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STATEMENT OF THE CASE

On August 30, 2018, Texas Gas Service (TGS) filed with the Railroad
Commission a statement of intent to change gas utility rates for its approximately
450 total environs customers in the Borger-Skellytown Service Area (BSSA).

Two parties intervened—Commission Staff and the City of Borger. The parties
reached a settlement agreement resolving all their issues. In the settlement, the
parties agree to the following:

e A revenue increase of $127,088 for BSSA environs customers. This
increase is a reduced settled amount and is not tied to any specific
expense or methodology in the underlying cost of service in the BSSA;

e Cost of equity set at 9.75 percent;

e TGS’s capital investment booked to plant through December 31, 2017,
is prudent except for a disallowance from net plant of $2,605.62;

e Certain affiliate expenses;

e A reduction of the corporate income tax rate from 35 percent to 21
percent to reflect the Tax Cuts and Jobs Act of 2017;

e TGS will issue a one-time refund in the amount of approximately $12.11
to each environs customer, consistent with the Commission’s February
2018 Accounting Order; and

e Actual and estimated rate case expense amounts for TGS totaling
$19,374.48.

The Commission has original jurisdiction only—over environs rates. The
Commission does not have jurisdiction in this proceeding over TGS'’s rates in cities.

RECOMMENDATION

The Administrative Law Judge (ALJ) and Technical Examiners recommend that
the Commission approve the parties’ settlement.

The deadline for Commission action is March 3, 2019.
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PROPOSAL FOR DECISION
I. INTRODUCTION

On August 30, 2018, Texas Gas Service, a Division of ONE Gas, Inc. ("TGS"),
filed with the Railroad Commission of Texas ("Commission”) a statement of intent to
change gas utility rates for its unincorporated customers in its Borger-Skellytown
Service Area (the “SOI”). TGS filed its SOI pursuant to Subtitle A (Gas Utility
Regulatory Act) ("GURA"”) of the Texas Utilities Code, Chapter 104 (Rates and
Services), Subchapter C (Rate Changes Proposed by Utility). The SOI was docketed
as GUD No. 10766.

The Commission has original jurisdiction only—over environs rates. The
Borger-Skellytown Service Area ("BSSA”)! includes approximately 450 total environs
customers.? The Commission does not have jurisdiction in this proceeding over TGS’s
rates in cities.

Two parties intervened—Commission Staff (“Staff”) and the City of Borger.
The parties reached a Unanimous Settlement Agreement resolving all their issues
(the “Settlement”). In the Settlement, the parties agree to the following:

e A revenue increase of $127,088 for BSSA environs customers. This
increase is a reduced settled amount and is not tied to any specific
expense or methodology in the underlying cost of service in the BSSA;

e Cost of equity set at 9.75 percent;

e TGS’s capital investment booked to plant through December 31, 2017,
is prudent except for a disallowance from net plant of $2,605.62;

e Certain affiliate expenses;

e A reduction of the corporate income tax rate from 35 percent to 21
percent to reflect the Tax Cuts and Jobs Act of 2017;

e TGS will issue a one-time refund in the amount of approximately $12.11
to each environs customer, consistent with the Commission’s February
2018 Accounting Order; and

e Actual and estimated rate case expense amounts for TGS totaling
$19,374.48.

Environs customers in the BSSA have not had a rate increase since 1993.3
Under the Settlement, the average monthly bill for environs residential customers
will increase by $12.46 to equal that of their city counterparts.*

The Administrative Law Judge (*ALJ]”) and Technical Examiners (together with
the ALJ, the “"Examiners”) recommend that the Commission approve the Settlement.

1 A map showing TGS's service areas is attached to this PFD as Attachment 1.

2 410 residential customers, 38 commercial customers, two public authority customers, and one school/municipal
customer. See TGS Ex. 2 attachment (Public Notice of Proposed Rate Change), p. 1.

3 TGS Ex. 4 (McTaggart Test.) at 3-4.

4 $51.12. See id. at Exhibit C (Customer Bill Impacts).
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II. PARTIES

The parties in this proceeding are Applicant TGS and two intervenors—Staff
and the City of Borger.

Applicant TGS is a “gas utility” under GURA Section 101.003 (Definitions).>
TGS last sought to increase rates for BSSA environs customers in 1992.° Since that
time, TGS has not adjusted rates for customers in the BSSA environs, while
customers in the BSSA incorporated areas have experienced regular rate
adjustments.” TGS now seeks to bring the environs rates into alignment with those
in the incorporated areas.® Additionally, TGS filed this SOI to comply with the
Commission’s February 2018 Accounting Order, GUD No. 10695 (together with the
March 2018 Order Nunc Pro Tunc, the “"Accounting Order”), accounting for the lower
federal corporate tax rate.’

