


GAS UTILITIES DOCKET NO.

STATEMENT OF INTENT OF TEXAS §

GAS SERVICE COMPANY TO § BEFORE THE
CHANGE RATES WITHIN THE § RAILROAD COMMISSION
ENVIRONS OF THE NORTH TEXAS § OF TEXAS
SERVICE AREA §

STATEMENT OF INTENT TO CHANGE RATES
WITHIN THE ENVIRONS OF THE NORTH TEXAS SERVICE AREA

COMES NOW Texas Gas Service Company, a division of ONEOK, Inc. (“Texas Gas” or
“the Company”), and files this Statement of Intent to Change Rates (“Statement of Intent”) for
the En\}irons of the Company’s North Texas Service Area (“NTSA Environs™), which includes
the unincorporated areas surrounding the cities of Breckenridge, Graham, Jacksboro, Bryson,
Mineral Wells, Graford, Millsap, Weatherford, Aledo, Hudson Oaks, and Willow Park, Texas, as
well as the unincorporated cities of Jermyn, Palo Pinto,r Whitt, Perrin, Punkin Center, and
Possum Kingdom, Texas. The Company makes this filing under the provisions of Subchapter C
of Section 104 of the Texas Utilities Code and the rules of the Gas Services Division of the
Railroad Commission of Texas (“Commission”), and in support thereof, would respectfully show

as follows:

I. INTRODUCTION

Texas Gas seeks to increase its rates in the NTSA Environs to bring them in line with the
increase in rates recently approved by the NTSA Cities. As explained in the attached testimony
of Stacey L. McTaggart, each of the NTSA Cities, with the sole exception of Hudson Oaks,
Texas, has approved an increase in rates of $672,885 in the NTSA on a system-wide level. The
Company expects the City of Hudson Oaks, Texas to likewise approve the same rates on or
before June 30, 2011. The NTSA Environs’ share of the system-wide authorized increase is

$61,344, and Texas Gas by this filing seeks the authority to increase its rates for the NTSA



Environs by this amount. Texas Gas serves approximately 1,858 customers in the NTSA
Environs that will be affected by the proposed change in rates, including 1,644 residential
customers, 180 commercial customers, 1 large volume commercial customer, 1 industrial
customer, 1 large volume industrial customer, and 31 public authority customers. The attached
proposed Rate Schedules (Tab A) implement these rate changes so that NTSA Environs rates
will be consistent with those currently on file for the NTSA Cities. Included under Tab B are
representative municipal ordinances adopting the requested increase for the NTSA Cities. The
specific revenue impacts per customer class are included as Tab C. Tab D includes the schedules
and workpapers supporting the proposed revenue increase.! As detailed below, Texas Gas by
this filing also withdraws the Cost of Service Adjustment (“COSA™) tariff applicable to the
NTSA Environs.

Texas Gas Service Company respectfully requests that the Commission approve this
Statement of Intent to Change Rates within the Environs of the Company’s NTSA by July 28,
2011 (thirty-five days after today’s filing).

II. PROCEDURAL BACKGROUND

Texas Gas currently has a Cost of Service Adjustment (“COSA”) tariff on file with each
of the NTSA Cities and with the Commission for the areas over which it has original jurisdiction.
The COSA calculation for the 2010 calendar year evidenced a per books revenue deficiency for
the entire NTSA of $930,629. The COSA tariff, however, limits any annual adjustment to the
same percentage change as experienced in the Consumer Price Index (“CPI”) during the prior
calendar year, which for calendar year 2010 was approximately 1.5%. The application of the

CPI limitation deprived the Company of recovery of $672,885 in revenue to which the Company

! As explained below and in the testimony of Ms. Stacey McTaggart, the requested revenue increase approved by
the NTSA Cities and for which the Company seeks approval in this docket is the same amount as the Cost of Service
Adjustment (“COSA”) for 2011 that was otherwise precluded from recovery under the COSA cap. Accordingly, the
Company in Tab D attaches the COSA schedules and supporting workpapers.
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would otherwise be entitled as reflected on the Company’s books and records. The Company
filed its COSA with the Commission and NTSA Cities as required under the terms of the tariff.
The Commission processed the NTSA Environs COSA in GUD No. 10068, which is scheduled
for Commission vote on June 27, 2011. Concurrently with the Commission’s review of the 2011
COSA for the NTSA Environs, the Company sought and received authority from the NTSA
Cities to increase its revenues by $672,885 on a system-wide basis, which is the same revenue
deficiency resulting from the 2011 COSA calculation that the Company was unable to recover
due to the CPI limitation. By this filing, Texas Gas seeks approval to implement the NTSA
Environs’ share of this revenue increase.

