z//2/8  %0ECE %0SLEL %059,  %0Z6'SC %080 L euedid ¥dD 9€86
L sapmbuj |
pees . Pc
uopnquisit  §% ‘ouj 'se) sexat I1SeM 82101 09
£8001 ‘ON GND UlM PAEP|OSUOD vopnquislg g ‘ou| ‘'se9 jumen saufind €600 65
12%90(] PIEPIOSUOD uopngisia  &E xaw ABreu3 wiogieusd L2004 85
8E001 "ON QNS YUM PSIep|josuod vopnquisid xajuz ABauz uoceiueD L2000 IS
8€001 ‘ON QNS UM PEIBPHOSUOD uogngmuisiq 7 xayu3 ABisuz odieual 02004 99
8€00! "ON QN9 UM PSIBp)iosuod uognauIsIG i xau3 AGieud wiodaued §so00b  S9
8€00} "ON ANS UM PaIERjOSU0D uoRnqUISKC xayu3z Afireug wiodseaa) 25008 ¥S
8£001 "ON (NS YIM PIBpYOSUad uogNqUISIc xsiu3 ABeul wiodueius) Ly00sb €S
19000 PEPIIOSUCD uopnquAsta 15aM) xequz ABisuz uiodieWwaD 800k 25
8866 'ON QN UM pajepyosual uognquysia quy) Auedwon somes seg) sexal. 2666 LS
1j00( pajep|josuod uoanqnsia xoqu3 ABreus wiodiue) 1¥66 05
2066 'ON QIS YUM pajepjiosuod uognquIsict % . xaw3 ABeuguogeus) 6266 B
195004 PaEP|OSUCD uognqguisia i anbean) xes ABreum iodioed 6166  8Y
Z066 "ON QNS UM patepijosuad uognquisia 2 xawg ABeug wioea) 9166 LP
2086 'ON AND tHiMm pABpiosuD uognquisia A Gpai) xaju3 Afiau3 Wwiodiaued 8066 9V
8066 "ON NS YiM pRBposua) uonnquasia % seg) AJag00) S186 SV
0186 'ON (NS YUM paiepiosuod uognquisio 971 s [RIMBN jouuoqenid LZ86 ¥V
0186 "ON QNS Yiim pajen)josuc) uognquisia o7 seo [ImeN jeuuoganid €286  EV
1626 'ON AND WM PAEPNIOSUOD uopnausia ou| 'seq) [RIMEN |eSISMUN 6086 2V
1646 "ON OND YlM pajepljosuad uopnaquisia 5 anBean) xaqug ABreuz wiodiawed 8086 L
1646 "ON ND UiM PBPYOSUCD uognguisia xequg ABJouz WI04IoWaD €086 OF
JBUWWOY siowaisnd | Ausn panqdoy wmay Rnb3 90 1990 Anbg | 180 e —oweN Auen ON | ©N
80N | joedhL aieg josjey | uowmay ano |sun
WPaI0W00 | _Ainb/19eq aimonag [eyded

SMVIA INIOTY NI GIQUVMY SININOJINOD NuNLIY 40 31V




BEFORE THE
RAILROAD COMMISSION OF TEXAS

STATEMENT OF INTENT OF §
TEXAS GAS SERVICE COMPANY §
TO INCREASE GAS UTILITY RATES § GAS UTILITIES DOCKET NO. 10285
WITHIN THE UNINCORPORATED §
AREAS OF THE RIO GRANDE §
VALLEY SERVICE AREA §
FINAL ORDER

Notice of Open Meeting to consider this Order was duly posted with the Secretary of
State within the time period provided by law pursuant to TEX. GoV’T CODE ANN. Chapter 551, et
seq. (Vernon 2008 & Supp. 2013). The Railroad Commission of Texas adopts the following
findings of fact and conclusions of law and orders as follows:

FINDINGS OF FACT

1. Texas Gas Service Company (TGS), a division of ONEOK, Inc., is a gas utility as that
term is defined in the Texas Utility Code Annotated and is subject to the jurisdiction of
the Railroad Commission of Texas (Commission).

2. TGS has ten service areas in Texas and this docket relates to the Rio Grande Valley
Service Area (RGVSA), which serves portions of Cameron, Hidalgo, Willacy, Jim Hogg
and Starr Counties.

3. The environs of the RGVSA includes customers residing in the unincorporated areas of
Alamo, Alton, Brownsville, Combes, Donna, Edcouch, Edinburg, Elsa, Harlingen,
Hidalgo, La Feria, La Joya, La Villa, Laguna Vista, Los Fresnos, Lyford, McAllen,
Mercedes, Mission, Palm Valley, Palmhurst, Palmview, Penitas, Pharr, Port Isabel,
Primera, Progresso, Rancho Viejo, Raymondville, Rio Hondo, San Benito, San Juan,
Santa Rosa, Weslaco, and the unincorporated cities of Bayview, Laguna Heights, Monte
Alto, Olmito, and San Carlos and the unincorporated areas of Jim Hogg and Starr
Counties, Texas.

4, On June 28, 2013, TGS filed the Statement of Intent of Texas Gas Service Company to
Increase Gas Utility Rates within the Unincorporated Areas of the Rio Grande Valley
Service Area.

5. The data submitted by TGS in this docket encompass a full test-year, ending the twelve-
month period as of December 31, 2012, adjusted for known and measurable changes.
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10.

11. .

12.

13.

14,

15.

16.

The RGVSA contains seven classes of customers: Residential, Commercial, Church,
Industrial, Public Authority, T-1 Transportation, and T-2 Transportation.

The RGVSA serves approximately 68,900 customers. There are approximately 3,860
customers located in the environs comprised of 3,597 residential customers, 163
commercial customers, 10 church customers, 15 industrial customers, 50 public authority
customers, and 26 standard transportation customers.

On July 9, 2013, the Commission suspended the implementation of TGS’ proposed rates
for up to 150 days.

Staff of the Railroad Commission (Staff) intervened in this proceeding on July 8, 2013,

No protests were filed with the Commission regarding the proposed new rate schedules
for the RGVSA; no customers or municipality filed a petition to intervene or otherwise
participated in this proceeding.

Notice of the proposed increase in this case was provided to customers through First
Class U.S. direct mail on August 14, 2013, No protests were filed and no additional
request to intervene in this proceeding was made.

The direct mail of notice meets the statutory and rule requirements of notice and provides
sufficient information to ratepayers about the statement of intent.

On September 27, 2013, the parties filed a joint Settlement Agreement that resolved all
issues in this proceeding.

A copy of the Settlement Agreement is attached to this Final Order as “Attachment A.”

As part of the Settlement Agreement the parties requested admission of stipulated
evidence.

The following evidence was admitted into the record of this case:

Joint Ex. 1, Statement of Intent, Prefiled Direct Testimony, and company’s proposed
schedules

Joint Ex. 2, Affidavit of Janet Buchanan, Public Notice, August 15, 2013
Joint Ex. 3, Affidavit of Dane McKaughan, Rate Case Expenses

Joint Ex. 4, Bill Impact Analysis

Examiners’ Ex. 1, Response to Examiners’ First RFI to TGS

Examiners’ Ex. 2, Response to Examiners’ Second RFI to Staff, 2-1, 2-2, 2-3
Examiners’ Ex. 3, Response to Examiners’ Third RFI to Staff, 3-1
Examiners’ Ex. 4, Response to Examiners’ Third RFI to TGS, 3-1
Examiners’ Ex. 5, Response to Examiners’ Fourth RFI to Staff, 4-1
Examiners’ Ex. 6, Response to Examiners’ Fourth RFI to TGS, 4-1
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17.

18.

19.

20.

21.

22,

23.

24,

Examiners® Ex. 7, Response to Examiners’ Fifth RFI to TGS, 5-1, 5-2, 5-3

Examiners’ Ex. 8, Response to Examiners’ Fifth RFI to Staff, 5-1, 5-2,5-3

Examiners’ Ex. 9, TGS Response to Examiners’ Ltr. No. 17

Examiners’ Ex. 10, Response to Examiners’ Sixth RFI to TGS, 6-1, 6-2, 6-3, 6-4
Examiners’ Ex. 11, Response to Examiners’ Seventh RFI to TGS, 7-1

Examiners® Ex. 12, TGS Letter to Examiners dated October 16, 2013

Examiners’ Ex. 13, August 13, 2013, Letter from TGS to Examiners updating data from
the Technical Conference update

Examiners’ Ex. 14, GUD No. 9800, TGS 2006 GRIP Rate Adjustment for the

'Unincorporated RGVSA filed April 30, 2008 (pp.1-4), and Schedule IRA-3

Examiners’ Ex. 15, GUD No. 9871, TGS 2007 GRIP Rate Adjustment for the
Unincorporated RGVSA filed May 1, 2009 (pp.1-5), and Schedule IRA-3

Examiners’ Ex. 16, GUD No. 9996, TGS Revised 2008 GRIP Rate Adjustment for the

Unincorporated RGVSA filed October 15, 2010 (pp.1-4), and Schedule IRA-3
Examiners’ Ex. 17, GUD No. 10035, TGS 2009 GRIP Rate Adjustment for the
Unincorporated RGVSA filed November 19, 2010 (pp.1-4), and Schedule IRA-3
Examiners’ Ex. 18, GUD No. 10127, TGS 2010 GRIP Rate Adjustment for the
Unincorporated RGVSA filed November 2, 2011 (pp.1-4), and Schedule IRA-3

Official notice was taken of the Interim Orders in the following TGS Interim Rate
Adjustment dockets (IRA) for the RGVSA: GUD Nos. 9800, 9871, 9996, 10035, and
10127,

TGS established that the utility maintains its books and records in accordance with the
Federal Energy Regulatory Commission’s (FERC) Uniform System of Accounts
prescribed for Natural Gas Companies.

" TGS established that the utility has fully complied with the books and records

requirements of Rule 7.310 and the amounts included therein are therefore subject to the
presumption encapsulated in Rule 7.503 that these amounts are reasonable and necessary.

The company initially requested a system-wide revenue requirement increase of
$1,739,433 representing a 7.59% increase over current revenue.

The RGVSA environs share of the proposed revenue deficiency was allocated at
$168,036.

The Settlement Agreement contemplates a reduction of the RGVSA environs share of the
revenue deficiency to $143,036, which is a $25,000 reduction or 14.9% from the amount
originally proposed.

TGS seeks approval of rates that generate revenues of $143,036.

The parties have established that the proposed revenue increase in the Settlement
Agreement of $143,036 for the RGVSA environs is just and reasonable.
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25.  The following customer charges and per Ccf volumetric rates are just and reasonable,

Rate
Residential
Customer Charge $12.080
Usage Rate $0.17840
Commerecial
Customer Charge $41.670
Usage Rate $0.17960
Church
Customer Charge $29.17
Usage Rate $0.17960
Public Authority
Customer Charge $45.51
Usage Rate $0.18690
Industrial
Customer Charge $74.02
Usage Rate $0.16480
Transportation T-1
Customer Charge $127.82
Usage Rate $0.1301
Transportation T-2
Customer Charge $327.82
Usage Rate $0.0548
Minimum Bill $1,500

26, It is just and reasonable that any future Interim Rate Adjustment (IRA) filing in the
RGVSA pursuant to TEX. UTIL. CODE ANN. § 104,301 be required to use the following
factors set out in the Settlement Agreement until changed by a subsequent rate
proceeding:

° Weighted Average Cost of Capital shall be 8.0845% based upon a
capital structure of 44.61% debt and 55.39% equity, with a 10.33%
cost of equity.

° For the initial IRA filing, the Net Investment which includes detail
of Plant in Service amounts along with the associated depreciation
rate for each account shall be as shown on Exhibit B, to the
Settlement Agreement.

° For the initial IRA filing, the beginning amount of ad valorem taxes
at the RGVSA level is $627,090.

° For the initial IRA filing, the net plant in service is $73,629,650 for
calculating the federal income tax.
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27,

28,

29,

30.

31.

32.

° For the initial IRA filing, the customer charge as noted in Finding of
Fact No. 25 above, and Paragraph 2 of the Settlement Agreement,
will be the starting rate to apply any IRA adjustment.

° The allocation factors to spread any change in IRA
increase/decrease to the appropriate customer classes is, as follows:

Customer Class Allocated

Increase
Residential 58.10%
Commercial and Church 29.24%
Industrial 2.66%
Public Authority 4.23%
T-1 Transportation 3.38%
T-2 Transportation 2.39%
Total 100.00%

It is reasonable to set the average use per month per customer class in order to determine
the current and proposed bill information in future interim rate adjustment filings as
follows: residential at 14 Ccf, commercial at 414 Ccf, church at 31 Ccf, industrial at
3,240 Ccf, public authority at 316 Cecf, transportation T-1 at 9,356 and transportation T-2
at 28,556 Ccf. :

TGS shall include a lead-lag study to establish cash working capital with its next filed
Statement of Intent proceeding involving one or more of its El Paso, Rio Grande Valley,
or Austin Service Areas. The resulting lead-lag study shall be designed to be applicable
to all TGS Service Areas. .

TGS prepared a RGVSA and TGS Division depreciation study for its Plant in Service in
December 2008,

TGS shall file a depreciation study not older than 12-months for TGS assets for inclusion
of its next Statement of Intent proceeding involving one or more of its El Paso Rio

" Grande Valley, or Austin Service Areas.

TGS shall within a reasonable time following the creation of ONE Gas, Inc. when the
corporate assets of the newly formed regulated company are known, perform a study to
update the level of corporate depreciation expense allocated to TGS.

It is reasonable and appropriate for TGS to seek recovery of incentive compensation
expenses according to the methodology approved by the Commission in GUD Nos. 9791
and 9902.
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33.

34,

S5h

36.

37.

38.

39.

40.

41.

42,

43,

The following tariffs proposed by the signatories to the Settlement Agreement are just
and reasonable, with one adjustment for compliance requirements to the Rate Case
Expense Rider (RCE-Rider):

Rate Schedule 1Z - Residential Service Rate

Rate Schedule 2Z - Commercial Service Rate

Rate Schedule 3Z — Industrial Service Rate

Rate Schedule 4Z — Public Service Authority Rate

Rate Schedule T-1 — Transportation Service Rate

Rate Schedule T-2 — Transportation Service Rate

Rate Schedule 1-ENV — Cost of Gas Clause

Rate Schedule IRA-ENV — Interim Rate Adjustment (deleted)

Rate Schedule T-GTC — General Terms and Conditions for Transportation
Rate Schedule RCE — Rider, Rate Case Expense Surcharge

The proposed Rate Schedule T-GTC is intended to replace the existing Rate Schedule T-
GEN.

The Rate Schedule T-GTC provides transparency for transportation customers of TGS
and ensures that transportation service is offered on a non-discriminatory basis.

The Rate Schedule T-GTC is consistent with other tariffs on file at the Commission and it
is just and reasonable.

TGS has established that its actual rate case expenses of $219,700.72 and estimated rate
case expenses of $10,000, which total $229,700.72 are just and reasonable.

The rate case expenses were comprised of attorneys’ fees and expenses, consultants’ fees
and expenses, and fees related to notice.

The hourly rates charged by attorneys and consultants were reasonable rates charged by
firms in cases addressing utility rate matters.

The attorneys and consultants did not charge any expenses for luxury items and did not
incur any airline, lodging, or meal expenses.

The amount of work done and the time and labor required to accomplish the work was
reasonable given the nature of the issues addressed.

The complexity and expense of the work was relevant and reasonably necessary to the
proceeding, and was commensurate with both the complexity of the issues and necessary
to completing the matter before the Commission.

The rate case expense request is just and reasonable and a rate case expense surcharge of
$0.02072 per Ccf over an approximately 24 month period is just and reasonable.
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45,

46.

It is reasonable that the RCE rider limit the company’s recovery to actual expenses, does
not allow for interest calculations, and requires the rate case expenses to be listed as a
surcharge on the bill.

It is reasonable to adjust the proposed RCE-Rider contained in the Settlement Agreement,
by including a new “Paragraph E” for compliance, that requires the company to file the
annual compliance report with the RRC Gas Services Division annually, due on or before
December 31st, commencing in 2014 with the report detailing the volumes used by
month by customer class, the monthly collections for the RCE surcharge, and indicate the
outstanding balance.

The tariffs and Rate Case Expense Rider (RCE-Rider) attached to this Final Order are
just and reasonable.

CONCLUSIONS OF LAW

Texas Gas Service Company (TGS) is a Gas Utility as defined in TEX. UTIL. CODE ANN.
§101.003(7) and 121.001 (Vernon 2007 and Supp. 2013) and is therefore subject to the
jurisdiction of the Railroad Commission (Commission) of Texas.

The Commission has jurisdiction over TGS and TGS’ Statement of Intent under TEX,
UTIL. CODE ANN. §§ 102.001, 103.022, 103.054, & 103.055, 104.001, 104.001 and
104.201 (Vernon 2007 and Supp. 2013).

Under Tex. UTiL. CODE ANN. §102.001 (Vernon 2007 and Supp. 2013), the Commission
has exclusive original jurisdiction over the rates and services of a gas utility that
distributes natural gas in areas outside of a municipality and over the rates and services of
a gas utility that transmits, transports, delivers, or sells natural gas to a gas utility that
distributes the gas to the public.

This proceeding was conducted in accordance with the requirements of the Gas Utility
Regulatory Act (GURA), and the Administrative Procedure Act, TEX. GOV’T CODE ANN.
§§ 2001.001 ef seq. (Vernon 2008 and Supp. 2013) (APA).

In accordance with the stated purpose of the TEX. UTIL. CODE ANN., Subtitle A,
expressed under TEX. UTIL. CODE ANN. §101.002 (Vernon 2007 and Supp. 2013), the
Commission has assured that the rates, operations, and services established in this docket
are just and reasonable to customers and to the utilities,

Tex. UTIL. CODE ANN. §104.107 (Vernon 2007 and Supp. 2013) provides the
Commission’s authority to suspend the operation of the schedule of proposed rates for
150 days from the date the schedule would otherwise go into effect.
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10.

11.

12,

13,

14.

15.

16.

The proposed rates constitute a8 major change as defined by TEX. UTIL. CODE ANN.
§104.101 (Vernon 2007 and Supp. 2013).

In accordance with TEX. UTIL. CODE ANN. §104.103 (Vernon 2007 and Supp. 2013), 16
TEX. ADMIN. CODE ANN. §§ 7.230 and 7.235, adequate notice was propetrly provided.