Intervenor Staff participated in this docket “to assert its interest in assuring
that the rules and regulations of the Railroad Commission of Texas, together with the
appropriate statutes, have been followed."”*°

Intervenor City of Borger participated in this docket as an affected municipality
under GURA Section 103.023 (Municipal Standing), which grants municipalities
standing in each case that relates to rates and services within the municipality.™

III. PROCEDURAL BACKGROUND

On August 30, 2018, TGS filed with the Commission its SOI.*> Subsequently,
Staff and City of Borger timely intervened. On September 18, 2018, the Commission
timely suspended the effective date of TGS’s proposed rate change for a period of
150 days pursuant to GURA Section 104.107 (Rate Suspension; Deadline).!3

By October 10, 2018, TGS provided notice of its intent to change rates to each
affected TGS customer by direct mail.'* The Commission received no comments or

5 Tex. Util. Code § 101.003(7) (Definitions) (defining “gas utility” as “a person or river authority that owns or operates
for compensation in this state equipment or facilities to transmit or distribute combustible hydrocarbon natural gas
or synthetic natural gas for sale or resale in a manner not subject to the jurisdiction of the Federal Energy
Regulatory Commission under the Natural Gas Act (15 U.S.C. Section 717 et seq.). The term includes a lessee,
trustee, or receiver of a gas utility.”).

% GUD No. 8302. See TGS Ex. 4 (McTaggart Test.) at 9.

7 Id. at 9-10.

8 Id. at 10.

°Id.

10 Motion to Intervene by Staff, filed August 31, 2018, 9 1; see also Hearings Letter No. 01 (Motion to Intervene by
Commission Staff), issued September 10, 2018 (granting Staff’s motion).

1 Motion to Intervene by City of Borger, filed October 23, 2018; see also Hearings Letter No. 06 (City of Borger’s
Motion to Intervene Granted), issued November 5, 2018 (granting City of Borger’s motion).

12 TGS Ex. 1 (SOI).

13 See Tex. Util. Code § 104.107(a)(2) (Rate Suspension; Deadline) (“"Pending the hearing and a decision...the railroad
commission may suspend the operation of the schedule for not longer than 150 days after the date the schedule
would otherwise be effective.”).

14 TGS Ex. 2 (Affidavit of Marie Masson, sworn to on October 11, 2018, attesting to TGS providing public notice to
affected customers by direct mail); see also Tex. Util. Code § 104.103(b) (permitting gas utilities to provide notice
of proposed rate increases to customers by direct mail).

2
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protests from the public. On November 13, 2018, TGS notified the ALJ of a settlement
in principle with Staff and the City of Borger.®

On November 20, 2018, the Notice of Hearing was issued, setting the hearing
on the merits to commence on December 18, 2018 (“Notice of Hearing”).!®* On
November 30, 2018, the Commission published the Notice of Hearing in Gas Utilities
Information Bulletin No. 1096.7 On December 4, 2018, the Notice of Hearing was
provided to the governing body of each affected county in accordance with GURA
Section 104.105 (Determination of Propriety of Rate Change; Hearing).!®

On December 17, 2018, TGS filed the Settlement.®

The hearing on the merits was held on December 18, 2018 (the “Hearing”).
The evidentiary exhibit list is attached to this PFD as Attachment 2. Also included in
the evidentiary record are TGS’s filings responding to Examiner Request for
Information (“RFI”) requests 1-1 through 1-14.%

On January 18, 2019, the ALJ closed the evidentiary record.?!
IV. JURISDICTION, BURDEN OF PROOF, AND NOTICE
Jurisdiction

The Commission has jurisdiction over TGS, which is a gas utility as defined in
GURA Section 101.003(7). Pursuant to GURA Section 102.001(a), the Commission
has exclusive original jurisdiction to set the rates TGS requests for its customers
located within the unincorporated areas of the BSSA.

The Commission has jurisdiction over all matters at issue in this proceeding
pursuant to GURA Chapters 102 (Jurisdiction and Powers of Railroad Commission and
Other Regulatory Authorities) and 104 (Rates and Services). The statutes and rules
involved in this proceeding include, but are not limited to, those contained in GURA
Chapters 102, 103, and 104, and Title 16 (Economic Regulation), Part 1 (Railroad
Commission of Texas), Chapters 1 (Practice and Procedure) and 7 (Gas Services
Division) of the Texas Administrative Code.