ITI. JURISDICTION

Texas Gas is a gas utility under § 101.003(7) of the Texas Utilities Code, and the
Commission has exclusive original jurisdiction to set the rates requested for the residential and
general service customers in the NTSA Environs under § 102.001(a) of the Texas Utilities Code.
Consistent with such jurisdiction, the proposed rates are applicable to the Company’s natural gas
sales and service within the NTSA Environs.

IV. PROPOSED RATE SCHEDULES

Texas Gas proposes the Rate Schedules attached to this Statement of Intent as Tab A, In
addition, Texas Gas withdraws its COSA tariff applicable to the NTSA Environs (Rate Schedule

1-1). The Company proposes no other changes to its filed tariffs.>

> A copy of the withdrawn COSA tariff is attached as Tab H.

* Please note that Texas Gas does not include a Conservation and Energy Efficiency (“CEE”) tariff with this filing,
As Ms. McTaggart explains in her testimony, although the settlement agreement between Texas Gas and
Commission Staff approved in GUD No. 9839 contemplated proposal of a CEE tariff with the Company’s next
Statement of Intent that includes a COSA, the Company does not believe that requirement applies in the present
circumstance. Texas Gas by this Statement of Intent actually withdraws its COSA for the NTSA Environs. In
addition, the requested revenue increase is the result of the 2011 COSA calculation which did not anticipate costs
associated with a CEE program.



V. EFFECT OF PROPOSED INCREASE ON COMPANY’S REVENUES

The proposed changes to Texas Gas’ rate schedules will affect all general service
customers in the NTSA Environs. The proposed revenue increase of $61,344 attributable to the
NTSA Environs would increase Texas Gas’ aggregate revenues for the NTSA by 1.024% and
increase Texas Gas’ aggregate revenues strictly for the NTSA Environs by 4.11%. Because this
amount is less than $100,000, it does not represent a “major change” as that term is defined by
Tex. UTIL. CODE ANN. § 104.101. The proposed rates do not exceed 115% of the average of all
rates for similar services for all municipalities served by Texas Gas within the same counties.
See TEX. UTIL. CODE ANN. § 104.006.

VI. NOTICE

Notice of this proceeding will be made pursuant to the provisions of TEX. UTIL. CODE
§ 104.103 and 16 TEX. ADMIN. CODE § 7.230, by including the notice in conspicuous form in the
bill of each customer directly affected by the proposed rate increase. A copy of the proposed
form of notice for this proceeding is attached to this Statement of Intent as Tab E. The Company
respectfully requests that the Commission issue an order approving this form of notice.

VILSUPPORTING WITNESS TESTIMONY

Attached to this Statement of Intent as Tab F is the prefiled direct testimony of Ms.
Stacey L. McTaggart describing in more detail the proposed increase in rates and other tariff
changes sought by this filing.

VIII. COMPLIANCE WITH COMMISSION RULE § 7.210

As described in more detail in the attached testimony of Ms. McTaggart, the requested
increase of $61,344 represents the NTSA Environs’ share of the revenue increase recently
approved by the NTSA Cities. The revenue increase approved by the NTSA Cities was

calculated pursuant to the COSA tariff, and represents the amount that the Company was unable



to recover due to the Consumer Price Index limitation. In compliance with Rule § 7.210, the
Company provides in Tab D the calculations used to derive the 2011 COSA Adjustment, which
the Commission previously reviewed in connection with GUD No. 10068. A copy of the COSA
in effect for the NTSA Cities is provided at Tab G. Finally, the specific revenue impacts per
customer class are included in Tab C to the rate filing package.