Tn accordance with TEX. UTIL. CODE ANN. §104.102 (Vernon 2007 and Supp. 2013), 16
TEX. ADMIN. CODE ANN. §§ 7.205 and 7.210, TGS filed its Statement of Intent to increase
gas distribution rates,

In this proceeding, TGS has the burden of proof under TEX. UTIL. CODE ANN. §104.008
(Vernon 2007 and Supp. 2013) to show that the proposed rate changes are just and
reasonable.

TGS failed to meet its burden of proof in accordance with the provisions of TEX. UTIL.
CODE ANN. §104.008 (Vernon 2007 and Supp. 2013) on the elements of its requested rate
increase identified in this order.

The revenue, rates, rate design, and service charges proposed by TGS are not found to be
just and reasonable, not unreasonably preferential, prejudicial, or discriminatory, and are
not sufficient, equitable, and consistent in application to each class of consumer, as
required by TEX. UTIL, CODE ANN. §104.003 (Vernon 2007 and Supp. 2013).

The revenue, rates, rate design, and service charges proposed by TGS, as amended by the
Examiners and the Settlement Agreement attached to this order, are just and reasonable,
are not unreasonably preferential, prejudicial, or discriminatory, and are sufficient,
equitable, and consistent in application to each class of consumer, as required by TEX,
UTIL. CODE ANN. (Vernon 2007 and Supp. 2013).

The overall revenues as established by the findings of fact and attached tariffs contained
in the Settlement Agreement, as adjusted by the Examiners, are reasonable; fix an overall
level of revenues for TGS that will permit the company a reasonable opportunity to earn
a reasonable return on its invested capital used and useful in providing service to the
public over and above its reasonable and necessary operating expenses, as required by
TeX. UTIL. CODE ANN. § 104.051 (Vernon 2007 and Supp. 2013); and otherwise comply
with Chapter 104 of the Texas Utilities Code Annotated.

The revenue, rates, rate design, and service charges proposed will not yield to TGS more
than a fair return on the adjusted value of the invested capital used and useful in
rendering service to the public, as required by TEX. UTIL. CODE ANN. § 104.052 (Vernon
2007 and Supp. 2013).

The rates established in this docket comport with the requirements of TEX, UTIL. CODE
ANN, §104.053 (Vernon 2007 and Supp. 2012) and are based upon the adjusted value of
invested capital used and useful, where the adjusted value is a reasonable balance



GUD No. 10285 Final Order Page 9

between the original cost, less depreciation, and current cost, less adjustment for present
age and condition.

17. It is reasonable for the Commission to allow TGS to include a Cost of Gas Clause in its
rates to provide for the recovery of all of its gas costs, in accordance with 16 TEX,
ADMIN. CODE § 7.5519.

18. TGS is required by 16 TEX, ADMIN. CODE §7.315 to file electronic tariffs incorporating
rates consistent with this Order within thirty days of the date of this Order.

IT IS THEREFORE ORDERED that TGS’ proposed schedule of rates is hereby DENIED,

IT IS FURTHER ORDERED that the rates, rate design, and service charges established in the
findings of fact and conclusions of law and shown in the Settlement Agreement, as adjusted by

the Examiners for compliance of rate case expenses, on the attached tariffs for TGS are
APPROVED.

IT IS FURTHER ORDERED that the factors established for future interim rate adjustments in
Findings of Fact No. 26 and included in Paragraph 3 of the settlement terms of the Settlement
Agreement are APPROVED.

IT IS FURTHER ORDERED that the tariffs attached to this order as Final Order Attachment B
are hereby approved.

IT IS FURTHER ORDERED that final actually incurred rate case expenses be filed with the
Commission through completion of the case within 30-days of issuance of the Final Order.

IT IS FURTHER ORDERED that an annual collections report for rate case expense recovery
be filed with the Gas Services Division, due on or before the 31® of each December,
commencing in 2014, with the report detailing the volumes used by month by customer class, the
monthly collections for the RCE surcharge, and indicate the outstanding balance.

IT IS FURTHER ORDERED that, in accordance with 16 TEX. ADMIN. CoDE § 7.315, within
30 days of the date this Order is signed, TGS shall electronically file tariffs and rate schedules
with the Gas Services Division. The tariffs shall incorporate rates, rate design, and service
charges consistent with this Order, as stated in the findings of fact and conclusions of law and
shown on the attached Schedules.

IT IS FURTHER ORDERED that all proposed findings of fact and conclusions of law not
specifically adopted in this Order are hereby DENIED.

IT IS ALSO ORDERED that all pending motions and requests for relief not previously granted
or granted herein are hereby DENIED.
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This Order will not be final and effective until 20 days after a party is notified of the
Commission's order. A party is presumed to have been notified of the Commission's order three
days after the date on which the notice is actually mailed, If a timely motion for rehearing is
filed by any party at interest, this order shall not become final and effective until such motion is
overruled, or if such motion is granted, this order shall be subject to further action by the
Commission. Pursuant to TEX. GoV'T CODE ANN. §2001.146(¢), the time allotted for
Commission action on a motion for rehearing in this case prior to its being overruled by
operation of law, is hereby extended until 90 days from the date the order is served on the
parties.

SIGNED this 26" day of November, 2013.

RAILROAD COMMISSION OF TEXAS

CHAIRMAN BARRY T. SMITHERMAN

COMMISSIONER DAVID PORTER

COMMISSIONER CHRISTI CRADDICK

ATTEST:

SECRETARY
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GUD NO. 10285
STATEMENT OF INTENT OF 8§ BEFORE THE
TEXAS GAS SERVICE COMPANY §
TO INCREASE GAS UTILITY RATES § RAILROAD COMMISSION
WITHIN THE UNINCORPORATED §
AREAS OF THE RIO GRANDE § OF TEXAS
“VALLEY SERVICE AREA )

SETTLEMENT AGREEMENT

This Settlement Agreement is entered into by and between Texas Gas Service Company
(“Texas Gas” or the “Company”) and the Staff of the Railroad Commission of Texas (“Staff™).

WHEREAS, this Settlement Agreement resolves all issues relating to the Texas Gas
Statement of Intent to Increase Gas Utility Rates Within the Unincorporated Areas of the Rio
Grande Valley Service Area filed with the Railroad Commission of Texas (“Commission”) on
June 28, 2013, in a manner that Texas Gas and Staff (collectively “the Signatories™) believe is
consistent with the public interest, and the Signatories represent diverse interests;

WHEREAS, the Company’s Rio Grande Valley Service Area (“RGVSA™) includes the
unincorporated areas of Alamo, Alton, Brownsville, Combes, Donna, Edcouch, Edinburg, Elsa,
Harlingen, Hidalgo, La Feria, La Joya, La Villa, Laguna Vista, Los Fresnos, Lyford, McAllen,
Mercedes, Mission, Palm Valley, Palmhurst, Paimview, Penitas, Pharr, Port Isabel, Primera,
Progresso, Rancho Viejo, Raymondville, Rio Hondo, San Benito, San Juan, Santa Rosa, and
Weslaco, Texas, along with the unincorporated cities of Bayview, Laguna Heights, Monte Alto,
Olmito, and San Carlos and the unincorporated areas of Jim Hogg and Starr counties
(collectively, the “RGVSA Environs”);

WHEREAS, the last full rate proceeding setting rates for the RGVSA Environs was
docketed as GUD No. 9708, and the Commission issued its final order on April 10, 2007;

WHEREAS, since GUD No. 9708, the RGVSA Cities have adopted a Cost of Service
Adjustment tariff that changes rates annually to reflect increases or decreases in rate base and
expenses;

WHEREAS, since GUD No, 9708, rates for the RGVSA Environs have changed annually
pursuant to TEX. UTIL. Cope § 104.301, which authorizes increases in rates on an interim basis
for incremental capital investment, but does not address changes in expenses from year to year;

WHEREAS, the Company filed and the Commission approved five Interim Rate
Adjustments pursuant to TEX. UTL. CoDE § 104.301 for the RGVSA Environs since the
Commission issued its order in GUD No. 9708. The docket numbers for these interim rate
adjustments are 9800, 9871, 9996, 10035, and 10127, and they were issued on July 29, 2008,
July 14, 2009, December 14, 2010, March 8, 2011, and January 24, 2012, respectively;

WHEREAS, TEX, UTIL. CODE § 104.301 requires that a gas utility file a full Statement of
Intent rate proceeding within 180 days following the fifth anniversary of the Commission

1
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approving an initial interim rate adjustment. Thus, Texas Gas was required by statute to filea
fisll Statement of Intent rate proceeding for the RGVSA Environs on or before January 25, 2014;

WHEREAS, on June 28, 2013, Texas Gas filed its Statement of Intent to Increase Rates
within the Unincorporated Areas of the RGVSA, docketed as GUD No. 10285;

WHEREAS, Texas Gas by its Staternent of Intent invoked the Commission’s original
jurisdiction to set special rates for r :dential and commercial customers that are not specifically
keyed to the rates charged in any incorporated area (Commission Rule 7.115(33);

WHEREAS, Commission rules require that a utility’s Statement of Intent seeking to
establish special rates under the Commission’s original jurisdiction include all direct evidence
necessary to support the proposed rate increase, prepared testimony of all witnesses, and exhibits
(Commission Rule 7.205);

WHEREAS, Texas Gas included with its Statement of Intent the following: (A) Cost of
Service Schedules; (B) Proposed Revenue Increase by Class; (C) Average Bill by Class; (D)
Direct Testimony of seven witnesses; (E) Proposed Rate Schedules and Tariffs; (F) Proposed
Notice; (G) Proposed Protective Order, and (H) Workpapers;

WHEREAS, the Company’s Statement of Intent and supporting evidence demonstrated a

system-wide revenue requirement of $24,645,181, with revenues of $22,905,748, producing a
revenue deficiency of $1,739,433; 0

WHEREAS, the RGVSA Environs’ share of this proposed revenue deficiency is
$168,036;

WHEREAS, Texas Gas put forth evidence demonstrating that it maintains its books and
records in accordance with Commission Rule § 7.310 and is therefore entitled to the legal
presumption establi ed by Commission Rule § 7.503 that the costs contained within the books
and records have been reasonably and necessarily incurred;

WHEREAS, Texas Gas did not include in its request the recovery of any expenses.
exempt under Texas Administrative Code § 7 .5414;

WHEREAS, Texas Gas did not include in its proposed revenue requirement any
payments to affiliates for the cost of a service, property, right or other item or for interest
expenses to be included as a capital cost or expense,

WHEREAS, Texas Gas proposed that the new rates become effective on August 7, 2013;

WHEREAS, the Commission on July 9, 2013 suspended the proposed effective date for
an additional 150 days;

WHEREAS, on July 8, 2013, Staff’s motion to intervene in the docket was granted;

WHEREAS, on July 25, 2013, the Examiners by Letter No. 10 approved the Company’s
proposed form of notice;
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WHEREAS, on August 14, 2013, the Company provided public notice by direct mail to
customers in the RGVSA Environs in the form approved by the Examiners;

WHEREAS, both Staff and the Examinets propounded requests for information on the
Company regarding the filed Statement of Intent and supporting evidence;

WHEREAS, a Technical Conference in this docket was held on July 29, 2013;

WHEREAS, after the conclusion of the Technical Conference and discovery, Staff and
Texas Gas entered into settlement negotiations; 5

WHEREAS, settlement of this docket will conserve Commission resources and eliminate
the need to incur additional rate case expenses for preparation of Staff’s responsive testimony
and Company’s rebuttal testimony, preparation for and participation in hearing, drafting of
‘briefing and potential exceptions, and filing and participating in potential appeal;

WHEREAS, the Signatories believe that a fully contested hearing in the case would be
time-consuming and entail substantial additional expense and that the public interest will be best
served by issuance of an order consistent with this Settlement Agreement and implementation of
the rate schedules and tariffs attached hereto as Exhibit A;

WHEREAS, additional litigation of this case through hearing and briefing would likely
increase rate case expenses by an estimated $75,000-100,000 or more;

NOW, THEREFORE, in consideration of the mutual agreements and covenants
established herein, the Signatories, through their undersigned representatives, agree to and
recommend for approval by the Commission the following Settlement Terms as a means of fully
resolving all issues raised in the June 28,2013 Statement of Intent filed by Texas Gas on behalf
of its Rio Grande Valley Service Area Environs:

Settlement Terms

1. Texas Gas and Staff agree to the rates, terms and conditions reflected in the rate
schedules and tariffs attached to this Settlement Agreement as Exhibit A. Said tariffs
would allow Texas Gas an additional $143,036 in anmual revenue, which amount
represents the Environs’ share of the system-wide revenue deficiency and is $25,000 less
than the revenue increase proposed by the Company. Texas Gas and Staff further agree
that the rates, terms and conditions reflected in Exhibit A to this Settlement Agreement
comply with the rate-setting requirements of Chapter 104 of the Texas Utilities Code.

2. The Signatories agree to the following customer charges and volumetric rates by class:



Rate

Residential

Customer G $ 1208
Usage Rate s 01784
Commercial

Customer Charge $ 41.67
Usage Rate § 0.1796
Church

Customer Charge $ 2917
Usage Rate $ 0.1796
Public Authority

Customer Charge § 4551
Usage Rate S 0.1869
Industrial

Customer Charge s 7402
Usage Rate $ 01648
T-1 Transporiation
| Customer Charge $ 12782
Usage Rato $ 0,1301
T-2 Tr__a_nsggmﬂon

Customer Charge $ 327.82
Usage Rate § 00548
Minimum Bill $ 1,500 |

3. Texas Gas and Staff agree that future Interim Rate Adjustment (“IRA”) filings made for
the RGVSA Environs pursuant to GURA § 104.301 shall rely on the following Cost of
Service factors: '

o Weighted Average Cost of Capital shall be 8.0845% based upon 2 capital
structure of 44.61% debt and 55.39% equity, with a 10.33% cost of equity.

e For the initial IRA filing, the Net Investment which includes detail of Plant in
Service amounts along with the associated depreciation rate for each account shall
be as shown on Exhibit B.

e For the initial IRA filing, the beginning amount of ad valorem taxes at the
RGVSA level is $627,090.

e For the initial IRA filing, the net plant in service is $73,629,650 for calculating
the federal income tax.

e For the initial IRA filing, the customer charge asnotedinitemZabovewillbethe
starting rate to apply any IRA adjustment.

o The allocation factors to spread any change in IRA increase/decrease to the
appropriate customer classes is as follows:



Allocated

Castomer Class Inorease
Residentinl 58.10%
Commercial and Church 29.24%
Industrial 2.66%
Publio 423%
T-1 on 3.38%
T2 2.39%
Total 100.00%

4. The average use per month per customer class in order to determine the current and

proposed bill information in future IRA: filings is as follows: residential at 14 Ccf,
commercial at 414 Ccf, church at 31 Ccf, public authority at 316 Ccf, industrial at 3,241
Cef, T-1 transportation at 9,356 and T-2 transportation at 28,556 Ccf.

. Texas Gas and Staff agree on the admissibility of the following evidentiary record:

o Statement of Intent of Texas Gas Service to Increase Rates Within the
Unincorporated Areas of the Rio Grande Valley Service Area, filed on June 28,
2013, inclusive of all attachments, including the direct testimony of the following
witnesses:
Dean LaFever;
Janet Buchanan, as amended by the Errata filing of August 16, 2013;
Janet Simpson;
Teresa Swensen;
Stacey Borgstadt;
Angela Wells;
Bruce Fairchild;
Affidavit of Janet Buchanan attesting to Public Notice (filed August 15, 2013);
Affidavit of Dane McKanghan attesting to the reasonableness of Rate Case
expenses, attached as Exhibit C to this Settlement Agreement; and
‘o Bill Impact Analysis, attached as Exhibit D to this Settlement Agreement.

0000000

. The Signatories agree that Texas Gas shall include a lead-lag study to establish cash
working capital with its next filed Statement of Intent proceeding involving one or more
of its El Paso, Rio Grande Valley, or Austin Service Areas. The resulting lead-lag study
will be designed to be applicable to all TGS Service Areas.

. The Signatories agree that Texas Gas shall file a depreciation study not older than 12-
months for Texas Gas assets for inclusion in its next Statement of Intent proceeding
involving one or more of its El Paso, Rio Grande Valley, or Austin Service Areas.

. ONEOK, Inc., the parent company of Texas Gas, has announced that it will split into two
separate legal entities, one exclusively regulated (ONE Gas, Inc.), and one exclusively
unregulated, sometime following the first quarter of 2014. As part of this separation, the
current corporate assets of ONEOK, Inc. will be assigned to one or the other of the two
companies. The Signatories agree that within a reasonable time following the creation of

5
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ONE Gas, Inc. when the corporate assets of the newly formed regulated company are

known, the Company will perform a study to update the level of corporate depreciation
expense allocated to Texas Gas. ' '

9. The Signatories agree on the following statement: “The Signatories agree that it is

reasonable and appropriate for Texas Gas to seek recovery of incentive compensation

expense according to the methodology approved by the Commission in GUD Nos. 9791
and 9902.” ‘

10, Texas Gas has incurred approximately $219,700.72 in actual rate case expenses through
August 31, 2013, as evidenced by the attached agffidavit of Mr, Dane McKaughan. This
amount includes legal expenses, outside expert consultant expenses, and public notice
expenses, Estimated rate case expenses from September 1, 2013 through completion of
this case are $10,000. This amount includes or will include settlement negotiations,
drafting settlement documents, support of settlement agreement before the Examiners and
the Commission, and Commission Conference attendance. Assuming approval of this
Settlement Agreement, total actual expenses and estimated expenses through the
completion of the case are expected to be about $229,700.72. The Signatories agree that
this amount is reasonable and appropriately recoverable. Recovery of this amount over
an estimated twenty-four month period results in a Rate Case Fxpense Surcharge of
$0.02072 per Ccf, as reflected in the Rate Case Expense Surcharge Rider attached as part
of Exhibit A. Texas Gas shall recover estimated rate case expenses only to the extent
they are actually incurred. Texas Gas shall not include an interest calculation in its
recovery.

11. The tariffs presented in Bxhibit A encompass all proposed and éettled rate and tariff
changes. The settled tariffs comply with the Commission’s tariff rule, 7.313.

12. Staff conducted a thorough review of each Interim Rate Adjustment docket that is
associated with this instant docket, GUD 10285. Those IRA dockets are 9800, 0871,
9996, 10035, and 10127. Staff examined each docket, which included a review of Staff’s
evaluation at the time each docket was filed, affirming the review process was complete.
Staff affirmed that the amounts removed from each IRA filing was appropriate at that
time. Staff reviewed the instant docket to affirm that any previously removed amounts
were not included in this instant docket or, if included, that the utility had provided
sufficient justification to include previously removed amounts in gas plant and the
associated accumulated depreciation in this docket. Staff affirms that the amounts
included in gross plant and the associated accumulated depreciation in this docket are
reasonable and necessary under 7.7101(). Staff affirms that refunds under Commission
Rule 7.7101(i) are not recommended or necessary.