15 Letter to the ALJ from Kate Norman, counsel for TGS, dated November 13, 2018.

16 See Hearings Letter No. 10 (Notice of Hearing), issued November 20, 2018 (attaching the Notice of Hearing).

17 See Gas Utilities Information Bulletin No. 1096, published by the Railroad Commission of Texas Oversight and
Safety Division on November 30, 2018 (“Bulletin”), pp. 4-6.

18 See letters from ALJ to county judges for the counties of Carson and Hutchinson, both dated December 4, 2018
(attaching the Notice of Hearing); see also Tex. Util. Code § 104.105(c) (“The regulatory authority shall give
reasonable notice of the hearing, including notice to the governing body of each affected municipality and county.”).

19 | etter to the ALJ from Kate Norman, counsel for TGS, dated December 17, 2018 (attaching the Settlement).

20 See Hearings Letter No. 14 (Close of Evidentiary Record), issued January 18, 2019 (ALJ taking official notice of
TGS’s January 11, 2019 filing responding to these Examiner RFIs).

2 Id.
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Burden of Proof

As the party proposing gas utility rate changes, TGS has the burden of proving
that the rate changes are just and reasonable.??

Notice

By October 10, 2018, TGS provided notice of its intent to increase rates to
each affected TGS customer by direct mail—in accordance with GURA Section
104.103 (Notice of Intent to Increase Rates).??

On November 20, 2018, the ALJ issued the Notice of Hearing, which complied
with Chapter 2001 (Administrative Procedure) of the Texas Government Code, Part
1 (Railroad Commission of Texas) of Title 16 (Economic Regulation) of the Texas
Administrative Code, and other applicable authority. On September 14, 2018, the
Commission published the Notice of Hearing in Gas Utilities Information Bulletin No.
1096, in compliance with Commission Rule § 7.235 (Publication and Service of
Notice).?* Pursuant to GURA Section 104.105 (Determination of Propriety of Rate
Change; Hearing), the ALJ provided a copy of the Notice of Hearing to the governing
body of each affected county.?®

Proper notice has been issued in this proceeding in accordance with all
applicable statutory and regulatory requirements.

V. COMPLIANCE WITH COMMISSION RULES; BOOKS AND RECORDS

TGS presented evidence that it maintains its books and records in accordance
with Commission requirements.?® TGS maintains its books and records in accordance
with Commission Rule § 7.310 (System of Accounts), which requires each gas utility
to “utilize the Federal Energy Regulatory Commission’s (FERC) Uniform System of
Accounts (USOA) prescribed for Natural Gas Companies subject to the Provisions of
the Natural Gas Act (as amended from time to time) (FERC USOA) for all operating
and reporting purposes.”?” The information contained within TGS’s books and
records, as well as the summaries and excerpts therefrom, qualify for the
presumption set forth in Commission Rule § 7.503 (Evidentiary Treatment of
Uncontroverted Books and Records of Gas Utilities).?® TGS is in compliance with

22 Tex. Util. Code § 104.008 (Burden of Proof) (“In a proceeding involving a proposed rate change, the gas utility has
the burden of proving that the rate change is just and reasonable, if the utility proposes the change.”).

23TGS Ex. 2 (Affidavit of Marie Masson, sworn to on October 11, 2018, attesting to TGS providing public notice to
affected customers by direct mail); see also Tex. Util. Code § 104.103(b) (permitting gas utilities to provide notice
of proposed rate increases to customers by direct mail).

24 See Bulletin, pp. 4-6 (containing the GUD No. 10766 Notice of Hearing); see also 16 Tex. Admin. Code §
7.235(a)(1)(A) (Publication and Service of Notice) ("The Commission shall publish the notice of hearing in the next
Bulletin published after the date of issuance of the notice of hearing.”).

25 Tex. Util. Code § 104.105(c) (Determination of Propriety of Rate Change; Hearing) ("The regulatory authority shall
give reasonable notice of the hearing, including notice to the governing body of each affected municipality and
county.”).