IX. AUTHORIZED REPRESENTATIVES

Texas Gas’ authorized representatives are:

Stacey L. McTaggart

Texas Gas Service Company
IV Barton Skyway

1301 S. Mopac, Suite 400
Austin, Texas 78746
512-370-8354
512-370-8440 (fax)

and
Dane McKaughan
Parsley Coffin Renner LLP
98 San Jacinto Blvd., Suite 1450
Austin, Texas 78701
512-879-0900
512-879-0912 (fax)
Please serve all pleadings, motions, orders, and other documents filed in this proceeding

upon Texas Gas’ authorized representatives at the above-stated addresses.

X. RATE CASE EXPENSES

Pursuant to Commission Rule 7.5530, Texas Gas requests recovery of its reasonable rate
case expenses. Texas Gas proposes that the Commission determine the appropriate level of rate
case expenses at a point during the proceeding when such expenses will be known and
measurable. Texas Gas further requests approval of a surcharge to the final rates in order to

collect reasonable rate case expenses.



XI. CONCLUSION

WHEREFORE, PREMISES CONSIDERED, Texas Gas prays that the Commission
establish rates in the environs areas of the North Texas Service Area consistent with those

proposed herein and for such further relief to which the Company may be entitled.

Respectfully/submitted,

Dane McKaughan
State Bar No. 24007651
Parsley Coffin Renner LLP
98 San Jacinto Boulevard
Suite 1450

Austin, Texas 78701
512/879-0900
512/879-0912 (fax)

ATTORNEY FOR TEXAS GAS
SERVICE COMPANY
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North Texas Service Area contains more than 596 miles of gas main, plus services
and gas meters, serving our customers.

TGS has field customer service, billing, walk-in customer service centers,
and pipeline operations personnel located in the North Texas Service Area. Other
functions, such as accounting, engineering, information technology, rates and
regulatory, and legal services are provided from the division office in Austin, TX,
and in some cases, from the corporate headquarters in Tulsa, OK.

WHAT CITIES ARE INCLUDED IN TEXAS GAS SERVICE’S NORTH
TEXAS SERVICE AREA?

The North Texas Service Area includes the incorporated cities of Breckenridge,
Graham, Jacksboro, Bryson, Mineral Wells, Graford, Millsap, Weatherford,
Aledo, Hudson Oaks, Willow Park, Texas (“Cities”), along with the
unincorporated cities of Jermyn, Palo Pinto, Whitt, Perrin, Punkin Center, and
Possum Kingdom, Texas, and their environs.

HOW MANY CUSTOMERS DOES TGS SERVE IN THE NTSA
ENVIRONS?

TGS serves 1,858 total customers in the environs areas of its NTSA. This
includes 1,644 residential customers, 180 commercial customers, 1 large volume
commercial customer, 1 industrial customer, 1 large volume industrial customer,

and 31 public authority customers.

1. BACKGROUND

WHEN WAS THE LAST STATEMENT OF INTENT CASE FILED FOR
THE NORTH TEXAS SERVICE AREA ENVIRONS?

4 McTaggart — Direct
Texas Gas Service Company
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On December 1, 2008, the Company filed a Statement of Intent case for the North
Texas Service Area Environs, which was docketed as GUD No. 9839. In that
case, the Commission approved rates for the NTSA Environs consistent with the
rates approved by the NTSA Cities pursuant to a settlement agreement.
Additionally, the Commission in that docket approved an increase in rates that
had become effective in the North Texas Service Area Cities pursuant to a Cost of
Service Adjustment (“COSA”) tariff previously approved by those Cities.
Finally, the Commission approved for the NTSA Environs a COSA tariff
substantially similar to the one that was previously approved and effective in the
NTSA Cities. Attached to the rate filing package as Tab G is a copy of the COSA
tariff approved by the North Texas Service Area Cities, and as Tab H is a copy of
the COSA tariff approved by the Commission for the North Texas Service Area
Environs.

PLEASE SUMMARIZE THE COSA TARIFF ON FILE WITH THE
NORTH TEXAS CITIES AND ENVIRONS.