13. To the extent that apprm)al of this Settlement Agreement is denied in whole or in part,
Texas Gas reserves the right to update its rate case expenses associated with this
proceeding. '

14. The Signatories agree that the terms of the Settlement Agreement are interdependent and
indivisible, and that if the Commission enters an order that is inconsistent with this
Settlement Agreement, then any Signatory may withdraw without being deemed to have

6
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Exhibit A to the proposed joint
Settlement Agreement

Proposed Rate Case Expense (RCE) Rider
and Withdrawn T-Gen

Exhibit A to the joint Settlement Agreement includes the signatories
proposed tariffs, withdrawn T-GEN, and Rate Case Expense (RCE) Rider. The
Examiners recommend adoption of the proposed tariffs, withdrawal of T-GEN, and
adjustments to the RCE-Rider. The proposed tariffs were not copied, as they are
the Examiners’ Recommended Tariffs and are Attachment B to the proposed Final
Order. The withdrawn T-GEN and RCE rider, as proposed, is included in this
Exhibit A to the joint Settlement Agreement.

Final Order
Attachment A
(Exhibit A)



TEXAS GAS SERVICE COMPANY

Rio Grande Valley Service Area RATE SCHEDULE RCE-RIDER

RATE CASE EXPENSE RATE

A. APPLICABILITY

The Rate Case Expense (RCE) rate as set forth in Section (B) below is pursuant to Gas
Utilities Docket No. 10285: Statement of Intent Filed by Texas Gas Service Company to
Change Rates in the Environs of the Rio Grande Valley Service Area, Final Order Finding of
Fact No, . This rate shall apply to the following rate schedules of Texas Gas Service
Company in the unincorporated areas served in Rio Grande Valley Area of Texas including
Alamo, Alton, Bayview, Brownsville, Combes, Donna, Edcouch, Edinburg, Elsa, Harlingen,
Hidalgo, La Feria, La Joya, La Villa, Laguna Heights, Laguna Vista, Los Fresnos, Lyford, .
McAllen, Mercedes, Mission, Monte Alto, Olmito, Palm Valley, Palmview, Penitas, Pharr,
Port Isabel, Primera, Progreso, Rancho Viejo, Raymondville, Rio Hondo, San Benito, San
Carlos, San Juan, Santa Rosa, and Weslaco, Texas: 1Z, 2Z, 3Z, 4Z, T-1 and T-2.

RCE RATE

All Cef during each billing period: $ 0.02072 per Ccf

This rate will be in effect for approximately 24-months until all approved and expended rate
case expenses are recovered under the applicable rate schedules, Texas Gas Service Company
will recover $219,700.72 in actual expense and up to $10,000.00 in estimated expense, not to
exceed actual expense. Texas Gas Service Company will not include any interest calculations
in the recovery, The Rate Case Expense Surcharge will be a separate line item on the bill.

OTHER ADJUSTMENTS

P A T

Taxes: Plus applicable taxes and fees (including franchise fees) related to above.

CONDITIONS

Subject to all applicable laws and orders, and the Company's rules and regulations on file with
the regulatory authority.

Initial Rate Schedule Meters Read On and After

Final Order
Attachment A
(Exhibit A)
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TEXAS GAS SERVICE COMPANY : '
Rio Grande Valley Service Area RATE SCHEDULE T-GEN

Page 1 of 8

GENERAL CHARGES, PROVISIONS AND CONDITIONS

APPLICABILITY
Applicable to Transportation Rate Schedules.

TERRITORY

Al areasservedbytheCompanyinitsRioGrandeValleyvaiceArea.

During each manthly billing period, the following charges will in addition to any charges
specifically stated on the applicable rate scheduie: Q
o\
Plus: \
A charge representing the customer’s proportionate share ofNgl¢ 2R unaccounted (LAUF) gas volume within
the Service Area. The customer's shere of LAUF gagyill be determined by mmitiplying (i) the actual
urchieelofigs ratio, minus one, for the Service Area for the
26 Delaed in the Gompany’s applicable Cost of Gas Clause
D Net> Schedule 1-ENV for the unincorporated areas).
At theﬁlingoftheannualmooncﬂiaﬁonmquiredbythn

eliveries commencing in the succeeding Qctober.

The LAUF factor as determined 4@3 ¥ no event exoeed .0526 i.e. [1/1-05]-1 and must fall within the

range of zero (0) to 5.26%.
TheCompanywﬂlrequireN&;lmnrto satisfyitslostandunaccounwdforobhgaﬁnnbypaymentin]dnd

(*“PIK”), PIK vo edtothecnsmmerusagevdnmetoequnlthetmlamountofgasrequired
to be delivered at th s receipt points and shall be included for purposes of calculating imbalances
in accordance with isi 6below.Forcnstomersorq|m1iﬁedsupplimshippingexmsgasoﬁ'the

distribution system, PIK shall in no event exceed 1%.

Plus:
Aohargewﬂlbemadeeachmmthmmowm'thecostofgrossreceiptstaxespaidwtheStateofTexas
pursuant to the provision of Article 6060 TEX, REV, CIV. STAT., as such may be amended from time to
ﬁme,wlﬂchareatu-ibmblewthemspoﬁaﬁonsarviceparfunmdhnmmder.

Plus:
Anyﬁanchispfees,sh’oetrentalfaes,orothersimilarprivilegefeesm‘butabletotheCompany’s services
underthistariﬁ'andpayablctoanymnnici;mlitywhereinthecustomerreceivesgasdeliveredhereunder.

Plus: Additional charges may be made at the Company’s sole discretion for compression, treating, or similar
services if the customer or qualified supplier is shipping excess gas off the distribution system.
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TEXAS GAS SERVICE COMPANY

Rio Grande Valley Service Area RATE SCHEDULE T-GEN
Page 2 of 8
GENERAL CHARGES, PROVISIONS AND CONDITIONS
(Continued)

AL TO COST OF VICE Continued

Plus:
Notwithstandingmythinghereintotheconmry,inadditiontotheRatessetfotthabove,thqumpanyshnll 4
bﬂleaohumspmmﬁonoustomer,intheincorporatedmochAnmmly,amchugo of $0.12 per Mof
dmhgthebﬂnngpeﬂodmwcordmoewimthesaﬂammwdmdmhlo,zmsm
AmmdmnntdatedMayS,ZOOSbetwemtheConmanyandthnCityoanAllen,Texu. The surcharge shall

beeffeoﬁveonlyunﬁlthesettlementpaymmtanooatedtommpomﬂon pursuant to the
SetﬂementAgmementandAmendmentisoollectedbytheCompmy. °
Plus: : , %s
Notwithstandingmythinghereinmtheoontrary,inadditiontotheCo ,tthompanyshallhillmh
msporbaﬁoncnxtomer,intheimmpormdmasof the Rio alley Service Area a rate case
expense surcharge of $0.00511 per Cof during the accardance with the Settlement
and Term Sheet dated July 10, 2006 and ciiyordinannebyandamongthe
OompanyandtheCiﬁesinregardmtheCompmy’s Jutent to Increase rates filed on March 30,

2006. The rate case expense surcharge shall be effecti y il the rate case expenses are collected.

. SPECIAL PROVISIO Q.:
1, Definitions: As-@‘ﬁdﬁ.ﬁefoﬂowingmwﬂlhawthemmingsindw

Aggregation Pool ’ormommsportaﬁmservioeacoountsmvedbythechuaHﬁedSuppﬁer

mdagyegawdpmmmSpwiﬂvaiﬁmSofmhmiﬁfmopmaﬁmﬂpmpomhduding.wﬁhom

limitation,m nominating, scheduling and balancing gasdeliveriesatdesignatedrecniptpointsthhm"the
area.

Cumulstive Operational Imbalance (COI) — As of the effective date of this tariff, the initial COI for any
Aggregaﬁumlshanbedemmﬁnedbyaggregaﬁngmecmmlaﬁwimbdmmofanmwm
puﬁcipaﬁnginmchAggregaﬁumLcdculatedasofthee&dﬁvcdateofthismiﬁ. Thereafler, the COI
shﬂlbeadjuswdmincludeMOleumeswhichhavenotbeencashedoutpmmmtoSection6below.
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GENERAL CHARGES, PROVISIONS AND CONDITIONS
(Continued)

CumulnﬁveTolemceLimit—WithrespeottbanyAggmgnﬁunPool,ﬁvepment(s%)ofhistoﬁml
annualDeliveﬁestotheparticipantsofsnohpoolfnrthemostmentyearendedon!uneso. For new
puﬁcithavingmhimﬁoddeﬁvmymfnmmim,mhoMaﬁmshﬂlbebuedmfmmted
whmuwhichthecmmydetemhesmbemablymﬁabhmdmasmablymme. The
Curmulative Tolerance Limit will be adjusted anmually in October. UponmquestofaQualiﬁedSupplier,
pﬂmmthsmmmencemeMofmyﬂowmomh,theCnmﬂnﬁwTolummLimhshaubeadjumd
prospeotivelytomﬂectchangestothnAgge i Poolandotherknownohangestoanﬁcipated
whmeniohads-thutheCompmydatemhmmbemmablymﬁabhmdmasonablyacm. i
MonilllyOperaﬁonﬂlmbdmmon—FMmymmth,thediﬁamccbetwmtheaggmgateRecdpts
foranAgswgationPoolandthesumof(i)theaggregateDelivuiesforsuoh n Pool during the
same time period, and (ix')thenggregatePIKVolnmeumwdformh Che resulting volume
shall b adjusted to reflect any FPA. Any PPA shall be included in the MGaggions

dmingwhichthePPAiaropmdandthepﬂorperiodMOIwillnotbe cosfei due to PPA unless the
PPA results in new or revised cash out charges.
Deliveries — Volumes of natural gas delivered to the customer’ ‘pursuant to this tariff.

. ¢ 6
Imbslance Volumes — The volume by which the \hr's MOI exceeds the Monthly Tolerance
Limit or the Qualified Supplier’s COI exceeds the lerance Limit.
Monthly Tolerance Limit — With respect to an gation Pool, ten percent (10%) of the aggregate

Deliveries for such month,
PIK Volumes — Volumes ofgaatobcd&bythe cnstomer to the Company in satisfaction of the
_customer’s LAUFP gas obligation.

Prior Perlod Adjustment (PP anyAggragationPool,arevisiontotheReceiptsorDeliveﬁesfor
any prior flow month which wot inanincreasem-decreasetothepmviouslystatedMOIformh
month,

Receipts — Vol '%:lgasmceivedinmthemmy’snmmlgasdim’bmimxymfordeﬁvery
toacustomerp% tariff.,
QuknﬂedSuppmr—AsuppHmomeguforumspomﬁmmwmmthonghtheCompmy’s
nﬂmﬂgasdisﬁibuﬁmsyMwhomwﬁthemqukmmﬂofSeoﬁmSofthismﬁﬁmdhnacmmﬂy
effective Supplier Service Agreement with the Company.

Suppler ServiceAgreemem—acomractsetﬁngfmththetmsupmwhichamppﬁmofnm gas may
make deliveries of customer-owned gas into the Company’s distribution system for delivery to one or more
oftheCompany’scnstomerstaldngserviceunderﬁistariﬁ'.

Initial - Supersedes Sheet Dated Meters Read On and After
October 1, 1993 T-1 and T-2 (General Terms July 31, 2006
d Conditions for Firm on July 15, 2009(Unincorporated)
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TEXAS GAS SERVICE COMPANY
Rio Grande Valley Service Area RATE SCHEDULE T-GEN
Page4 of 8 '

GENERAL CHARGES, PROVISIONS AND CONDITIONS
(Continued)

ﬂmporuﬂonAgreement—acomraotbetweentheCompany and the customer detailing the terms and
mdﬁmnpmwhinhtbecustomu’wiﬂmceivemviccunderthistaﬂﬁ

Upstream Balancing Agreement—Aoonu'actbetweenaQualiﬁedSuppliermditsgas supplier whereby
suohgumppﬁm'agreesmretainimbalmesupsueamofﬂ:ecompmy’snmalgasdisu'ibuﬁonsystcm.

2. QuanﬁedSuppuerRequired—AsacondiﬁonofreceivingmvicennderthisRnteSchedule,thecustomer
mustappoininomorethanoanngliﬁedSwpliurformhagreement. The Qualilici\§
behalfofthocustomertopmmmsuppliesmdtodeliverthemtothe ogiph Peints designated in the
relevantTransportationAgreement,andshallactasﬂleCustumer’sagent
operaﬁonalnoﬁceswq\ﬁredmdertheCustomer’sTmsportaﬁon fagein and with respect to the
resolution of imbalances under this Rate Schedule. A customer i % 2 the requirements of Special
Provision 8 below may act as its own Qualified Supplier.

2.1 Change of Qualified Supplier — The customer MagQIINg ts Qualified Supplier effective only on
the first day of the calendar month. The customeRgRIIBotl the Company in writing at least thirty
(30) days in advance of any change of Qualified Supprier. Uponreceiptofnoﬁﬂcaﬁonofohangeof
supplier, the Company will verify n Anaffy of termination of curent supplier, verify all

documentation of qualification of PR xsexecuted.andestahlishaneﬁ‘ecﬁvedateforthc
change.

3. Aggregation Pool - The Qualified designntenomnrethanoneAggregationl’oolw'nhinthe
Service Area, and shall notify the as to the identity of the customer accounts ising such
Aggregation Pool. With resp includedinanyAggregationPool,theQualiﬁedSnpplim
shall () make nominations on gatedbasisatleastsix(ﬁ)businessdayspriortotheﬂrstofthn
calendar month; and (i) ) imbalancesonanaggmgatedbasisinaccordancewithSpedal
Provision 6 below. \

4. Customer Vo n—TheCompanyshallmpplytotheQualiﬁedSupplier,designatedbythe
customer, as to such customer’s delivery volumes each month, with the imbalance statements

described at Special Provision 6.4 below.

5. Imbalances

5.1 Monthlylmhnlanees—'lheQualiﬁedSnppliu'shallnotallowitsMOIfnranyAggregationPoolto
exceed the Monthly Tolerance Limit in any month. In the event the MOI exceeds the Monthly
Tolermwl.hnﬁ,mepmﬁushﬂlresolvethevmofmchlmbalmceVolumesuﬁngthe cashout

set forth in Special Provision 6 below. MOI amounts that do not exceed the Monthly
Tolersnce Limit shall be added to the Qualified Supplier’s COL
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TEXAS GAS SERVICE COMPANY | .
Rio Grande Valley Service Area . RATE SCHEDULE T-GEN
Page 5 of 8

GENERAL CHARGES, PROVISIONS AND CONDITIONS
(Continued)

52 Cnmnlaﬁvelmbﬂmm-TheQuﬂiﬁedSnppﬂushannotauowiuCOIformyAggmgaﬁun
Pool 1o exceed the Cumnlative Tolerance Limit at any time, In the event the Qualified Supplier’s
COImedsﬁcCumﬂaﬁveTolmwldmﬁ,mcpuﬂmMMolwmevaMeofmhhbmce
VolnmesusingthncashoutpmoedumsetforﬂﬁnSpecialevisionsbelow. The initial COI for
any Pool shall be caloulated using the imbalance volumes attributable to the

parﬁoipmfortheﬂowmonthimmediatelypmcedingthemoﬁvedatehmoﬁ

53 UpstreamlmbalancewForpmposesofSpeoiMfoﬁsiomSmdﬁ imbalances will be
gttributed to a Qualified Supplier on acconnt of volumes ject to an Upstream
BalanoingAgreemeﬂwhichhasteenacknowledpdin upstream transporter

retaining the imbalance.

N
6. Cashout Procedure i Qb

61 Over Deliveries — For MOI's or COI's Wi exceed deliveries by more than the
tolerance limit, the Company shall Supplier an amount equal to: (i)
the Imbalance Volume, stated in MMBtu, i by 90% of the “Delivered Spot-Gas Prices
Houston Ship Channel/Beaumont, T (largepaokagesonly)aspublishedintheﬁrst
issue of Inside F.E.R.C.’s Gas Mar. the month in which the applicable tolerance limit

was exceeded. '

6.2 Under Deliveries — For M Q!!OI’swheredeﬁveniesexowdreoeiptsbymorethnnﬂxe

applicable tolerance limit, thedNaiMied Supplier shall pay to the Company an amount equal to: @
the Fmbalance Volume #Atod iz MMB multiplied by 110% of the “Delivered Spot-Gas Prices
Houston Ship Channel/Mes ont, Texas” Index (large packages only) as published in the first

as Market Report for the month in which the applicable tolerance limit
applicableﬁanohisefeesassessedonsuchpaymmnbythemunioipality
Bre madetopmﬁcipantsintheAggregaﬁonPoolwhichgensrmdthe
othertaxes,userﬁesorotharsnmgassessedonsuehpaymmﬁbyany

6.3 Exemption from Fees and Taxes — If the Qualified Supplier claims that any Jmbalance volumes
areexemptﬁomappﬁcablefrmchisefws,tues,merfeesorothergmmmml assessments, the
QuaﬁﬁedSnppﬁashaﬂpmvidemthaCompmysucheﬁdmoftheexempﬁmnmeCompmy
might reasonebly require. Inaddiﬁon,theQualiﬁedSuppliershallpmvidatotheCompanyeaoh
month such supporting documentation as the Company may reasonably require to determine what
portion of the payment described at Special Provision 6.2 above is exempt from such assessments.

Tnitial - Supersedes Sheet Dated Meters Read On and After
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GENERAL CHARGES, PROVISIONS AND CONDITIONS
(Continued)

6.4 Invoicing/Payment — For each flow month, within thirty (30) days following the Company’s
receipt of volume statements from the upstream pipelines making deliveries into the Company’s
syﬂmfmmAggmgﬂiumLtheCompmyshﬂlmﬁdemtheQwiﬁedSuppﬂeranimbdme
'uatmmtmﬁngmcMOLCOLmymnkingmshMpaymWasodculmdpmummSwﬁm
6.1 mdﬁﬂabow,uweﬂunsageandmxvdumesformhmwmermedbythesuppﬁer.
Payments shall be due no later than fifteen (15) days following the invoice date.

65 Effect of Cashout on PGA ~ All amounts accrued under this Special Provision 6 excluding
franchise fees and sales tax if found to be applicable shall be recorded to the PGA “Reconciliation
Account” as defined in Rate Schedule 1 for the incorporated areas or Rate Schedule 1-ENV for the

6.6 Allocation to Pool Participants — The Qualified Supplier shall be le for coliecting from or
remifting to its customers all funds received or paid under this Sp ision 6 that are due to
or from the customer.