26 See TGS Ex. 4 (McTaggart Test.) at 11-17.

27 Id. at 11-12; see 16 Tex. Admin. Code § 7.310(a) (System of Accounts).

28 TGS Ex. 4 (McTaggart Test.) at 14; see 16 Tex. Admin. Code § 7.503(a) (Evidentiary Treatment of Uncontroverted
Books and Records of Gas Utilities).
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Commission Rule § 7.501 (Certain Matters to be Submitted in Rate Hearings), which
requires the separate presentation in a rate proceeding of evidence related to certain
types of financial transactions, and in some cases, exclusion of these costs from
rates,?® and with Commission Rule § 7.5414 (Advertising, Contributions, and
Donations), which states that actual expenditures for advertising will be allowed as a
cost-of-service item for ratemaking purposes, provided that the total sum of such
expenditures shall not exceed one-half of one (1) percent of the gross receipts of the
utility for utility services rendered to the public.3°

No party disputes that TGS maintains its books and records in accordance with
Commission requirements.

Considering the evidence, the Examiners find that TGS has established that it
complied with these Commission rules. Accordingly, TGS is entitled to the
presumption set forth in Commission Rule § 7.503 (Evidentiary Treatment of
Uncontroverted Books and Records of Gas Utilities) that the unchallenged amounts
shown in its books and records are presumed to have been reasonably and
necessarily incurred.3!

VI. TERMS OF THE SETTLEMENT

The Settlement proposes a revenue increase of $127,088 for BSSA environs
customers. The increase is an agreed reduced amount that is not tied to any specific
expense or methodology in the underlying cost of service in the BSSA. A copy of the
Settlement is attached to this PFD as Attachment 3.*

The Settlement resolves all issues among the parties. TGS, Staff, and the City
of Borger represent diverse interests and have engaged in significant discovery
regarding the issues in dispute.® The parties agree that the Settlement resolves all
issues in a manner consistent with the public interest and that resolution of this
docket under the terms of this Settlement will significantly reduce the amount of
reimbursable rate case expenses that would, if further litigation is pursued, be
allocated to customers within Borger and the unincorporated areas of the BSSA
affected by this docket.?* The parties agree that the rates, terms, and conditions

29 TGS Ex. 4 (McTaggart Test.) at 15-16; see 16 Tex. Admin. Code § 7.501 (Certain Matters to be Submitted in Rate
Hearings).

30 TGS Ex. 4 (McTaggart Test.) at 16-17; see 16 Tex. Admin. Code § 7.5414 (Advertising, Contributions, and
Donations).

31 See 16 Tex. Admin. Code § 7.503(a) (Evidentiary Treatment of Uncontroverted Books and Records of Gas Utilities)
(“In any proceeding before the Commission involving a gas utility that keeps its books and records in accordance
with Commission rules, the amounts shown on its books and records as well as summaries and excerpts therefrom
shall be considered prima facie evidence of the amount of investment or expense reflected when introduced into
evidence, and such amounts shall be presumed to have been reasonably and necessarily incurred; provided,
however, that if any evidence is introduced that an investment or expense item has been unreasonably incurred,
then the presumption as to that specific investment or expense item shall no longer exist and the gas utility shall
have the burden of introducing probative evidence that the challenged item has been reasonably and necessarily
incurred.”).

32 Excludes voluminous receipts and invoices related to TGS’s incurred rate case expenses, treated later in the PFD.

33 TGS Ex. 3 (Settlement), pp. 1-2.

34 Id.
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reflected in the Settlement comply with the rate-setting requirements of GURA
Chapter 104 (Rates and Services).3>

Having reviewed and considered the parties’ Settlement and the evidentiary
record, the Examiners find that the terms of the Settlement are just and reasonable
and consistent with the requirements of the Texas Utilities Code and applicable
Commission rules. Accordingly, the Examiners recommend approval of the
Settlement.

Specific components of the Settlement are treated separately, below.

A. Revenue Requirement

The Texas Utilities Code requires that “the regulatory authority shall establish
the utility’s overall revenues at an amount that will permit the utility a reasonable
opportunity to earn a reasonable return on the utility’s invested capital used and
useful in providing service to the public in excess of its reasonable and necessary
operating expenses.”3®

Under the Settlement, TGS will receive a $127,088 base rate revenue increase
for the unincorporated portion of the BSSA.3” The increase is a reduction of $991, or
0.77 percent, from TGS's original request of $128,079.38 The base rate increase is
31.96 percent over adjusted test-year revenues including gas costs, and 100.45
percent excluding gas costs.3® The environs customers will contribute $249,201 in
base rates, an apportioned amount reflecting 10.1 percent of the total system-wide
BSSA net base revenue requirement.*°

The system-wide net base revenue requirement is $2,460,742, plus an
$89,565 increase in service fees for a total revenue requirement of $2,550,307.%
This revenue requirement reflects a reduction of the federal corporate income tax
rate from 35 percent to 21 percent to recognize changes to the Federal Tax Code due
to the Tax Cuts and Jobs Act of 2017 (the “Tax Cuts and Jobs Act”).4> The revenue
requirement excludes all expenses associated with the payment of administrative
penalties related to the operation of the BSSA, as well as the amortization of any
related insurance deductible.*®* The revenue requirement incudes affiliate expenses,
discussed separately below.