The COSA tariff provides for an annual adjustment in rates based on changes in
operating expenses and rate base that occurred over the prior calendar year.
Significantly, the COSA tariff caps the amount of the adjustment to no more than
the percentage change in the Consumer Price Index for All Urban Consumers
(“CPI”) over the same calendar year.

HAS THE COMPANY MADE FILINGS WITH THE COMMISSION
PURSUANT TO THE NORTH TEXAS ENVIRONS COSA?

Yes. As mentioned, Texas Gas Service on December 1, 2008 as part of GUD

No. 9839 sought an increase in rates that included the 2008 COSA adjustment

5 McTaggart — Direct
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already approved by the North Texas Cities. On April 1, 2010, the Company filed
its 2009 COSA adjustment for the North Texas Environs, which was docketed as
GUD No. 9963. On April 1, 2011, the Company filed its 2010 COSA adjustment
for the North Texas Environs, which was docketed as GUD No. 10068.

WHAT WAS THE PROPOSED COSA ADJUSTMENT FOR THE 2009
TEST YEAR?

For the 2009 test year, the Company’s COSA calculation showed a per books
revenue deficiency of $333,891, of which amount $30,562 was attributable to the
North Texas Environs. This amount was limited, however, by the CPI cap
described above. Applying this limitation, the Company sought an increase of
$294,207, of which amount $26,930 was attributable to the North Texas Environs
and approved by the Commission.

WHAT WAS THE PROPOSED COSA ADJUSTMENT FOR THE 2010
TEST YEAR?

For the 2010 test year, the Company’s COSA calculation showed a per books
revenue deficiency of $930,629 on a North Texas system-wide basis. The
Company also, however, experienced larger than normal sales volumes during the
test year. The resulting net revenue deficiency is $672,885, of which amount
$61,344 is attributable to the North Texas Environs. Again, the CPI significantly
limited the Company’s ability to recover the revenue deficiency through the
COSA. In fact, applying the CPI limitation and adjusting for the larger than
normal sales volumes occurring during the test year resulted in a proposed COSA
adjustment of ($167,487). In other words, even though the Company’s books

showed the need for additional revenues of $672,885, the CPI limitation in the

6 McTaggart — Direct
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COSA tariff required the Company to decrease its rates by $167,487 ultimately
resulting in an even greater revenue deficiency.

HAS THE COMMISSION ACTED ON THE PROPOSED ADJUSTMENT
FOR THE 2010 TEST YEAR?

The Commission at the time of this filing has not yet acted on the Company’s
proposed 2010 COSA adjustment. The Examiner has recommended a reduction
in revenues of $173,363, and the Commission is scheduled to vote on the
recommendation on June 27, 2011.

PLEASE EXPLAIN THE REASON FOR NEGOTIATIONS WITH THE
NORTH TEXAS CITIES.

At the time the COSA tariff was implemented in 2008 the intent of all parties was
to allow the Company to recover its reasonable and on-going investment in the
service area through more regular filings, thereby reducing the need to file formal
rate cases and their associated expenses. Since the implementation of the COSA,
however, the CPI limitation has significantly prevented the Company from
recovering the amount of revenue to which it would otherwise be entitled. The
chart below shows the impact of the CPI cap on the COSA adjustments on a

yearly basis.

COSA
Year

Total return % allowed revenue
Allowed revenue | & exp Percent | increase compared
Actual calculated | increase per the | change change to actual revenue
revenue increase | CPlcap language | percentage in CPI requirement

2008

$144,002 $144,002 1.1947% | 4.0800% 100.0000%

2009

$410,543 $159,250 4.4025% | 0.0914% 38.7900%

2010

$333,891 $294,207 3.3956% | 2.7213% 88.1148%

2011

,885 , . ( . (] -L4a. (]
$672,88 (5167,487) 15.5346% | 1.4957% 24.8908%

Totals

$1,561,320 $429,972 27.5390%

7 McTaggart — Direct
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As shown on this table, the CPI cap has prevented the Company from recovering
more than 70% of the revenues to which it would otherwise be entitled, thus
depriving the Company of more than $1 million in revenues. In discussions with
the NTSA Cities, they preferred retaining the COSA tariff rather than face the
prospect of new rate cases. The Company, however, cannot retain the COSA
tariff and continue to recover only $0.27 on the dollar. Accordingly, the
Company filed a Statement of Intent with the NTSA Cities to recover the
$672,885 in revenues that the Company would be entitled to recover without
application of the CPI cap.