7. Company’s Liability for Cashout — The Company shall to any- customer in connection
with the failure of the customer’s Qualified Supplier to any cashout payment made by
the Company to the Qualified Supplier.

8. Supplier Qualifications — 'I‘he.Company may ept deliveries of gas into its system from any

supplier who has failed to meet the following

any Lhe the right to establish reasonable financial and non-
discriminatory credit standards fop/italified Suppliers, Any supplier desiring to become a
Qualified Supplier sub Q¥ Company an andited balance sheet and financial statements
forthepreviousthme(zo Nong with two (2) trade and at least one (1) banking reference. To
the extent that such infigeIe is not publicly available, the supplier shall supply the Company

roratafffiliates, parent companies, subsidiaries and affiliated partnerships.
Any supplier whe hegfines QualiﬁedSnppliermustprovideupdatedﬁnancialinfomaﬁonatthe

8.2 Credit — Tn the event a supplier fails to demonstrate to the Company’s reasonable
satisfaction ithaamattheCompmycreditstanda:ds,theCompanyshnﬂreqnhemchsuppﬂer
to provide one of the following: (i) a cash deposit; (ii) an irrevocable letter of credit issued by a
commercial bank reasonably acceptable to the Company; (iii) a surety bond issued by a reputable
mmmyﬁndhw&mwiﬂumﬁngof “B+ VII” or better, and
authorized to engage in the business of insurance in the State of Texas; or (iv) a financial guaranty
from & guarantor who meets the Company’s credit standards,

Initial - Supersedes Sheet Dated Meters Read On and After
October 1. 1993 T-1 and T-2 (General Terms July 31. 2006 (Incorporated)

and Conditions for Firm Transportation) July 15. 2009(Unincorporated)
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GENERAL CHARGES, PROVISIONS AND CONDITIONS
(Continued)

8.3 Termination of Qualified Supplier — The Company ghall have the right to terminate a Qualified
Supplier’s Supplier Service Agreement and its eligibility to make deliveries into the Company’s.
hcﬂdis&ibnﬁodsysbmhthewmtthﬁmchQuaﬁﬁedSuppﬁuﬁihmcomplywﬂhmpufom
anyoftheo‘bligaﬁonsonitspartestabﬁshedinthismiﬁorintheSuppﬁerServiceAgteement.
Noﬁccsha]lbegiventotheQua]iﬂedSuppliernolessthantendayspriortotheendoftheoalendar
month, and shall be effective upon the first day of the succeeding month unless, within such ten day
pmioitheQuﬁﬁedSuppuushanmedymchﬁﬂmmthefuusaﬁsﬁcﬁonoftheCompmy.
Termination of such Qualified Supplier’s eligibility and its Supplier Service Agreement shall not
release the Qualified Supplier from its obligation to make payments due to the Company for
transactions ocourring prior to the effective date of termination.

9. Withdrawal of Qualified Supplier — If a Qualified Supplier ceases for \ (including the
Company’s termination of the Supplier Service Agreement) to supply the Service Area,
the final COI for the affected Aggregation Pool shall be calculated as of the flow month in which
such cessation ocours, and shall be cashed out as follows: b

9.1 Over Deliveries — For final COI’s where receipts exces ‘

Nyeries, the Company shall pay to the
Supplier an amount equal to: (i) the final COI vo wh N in MMBtu, multiplied by 90% of the
“Delivmd spot—G“PrimHoum Ship hanneXBeAunon Tm”mdﬂ(lﬂrsepackﬂges Only)

28 published in the first issue of nside F.E.RC, INOgs Market Report for the month for which the
final COI was calculated, @

92 Under Deliveries — For final COI's fidge Jeliveries exceed receipts Jimit, the Supplier shall pay
to the Company an amount equal tof {§,1he final COI volume, stated in MMBtu, multiplied by

1 #s Houston Ship Channel/Beaumant, Texas” Index (large

MOOTTS! ismeofImideF.E.R.C.’sGasmhtRepaﬂforthcmomh
in which the month for yhidh ti fins COIwasaalcnlmd,phm(ii)'anyapplicableﬁmchiscfees

assessed on such mmicipalityinvﬁhichdnﬁvcﬁnawmmadetoparﬁcipminthe
Aggregation Pool naslrated the Imbalance, plus (iii)anyothertaxes,userfeesorotherms
assessed on by any governmental authority.

9.3 Invol -'I'heﬁnalcashoutpaymentshallbeinvoicedanﬂpaidinacoordancewith
Special 6.4 above.

9.4 Continued Service — Upon the withdrawal of a Qualified Supplier, at the customer’s request, the
Compmyshnnpmﬁdemnﬁmedmﬁcemdutheappncabhgmudwviuemteschemﬂeumﬂ
the customer designates a successor Qualified Supplier. In the event sales service commences on
mydayotherthmthcﬁrstdayofaodmdumomhanwlnmesdeﬁvaedmmecummuwimin
mchmmthshﬂlbedeemedsalnswhmesforpurpomofinvoicingthocustomumdfm
calculating the final COL Suchsalesshallbesnhjecttocurtaﬂmentplansapprovedﬁomﬁmeto
ﬁmebytheRm’lroadCommissionofTexasorinfhsabsenccofanapplicableplan,consistentwith
Transporter’s policies regarding curtailment and stand-by supplies of transport gas, a8 such policies
may change in Transporter's reasonable discretion.

 Initial - Supersedes Sheet Dated Meters Read On and After
October 1, 1993 T-1 and T-2 (General Terms July 31, 2006 orated
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GENERAL CHARGES, PROVISIONS AND CONDITIONS

(Continued)
CO ONS

1. Services rendered under this tariff are subjoctinallmspectstoapplieable'laws,rules,andmguhﬁons
from time-to-time in effect.

3. Al volumes of gas transported pursuant to this tariff shall be natural gas of equal or higher quality than
natural gas currently available from the Company’s supplier(s). All gas delivered to the customer shall
be deemed to be the same quality as that gas received by the Company for transg@izietior

4, Transportation of nstural gas hereunder may be interrup filed to preserve the operational
safety, relisbility, or integrity of the distribution system shortage or threatened shortage of
gas supply from any cause whatsoever, to conserve residential and other higher priority
customers served. The curtailment priority of any under this schedule shall be the same

ers berved pursuant to the Company’s applicable
general service rate schedule which wonld \ available to such customer.

5. The Company shall have the right to termi - under this tariff in the event the customer is no
longer served by a Qualified Supplier. £34 dnation of service shall not relieve the customer of any
lisbility acerued prior to the effectig f such termination. The Company shall provide continned
service under the applicable gengeai Ny s rate schedule until the customer designates a successor
Qualified Supplier, In the ¢ep service commences on any day other than the first day of a
calendar month, all volumes d8igvghed to the customer within such month shall be deemed sales volumes
for purposes of invoicing ¢ custome: and for calculating the final COL Such sales shall be subject to

curtailment plans app: - BOm ﬁmetoﬁmebytheRaﬂroadCommissionofTexasogintheabmof
an applicable plag *.‘6- 5 withTmsporbeﬂspnﬁciesregardingcumﬂmentandstand-hysuppliesof
afsudaPficies may change in Transparter's reasonable discretion.

6. Ifapplieable,airoondiﬁoningaqnipmentmustbeinspectedandvmiﬁedassaﬁeandinserviccby
qualified company personnel.
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TEXAS GAS SERVICE COMPANY
RIO GRANDE VALLEY SERVICE AREA
TWELVE MONTHS ENDED DECEMBER 31, 2012

TOTAL RGV AREA
LINE TOTAL RGV AREA TOTAL RGV AREA TOTALRGVAREA  ACCUMULATED TOTAL RGY AREA
NO. DESCRIPTION PLANT CCNC PLANT AND CCNC DEPREGIATION NET PLANT
INTANGIBLE PLANT
1 (301) Organization $0 §0 $0 $0 $0
2 (302) Franchises & Consents 0 0 0 0 0
3 (308) Miso. Intangible 0 0 0 0 0
4 Total intangible Piant 50 50 $0 30 $0
GATHERING AND TRANSMISSION PLANT
§ (325) Land & Land Rights $10,866 $0 $10,858 $0 $19,656
8 (327) Field Comprss Station Strucutres 0 0 0 0 0
7 (328) Fleld Meas/Reg Station Structures 2,640 0 2,640 578 2,084
8 (328) Other Structures 1 0 1 0 1
9 (832) Fleid Lines 543,422 0 543,422 118,561 424,861
10 (333) Fleid Compressor Station Equip 0 0 0 0 0
1 (334) Fleld Meas/Reg Station Equipment 74,634 0 74,634 18,284 68,351
12 (338) Purification Equip 1,488 0 1,488 324 1,162
13 (337) Other Equip 21,748 0 21,748 4,744 17,002
14 (365) Land & Land Rights 41,200 0 41,200 0 41,200
16 (366) Meas/Reg Station Structures 160,380 0 169,380 26,629 142,860
18 (367) Mains 7,889,289 2,841,631 10,730,820 {2,236,422) 12,967,342
17 (368) Compressor Station Equip 26,823 0 28,823 5, 20,861
18 (368) Measure/Reg. Station Equipment 3,422,211 1,078,840 4,602,212 (786,110) 5,288,321
19 (371) Other Equipment 156,540 1,638 158,177 (10,686) 168,863
20 Total Gathering and Transmission Plant $12,360,088 $3,923,209 $16,202,207 ($2,060,268) $19,162,685
DISTRIBUTION PLANT
21 (374) Land & Land Rights $40,408 $0 $40,409 $38,497 51,911
22 {375) Structures & improvements 103,433 72141 175,574 80,084 95,610
23 {376) Mains 26,638,993 1,072,631 38,011,524 11,061,808 28,949,916
24 (377) Compressor Station Equipment 0 1] 0 0 0
26  (378) Meas. & Reg, Station - General 2,808,818 179,381 2,988,199 308,205 2,681,904
28 (378) Meas. & Reg. Station - C.G. 440,430 865,980 836,411 {35,820) 87223
27 (380) Services 21,086,278 47,080 21,132,368 7,760,844 13,371,614
28 (381) Meters 8,386,182 216,658 8,601,740 5,841,719 2,980,021
29 (382) Meter instalations 0 495 495 3,008 (2,603)
30 (383) House Regulators 7,017,900 449156 7,062,815 7,390,165 (327,380}
31 (385) indust. Meas, & Reg. Stat, Equipment 242,868 0 242,868 (125,411) 388,280
32  (388) Other Property on Customer Premises 8,144 0 8,144 5,885 259
33 (387) Mess, & Reg. Stat. Equipment 206,871 0 208,871 232,318 (25,447)
34 Total Distribution Plant $77,277,3268 $2,028,082 ﬂ9,305,401 $32,359,262 $46,948,145
GENERAL PLANT
35  (368) Land & Land Rights $130,471 $0 $130471 $0 $130.471
36 (380) Structures & improvements 1,360,899 266,837 1,827,537 717,610 909,928
37 (391) Office Fumniture & Equipment 3,833,856 961,336 4,785,181 2,185,974 2,608,217
38  (392) Transportation Equipment 1,436,539 208,817 1,735,366 444 1,734,912
39 (393) Stores Equipment 85,885° 0 35,886 26,100 9,785
40  (394) Tools, Shop & Garage 1,840,566 173,498 2,114,064 896,237 1,417,827
41 (395) CNG Equipment 0 0 0 0 0
42  (396) Major Work Equipment 233,674 85,005 298,679 245,809 52,870
43  (397) Communication Equipment 922,305 0 822,305 267,078 665,227
44 {398) Miscellaneous General Plant 4,210 0 4210 3,508 704
45 Total General Plant $0,808,405 $1,765,283 $11,663,808 $4,132,758 $7,630,938
48 Total m|544|619 s7|7‘l'8i583 §107|281 402 ssa,ea1,752 573|829|850
$107.261,402 $78,629,850
Final Order
Attachment A
(Exhibit B)
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TEXAS GAS SERVICE COMPANY

RIO GRANDE VALLEY SERVICE AREA
TWELVE MONTHS ENDED DECEMBER 31, 2012

ANNUAL
ANNUAL DEPRECIATION
LINE DEPRECIATION RATES -
NO. DESCRIPTION RATES - DIRECT DIVISION
INTANGIBLE PLANT
1 (301) Organization 0.0000%
2 (302) Franchises & Consents 0.0000%
3 (303) Misc. Intangible 0.0000%
4 Tota! Intangible Plant
GATHERING AND TRANSMISSION PLANT
6 (326)Land & Land Rights 0.0000%
6 (327) Field Comprss Station Sirucutres 5.0000%
7 (328) Fleki Meas/Reg Station Structures §.0000%
8 (329) Other Structures 5,0000%
8 (332) Field Lines 5.0000%
10 (333) Field Compressor Station Equip 5,0000%
11 (334) Fleld Meas/Reg Station Equipment 5.0000%
12 (336) Purification Equip 5.0000%
13 (337) Other Equip 5,0000%
14 (365) Land & Land Rights 0.0000%
16 (366) Meas/Reg Station Structures 2,9800%
16 (367) Mains 1.9800%
17 (368) Compressor Station Equip 2.65200%
18 (369) Measure/Reg. Station Equipment 2.4600%
19 (371) Other Equipment 2.2800%
20 Total Gathering and Transmission Plant
DISTRIBUTION PLANT
21 (374) Land & Land Rights 0,0000%
22 (375.1) Structures & Improvements 2.5600%
23 (375.2) Other System Structures 2.1600%
24 (376) Mains 1.4800%
25 (377) Compressor Station Equipment 0.0000%
26 (378) Meas, & Reg. Station - General 1.4600%
27 (379) Meas. & Reg. Station - C.G. 1.4800%
28 (380) Services 1.5900%
29 (361) Meters 0.7300%
30 (382) Meter Instaliations 3.4700%
31 (383) House Regulators -0.6500%
32 (385) indust, Meas, & Reg. Stst. Equipment 1.5400%
33 (386) Other Propesty on Customer Premises 1.0600%
34 (387) Meas. & Reg. Stat. Equipment -19.8700%
35 Total Distribution Plant
GENERAL PLANT
38 (389) Land & Land Rights 0.0000%
87 (390) Structures & improvements 1.9500%
38 (391.1) Office Fumiture & Equipment 6.6667% 6.6600%
39 (391.8) Computers & Elecironic Equipment 14.2860% 4,0600%
40 (392) Transporiation Equipment 0.0000%
41 (393) Stores Equipment 6.6667% .
42 (394) Tools, Shop & Garage 6,8667% 8.8700%
43 (385) CNG Equipment 0.0000%
44 (396) Major Work Equipment 0.0000%
45 (387) Communication Equipment 6.8667% 6.86800%
46 (398) Miscellaneous General Plant 6.8667% 8.6700%
47 Total General Plant
Final Order
Attachment A
({Exhibit B)
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GUD NO. 10285
STATEMENT OF INTENT OF § BEFORE THE
TEXAS GAS SERVICE COMPANY 8
TO INCREASE GAS UTILITY RATES § RAILROAD COMMISSION
WITHIN THE UNINCORPORATED §
AREAS OF THE RIO GRANDE 8 OF TEXAS
VALLEY SERVICE AREA ' 8

Before me, the undersigned authority, on this dste personally appeared Michael Dane
McKaughan, Jr., known to me 1o be the person whose name is subseribed below, and being by
me first duly sworn, stated upon oath as follows:

“MynameisMichaelDaneMcKanghan,Jr. Iamaparmer.intheAusﬁn,Texaslawﬁrm
of Parsley Coffin Renner LLP, and have practiced law in Travis County gince 1998. I have
extensive experience representing and defending clients before the Railroad Commission of
Texas and Public Utility Commission of Texas. I am over 18 years of age, of sound mind, and

fullycompetemmmakethisafﬁdavit. Bachstatementoffaothereinistmeandofmyown
personal knowledge.

1 am counsel of record for Texas Gas Service Compeny, & division of ONEOK, Inc.
(*Texas Gas” or the “Company™) in Gas Utilities Docket No, 10285. Attached as Exhibit 1 to
this Affidavit are legal invoices documenting the amount of rate case expenses incurred by Texas
Gas in this docket through August 31, 2013, which amount is $167,533.17. This amount
includes legal expenses inourred preparing the filing, reviewing witness testimony, discovery,
hearing attendance, seftlement negotiations, and other litigation at the Commission. I have
reviewed the billings of Parsley Coffin Renner LLP submitted to Texas Gas for legal services
performed in GUD No, 10285 through August 31, 2013, and I affirm that those billings
accmatelyreﬂeettheﬁmespentandexpendMesincunedbyParsley Coffin Renner LLP on
Texas Gas’ behalf, : ’

The attorneys billing on the file have hourly rates of between $350 and $500, with the
magjority of the time billed by myself. My hourly billing rate is $380, which is within the range
deemedmasonaﬂehpﬁormmesfmhwymhavingsimﬂuexpeﬂmeproﬁdingsimﬂu
services. The hours spemtopmfonnthetasksassignedtnl’arsley Coffin Renner LLP were
necessarytocompletethosetasksinaprofessionalmanmronaﬁmelybasiS. The nature of the
workperformedistypicalofacomestedrmWoeedingsuchasthis. This is the first full cost of
serviceproceedingforthekioGrandeValleyenvironssinoe2007. Given the small number of
customershnpactedbythenewratesandtheratecaseexpenses, efforts were taken to minimize
costs, However, Texas Gas must follow the same required procedures and meet the same burden
of proof regardless of the number of customers impacted. Notably, the filing of this case was

- required by TEX. UTIL. CODE § 104.301,andpmsuammthatstat\natheCompanywasrequired
to put forward a full cost of service case in addition to reconciling incremental capital investment
from prior Interim Rate Adjustment filings. Thus, the transaction costs associated with this
docket were legally necessary and largely unavoidable.

1
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In addition to legal expenses, TexasGasincmredexpenseStohireoutsideexpertstoaid
in preparing its case. Specifically, Dr. Bruce Pairchild performed a cost of capital analysis and
prepared direct testimony. Ms, Janet Simpson worked closely with the Company in developing
its cost of service, sponsored the majority of the cost of service schedules, and prep i
testimony on accounting issues. Dr. Fairchild and Ms. Simpson’s expenses &rc $7,175.00 and
$43,230.00, respectively. Consulting invoices dooumenting these amounts are also included in
Exhibit 1. In my experience, these expensesfallwellwithinthemnge of reasonableness for
expeﬂencedexpertsperfotmingsimilattasksandproviding similar work product. The total
amount of outside consultant fees is $50,405.00.