Considering the Settlement and evidence, the Examiners find the overall
revenues apportioned to the BSSA environs to be just and reasonable and consistent
with GURA Section 104.051 (Establishing Overall Revenues).

35 TGS Ex. 3 (Settlement) q 1.

36 Tex. Util. Code § 104.051 (Establishing Overall Revenues).
37 TGS Ex. 3 (Settlement) q 1.

38 TGS Ex. 1 (SOI) at 2.

39 TGS Ex. 3 (Settlement) at Exhibit B.

40 Id.

41 TGS Ex. 3 (Settlement) q 1.

214, 9 12.

$Id. 9 2.
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B. Rates
The Settlement provides for the following customer charges and volumetric
rates:*
TGS BSSA Environs Base Rates

Customer Class Customer Charge | Commodity Charge (per Ccf)
Residential $15.50 $0.21548
Commercial $35.00 $0.29344
Public Authority $45.00 $0.23148
School and Municipal $45.00 $0.37651

Environs customers in the BSSA have not had a rate increase since 1993.%
Under the Settlement, residential environs customers will pay $7.50 more for the
monthly customer charge and, on average, nine cents more per Ccf for the usage

charge, as shown below.*

Customer Charge

Customer Class Current?’ | Settled Difference
Residential $ 8.00 $15.50 $7.50
Commercial $ 11.50 $35.00 $23.50
Public Authority $ 10.00 $45.00 $35.00
School and Municipal $ 10.00 $45.00 $35.00

Usage Charge (Ccf)
Customer Class Current*® Settled

Residential Block

First 10 $ 0.1490
Next 140 $0.1190 $ 0.21548
Next 150 $ 0.0990
Over 300 $ 0.0729
Commercial Block
First 10 $ 0.2626
Next 290 $ 0.1900 $ 0.29344
Next 1700 $ 0.1350
Over 2000 $ 0.1054
Public Authority Block
First 10 $ 0.2458
Next 290 $ 0.1900 $ 0.23148
Next 1700 $ 0.1320
Over 2000 $ 0.1000
“Id. q3.
45 TGS Ex. 4 (McTaggart Test.) at 3-4.

46 Currently, usage is priced with a four-block declining rate for each of TGS’s BSSA environs customer classes.
See TGS Ex. 20 (Turner Test.) at 5. According to TGS, using a single rate simplifies the rate structure and allows

customers to more easily understand and calculate their bill. Id. at 8.

47 TGS Ex.
“8 TGS Ex.

1 (SOI) at 8.
1 (SOI) at 8.
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School and Municipal Block
First 10 $ 0.2486
Next 290 $ 0.1850 $ 0.37651
Next 1700 $ 0.1420
Over 2000 $ 0.1000

The rates are designed for TGS to recover 0.81 percent /ess base revenue from
all its BSSA customers.*® Residential customers are 90 percent of the customer base
and use 63 percent of the volumes.>® The parties agree that the below class revenue
allocation is reasonable.>!

Annual Revenue Allocation

Customer Class Current Settled Difference Zﬁ;c:;: 22:’ : ::Itg; .
Residential $1,640,047 | $1,626,825| $(13,222)| -0.81% 66.1%
Commercial $661,192 $655,861 $(5,331) | -0.81% 26.7%
Public Authority $14,916 $14,796 $(120) | -0.81% 0.6%
School & Municipal $164,584 $163,257 $ (1,327) | -0.81% 6.6%
Total $2,480,739 | $2,460,739 | $ (20,000) | -0.81% 100%

The table below compares an average usage environs customer’s current

bill/rates with the Settlement rates.