WHEN DID THE COMPANY FILE A STATEMENT OF INTENT TO
INCREASE RATES WITH THE NORTH TEXAS SERVICE AREA
CITIES?

The Company filed a Statement of Intent with each of the incorporated NTSA
Cities on April 1, 2011 simultaneously with the filing of the 2011 COSA filings.
WHAT CHANGES TO RATES DID THE COMPANY PROPOSE IN ITS
STATEMENT OF INTENT FILED WITH THE CITIES?

The Company sought authority to implement rates to recover the revenue
deficiency of $672,885 that resulted from the uncapped COSA calculation. In
addition, TGS sought to modify the CPI limitation language for future COSA
filings.

WHAT ACTION DID THE NORTH TEXAS CITIES TAKE ON THE
PROPOSED CHANGES?

At the time of this filing, of the eleven incorporated NTSA Cities, ten have either

approved the proposed rate increase by ordinance or have allowed the proposed

8 McTaggart — Direct
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rates to go into effect by operation of law.! The cities acted on the proposed rates
and approved the revenue increase, but did not approve modifying the language of
the COSA tariff at this time. Attached to the Company’s Statement of Intent at
Tab B are copies of signed ordinances received to date reflecting the acceptance
of the new rates in the cities. TGS will supplement its filing with the remaining
signed ordinance as it becomes available.

WHAT RELIEF DOES TEXAS GAS SERVICE SEEK BY WAY OF THIS
FILING?

By this Statement of Intent Texas Gas Service seeks to recover the environs’
share of the increase approved by the NTSA Cities, which is $61,344.

DOES THE COMPANY SEEK ANY CHANGES TO ITS FILED TARIFFS?
Yes. The Company withdraws its filed COSA tariff for the North Texas Service
Area Environs. The Company is retaining its COSA tariff for the NTSA Cities
and will seek to implement future adjustments granted by the NTSA Cities in the
environs pursuant to Commission Rule 7.220.

IS THIS REASONABLE?

Yes. Commission Rule 7.220(a) states that environs rates may be the same rates
as those in effect in the nearby incorporated areas. Further, 7.220(c) states that
the Commission may approve rate changes proposed pursuant to nearby cities’

COSA tariffs, and may review the proposed rate changes on an informal basis.

! The cities of Aledo, Breckenridge, Graham, Jacksboro, Mineral Wells, Weatherford, and Willow Park,
Texas passed ordinances approving the proposed increase in rates but denying the proposed changes to the
COSA language. The cities of Bryson and Graford, Texas did not act, thereby approving the proposed
rates by operation of law. The city of Hudson Oaks is scheduled to vote on the proposed rate change later
this month.

9 McTaggart — Direct
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DOES THE COMPANY BY THIS FILING PROPOSE A
CONSERVATION AND ENERGY EFFICIENCY TARIFEF?

No. TGS acknowledges that the settlement agreement between the Company and
Commission Staff in GUD No. 9839 contemplates filing a Conservation and
Energy Efficiency (“CEE”) tariff with the Company’s next statement of intent
that includes a COSA. TGS has not included a CEE tariff in this filing, however,
because the Company believes this requirement does not apply to this filing.
First, this Statement of Intent filing does not include a COSA. In fact, the
Company by this filing is withdrawing its filed COSA for the NTSA Environs.
Second, although this is technically a “Statement of Intent” filing, the primary
purpose of this filing is to recover the revenue deficiency indicated by the 2011
COSA calculation. Consequently, the proposed revenue increase does not include

any revenues that would be necessary to fund a CEE program.