In addition to the amounts incurred through August 31, 2013, Texas Gas will incur
additional legal expenses to complete the case. Work performed for completion of the case
includes preparing and finalizing settlement documents, prosentation of settlement to Examiners,
potential discovery and briefing before the Examiners, and attending Commission conferences.
Based on my experience in administrative proceedings, including proceedings in which the
parties seek approval of 2 Unanimous SettlementAgreemm”inthis case, 1 estimate that legal
expenses from September 1, 2013 throuph completion of the case will be approximately $10,000.
TexasGasrequeststhattheCommissionmnhoﬁzerecovery of & total amount of legal and
consulfing expense related to this docket of $227,938.17. Texas Gas will supplement this filing
with additional invoices as they are processed. Texas Gas geeks recovery only of those expenses
that are actually incurred, and any rate case SXpense gurcharge will collect from satopayers only
the amount actuglly incurred and authorized by the Commission. This legal expense estimate

or app
District Court, 1 estimate that Texas Gas will incur approximately $75,000-$100,000 in
additional legal expenses. Texas Gasreservestherighttorevisethis estimate to the extent that
additional litigation becomes necessary.

In addition to legal and consultant expenses, Texas Gas incurred other rate case expenses,
which include expenses regarding public notice. Texas Gas provided notice by direct mail as
required by GURA § 104.103(b)(1), as explained in the affidavit of Ms. Janet Buchanan. Costs
incurred to direct mail the notice equaled $1,762.55 and an invoice documenting this amount is
included in Exhibit 1, The provision of public notice is required by statute, and the Company
reasonably controlled costs by providing direct mail rather than publishing the notice in local
newspapers. Thus, the total amount of rate case eXpenses incurred through August 31, 2013,
inclusive of legal and consultant fees is $219,700,72. The total actual and estimated rate case
expenses through completion of the case, inclusive of legal and consultant fees, is $229,700.72,
which is reflected in the Unanimous Set{lement Agreement, Again, g
the Unanimous Settlement Agreement and no appeal by a party
this amount may need to be revised if additional liti
amount is reasonable and meets the standard for recovery s¢ forth




D

SWORN AND SUBSCRIBED befo

3 GUD No. 10285

Ex. C to Settlement Agreement
Page 3 of 67

s 2374
re me on this day of September, 2013,

Notary Public in %zforthe of Texas
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GUD 10285 - TGS RGVSA Rates Current & Proposed (R&C)
lncoggorated Envirans
Reslidential Current Current Proposed Settlement
Customer Charge $ 1125 $ 12,08 $ 12.08 $ 12.08
Al Ccf $ 0.4712 $ 01635 $ 02303 $ 0.1784
[mct $ 4.712 S 1635 $ 2303 $ 1.784 |
commercial
Customer Charge [ 31.25 $ 4167 $ 4167 § 41.67
AWl Ccf $ 0.3442 S 0.1450 $ 0.1960 $ 0,1796
[Mmct 3 3.442 $ 1450 $ 1.960 $ 1,796 |
Residential Consumption Comparison '
Cost of Gas/Mcf {COG) $ 2.8530
Environs:
| Base Rates COG Included |
Usage {Mcf) Current Proposed Settlement Currant Proposed Settlement
1 $ 1372 § 14,38 § 13,86 | $ 16.57 $ 1724 § 16.72
[ 14 1s 1437 $ 1530 $ 1458 | $ 1836 $ 1930 $ 1857
2 $ 1535 $ 16.69 $ 15.65 | § 2106 $ 2239 § 2135
3 -] 1699 $ 1899 § 1743 | § 2554 § 2755 § 25.99
4 $ 1862 $ 2129 § 19.22 | $ 3003 $ 3270 $ 30.63
5 $ 2026 $ 2360 $ 2100 S 3452 $ 37.86 $ 35.27
6 $ 2189 § 2590 $ 2278 | 5 3901 % 43.02 § 39.90
7 S 2353 $ 2820 § 2457 | S 4350 $ 4817 $§ 44.54
8 S 25.16 $ 3050 § 2635 | 5 4798 $ 5333 § 49.18
9 $ 26.80 $ 32.81 & 2814 | 5 5247 S 5848 $ 53.81
Incorporated:
Usage {Mcf) Current Current - COG Included
. 1 s 15.96 $ 18.82
| T 14 s 17.85 $ 21.84
2 $ 20.67 $ 26,38
3 $ 25.39 $ 33.95
4 $ 30.10 $ 4151
5 $ 34.81 S 49,08
6 $ 39,52 S 56.64
7 S 44.24 $ 64.21
8 S 48.95 $ 7177
9 $ 53.66 $ 79.34

# 1.4 Mct |dentified by TGS a3 average jevel of Residential consumption.
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TEXAS GAS SERVICE COMPANY
Rio Grande Valley Service Area RATE SCHEDULE 1Z

RESIDENTIAL SERVICE RATE
APPLICABILITY

Applicable to a residential customer in a single dwelling, or in a dwelling unit of a multiple dwelling or
residential apartment, or nursing homes, for domestic purposes.

TERRITORY

All customers in the unincorporated areas served by the Company in its Rio Grande Valley Service Area.

COST OF SERVICE RATE

During each monthly billing period:
A Customer Charge per meter per month of $12.08 plus -
Interim Rate Adjustments (IRA) $ per month (Footnote 1)
Total Customer Charge $12.08 per month

All Ccf per monthly billing period @ $0.1784 per Ccf

OTHER ADJUSTMENTS

In addition to the Cost of Service set forth above, each customer's bill shall include the following adjustments:
Cost of Gas Component: The basic rates for cost of service set forth above shall be increased by the

amount of the Cost of Gas Component for the billing month computed in accordance with the
provisions of Rate Schedule 1-ENV,

Weather Normalization Adjustment: The billing shall reflect adjustments in accordance with the
provisions of the Weather Normalization Adjustment Clause, Rate Schedule WNA.

Taxes: Plus applicable taxes and fees related to above.

CONDITIONS
Subject in all respects to applicable laws, rules, and regulations from time to time in effect.

Footnote;

Supersedes Same Sheet Dated Meters Read On and After
July 15. 2009

Final Order - Attachment B



TEXAS GAS SERVICE COMPANY

Rio Grande Valley Service Area RATE SCHEDULE 2Z
COMMERCIAL SERVICE RATE
APPLICABILITY
Applicable to commercial consumers and to consumers not otherwise specifically provided for under
any other rate schedule.
TERRITORY
All customers in the unincorporated areas served by the Company in its Rio Grande Valley Service Area.
COST OF SERVICE RATE
During each monthly billing period:
A Customer Charge per meter per month of $41.67 plus (For Commercial Service)
Interim Rate Adjustments (IRA) $ per month (Footnote 1)
Total Customer Charge $41.67 per month
A Customer Charge per meter per month of $29.17 plus (For Church Service)
Interim Rate Adjustments (IRA) $ per month (Footnote 2)
Total Customer Charge $29.17 per month
All Ccf per monthly billing period @ $ 0.1769 per Ccf
OTHER ADJUSTMENTS

In addition to the Cost of Service set forth above, each customer's bill shall include the following adjustments:

Cost of Gas Component: The basic rates for cost of service set forth above shall be increased by

the amount of the Cost of Gas Component for the billing month computed in accordance with the
provisions of Rate Schedule 1-ENV.

Weather Normalization Adjustment: The billing shall reflect adjustments in accordance with the
provisions of the Weather Normalization Adjustment Clause, Rate Schedule WNA.

Taxes: Plus applicable taxes and fees related to above.

CONDITIONS

1. Subject in all respects to applicable laws, rules, and regulations from time to time in effect.

2. Delivery of Gas hereunder may be interrupted or curtailed at the discretion of the Company, in
case of shortage or threatened shortage of gas supply from any cause whatsoever, to conserve
gas for residences, hospitals, schools, churches, and other human needs customers as prioritized
in the Company’s approved Curtailment Program.

Footnote 1

Footnote 2

Supersedes Same Sheet Dated Meters Read On and After
July 15, 2009

Final Order - Attachment B



TEXAS GAS SERVICE COMPANY
Rio Grande Valley Service Area RATE SCHEDULE 3Z

INDUSTRIAL SERVICE RATE

APPLICABILITY

Service under this rate schedule is available to any customer whose primary business activity at the
location served is included in one of the following classifications of the Standard Industrial
Classification Manual of the U.S. Government.

Division B - Mining - all Major Groups

Division D - Manufacturing - all Major Groups

Divisions EandJ - Utility and Government - facilities generating power for resale only
TERRITORY
All customers in the unincorporated areas served by the Company in its Rio Grande Valley Service Area,
COST OF SERVICE RATE
During each monthly billing period:

A Customer Charge per meter per month of $74.02 plus -

Interim Rate Adjustments (IRA) $ per month (Footnote 1)

Total Customer Charge $74.02 per month
All Ccf per monthly billing period @ $0.1648 per Ccf
OTHER ADJUSTMENTS

In addition to the Cost of Service set forth above, each customer's bill shall include the following adjustments:

Cost of Gas Component: The basic rates for cost of service set forth above shall be increased by
the amount of the Cost of Gas Component for the billing month computed in accordance with
the provisions of Rate Schedule 1-ENV,

Taxes: Plus applicable taxes and fees related to above.

CONDITIONS
1. Subject in all respects to applicable laws, rules, and regulations from time to time in effect.
2. Delivery of gas hereunder may be interrupted or curtailed at the discretion of the Company, in
case of shortage or threatened shortage of gas supply from any cause whatsoever, to conserve

gas for residences, hospitals, schools, churches, and other human needs customers as prioritized
in the Company’s approved Curtailment Program.

Footnote 1:

Supersedes Same Sheet Dated Meters Read On and After
July 15, 2009

Final Order - Attachment B




TEXAS GAS SERVICE COMPANY
Rio Grande Valley Service Area | RATE SCHEDULE 4Z

PUBLIC AUTHORITY SERVICE RATE

APPLICABILITY

Applicable to all pubhc and parochial schools and colleges, and to all facilities operated by
Governmental agencies not specifically provided for in other rate schedules or special contracts.

TERRITORY
All customers in the unincorporated areas served by the Company in its Rio Grande Valley Service Area.
COST OF SERVICE RATE
During each monthly billing period:

A Customer Charge per meter per month of $45.51 plus —

Interim Rate Adjustments (IRA) $ per month (Footnote 1)

Total Customer Charge $45.51 per month
All Ccf per monthly billing period @ $0.1869 per Ccf
OTHER ADJUSTMENTS

In addition to the Cost of Service set forth above, each customer’s bill shall include the following adjustments:

Cost of Gas Component: The basic rates for cost of service set forth above shall be increased by

the amount of the Cost of Gas Component for the billing month computed in accordance with the
provisions of Rate Schedule 1-ENV.

‘Weather Normalization Adjustment: The billing shall reflect adjustments in accordance with the
provisions of the Weather Normalization Adjustment Clause, Rate Schedule WNA.

Taxes: Plus applicable taxes and fees related to above.

CONDITIONS

1. Subject in all respects to applicable laws, rules, and regulations from time to time in effect.

2. Delivery of gas hereunder may be interrupted or curtailed at the discretion of the Company, in
- case of shortage or threatened shortage of gas supply from any cause whatsoever, to conserve gas
for residences, hospitals, schools, churches, and other human needs customers as prioritized in the
Company’s approved Curtailment Program.

Footnote 1:

Supersedes Same Sheet Dated Meters Read On and After
July 15, 2009

Final Order - Attachment B



TEXAS GAS SERVICE COMPANY RATE SCHEDULE T-1
Rio Grande Valley Service Area Page 1 of 3

TRANSPORTATION SERVICE RATE

APPLICABILITY

Service under this rate schedule is available to any customer of Texas Gas Service Company
(“Company”) and to Qualified Suppliers or Producers supplying natural gas to be transported,
pursuant to Rate Schedule T-GTC (General Terms and Conditions) for the transportation of
customer owned natural gas through the Company’s Rio Grande Valley distribution system for
use by customers within the Company’s Rio Grande Valley’s Service Area or delivered to
connecting pipelines. The customer must arrange with its gas supplier to have the customer’s
gas delivered to one of the Company’s existing receipt points for transportation by the Company
to the customer’s facilities at the customer’s delivery point. The receipt points shall be specified
by the Company at its reasonable discretion, taking into consideration available capacity,
operational constraints, and integrity of the distribution system.

Prior to the execution of a Gas Transportation Service Agreement, customer must represent and
certify that its usage shall average five hundred (500) Mcf of gas per month or six thousand
(6,000) Mcf annually. The Company shall have the right at all reasonable times, upon prior
notice to Customer, to enter onto Customer’s premises and inspect Customer’s facilities and
operations to verify such capability. Customer must agree to notify the Company within a
reasonable time if there is any change in Customer’s usage. Should Customer’s usage capability
average less than five hundred (500) Mcf per month or six thousand (6,000) Mcf annually,
Customer must so notify the Company and the Company may discontinue service hereunder
except as provided in the Gas Transportation Service Agreement.

AVAILABILITY

Natural gas service under this rate schedule is available to any qualified individually metered,
transport customer for the transportation of customer owned natural gas through the Company’s
Rio Grande Valley distribution system. Such service shall be provided at any point on the
Company's System where adequate capacity and gas supply exists, or where such capacity and
gas supply can be provided in accordance with the applicable rules and regulations and at a
reasonable cost as determined by the Company in its sole opinion.

Electronic flow measurement (EFM) may be required for Customers under this tariff at the
Company’s sole discretion. The customer may be required to reimburse the Company for any
cost related to the installation of the EFM as well as provide for or reimburse the Company for
any on- going maintenance, repair, or communications costs. In the alternative, Customer may
elect to discontinue service under this tariff and to receive service under the applicable sales
tariff.
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‘Service is not available under this rate schedule for resale to others or for Service for a term less
than twelve (12) months.

Under this tariff the Company shall perform or cause to be performed all functions necessary to
transport the gas commodity from the Point of Receipt to the end use Customer. The Customer is .
responsible for acquiring the gas commodity from a third party supplier. Such gas supply must
be delivered to the pipeline providing upstream services for the system from which the Customer
is served.

Customer shall deliver to Company each month, as reimbursement for lost and unaccounted for
gas in the form of Payment in Kind (PIK), a volume of gas equal to the Purchase/Sales ratio
authorized to be collected in the Cost of Gas clause times the volume of gas delivered by the
Company for the account of Customer for transportation.

TERRITORY
All areas served by the Company in its Rio Grande Valley Service Area.
RATE

This rate shall be the sum of Part A, Part B, and Part C as described below:

Part A: A customer charge of $127.82 per meter per month plus
Interim Rate Adjustment (IRA) $ (Footnote 1)
Total Customer Charge $127.82

Part B; All volumes of natural gas transported during each month in accordance with this
schedule shall be billed at the following Ccf charge:

All Cef @ $0. 1301 per Cef

Part C: “Additional Charges to Cost of Service Rate” pursuant to Rate Schedule T-GTC
(General Terms and Conditions for Transportation).

ADDITIONAL CHARGES

1) A charge will be made each month to recover the cost of gross receipts taxes paid to the State
of Texas pursuant to the provision of TEXAS UTILITIES CODE, Chapter 122 as such may be
amended from time to time which are attributable to the transportation service performed
hereunder.

Footnote 1:
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2) A charge will be made each month to recover any franchise fees, street rental fees, or other
similar privilege fees attributable to the Company’s services under this tariff and payable to any
municipality wherein the customer receives gas delivered hereunder.

3) In the event the Company incurs a demand or reservation charge from its gas supplier(s) or
transportation providers in the Rio Grande Valley Service Area, the customer may be charged its
proportionate share of the demand or reservation charge based on benefit received by the
customer.

4) Additional charges may be made at the Company’s sole discretion for compression, treating,
or similar services if the customer or qualified supplier is shipping excess gas off the distribution
system,

SPECIAL PROVISIONS Tariff
General Terms and Conditions for Transportation T-GTC
OTHER CONDITIONS

Transportation of Customer owned natural gas hereunder is subject in all respects to the
Transportation Agreement entered into between the Customer and Company prior to
commencement of service and all amendments and modifications thereto.

Transportation of natural gas hereunder may be interrupted or curtailed at the discretion of the
Company in case of shortage or threatened shortage of gas supply from any cause whatsoever, to
conserve gas for residential and other higher priority customers served. The curtailment priority
of any customer served under this schedule shall be the same as the curtailment priority
established for other customers served pursuant to the Company’s rate schedule which would
otherwise be available to such customer.

PAYMENT

Bills are to be paid within 15 days after the date of Company’s bill to Customer.
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TRANSPORTATION SERVICE RATE
APPLICABILITY '

Service under this rate schedule is available to any customer of Texas Gas Service Company
(“Company™) and to Qualified Suppliers or Producers supplying natural gas to be transported,
pursuant to Rate Schedule T- GTC (General Terms and Conditions) for the transportation of
customer owned natural gas through the Company’s Rio Grande Valley distribution system for
use by customers within the Company’s Rio Grande Valley’s Service Area or delivered to
connecting pipelines. This rate schedule requires a one year commitment for transportation
service. The customer must arrange with its gas supplier to have the customer’s gas delivered to
one of the Company’s existing receipt points for transportation by the Company to the
customer’s facilities at the customer’s delivery point. The receipt points shall be specified by the
Company at its reasonable discretion, taking into consideration available capacity, operational
constraints, and integrity of the distribution system.

AVAILABILITY

Natural gas service under this rate schedule is available to any qualified individually metered,
transport customer for the transportation of customer owned natural gas through the Company’s
Rio Grande Valley distribution system. Such service shall be provided at any point on the
Company's System where adequate capacity and gas supply exists, or where such capacity and
gas supply can be provided in accordance with the applicable rules and regulations and at a
reasonable cost as determined by the Company in its sole opinion.

Electronic flow measurement (EFM) may be required for Customers under this tariff at the
Company’s sole discretion, The customer may be required to reimburse the Company for any
cost related to the installation of the EFM as well as provide for or reimburse the Company for
any on- going maintenance, repair, or communications costs. In the alternative, Customer may
elect to discontinue service under this tariff and to receive service under the applicable sales
tariff,

Service is not available under this rate schedule for resale to others or for service for a term less
than twelve (12) months.

Under this tariff the Company shall perform or cause to be performed all functions necessary to
transport the gas commodity from the Point of Receipt to the end use Customer. The Customer is
responsible for acquiring the gas commodity from a third party supplier. Such gas supply must
be delivered to the pipeline providing upstream services for the system from which the Customer
is served.
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Customer shall deliver to Company each month, as reimbursement for lost and unaccounted for
gas in the form of Payment in Kind (PIK), a volume of gas equal to the Purchase/Sales ratio
authorized to be collected in the Cost of Gas clause times the volume of gas delivered by the
Company for the account of Customer for transportation.