Bill Impact>?
Change
Customer Class Ccf Cugli'lelnt Progic;lsed Change Peé';::taege excluding
g gas53
Residential 55 $ 38.65 $51.12 $12.46 32% 84%
Commercial 265 $178.65| $228.87 $ 50.21 28% 80%
Public Authority 276 $ 183.45 | $229.32 $ 45.87 25% 73%
School & Municipal 691 $423.85| $ 607.35 $ 183.50 43% 151%

Considering the evidence, the Examiners find that the Settlement rates comply

with GURA Section 104.003 (Just and Reasonable Rates) because the rates are not
unreasonably preferential, prejudicial, or discriminatory, but are sufficient, equitable,
and consistent in application to each class of customer. The Examiners also find that
the Settlement rates are just and reasonable and comply with GURA Section 104.004
(Unreasonable Preference or Prejudice Prohibited) because the rates do not establish
or maintain an unreasonable difference concerning rates of services between
localities or between classes of service.

49 Calculated from TGS Ex. 3 (Settlement) at Exhibit B.

50 Id.

St Id. 99 1,9.

52 TGS Ex. 3 (Settlement) at Exhibit C.

53 TGS's response to Examiner RFI 1-4, filed January 11, 2019 (official notice taken by ALJ).

8
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C. Federal Tax Impact

The Settlement reflects a reduction of the corporate income tax rate from 35
percent to 21 percent to recognize changes due to the Tax Cuts and Jobs Act, and
the parties agree that TGS has complied with the Commission’s Accounting Order.>
Specifically:

e TGS's cost of service calculations include a reduction of the corporate income
tax rate from 35 percent to 21 percent;

e TGS will issue a one-time bill credit of approximately $12.11 for each
environs customer during the first billing cycle of March 2019. This one-time
credit includes amounts collected through base rates that were set based on
a 35-percent federal income tax rate;* and

e TGS will flow back excess deferred income taxes ("EDIT"”) resulting from the
Tax Cuts and Jobs Act through the new EDIT-Rider. The protected EDIT
adjustment will be computed based on the average rate assumption method
(“ARAM”) for those amounts required under Internal Revenue Service (*IRS")
normalization rules. The nonprotected portion of TGS’s regulatory liability
for EDIT will be amortized over 10 years.

Considering the evidence, the Examiners find these terms to be reasonable
and consistent with the requirements in the Commission’s Accounting Order.

D. Capital Investment Prudency

TGS requests a prudency determination for the capital investment booked to
plant in the BSSA through December 31, 2017. TGS provided evidence supporting
the prudency of these investments,® and the parties agree that TGS'’s capital
investment booked to plant through December 31, 2017, is prudent except for a
disallowance from net plant of $2,605.62.°

The parties further agree that in any future Interim Rate Adjustment filings
and in future “statement of intent” filings TGS will separate, by project, adjustments
to capital investment in its project reports.*®

Considering the evidence, the Examiners find that TGS’s capital investment
booked to plant in the BSSA through December 31, 2017, is reasonable and prudent,
and used and useful, except for a disallowance from net plant of $2,605.62.

54 TGS Ex. 3 (Settlement) 99 11-15.

55 TGS's response to Examiner RFI 1-7, filed January 11, 2019 (official notice taken by ALJ).
5% TGS Ex. 5 (Norman Test.) at 15-21.

57 TGS Ex. 3 (Settlement) 9 5.

58 TGS Ex. 3 (Settlement) 9 6.
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E. Cost of Capital

The parties agree to the below capital structure and weighted cost of capital,
including the pre-tax return.®

Capital Class Percent Cost Welghtec! e Pre-Tax Return
of Capital
Long-Term Debt 37.84% | 3.94% 1.49% 1.49%
Common Equity 62.16% | 9.75% 6.06% 7.67%
Weighted Average o o o
Cost of Capital 100% 7.55% 9.16%

Considering the evidence, the Examiners find the rate of return contained in
the Settlement—including the capital structure, cost of debt, and cost of equity—to
be just and reasonable. TGS presented quantitative analysis supporting that a 9.75-
percent return on equity (“ROE”) is reasonable and appropriate for TGS.%
Accordingly, TGS met its burden in proving that the above capital structure and cost
of capital are just and reasonable.

F. Depreciation Rates

The parties agree that the depreciation rates for distribution and general plant
in the BSSA, as well as TGS Division plant and corporate plant depreciation rates, as
shown in Exhibit D to the Settlement.®

Considering the evidence, the Examiners find the depreciation rates reflected
in the Settlement are proper and adequate, just and reasonable, supported by the
evidence, and are consistent with the requirements in GURA Section 104.054
(Depreciation, Amortization, and Depletion). Accordingly, the Examiners recommend
their approval.