IV. INCREASED RATES IN THE NTSA CITIES

PLEASE DESCRIBE THE INCREASE IN RATES RECENTLY
APPROVED BY THE NORTH TEXAS SERVICE AREA CITIES.

As noted above, the Statement of Intent filed with the North Texas Service Area
Cities sought authorization to increase rates consistent with the 2011 COSA
calculation without application of the CPI limitation. In other words, the
Company did not perform an independent cost of service calculation, and did not
seek to change any of the COSA factors held constant under the terms of the tariff
(i.e., rate of return, rate design, depreciation). The Company’s intent was to allow
the COSA process to continue, but to give the Company relief from the

10 McTaggart — Direct
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unintended consequence that the Company must lower rates even when the
Company’s books show a sizable revenue deficiency. The revenue increase for
the entire service area is $672,885. Of this amount, approximately $61,344 is
attributable to the environs. TGS seeks to recover this additional revenue by
means of this filing.

IN YOUR OPINION, IS THIS INCREASE FOR THE NTSA ENVIRONS
REASONABLE?

Yes. This amount represents the environs’ share of the revenue increase that has
already been deemed just reasonable by the NTSA Cities. Attached to the
Company’s rate filing package at Tab D in this case are the COSA schedules that
document the revenue deficiency shown on the Company’s books and supporting

workpapers.

V. RATE CASE EXPENSES

IS THE COMPANY REQUESTING RATE CASE EXPENSE RECOVERY
IN THIS CASE?

Yes. As allowed by law, the Company seeks reimbursement of all of its rate case
expenses incurred in the preparation and prosecution of this environs filing. Since
the exact amount will not be known until the case is complete, Texas Gas Service

proposes to take up this issue at the conclusion of the case.

VI. CONCLUSION

DOES THIS CONCLUDE YOUR TESTIMONY?
Yes.

11 McTaggart — Direct
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STATE OF TEXAS §

§

COUNTY OF TRAVIS §
AFFIDAVIT OF STACEY L. MCTAGGART

BEFORE ME, the undersigned authority, on this day personally appeared Stacey L.
McTaggart who having been placed under oath by me did depose as follows:

1. “My name is Stacey L. McTaggart. I am over the age of eighteen (18) and fully
competent to make this affidavit. I am employed by Texas Gas Service Company, a
Division of ONEOK, Inc. (“TGS”) as Manager of Rates and Regulatory Affairs. The
facts stated herein are true and correct based upon my personal knowledge.

2, I have prepared the foregoing Direct Testimony and the information contained in this
document is true and correct to the best of my knowledge.”

Further affiant sayeth not.

SUBSCRIBED AND SWORN TO BEFORE ME by the said Stacey L. McTaggart on
this /3 day of June, 2011.

WARY JO CASEY

‘\
i e ,
Y COMMISSION EXPIRES 1§ L
apil 8, 2013 i Notafy Public in &nd for the State of Teas

R

My commission expires:; ¥ -F~ 20 /7
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TEXAS GAS SERVICE COMPANY
North Texas Area RATE SCHEDULE 1-1

Page 1 of 3

COST OF SERVICE ADJUSTMENT CLAUSE

A. APPLICABILITY

C.

This Cost of Service Adjustment Clause applies to all general service rate schedules of Texas
Gas Service Company currently in force in the Company's service area within the incorporated
areas of Aledo, Hudson Oaks, Willow Park, Mineral Wells, Graford, Millsap, Breckenridge,
Graham, Jacksboro and Bryson and Weatherford, Texas.

EFFECTIVE DATE

Rate adjustments shall be made in accordance with the procedures described below on an annual
basis. The Company shall make its annual filing no later than April 1, with rate adjustments to
be effective the first billing cycle of August each year.

COMPONENTS OF RATE ADJUSTMENT

Calculation of the rate adjustment will be based on calendar year operating expenses, return on
investment, federal income taxes and revenue related taxes.

The actual percentage change in the revenue requirement after gross-ups in any year shall not
exceed the percentage change in the Consumer Price Index for All Urban Consumers (CPI-U)
from December of the prior calendar year to December of the current calendar year. The actual
percentage change in the revenue requirement after gross-ups is computed by comparing the
revenue requirement after gross-ups for the current calendar year to the revenue requirement after
gross-ups for the prior calendar year. The rate adjustment will be spread evenly across all
volumes for the calendar year to determine an adjustment amount per Ccf to be added to existing
rates for each rate code.