TERRITORY

~ All areas served by the Company in its Rio Grande Valley Service Area.

RATE

This rate shall be the sum of Part A, Part B, and Part C as described below:

Part A: A customer charge of $327.82 per meter per month plus
Interim Rate Adjustment (IRA) $ (Footnote 1)
Total Customer Charge $327.82

Part B: All volumes of natural gas transported during each month in accordance with this
schedule shall be billed at the following Ccf charge:

All Cef @ $0.0548 per Ccf

Part C; “Additional Charges to Cost of Service Rate” pursuant to Rate Schedule T-GTC
(General Terms and Conditions for Transportation).

Minimum Monthly Bill of $1,500 (from the sum of Part A and Part B)
ADDITIONAL CHARGES

1) A charge will be made each month to recover the cost of gross receipts taxes paid to the State
of Texas pursuant to the provision of TEXAS UTILITIES CODE, Chapter 122 as such may be
amended from time to time which are attributable to the transportation service performed
hereunder.

2) A charge will be made each month to recover any franchise fees, street rental fees, or other
similar privilege fees attributable to the Company’s services under this tariff and payable to any
municipality wherein the customer receives gas delivered hereunder.

3) In the event the Company incurs a demand or reservation charge from its gas supplier(s) or
transportation providers in the Rio Grande Valley Service Area, the customer may be charged its
proportionate share of the demand or reservation charge based on benefit received by the
customer.

Footnote 1:
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4) Additional charges may be made at the Company’s sole discretion for compression, treating,
or similar services if the customer or qualified supplier is shipping excess gas off the distribution
system.

SPECIAL PROVISIONS Tariff

General Terms and Conditions for Transportation T-GTC
OTHER CONDITIONS

Transportation of Customer owned natural gas hereunder is subject in all respects to the
Transportation Agreement entered into between the Customer and Company prior to
commencement of service and all amendments and modifications thereto.

Transportation of natural gas hereunder may be interrupted or curtailed at the discretion of the
Company in case of shortage or threatened shortage of gas supply from any cause whatsoever, to
conserve gas for residential and other higher priority customers served. The curtailment priority
of any customer served under this schedule shall be the same as the curtailment priority
established for other customers served pursuant to the Company’s rate schedule which would
otherwise be available to such customer.

PAYMENT

Bills are to be paid within 15 days after the date of Company’s bill to Customer.
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B.

COST OF GAS CLAUSE

APPLICABILITY

This Cost of Gas Clause shall apply to all general service rate schedules of Texas Gas Service
Company ("The Company") in its unincorporated areas in the Rio Grande Valley Service Area.

DEFINITIONS

1. Cost of Gas - The rate per billing unit or the total calculation under this clause, consisting of

the commodity cost, a reconciliation component and related fees and taxes, if applicable and
other purchased gas expenses. The rate shall be calculated according to the following
formula:

Monthly Cost of Gas Rate = ((2) * (5)) plus or minus (3) plus any fees or taxes.

2. Cost of Purchased Gas - The estimated cost for gas purchased by the Company from its

suppliers or the estimated weighted average cost for gas purchased by the Company from all
sources where applicable. Such cost shall include not only the purchase cost of natural gas,
but shall also include all reasonable fees for services such as gathering, treating, processing,
transportation, capacity and/or supply reservation fees, storage, balancing, and swing
services necessary for the movement of gas to the Company's citygate delivery points, The
Cost of Purchased Gas shall also include any surcharge or refund the Company may incur
from its gas suppliers or service providers and adjustment for any known and quantifiable
under or over collection prior to the end of the reconciliation period. The Cost of Purchased
Gas shall also include the value of gas withdrawn from storage and shall include gains or
losses from the utilization of natural gas financial instruments which are executed by the
Company in an effort to mitigate price volatility.

Reconciliation Component - The amount to be returned to or recovered from customers each
month from December through August as a result of the Reconciliation Audit.

Reconciliation Audit - An annual review of the Company's books and records for each

-twelve month period ending with the production month of August to determine the amount

of over or under collection occurring during such twelve month period. The audit shall
determine: (a) the total amount paid for gas purchased by the Company (per Section B(2)
above) to provide service to its general service customers during the period, (b) the revenues
received from operation of the provisions of this cost of gas clause (c) the total amount of
refunds made to customers during the period and any other revenues or credits received by
the Company as a result of relevant gas purchases or operation of this Cost of Gas Clause,
and (d) the total amount accrued during the period for imbalances under the transportation
rate schedule(s) net of fees and applicable taxes, (€) the total amount of Uncollectible Cost
of Gas during the period, and (f) an adjustment, if necessary, to exclude lost and
unaccounted for gas during the period in excess of five (5) percent of purchases.
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C.

D.

COST OF GAS CLAUSE
(Continued)

5. Purchase/Sales Ratio - A ratio determined by dividing the total volumes received into the
distribution system during the twelve (12) month period ending June 30 by the sum of the
volumes delivered off the distribution system during the same period. For the purpose of this
computation all volumes shall be stated at 14.65 psia. Such ratio as determined shall in no
event exceed 1.0526 i.e. 1/(1 - .05) unless expressly authorized by the applicable regulatory
authority.

6. Reconciliation Account - The account maintained by the Company to assure that over time it
will neither over nor under collect revenues as a result of the operation of the cost of gas
clause. Entries shall be made monthly to reflect, (a) the total amounts paid to the Company's
supplier(s) for gas applicable to general service customers as recorded on the Company's
books and records, (b) the revenues produced by the operation of this cost of gas clause, and
(c) refunds, payments, or charges provided for herein or as approved by the regulatory
authority, (d) the total amount accrued during the period for imbalances under the
transportation rate schedule(s) net of applicable fees and taxes, (€) the total amount of
Uncollectible Cost of Gas during the period, and (f) an adjustment, if necessary, for lost and '
unhaccounted for gas during the period in excess of five (5) percent of purchases.

7. Uncollectible Cost of Gas-The amounts actually written off after the effective date of this rate
schiedule related to cost of gas will be tracked along with any subsequent recovery/credits
related to the cost of gas clause. Annually the charge offs minus recoveries will be included in
the annual reconciliation and factored into the resulting reconciliation compononent.

COST OF GAS

In addition to the cost of service as provided under its general service rate schedules, the Company
shall bill each general service customer for the Cost of Gas incurred during the billing period. The
Cost of Gas shall be clearly identified on each customer bill.

DETERMINATION AND APPLICATION OF THE RECONCILIATION COMPONENT

If the Reconciliation Andit reflects either an over recovery or under recovery of revenues, such
amount, if any, shall be divided by the general service sales volumes, adjusted for the effects of
weather, growth, and conservation for the period beginning with the December billing cycle last
preceding through the August billing cycle. The Reconciliation Component so determined to collect
any revenue shortfall or to return any excess revenue shall be applied for a nine (9) month period
beginning with the next following December billing cycle and continuing through the next following
August billing cycle at which time it will terminate until a new Reconciliation Component is
determined. The reconciliation factor shall be calculated as below:
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COST OF GAS CLAUSE
(Continued)

(B +/-I)/ S = Reconcilation Factor

B = Result of Annual Reconciliation Audit Balance (Section B.4)
1= Interest on Funds (Section E)
S= Sales volumes adjusted for weather and growth for recent period December through August

E. INTEREST ON FUNDS
Concurrently with the Reconciliation Audit, the Company shall determine the amount by which the
Cost of Gas was over or under collected for each month within the period of audit. The Company
shall debit or credit to the Reconciliation Account for each month of the reconciliation period: (1)
an amount equal to the outstanding over collected balance multiplied by interest of 6% per annum
compounded monthly; or, (2) an amount equal to the outstanding under collected balance multiplied
by interest of 6% per annum compounded monthly.

F. SALE OF EXCESS GAS SUPPLY

For the purposes of this section, “Excess Gas Sales” shall mean the gas sold by the Company in
excess of the gas utilized to provide natural gas sales pursuant to this Rate Schedule. “Excess Gas
Sales Margin” shall mean the annual difference for the twelve month period ending July 31 between
the revenues received from Excess Gas Sales and the cost of the Excess Gas purchased, plus any cost
related to the delivery or processing of the gas to the custody transfer point of sale beyond the RGV
distribution system. Annually, the Company shall reimburse the Cities served under this Rate
Schedule up to a total of $5,000 for the cost of reviewing the calculation of profits and losses
attributable to Excess Gas Sales. This $5,000 shall be deducted from the annual Excess Gas Sales
Margin prior to the allocation between the Company and ratepayers. For any one-year period (August
1-July 31), the Company shall record the first $235,543 in Excess Gas Sales Margin to the
Reconciliation Account. The $235,543 reimburses the rate payers for all costs associated with
transporting excess gas across the RGV distribution system. Any Excess Gas Sales Margin
exceeding $240,543 shall be allocated between the Company and ratepayers at the conclusion of the
one-year period, with 65% going to the Company without further obligation to refund or credit, in
any form, such revenue to its customers and 35% credited to customers. The Excess Gas Sales
Margin allocated to ratepayers shall be credited to ratepayers through an adjustment of the
Reconciliation Account as determined in the Annual Reconciliation filing. The Company shall be
fully responsible for any aggregate annual net losses incurred from Excess Gas Sales and no such
annual losses shall be paid by the ratepayers.
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G.

H.

COST OF GAS CLAUSE
(Continued)

COST OF GAS STATEMENT

The Company shall file a Cost of Gas Statement with the Regulatory Authority by the beginning of
each billing month.

The Cost of Gas Statement shall set forth (a) the estimated Cost of Purchased Gas; (b) that cost
multiplied by the Purchase/Sales Ratio; (c) the Reconciliation Component; (d) surcharge or refunds
and (e) any fees or taxes. The statement shall include all data necessary for the Regulatory
Authority to review and verify the calculations of the Cost of Gas. The date on which billing using
the Cost of Gas is to begin (bills prepared) is to be specified in the statement.

ANNUAL RECONCILIATION REPORT

The Company shall file an annual report with the Regulatory Authority which shall include but not
necessarily be limited to:

1. A tabulation of volumes of gas purchased and costs incurred by month for the twelve months
ending August 31.

2. A tabulation of gas units sold to general service customers and related Cost of Gas clause
revenues.

3. A summary of all other costs and refunds made during the year and the status of the operations
of the Cost of Gas Clause to date.

. A description of the imbalance payments made to and received from the Company’s
transportation customers within the service area, including monthly imbalances incurred, the
monthly imbalances resolved, and the amount of the cumulative imbalance. The description
should reflect the system imbalance and imbalance amount for each supplier using the
Company’s distribution system during the reconciliation period.

-3

5. A calculation of the net margin on sales of excess gas for the reconciliation period, and the
amount allocated to customers,

6. A summary of all gains and losses due to the use of financial instruments during the
reconciliation period.

7. A description of Uncollectible Cost of Gas during the period and the effect on the Cost of Gas
Clause.

This report shall be filed concurrently with the Cost of Gas Statement for December.
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GENERAL TERMS AND CONDITIONS
FOR TRANSPORTATION

Rate schedule T-GTC general charges, provisions and conditions applicable to: Transportation
Rate Schedules T-1 and T-2 in the areas served by the Company in its Rio Grande Valley Texas
Service Area.
ARTICLE 1
DEFINITIONS

1.1  "Affiliate” shall mean any person, entity, or business section, or division that directly or
through one or more intermediaries’ controls, is controlled by, or is under common control
with the entity in question.

1.2  "Agreement" shall mean the agreement to which the General Terms and Conditions for
Transportation apply.

13  "Btu" shall mean British thermal unit(s) and shall be computed on a temperature base of
sixty degrees (60°) Fahrenheit and a pressure base of fourteen and sixty-five hundredths
(14.65) psia and on a gross-real-dry basis and shall not be corrected for real water vapor as
obtained by means commonly acceptable to the industry, and "MMBtu" shall mean one
million (1,000,000) Btu.

14 "Commission" shall mean the Railroad Commission of Texas.

1.5 "Company" shall mean Texas Gas Service, a division of ONEOK, Inc., when it is acting as
Company on the Pipeline System.

1.6 “Cumulative Tolerance Limit” shall mean five percent (5%) of aggregate historical annual
deliveries of a Qualified Supplier’s pool of customers for the most recent year ended on
June 30. The Company, at its sole discretion, may make adjustments to the Cumulative
Tolerance Limit to reflect changes to the pool of customers and other known changes to
anticipated deliveries that the Company determines to be reasonably reliable and accurate.

17  "Customer" shall mean a consumer which subscribes to natural gas services provided by
Texas Gas Service.

1.8  “Dekatherm” (Dth) shall mean 1,000,000 Btw’s (1 MMBtu). This unit will be on a dry
basis.

1.9  "Day" shall mean the 24-hour period commencing at 9:00 a.m. (central clock time) on one
calendar day and ending at 9:00 a.m. (central clock time) the following calendar day.

1.10 “Dry” shall mean the heating value calculation being determined with no water vapor
present,

Tnitial Rate Schedule Meters Read On and After
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1.11

1.12

1.13

1.14

1.15
1.16

1.17

1.18

1.19

1.20

1.21

1.22

1.23

1.24

"Bffective Date" shall mean the date specified in the Agreement.

"Gag" or "patural gas" shall mean the effluent vapor stream in its natural, gaseous state,
including gas-well gas, casing head gas, residue gas resulting from processing both casing
head gas and gas-well gas, and all other hydrocarbon and non-hydrocarbon components
thereof.

"Gas Transportation Order" shall mean a completed Exhibit A relating to the applicable gas
transportation service Agreement.

“Gross Heating Value” or “Gross” shall mean the amount of energy transferred as heat per
mass or mole from the complete combustion of the gas with oxygen (from air), at a base
temperature in which all water formed by the reaction condenses to liquid.

"Mcf" shall mean one thousand (1,000) cubic feet of Gas.

"Month" shall mean the period beginning at 9:00 a.m. central clock time on the first Day of
each calendar month and ending at 9:00 a.m. Central clock time on the first Day of the next
succeeding calendar month, except where references not involving Gas measurement
volumes are involved, in which case the calendar month shall be deemed to be referred to.

“Monthly Tolerance Limit” shall mean ten percent (10%) of the aggregate deliveries for a
Qualified Suppliers pool of customers for such month,

“PDA” shall mean a predetermined allocation method.

"Pipeline System" shall mean the current existing utility distribution facilities of Company
located in the State of Texas.

"Point of Delivery" shall mean the point or points where Gas is delivered from the Pipeline
System to or for the account of Customer and are shown on the applicable Gas
Transportation Order.

“Point Operator” shall mean the person or entity that controls the Point of Receipt or Point
of Delivery.

"Point of Receipt" shall mean the point or points where Company shall receive Gas into the
Pipeline System from Customer, as described on the applicable Gas Transportation Order.

"Psia" shall mean pounds per square inch, absolute,

"Psig" shall mean pounds per square inch, gauge.

Initiaﬁate_§chedule Moters Read On and After

Final Order — Attachment B



TEXAS GAS SERVICE COMPANY
Rio Grande Valley Service Area RATE SCHEDULE T-GTC

Page3of19

1.25 *“Qualified Supplier” shall mean a supplier of natural gas for transportation to customers

1.26

1.27

1.28

1.29

1.30

2.1

2.2

23

through the Company’s pipeline system that meets the requirements of and has executed a
Supplier Service Agreement.

“Real” shall mean the division of the ideal heating value by the compressibility of the gas.
This creates an ideal Gross Heating Value per Real cubic foot. :

“Supplier Service Agreement” shall mean a contract setting forth the requirements and
terms upon which a supplier of natural gas may make deliveries of customer owned gas into
the Company’s pipeline system for delivery to one or more of the Company’s customers
receiving service under this tariff.

"Tariff” shall mean every rate schedule, or provision thereof, and all terms, éonditions, rules
and regulations for furnishing gas service filed with the regulatory authorities or agencies
having jurisdiction over Company or the services provided hereunder.

"Week" shall mean a period of seven (7) consecutive Days beginning at 9:00 a.m. central
clock time on each Monday and ending at the same time on the next succeeding Monday.

"Year" shall mean a period of three hundred sixty-five (365) consecutive Days, or three
hundred sixty-six (366) consecutive Days when such period includes a February 29.

ARTICLE 2
RESTRICTIONS AND RESERVATIONS

It is understood and agreed that Customer has only the right to transportation service in the
Pipeline System and all equipment, including (but not in any way limited thereto) all pipe,
valves, fittings, and meters comprising the Pipeline System and all other property and
capacity rights and interests, shall at all times during the term of the Agreement remain the
property of Company. Customer agrees not to cause or permit any liens or encumbrances to
be filed with respect to the Pipeline System by reason of Customer's actions. Customer’s
Gas shall at all times remain the property of Customer, and Company shall have no right or
property interest therein.

Company reserves the right in its sole discretion to remove, relocate, expand, or rebuild,
without approval of Customer, any portion of the Pipeline System. Customer shall make no
alterations, additions, or repairs to or on the Pipeline System, nor shall Customer bear any
cost of any alterations, additions, repairs, maintenance or replacements made to or on said
Pipeline System.

Customer agrees not to connect or cause the connection of any third party to the Pipeline
System for any purpose without the express written approval and consent of Company to be
granted in Company's sole discretion. Customer further agrees not to transport or cause to
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24

25

2.6

3.1

3.2

be transported any Gas for any third party. If either of these conditions is breached by
Customer, Company shall have the right and option, notwithstanding any other provision of
the Agreement or the General Terms and Conditions for Transportation, to terminate the
Agreement including the Exhibits thereto immediately and without further obligation to
Customer.

Company presently is transporting Gas to third parties on the Pipeline System and shall have

the right in the future to transport additional Gas for such purposes and to transport Gas to

additional third parties as it may desire, and Company shall have the right to make

additional connections to the Pipeline System as may be required to serve presently existing

and new customers, all of which is subject to the provisions of the Agreement. Company's
transportation of Gas hereunder shall not obligate Company in any manner beyond the terms

of the Agreement and the Exhibits attached thereto.

Company shall own any and all liguids which are recovered from the Pipeline System and
may use, sell or transfer all liquids without having to account in any manner, or pay any
monies or other consideration to Customer.

The Company reserves the unilateral right from time to time to seek regulatory approval to
make any changes to, or to supersede, the rates, charges and any terms stated in the tariffs,
rate schedules, the agreements, and the General Terms and Conditions.