G. Future Interim Rate Adjustment (IRA) Factors

The parties agree that any IRA filing for the BSSA environs pursuant to GURA
Section 104.301 (Interim Adjustment for Changes in Investment) shall use the
following factors until changed by a subsequent general rate proceeding:®?

e The capital structure and related components shall be:

Capital Class Percent Cost Welghtec! S Pre-Tax Return
of Capital
Long-Term Debt 37.84% | 3.94% 1.49% 1.49%
Common Equity 62.16% | 9.75% 6.06% 7.67%
Weighted Average o o o
Cost of Capital 100% 7.55% 9.16%

% 1d. 9 7.

80 See TGS Ex. 19 (Fairchild Test.).
61 TGS Ex. 3 (Settlement) q 4.

62 Id. 4 8.
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e For the initial IRA filing and for all subsequent IRA filings, the depreciation
rate for each account shall be as shown on Exhibit D to the Settlement;

e For the initial IRA filing, the beginning balance of system-wide net plant in
service shall be $10,942,963.62 as shown on Exhibit E to the Settlement;

e For the initial IRA filing, the below customer charges and commodity charges
will be the starting rates to which any IRA adjustment is applied;

Customer Class Customer Charge | Commodity Charge (per Ccf)
Residential $15.50 $0.21548
Commercial $35.00 $0.29344
Public Authority $45.00 $0.23148
School and Municipal $45.00 $0.37651

e Federal income taxes will be calculated using a 21-percent rate, unless the
federal income tax rate is changed, in which case the new rate will be applied;
and

e The base rate revenue allocation factors to spread any change in IRA
increase/decrease to the appropriate customer classes are as follows:

Customer Class Allocation

Residential 66.11%
Commercial 26.65%
Public Authority 0.60%
School & Municipal 6.64%

Considering the evidence, the Examiners find these factors, including the
above class revenue allocation, to be just and reasonable.

H. Tariffs

The parties agree to the rates, terms, and conditions reflected in the tariffs in
Exhibit A to the Settlement, and that the tariffs replacing and superseding the current
tariffs within the BSSA comply with the requirements of GURA Chapter 104 (Rates
and Services).®3 The tariffs will become effective for meters read on or after the first
billing cycle of the month following the date of the Commission’s Final Order.®* The
tariffs are listed in the below table.

Environs Tariffs

Rate Schedule Customer Class / Purpose
17 Residential Service Rate — Environs
2Z Commercial Service Rate — Environs
4Z Public Authority Service Rate — Environs
4H School and Municipal Service Rate - Environs
T-1-ENV Transportation Service Rate - Environs

8 Id. 9 1.

84 Id.
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T-Terms General Terms and Conditions for Transportation Service
1-ENV Cost of Gas Clause - Environs

Rules of Service | Borger/Skellytown Service Area

WNA Weather Normalization Adjustment Clause

RCE-ENV Rate Case Expense Surcharge - Environs

EDIT-Rider Excess Deferred Income Tax Credit

PSF Pipeline Safety and Regulatory Program Fees

Noteworthy tariff changes include:®°

e Revising the BSSA Rules of Service and other rate schedules, something
TGS believes will clarify TGS’s current policies and procedures and
reflect revisions recently approved in TGS’s other service areas;

¢ Withdrawing Rate Schedule 3Z for Industrial service because there are
no customers;

e Implementing a new transportation rate schedule, T-1-ENV, with a $250
monthly customer charge and the following volumetric charges:

» Commercial - $0.29344 per Ccf
» Public Authority - $0.23148 per Ccf
» School & Municipal - $0.37651 per Ccf

e Revising Rate Schedule WNA to add environs customers to the
applicability section;

¢ Implementing Rate Schedule EDIT-Rider to provide a mechanism for the
flow back to customers of the annual amortization of EDIT; and

e Setting a minimum deposit of $75 for residential customers and $250
for non-residential customers.

Considering the evidence, the Examiners find the Settlement’s tariffs to be just
and reasonable and recommend their approval.