Initial Rate Schedule Meters Read On and After

November 30, 2007 (Other Cities)
December 4, 2007 (Breckenridge)
August 29, 2008 (Weatherford)




TEXAS GAS SERVICE COMPANY
North Texas Area RATE SCHEDULE 1-1

Page 2 of 3

COST OF SERVICE ADJUSTMENT CLAUSE
(Continued)

C. COMPONENTS OF RATE ADJUSTMENT (CONT.)

1.

Operating Expenses

Operating expenses will be determined by the ending balances for the applicable calendar
year. The applicable expenses are:

Depreciation and Amortization Expense (Account No. 403-405)*

Taxes Other Than FIT (Account No. 408)**

Distribution Expenses (Account Nos. 870-894)

Customer Related Expenses (Account Nos. 901-916)

Administrative & General Expenses (Account Nos. 920-932, except 928)
Interest on Customer Deposits (Account No. 431)

* Based on last city-approved depreciation methods and lives.
o Excluding City Franchise, Gross Receipts, and any other revenue-based tax.

This information will be presented with supporting calculations.

Return on Investment

The rate of return will remain constant at the level authorized in the most recent rate case.
The return on investment is the rate of return multiplied by the rate base balance for the
applicable calendar year end. The rate base balance is composed of:

Net Plant in Service

Plus: Other Rate Base Items*

Less: Customer Deposits (Account No. 235)
Customer Advances (Account No. 252)
Deferred Federal Income Taxes

*  These items will reflect the Materials and Supplies inventories and prepayments levels
approved in the most recent general rate case.

Initial Rate Schedule Meters Read On and After

November 30, 2007 (Other Cities)
December 4, 2007 (Breckenridge)
August 29, 2008 (Weatherford)




TEXAS GAS SERVICE COMPANY
North Texas Area RATE SCHEDULE 1-1
Page 3 of 3

COST OF SERVICE ADJUSTMENT CLAUSE
(Continued)

C. COMPONENTS OF RATE ADJUSTMENT (CONT.)

3. Federal Income Taxes

Calendar year federal income taxes will be calculated as follows:

Net Taxable Income (calendar year end rate base multiplied by rate
of return from the most recent general rate case)
Less: Interest on Long Term Debt (debt cost component of return from the
most recent general rate case multiplied by rate base)
Multiplied by:  Tax Factor (.35/(1-.35) or .53846)

4. Cost of Service Adjustment Rate

The amount to be collected through the cost of service adjustment rate will be the sum of the
.amounts from Sections D.1 through D.4 (the revenue requirement) less the calendar year
customer charge revenue and other revenue (i.e., transportation revenue and service charges).
Dividing this amount by weather-normalized volumes for the applicable calendar year will
yield a per unit rate for the calendar year. The difference between this calendar year per unit
rate and the per unit rate from the most recent rate case (*) will result in the cost of service
adjustment rate for the calendar year. The cost of service adjustment rate for the calendar year
will be added to the cost of service rate approved in the most recent rate case for each rate

code.

* The per unit rate from the most recent rate case will be the weighted average per unit

cost of service rate for all classes of gas sales service.

D. REGULATORY REVIEW OF ANNUAL RATE ADJUSTMENT

The cities will have a period of not less than ninety (90) days within which to review the
proposed annual rate adjustment prior to its taking effect with the first billing cycle of August of
each year. If a City takes no action within ninety (90) days, the proposed annual rate adjustment
will be deemed approved by the City. A city or group of cities may retain a consultant to review
the annual rate adjustment filing, and the Company agrees to reimburse the actual, aggregate cost
of such review(s) up to an amount not to exceed $15,000 per year. Any reimbursement of such
costs will be recoverable through the Company’s annual cost of service adjustment rate. This
Cost of Service Adjustment Clause does not limit the legal rights and duties of the cities. Texas
Gas Service Company's annual rate adjustment will be made in accordance with all applicable
laws. Texas Gas Service Company shall not appeal to the Railroad Commission of Texas the
denial of its annual rate adjustment by one or more of the cities. However, such denial shall not
preclude Texas Gas Service Company from filing a Statement of Intent to increase rates pursuant

to section 104.102 of the Texas Utilities Code in such cities.