ARTICLE 3
OPERATIONS

Customer shall deliver its Gas into the Pipeline System at the Points of Receipt described on
the applicable Gas Transportation Order, as it now exists and as it may be amended.
Customer shall have no right to require Gas to be received at any particular Point of Receipt
and Company may delete such points or modify the capacity thereof from time to time and
at any time in its sole discretion with no further obligation to Customer with respect to such
Point of Receipt. All supplies of Gas delivered to the Pipeline System must comply with the
terms and conditions of the Agreement and the exhibits attached thereto. In no event shall
Company be required to expand, modify, construct, rearrange, or change the operations of
the Pipeline System in order to receive Gas from or on behalf of Customer or in order to
deliver Gas to Customer at any existing Points of Delivery.

Customer shall advise (in a method and format approved by Company in its sole discretion)
Company with respect to each Day, Week and Month the name of each supplier with whom
it has a contract (and the name of the individual with such supplier responsible for
Customer's account), which source of supply is delivering to Company, how much Gas is
nominated to be delivered to Company from each source of supply (i.e., each well, plant, or
other desired Point of Receipt) and the anticipated deliveries at each Point of Delivery.
Customer's nomination shall be in good faith, in balance between Points of Receipt and
Points of Delivery, and shall be based on Customer's commercially reasonable best efforts to
estimate usage for Hour, Day, Week, and Month. Customer will cause their Qualified
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33

34

35

3.6

3.7

Supplier to act as their agent in the nomination process. Qualified Supplier shall not
intentionally nominate more or less Gas than is anticipated for consumption by Customer(s),
except as may be needed for balancing purposes to the extent Company accepts such
nomination. Qualified Supplier shall submit nominations to the Company’s gas scheduling
department in accordance with their currently effective nomination process which can be
provided to the parties upon request. Customer and Qualified Supplier shall exercise
commercially reasonable best efforts to deliver to the Pipeline System Dths of Gas that
Company is to deliver from the Pipeline System to Customer during any particular Hour,
Day, Week and Month, including but not limited to volumes needed for peak Day usage for
Customer’s facilities,

Before the start of the Gas Day, the Point Operator and Company shall establish a
predetermined allocation (PDA) method to specify how Gas received or delivered by
Company shall be allocated in accordance with confirmed nominations at such point. Only
one PDA methodology shall be applied per allocation period.

Customer's Gas shall be delivered to Customer from the Pipeline System at the Points of
Delivery. To the extent that Customer’s acts or omissions cause Company to incur, directly
or indirectly, fees, charges, expenses, or penalties from a supplier or transporter for failure
to satisfy such suppliers or transporter’s balancing or nomination requirements, then
Customer agrees to reimburse Company for such fees, charges, expenses, or penalties, and
defend, indemnify, and hold Company harmless with respect thereto. Any fees, charges,
expenses or penalties which were determined to be in error will be credited back to the
Customer,

The Point of Receipt and Point of Delivery may be, or may later become points through
which other quantities of Gas are being measured; therefore, the measurement of Gas under
the Agreement may involve the allocation of Gas deliveries. In such event, each party
hereto will furnish, or cause to be furnished, to the other all data required to accurately
account for all Gas.

Except as may be set forth on a Gas Transportation Order, Company shall receive and
deliver Gas hereunder as nearly as practicable at uniform hourly and daily rates of flow. It
is recognized that it may be physically impracticable, because of measurement, Gas control
limitations and other operating conditions, to stay in zero (0) imbalance each hour and each
Day; therefore, the daily and hourly quantities received may, due to the aforementioned
reasons, vary above or below the daily and hourly quantities delivered. If the quantities
received and the quantities delivered hereunder should create an imbalance at the end of any
hour, Day, Week, or Month, then Company and Customer shall adjust receipts and/or
deliveries at any time to the end that the quantities received and delivered shall be kept as
near to zero (0) imbalance as practicable.

Imbalances

Customer must designate no more than one Qualified Supplier. The Qualified Supplier shall

Tnitial Rate Schedule = Meters Read On and After

Final Order — Attachment B



TEXAS GAS SERVICE COMPANY
Rio Grande Valley Service Area RATE SCHEDULE T-GTC

Page6of19

3.8

3.9

act on behalf of the Customer to procure gas supplies, deliver gas supplies to points of |
receipt designated in the Gas Transportation Order, and shall act as the Customer’s agent
with respect to nominations, operational notices required under the Gas Transportation
Agreement or applicable tariffs and with respect to resolution of imbalances under this Rate
Schedule.

(A) The following cash out provisions shall be applied to the Qualified Supplier for its
aggregate pool of Customers that are being provided service pursuant to a Rate Schedule or
some other form of transportation service:

1) Qualified Supplier shall not deliver into the Pipeline System more Dths of Gas than
Company delivers to the aggregate pool of Customers at the Points of Delivery
during a Month, At the end of the Month in which an over-delivery occurred and
exceeded the Monthly Tolerance Limit or the Cumulative Tolerance Limit,
Qualified Supplier shall sell such excess Gas to Company at 95% of Inside FERC’s
FOM Houston Ship Channel index price. :

2) If Company receives less Dths of Gas than are delivered to the aggregate pool of
Customers at the Points of Delivery in excess of the Monthly Tolerance Limit or
Cumulative Tolerance Limit in any particular Month, then Qualified Supplier shall
purchase such under-delivered volumes at 105% of Inside FERC’s FOM Houston
Ship Channel index price.

The Company will provide monthly imbalance statements along with calculations of the
cash out charges in accordance with the aforementioned cash out provisions to the Qualified
Supplier each month, Payments for cash out charges will be due each month within 15
business days of the imbalance statement date. The Company may elect at its sole
discretion to accrue the monthly cash out provisions each month and only require periodic
settlement rather than monthly payments.

The monthly transport payments shall not be abated with respect to a Month in which under-
deliveries occurred except as provided in Article 9 and Article 10 hereof.

Customer and Company shall exercise their commercially reasonable best efforts to comply
with all of the standards established by the North American Energy Standards Board, Inc.
(“NAESB”), but in no event shall either party be required to comply with the NAESB
standards if such compliance has a material adverse affect upon such party.

In the event Customer’s source of gas supply is terminated by Customer’s supplier due to

" non-payment or other reasons, or if customer is otherwise unable to continue as a

transportation customer, Customer may, upon the giving of five (5) business days advance
notice to Company, obtain service from Company under the general sales tariff applicable to
Customer. Prior to commencing such service, Company may, in its sole discretion, require
Customer to post a deposit or bond in accordance with the provisions of Article 5 hereof.
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4.1  Customer shall deliver (or cause to be delivered) the Gas to the Pipeline System at the Point
of Receipt at a pressure sufficient to effect delivery into the Pipeline System at that point. If
necessary, Customer shall provide additional compression to make such deliveries
hereunder, and Company shall not have any cost or responsibility in that regard.

42  Subject to the provisions of Section 4.1 above, the Gas shall be delivered to Customer fr.om
the Pipeline System at the Points of Delivery at pressures sufficient to effect deliveries to
Customer's facilities, but not to exceed the maximum pressure that has existed for each
Point of Delivery.

43  Gas delivered by and to Customer shall be commercially free of dust, gums, gum-forming
constituents, gasoline, water, and any other substance that may become separated from the
Gas during the handling hereof. All Gas received shall conform to the following additional
specifications:

(A)  Contain not more than one-quarter (1/4) grain of hydrogen sulfide per 100 cubic feet,
as determined by a method generally acceptable for use in the gas industry;

(B)  Contain not more than five (5) grains of total sulfur per 100 cubic feet;

(C)  Contain not more than two percent (2%) by volume of carbon dioxide;

(D)  Contain not more than four percent (4%) by volume of total inerts, including carbon
dioxide and nitrogen;

(E)  Contain not more than two-tenths of one percent (.2%) by volume of oxygen;

13 Contain a gross heating value equivalent to at least 980 British Thermal Units per
cubic foot and not to exceed 1080 British Thermal Units per cubic foot;

(G) Have a temperature of not more than one hundred twenty degrees (120°) Fahrenheit
and not less than forty degrees (40 °) Fahrenheit;

(H) Contain no water or hydrocarbons in liquid form;

M Contain not more than 7 pounds of water in vapor stage per 1,000 Mcf of gas; and

(@) Be interchangeable with the Company's system Gas at the Point of Receipt or
delivered to the nearest customer, city border station, or other pipeline
interconnected with such receiving facility or downstream of the Point of Receipt.
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4.4  The Company, at its option, may refuse to accept delivery of any gas not meeting the quality
specifications set out above, Thereafter, Customer or Qualified Supplier shall have the right
to conform or cause the gas to be conformed to the above specifications. If the Customer or
Qualified Supplier does not elect to conform the gas to said specifications, then the
Company at its sole option may accept or reject any such gas.

4.5 Notwithstanding anything to the contrary contained herein, the gas which the Company
transports and delivers to the Customer shall be odorized by the Company. In the event
Customer desires to remove the odorant, such removal shall be solely at Customer’s risk and
expense.

ARTICLE §
PAYMENT

5.1  Should Customer fail to pay or deliver any or all of the amount of the transportation
payment and/or other fees due under any exhibit when such amount is due (which in no
event shall be later than the last Day of the applicable Month), interest on the unpaid portion
shall accrue at a rate (which in no event shall be higher than the maximum rate permitted by
applicable law) equal to one and one-half percent (1 %%) per month from the due date until
the date of payment. If such failure to pay continues for fifteen (15) Days after payment is
due, Company, in addition to any other remedy it may have, may suspend further receipts
and deliveries of Gas until such amount is paid; provided, however, that if Customer in good
faith shall dispute in writing the amount of any such bill or part thereof and shall pay to
Company such amounts as it concedes to be correct and, at any time thereafter within thirty
(30) Days of the due date of such payment, shall furnish a good and sufficient surety bond in
an amount and with surety satisfactory to Company, guaranteeing payment to Company of
the amount ultimately found due upon such bills, including interest thereon, after a final
determination which may be reached either by agreement or judgment of the courts, as may
be the case, then Company shall not be entitled to suspend further receipts and withdrawals
of Gas unless and until default be made in the conditions of such bond. As an alternative to
posting a bond, Customer may pay the portion of any amount in dispute without waiving its
rights to recoup any monies improperly billed.

If the portion of any amount in dispute is ultimately determined to be incorrect, such amount
shall be refunded by Company to Customer together with interest thereon at a rate (which in
no event shall be higher than the maximum allowed by law) equal to one and one-half
percent (1%%) per Month for the period from the date of payment to Company to the date of
refund by Company.

5.2  Customer agrees to pay any amounts due pursuant to the Agreement and the General Terms
and Conditions for Transportation to Company within fifteen (15) Business Days after
receipt of an invoice from Company.
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5.3 . Company reserves the right, prior to initiation of service, to require a cash deposit or bond in

5.4

6.1

6.2

6.3

favor of Texas Gas Service in order to assure payment of amounts that may become due
pursuant to the Agreement and the exhibits attached thereto. In the event Customer’s financial
condition materially weakens or Customer fails to'make timely payment in accordance with
Article 5 after the execution of the Agreement, then upon written request from Company,
Customer agrees to deposit cash with Texas Gas Service or secure a bond in favor of Texas
Gas Service in order to assure the payment of amounts that may become due pursuant to the
Agreement and the exhibits attached thereto, Such deposit or bond shall be furnished to
Texas Gas Service within fifteen (15) days after a request by Texas Gas Service is made for
such deposit or bond and shall be made in a form and amount satisfactory to Texas Gas
Service. If such deposit or bond is not furnished in a timely manner, or if a bond expires or
is canceled prior to the end of the period specified below, or if the cash deposit or bond is not
increased as specified below, then leasing of capacity and the rendering of all other
services may be suspended by Texas Gas Service in its sole discretion until such
deposit or bond is furnished, renewed or increased, as applicable.

Nothing in this Article 5 shall be deemed to supersede the respective rights and obligations of
Company and Customer as provided by Texas statutes, rules, and/or regulation, as such
statutes, rules, or regulations may be amended from time to time, with respect to adjustments
to the amounts owed by Customer as a result of errors in Customer’s meter or errors in
reading Customer’s meter. Customer shall be responsible for payment of the amounts owed
Company for transportation service and gas supply provided to Customer during the
applicable period for which it has been determined that Customer’s meter was in error to the
favor of Customer.

ARTICLE 6
STATEMENTS AND RECORDS

On or about fifteen (15) days after the Company receives necessary volumetric information
from other parties for each calendar month after commencement of Gas receipts and
deliveries hereunder, Company shall render to the Qualified Supplier a statement for the
preceding Month showing the total Dths of Gas received and delivered and each Point of
Receipt and Point of Delivery. If information necessary for statement purposes is in the
possession of Customer, Customer shall furnish such information to Company on or before
the sixth (6th) Day of the Month in which the statement requiring such data is to be rendered.

Both parties hereto shall have the right at any and all reasonable times within twenty four
(24) months from the time period in question, to examine the books and records of the other

to the extent necessary to verify the accuracy of any statement, computation, or demand
made hereunder.

Customer agrees to supply to Company, at Company's request at any time and from time to
time, a sample of the liquids removed from the gas stream of the facilities which deliver gas
to Company which sample is to be taken from a point upstream from the Point of Receipt.
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Said sample shall not contain any toxic, hazardous, or deleterious materials or any materials
which Company, in its sole discretion, deems in any way harmful to its facilities,
personnel or the environment, including, but not limited to, polychlorinated byphenyls
(PCBs), and substances or materials considered hazardous or other similar terms,
or requiring investigation, remediation or removal under any federal, state or local statute,
regulation, rule or ordinance or any amendments thereof whether now in effect or as may be
in effect in the future. If such samples contain any such materials or substances,
Company shall have the right, in its sole discretion and in addition to other remedies
available to it, to immediately cease receipt of Gas through the Point of Receipt until such
time as all such materials or substances are eliminated from the Gas such that Company, in
its sole discretion, elects to again receive such Gas through the Point of Receipt. Should
Customer fail or refuse to eliminate all such materials or substances within a reasonable
time, Company shall have the right, upon written notice, to terminate this Agreement. -
Customer hereby expressly agrees to indemnify and hold Company and Company's
affiliates harmless from and against any and all liabilities, losses, claims, damages, actions,
costs, fines, and expenses of whatever nature, including, but not limited to, court costs, and
attorney's fees arising out of or in any manner relating to the presence of PCBs and/or any
other toxic, hazardous, deleterious, harmful, or unsafe materials as described above in Gas
delivered by or on behalf of Customer into Company's system.

ARTICLE 7

The measurement and tests for quality of Gas delivered and delivered by Customer hereunder shall
be governed as follows:

7.1

7.2

7.3

7.4

The quantities of Gas received and delivered shall be measured by means of meters ;)f
standard type which conform to the American Gas Association Measurement Committee
Reports and other industry standards as to construction and installation.

The unit of volume for purposes of measurement shall be one (1) cubic foot of Gas at a
temperature base of sixty degrees (60°) Fahrenheit and at a pressure base of fourteen and
seventy-three hundredths (14.73) pounds per square inch absolute. Customer agrees that the
Btu content per Mcf of the gas volumes delivered by the Company at the Point of Delivery
shall be assumed to be equal to the Btu content per Mcf of the gas volumes delivered by
Customer at the Point of Receipt, when corrected for differences in pressure base.

The temperature shall be adjusted to standard conditions by a compensation device included
with the meter or such other method as the Company shall deem appropriate. Corrections
shall be made in accordance with industry practice.

Specific gravity shall be determined with accuracy to the nearest one thousandth (.001) by
use of an instrument that conforms to industry standards.
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7.5  Whenever the conditions of pressure and temperature differ from the standards, conversion

7.6

7.7

7.8

79

7.10

of the volumes from these conditions to the standard conditions shall be in accordance with
the Ideal Gas Laws corrected for deviation from Boyle's Law, all to be in accordance with
methods and tables set out in the American Gas Association Measurement Committee
Reports, or by other accepted methods that may be used from time to time,

The gross heating value of the Gas shall be determined by means of a sampling method of
general use in the Gas industry. The location of the sampling equipment shall be
determined by Company in its sole discretion but shall be at a location where a
representative sample of the Gas to which it applies may be taken,

Tests to determine total sulfur, hydrogen sulfide, oxygen, carbon dioxide, total inerts, and
water vapor shall be made by approved standards methods in general use by the Gas
industry. Such tests shall be made at the request of either party hereto, If a test is
performed at Customer's request and shows that the quality specifications as set forth in
Section 4.3 hereof have been satisfied, Customer shall pay all costs and expenses of
Company related to such test.

Except as may be otherwise provided, all measuring and testing equipment, housing
devices, and materials shall be standard manufacture and type and shall, with all related
equipment, appliances, and buildings, be owned, installed, maintained and operated or
caused to be installed, maintained and operated by Company at the Points of Receipt and
Points of Delivery. Customer may install and operate check measuring and testing
equipment, which equipment and the operation thereof shall not interfere with the operation
of Company's equipment.

The accuracy of the measuring and testing equipment shall be verified according to
Company's standard for the device being used and at other reasonable times upon request of
Customer or Company. Gas quality tests may be made at times of equipment testing or at
other reasonable times. Unless a test is requested by Customer, notice of the time and
nature of each test shall not be given by Company. If a test is requested by a Customer, then
Company shall give Customer notice sufficiently in advance to permit Customer to have a
representative present. Representatives of both Customer and Company may be present to
observe such tests. The results of any such tests shall be considered accurate until the next
tests are made. All tests of measuring equipment shall be made at Company's expense,
except that Customer shall bear the expense of tests made at its request if the inaccuracy
found is two percent (2%) or less.

If, at any time, any of the measuring or testing equipment is found to be out of service, or
registering inaccurately of any percentage, it shall be adjusted at once to read accurately
within the limits prescribed by the manufacturer. If such equipment is out of service or
inaccurate by an amount exceeding two percent (2%) at a reading corresponding to the
average rate of flow for the period since the last preceding test, the previous reading of such
equipment shall be disregarded for any period definitely known or agreed upon, or if not so

known or agreed upon, for a period of time equal to one-half of the elapsed time since the
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7.11

7.12

8.1

8.2

last test, The volume of Gas delivered during such period shall be estimated (i) by using the
data recorded by any check measuring equipment if installed and accurately registering, or if
not installed or registering accurately, (ii) by correcting the error if the percentage of error is
ascertainable by calibration, test, or mathematical calculation, or if neither such method is
feasible, (iii) by estimating the quantity or quality delivered based upon deliveries under
similar conditions during a period when the equipment was registering accurately. No
adjustment shall be made for recorded inaccuracies of two percent (2%) or less.