I. Services Provided by Affiliates

The Commission is required to make specific findings related to affiliate
transactions before rates may be adopted.®® Those findings include: (1) a specific
finding of the reasonableness and necessity of each item or class of items allowed;
and (2) a finding that the price to the gas utility is not higher than the prices charged
by the supplying affiliate to its other affiliates or division or to a non-affiliated person
for the same item or class of items.%’

Here, TGS requests recovery of certain affiliate expenses. During the test
year, services were provided to TGS by an affiliate, Utility Insurance Company
(“"UIC”), which provided insurance coverage to TGS.® TGS provided evidence
supporting reasonable and necessary affiliate expenses totaling $16,757% and rate

5 Id. at Exhibit A; see also TGS Ex. 4 (McTaggart Test.) at 28-36.

66 See Tex. Util. Code § 104.055 (Net Income; Allowable Expenses).

7 Id. § 104.055(b).

68 See TGS Ex. 4 (McTaggart Test.) at 18, and TGS Ex. 12 (Smith Test.) at 3-11.
69 See TGS Ex. 10 (Davidson Test.).
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base affiliate costs totaling $23,479.”° TGS also provided evidence that the prices
charged by UIC are no higher than the prices charged by the supplying affiliate to
other affiliates or divisions of TGS, or to a non-affiliated person for the same item or
class of items.” According to TGS, it is necessary for TGS and ONE Gas to maintain
insurance coverage, and the premiums charged by UIC are developed according to a
risk-based methodology common to the insurance industry that results in a
reasonable amount of insurance costs.”” The rates charged by UIC to the divisions of
ONE Gas are developed according to the same methodology for each division.”

The parties agree that these affiliate costs are reasonable, necessary, and
recoverable consistent with the provisions of GURA Section 104.055 (Net Income;
Allowable Expenses).™

Considering the evidence, the Examiners find that TGS has established that
the services provided to it by its affiliate, UIC, are reasonable and necessary. The
associated expenses are reasonable and necessary costs of providing gas utility
service, and the prices charged to TGS are no higher on a risk-adjusted basis than
the prices charged by the supplying affiliate to other affiliates or divisions of TGS, or
to a non-affiliated person for the same item or class of items. Accordingly, the
Examiners recommend that these affiliate expenses be approved, per the Settlement.

J. Rate Case Expenses

In any gas utility rate proceeding, the utility and municipalities participating
in the proceeding, if any, may be reimbursed their reasonable rate case expenses.’®
Any gas utility or municipality claiming reimbursement for its rate case expenses
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;

(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.”’

70 See TGS Ex. 9 (Edwards Test.).

7t See TGS Ex. 4 (McTaggart Test.) at 18-19, and TGS Ex. 12 (Smith Test.) at 3-11.

72 TGS Ex. 4 (McTaggart Test.) at 18.

73 Id.

74 TGS Ex. 3 (Settlement) q 10.

75 See 16 Tex. Admin. Code § 7.5530 (Allowable Rate Case Expenses) (providing that a utility may be reimbursed
its reasonable rate case expenses from certain customers), Tex. Util. Code § 103.022 (Rate Assistance and Cost
Reimbursement) (providing that the governing body of a participating municipality may be reimbursed its
reasonable rate case expenses from the utility).

76 16 Tex. Admin. Code § 7.5530(a) (Allowable Rate Case Expenses).

77 Id.
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In determining the reasonableness of the rate case expenses, the Commission
shall consider all relevant factors including, but not limited to, the above evidence,
and the Commission also shall 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 that may be granted.”®

Here, TGS requests recovery of its rate case expenses totaling no more than
$19,374.48.7° TGS provided evidence supporting reimbursement of this amount
under Commission Rule § 7.5530 (Allowable Rate Case Expenses).8°

The amounts and agreed allocation are treated separately below.

1. Amounts

TGS represents that its recoverable rate case expenses are as follows:

Actual Actual Invoices Due Total
Regulatory Litigation and Est. to Recoverable
Expenses Expenses Completion Expenses

$5,264.08 | $11,575.75 $2,534.66 $19,374.48

TGS provided 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) other factors taken into account in
setting the amount of compensation.®

Attorney hourly rates ranged from $280 to $485, with the bulk of attorney
work for TGS billed at $445 per hour. Consultant hourly rates ranged from
approximately $290 to $450.

The Examiners reviewed the testimony and documentation supporting the rate
case expense amounts shown above. Considering the above factors, the Examiners
find that the above rate case expense amounts for TGS are reasonable and consistent
with Commission Rule § 7.5530 (Allowable Rate Case Expenses), and that TGS
proved the reasonableness of its rate case expenses by a preponderance of the
evidence. Accordingly, the Examiners recommend these amounts be approved.

78 Id. § 7.5530(b).

72 TGS E