The parties hereto shall have the right to inspect equipment installed or furnished by the
other or third-party operators and the charts and other measurement or testing data of all
such parties at all times during business hours; but the reading, calibration, and adjustment
of such equipment and changing of charts shall be done only by the party installing and
furnishing the same. The parties hereto shall preserve all original test data, charts, and other
similar records in such party's possession for a period of at least twenty-four (24) months,
Measurement data corrections should be processed within six (6) months of the production
month with a three (3) month rebuttal period. This standard shall not apply in the case of
deliberate omission or misrepresentation or mutual mistake of fact. Parties’ other statutory
or contractual rights shall not otherwise be diminished by this standard.

At every Point of Receipt and every Point of Delivery, the party having control over such
facility shall allow the other party immediate access to the receipt and delivery information
as it is generated by the party having such control. With respect to all Points of Receipt and
Points of Delivery that have electronic flow measurement, both parties shall have remote
telephone and electronic access to the receipt and delivery information generated at such
Point of Receipt and Point of Delivery.

ARTICLE 8
TITLE TO AND RESPONSIBILITY FOR GAS

Customer and Company, respectively, warrant title to all Gas delivered by it into or from the
Pipeline System hereunder, and each of Customer and Company, respectively, warrant and
represent each has the right to deliver the Gas hereunder, and that such Gas is free from
liens and adverse claims of every kind, Customer agrees to indemnify and save Company
harmless from and against all loss, damage, claims, and expense of every character with
respect to Gas delivered by it on account of royalties, taxes, payments, liens, or other
charges or claims arising (i) before or created upon delivery of said Gas into the Pipeline
System, and (ii) upon and after delivery of said Gas from the Pipeline System to Customer.

Subject to compliance with the provisions of Section 8.1 above, Company warrants that title
to all Gas delivered hereunder by Customer is free from liens and adverse claims of every
kind. Company agrees to indemnify and save Customer harmless from and against all loss,
damage, claims, and expense of every character with respect to Gas to be delivered at the
Point of Delivery on account of royalties, taxes, payments, liens, or other charges or claims
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83

8.4

9.1

9.2

arising after delivery of Gas to and before withdrawal thereof from the Pipeline System by
Customer.

As between the parties hereto, Customer or its supplier shall be deemed to be in the
exclusive control and possession of the Gas until such Gas has been delivered to Company
at the Point of Receipt, and after its withdrawal by Customer at the Point of Delivery. After
Customer's or Customer's suppliers' delivery of such Gas at the Point of Receipt, Company
shall thereafter be deemed to be in the exclusive control and possession of such Gas until its
withdrawal by Customer at the Point of Delivery. The party which shall be in the exclusive
control and possession of such Gas shall be responsible for all in injury or damage caused
thereby and shall be responsible for any loss of Gas while in its possession, except with
regard to injury, damage or loss caused by or arising out of the negligence of the
nonpossessory party.

The Pipeline System shall at all times remain the property of Company, and Customer shall
have no right or property interest therein but only the right for the transportation of Gas.

ARTICLE 9
FORCE MAJEURE AND CASUALTY

If either Company or Customer is rendered ynable, wholly or in part, by reason of force
majeure or any other cause of any kind not reasonably within its control, other than
financial, to perform or comply with their obligations hereunder, then such party's
obligations or conditions shall be suspended during the continuance of such inability and
such party shall be relieved of liability for failure to perform the same during such period;
provided, however, obligations to make payments when due hereunder shall not be
suspended. Any force majeure event (other than labor disputes, strikes, or lockouts) shall be
remedied so far as possible with reasonable dispatch. Settlement of strikes, lockouts, and
labor disputes shall be wholly within the discretion of the party having the difficulty. The
term "force majeure” shall include, but is not limited to, the following: acts of God and the
public enemy; the elements; fire, accidents, breakdowns, strikes; any industrial, civil, or
public disturbance; inability to obtain or delay in obtaining rights-of-way, material, supplies,
permits, or labor; any act or omission by parties not subject to control by the party
hereunder having the difficulty; and any laws, orders, rules, regulations, acts or restraints of
any governmental body or authority, civil or military. If pursuant to the foregoing Company
curtails or temporarily discontinues the receipt or delivery of Gas hereunder, Customer
agrees to hold Company harmless from any loss, claim, damage, or expense that Customer
may incur by reason of such curtailment or discontinuance.

If a portion of the Pipeline System required to make the transportation service available is
partially damaged by fire or other casualty, the damage may be repaired by Company, at its
option and in its sole discretion, as speedily as practicable, due allowance being made for
the time taken for the settlement of insurance claims. Until such repairs are made, the
payments shall be apportioned in proportion to the portion of the capacity of the Pipeline
System which is still available for the purposes hereof, such determination to be made in the
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10.1

10.2

111

11.2

sole discretion of Company. If the damage is so extensive as to render the Pipeline System
wholly unusable, in Company's sole opinion, the payments, if any, shall cease until such
time as the Pipeline System is again useable. In case the damage shall, in Company's sole
opinion, amount substantially to a destruction of the portion of the Pipeline System available
for the transportation of Gas and Company shall elect not to repair the damage, then the
Agreement shall terminate at the time of such damage, and Company shall not be liable to
Customer for any liability, damage, or claim which arises out of any failure to make repairs,

ARTICLE 10

The Agreement is subject to all valid orders, laws, rules, and regulations of duly constituted
municipal, State and Federal governmental authorities and agencies having jurisdiction or
control over the parties, their facilities or Gas supplies, the Agreement, or any provision
hereof, The Company reserves the right to seek modification or termination of any of the
General Terms and Conditions, the Gas Transportation Agreement, and any of the tariffs to
which it applies. _

The Agreement shall be interpreted under the laws of the State of Texas, excluding any law
thereof directing the application of the laws of another jurisdiction.

ARTICLE 11
MISCELLANEQUS

Any modification of terms, or amendment of any provisions hereof, shall become effective
only by supplemental written agreement between the parties.

(A) Any of the following events or conditions shall constitute a default of Customer
under the Agreement:

(1)  Default in the delivery of any payment or any sums hereunder for a period of
sixty (60) Days after the same becomes due;

(2) Any other breach of the material terms and conditions of the Agreement and
the failure of Customer to cure such breach within thirty (30) Days after
written demand by Company or such longer period of time after such notice
as may be reasonably required to cure such breach if the breach is not
reasonably curable within such thirty (30) Day period, provided that
Customer shall have commenced such cure within such thirty (30) Day
period and thereafier diligently continues its efforts to cure such breach until
such breach shall have been fully cured;
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(3) Customer shall (i) apply for or consent to the appointment of or taking of

)

©)

possession by a receiver or liquidator of itself or substantially all of its
property, (ii) make a general assignment for the benefit of its creditors, (iii)
commence a voluntary case under the Federal Bankruptcy Code, or (iv) file a
petition seeking to take advantage of any other law relating to bankruptcy,
insolvency, reorganization, winding-up or composition or adjustment of
debts of Customer;

A proceeding or case shall be commenced, without the application or consent
of the affected party, in any court of competent jurisdiction, seeking (i)
liquidation, reorganization, dissolution, winding-up or composition or
adjustment of debts of Customer (ii) the appointment of a trustee, receiver,
liquidator or custodian of such party or of all or substantially all of its assets,
or (iii) similar relief under any law relating to bankruptcy or insolvency, and
such proceeding or case shall continue undismissed, or an order, judgment or
decree approving or ordering any of the foregoing shall be entered and
continue unstayed, for a period of ninety. (90) Days; or

If any certificate, statement, representation, or warranty furnished by
Customer proves to be false or incomplete in any material respect.

(B) Upon the happening of any event of default as set forth in subparagraph 11.2(A)
above, Company shall have the right to do any one or more of the following without
demand or notice of any kind:

(1)

)

3)
@

Declare due, sue for, and receive from Customer the sum of all transportation
payments and all other amounts due and owing under the Agreement plus the
sum of all transportation payments and other amounts to become payable
during the balance of the term of the Agreement;

Retake possession of the entire capacity of the Pipeline System without any
court order or other process of law and without any rights of Company being
thereupon terminated,;

Terminate the Agreement and the Exhibits;

Pursue any other remedy at law or in equity.

(C)  Any of the following events or conditions shall constitute an Event of Default with
respect to Company under the Agreement:

(1)

Default in the crediting of any sums due to Customer or in the payment of
any other sums due to Customer under the Agreement for a period of ninety
(90) Days after the same is established by Company to have become due;
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(D)

(E)

®

)

€)

(4)

Company’s breach of any material term or condition of the Agreement and the
failure of Company to cure such breach within thirty (30) Days after written
demand by Customer or such longer period of time after such notice as may be
reasonably required to cure such breach if the breach is not reasonably curable
within such thirty (30) Day period, provided that Company shall have
commenced such cure within such thirty (30) Day period and thereafter
diligently continues its efforts to cure such breach until such breach shall have
been fullv cured.

Company shall (i) apply for or consent to the appointment of or taking of
possession by a receiver or liquidator of itself or substantially all of its
property, (ii) make a general assignment for the benefit of its creditors, (iii)
commence a voluntary case under the Federal Bankruptcy Code, or (iv) file a
petition seeking to take advantage of any other law relating to bankruptcy,
insolvency, reorganization, winding-up or composition or adjustment of
debts of Company;

A proceeding or case shall be commenced, without the application or consent of
the affected party, in any court of competent jurisdiction, seeking (i)
liquidation, reorganization, dissolution, winding-up or composition or
adjustment of debts of Company, (ii) the appointment of a trustee, receiver,
liquidator or custodian of such party or of all or substantially all of its assets, or
(i) similar relief under any law relating to bankruptcy or insolvency, and such
proceeding or case shall.continue undismissed, or an order, judgment or decree
approving or ordering any of the foregoing shall be entered and continue
unstayed, for a period of ninety (90) Days; :

Upon the happening of any event of default as set forth in subparagraph
11.2(C)above, Customer shall have the right to do any one or more of the following
without demand or notice of any kind:

(1)

@)
€)

Declare due, sue for, and receive from Company the sum of all outstanding
credits and other amounts due and owing under the Agreement;

Terminate the Agreement and the Exhibits;

Pursue any other remedy at law or in equity.

The rights granted to Company and Customer hereunder shall be cumulative as to
each and action on one shall not be deemed to constitute an election or waiver of any
other right to which Company or Customer may be entitled.

Upon the termination of the Agreement, whether by lapse or time or otherwise,
Customer will surrender any and all rights in the Pipeline System immediately.
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11.3 Company shall not be liable for damages resulting from interruption of service, when such

11.4

11.5

11.6

1.7

11.8

interruption is necessary to make repairs, changes, or adjustments in Company’s equipment
and facilities.

No waiver by Company or Customer of any default or the other under the Agreement shall
operate as a waiver of any future default, whether of a like or different character.

The Agreement shall be binding upon, and inure to the benefit of, the parties hereto and
their successors and assigns, In the event Customer sells, leases or otherwise transfers its
distribution system to a third party, whether voluntarily or involuntarily, then Customer
agrees, as a part of such sale, lease or transfer, to assign to such third party and to require
such third party to accept the assignment of the Agreement and the Exhibits included
therein, subject to the provisions of the following sentence. Neither the Agreement nor the
Exhibits attached thereto nor the rights and obligations of Customer hereunder may be
assigned without the consent of Company, which consent shall not be unreasonably
withheld.

Customer will not mortgage, create a security interest in, or encumber the Agreement, or
sublet the rights granted hereby, or permit its use by others, or pledge, loan, sublet, create a
security interest in, or in any other manner attempt to dispose of such rights, or permit its
use by others, or suffer any liens or legal process ta be incurred or levied thereon; provided,
however, that Customer may grant a security interest or similar encumbrance in connection
with any existing financing arrangement associated with Customer's facility.

Except as provided below, Customer shall pay all fees, taxes, charges, and assessments
imposed by or on behalf of any governmental entity in connection with the Agreement or in
connection with the purchase, transportation, and disposition of Gas by or on behalf of
Customer pursuant to the Agreement including but not limited to municipal and/or
supplemental fees, franchise fees and any supplements thereto and taxes; provided that
Company shall pay all ad valorem taxes and assessments levied on the Pipeline System and
all appurtenant facilities. Company shall file all returns required for the Pipeline System
and all appurtenant facilities. Customer will furnish Company with any information available
to Customer in connection with Company's obligations under this section.

Company and Customer agree to exercise and take reasonable steps necessary to safeguard
and cause their officers, directors, employees, agents, advisers, and representatives to
safeguard the confidentiality of the Agreement and the terms and conditions thereof (as
contrasted with the existence and effectiveness of the Agreement which are not confidential)
and not to disclose any part of it or any information derived there from or any negotiations
relating thereto to any party or person except that limited number of people within
Company's and Customer's organizations, and their advisers, lenders and potential investors,
as may need to know the terms and conditions hereof in order to evaluate, understand,
execute and perform the Agreement. Company and Customer agree not to copy or permit
the copymg of the Agreement, except as may be necessary for thelr operatlons In the event
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12.1

12.2

123

Representatives, is requested or required (by oral or written question or request for
information or documents in legal proceedings, interrogatories, subpoena, Civil
Investigative Demand or similar process) to disclose any information conceming the
Agreement or the terms and conditions thereof or any negotiations relating thereto, it is
agreed that the party receiving such question or request will provide the other parties with
prompt notice thereof so that such other parties may seek a protective order or other
appropriate relief or a release from the other parties. It is further agreed that if, in the
absence of a protective order or receipt of a release, the other party is compelled to disclose
such information or else stand liable for contempt or suffer other censure or penalty or
adverse effect, then such party may disclose such information. The parties hereto are further
authorized to make disclosure of the Agreement as may be required by Federal, state, or
local regulation or agency or as may be required by auditors or accountants in connection
with the preparation of financial statements or tax returns. Disclosure hereunder shall not
constitute a basis for defense, termination, or modification of the Agreement,

ARTICLE 12
DISPUTE RESOLUTION

Any dispute arising out of or relating to this Agreement for which a claim or demand is
asserted that is equal to or exceeds a value of $25,000 shall be resolved in accordance with
the procedures specified in this Article 12, which shall be the sole and exclusive procedures
for the resolution of any such disputes. The cost of conducting the dispute resolution
process, including the fees and expenses of any arbitrators, shall be shared equally by the
parties, and each party shall bear its own costs, including any attorneys’ fees or other
expenses incurred in the process. [Each party is required to continue to perform its
obligations under this Agreement pending final resolution of any dispute arising out of or
relating to this Agreement, unless to do so would be impossible or impracticable under the
circumstances.

Negotiation. The parties shall attempt in good faith to resolve any dispute arising out of or
relating to this Agreement promptly by negotiation between management level personnel
who have authority to settle the controversy. Any person may give the other party written
notice of any dispute not resolved in the normal course of business. Within fifteen (15) days
after delivery of the notice, the receiving party shall submit to the other a written response.
Within thirty (30) days after delivery of the initial notice, the designated managing
personnel of both parties shall meet at a mutually acceptable time and place, and thereafter
as often as they reasonably deem necessary to attempt to resolve the dispute. All reasonable
requests for information made by one party to the other will be honored. All negotiations
pursuant to this clause are confidential and shall be treated as compromise and settlement
negotiations for purposes of applicable rules of evidence.

Arbitration. Any dispute arising out of or relating to this Agreement, including the breach,
termination or validity thereof, which has not been resolved by negotiation as provided
above within sixty (60) days after initiation of negotiations shall be finally resolved by
arbitration in accordance with the CPR Rules for Non-Administered Arbitration then
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currently in effect by (i) a sole arbitrator agreed upon by the parties if the dispute is between
$25,000 and $250,000, or (ii) three independent and impartial arbitrators, of whom each
party shall designate one, if the dispute is in excess of $250,000. All arbitrators shall be
knowledgeable in the natural gas industry. The arbitrator(s) shall have no authority to
award consequential, punitive or exemplary damages. Provided, however, if one party fails
to participate in the negotiation as agreed herein, the other party can commence arbitration
prior to the expiration of the time periods set forth. The arbitration shall be governed by the
Federal Arbitration Act, 9 U.S.C. §§ 1-16, and judgment upon the award rendered by the
arbitrator(s) may be entered by any court having jurisdiction thereof. Unless otherwise
agreed, the place of arbitration shall be Austin, Texas.

T —
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RATE CASE EXPENSE RATE
APPLICABILITY

The Rate Case Expense (RCE) rate as set forth in Section (B) below is pursuant to Gas

. Utilities Docket No. 10285: Statement of Intent Filed by Texas Gas Service Company to

Change Rates in the Environs of the Rio Grande Valley Service Area, Final Order Finding of
Fact No. 43. This rate shall apply to the following rate schedules of Texas Gas Service
Company in the unincorporated areas served in Rio Grande Valley Area of Texas including
Alamo, Alton, Bayview, Brownsville, Combes, Donna, Edcouch, Edinburg, Elsa, Harlingen,
Hidalgo, La Feria, La Joya, La Villa, Laguna Heights, Laguna Vista, Los Fresnos, Lyford,
McAllen, Mercedes, Mission, Monte Alto, Olmito, Palm Valley, Palmview, Penitas, Pharr,
Port Isabel, Primera, Progreso, Rancho Vigjo, Raymondville, Rio Hondo, San Benito, San
Carlos, San Juan, Santa Rosa, and Weslaco, Texas: 1Z, 2Z, 3Z, 4Z, T-1 and T-2,

RCE RATE
All Ccf during each billing period: $ 0.02072 per Cef

This rate will be in effect for approximately 24 months until all approved and expended rate
case expenses are recovered under the applicable rate schedules. Texas Gas Service Company
will recover $219,700.72 in actual expense and up to $10,000.00 in estimated expense, not to
exceed actual expense. Texas Gas Service Company will not include any interest calculations
in the recovery. The Rate Case Expense Surcharge will be a separate line item on the bill.

OTHER ADJUSTMENTS
Taxes: Plus applicable taxes and fees (including franchise fees) related to above,

CONDITIONS

Subject to all applicable laws and orders, and the Company's rules and regulations on file with
the regulatory authority.

-’

COMPLIANCE

TGS shall file a reconciliation report annually on or before December 31%, commencing in
2014. TGS shall file the report with the Commission, Addressed to the Director of Gas
Services Division and referencing Gas Utilities Docket No. 10285, Rate Case Expense
Recovery Report. The report shall include:

- The volumes used by month by customer class during the applicable period,
- The amount of Rate Case Expense recovered, by month
- The outstanding balance, by month

Effective Date:
Issuance date of Final Order in GUD No. 10285
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