Initial Rate Schedule Meters Read On and After
November 30, 2007 (Other Cities)
December 4, 2007 (Breckenridge)
August 29, 2008 (Weatherford)




TAB H



TEXAS GAS SERVICE COMPANY

North Texas Area RATE SCHEDI

A. APPLICABILITY

schedules of Texas
the unincorporated
Millsap, Breckenridge,

Kingdom and Punkin

This Cost of Service Adjustment Clause applies to all general
Gas Service Company currently in force in the Company's servig
areas of Aledo, Hudson Oaks, Willow Park, Mineral Wel
Graham, Jacksboro, Bryson, Jermyn, Palo Pinto, Perrin,
Center, Texas.

&Reliability Infrastructure
The Company may not seek
ame time period.

A filing under this tariff is made in lieu of a filing
Program (“GRIP”) statute, Texas Utilities Code Ann
recovery under both the COSA tariff and the GRIP statu

B. EFFECTIVE DATE
Rate adjustments shall be made in accordanc cedures described below on an annual
basis. The Company shall make its annual r than April 1, with rate adjustments to
be effective the first billing cycle of Augu

C. COMPONENTS OF RATE ADJUST)
Calculation of the rate adjustment on calendar year operating expenses, return on
investment, federal income taxes,an related taxes. All information will be presented by
FERC account number with su ations at the time of filing.
The actual percentage chan venue requirement in any year shall not exceed the
percentage change in th Price Index for All Urban Consumers (CPI-U) from
December of the prior to December of the current calendar year. The actual
percentage change in requirement is computed by comparing the revenue
requirement for the c r year to the revenue requirement after gross-ups for the prior
calendar year. The t will be spread evenly across all weather-normalized gas sales
volumes for the ¢ 0 determine an adjustment amount per Ccf to be added to existing
rates for each rat

Initial Meters Read On and After

April 30, 2009




TEXAS GAS SERVICE COMPANY
North Texas Area RATE SCHEDULE 1-1-ENV
Page 2 of 4 '

COST OF SERVICE ADJUSTMENT CLAUSE,,
(Continued)

C. COMPONENTS OF RATE ADJUSTMENT (CONT.)

1. Operating Expenses

Operating expenses will be determined by the ending the applicable calendar

year. The applicable expenses are:

Depreciation and Amortization Expense (Account No.
Taxes Other Than FIT (Account No. 408)**

Distribution Expenses (Account Nos. 870-894)
Customer Related Expenses (Account Nos. 90
Administrative & General Expenses (Accou
Interest on Customer Deposits (Account No. 4
Uncollectible expense factor to remain co

, except 928)
8684.

* Based on the last city and C C) approved depreciation methods and
lives.

o Excluding City Franchise ipts, and any other revenue-based tax.

2. Return on Investment

at the level authorized in the most recent rate case.
of return multiplied by the rate base balance for the
ie base balance is composed of:

The rate of return will re
The return on investment
applicable calendar year en

Plus: :
Less: eposits (Account No. 235)
Advances (Account No. 252)
Federal Income Taxes
*  These feflect the Materials and Supplies inventories and prepayments levels
approved cent general rate case.

Initis Meters Read On and After
April 30, 2009




TEXAS GAS SERVICE COMPANY
North Texas Area RATE SCHEDULE 1-1-ENV
Page 3 of 4

COST OF SERVICE ADJUSTMENT CLAUSE
(Continued)

C. COMPONENTS OF RATE ADJUSTMENT (CONT.)

3. Federal Income Taxes

Calendar year federal income taxes will be calculated as follows:

Net Taxable Income (calendar year end rate

of return from the most recent general rate case)
Less: Interest on Long Term Debt (debt cost co
most recent general rate case multiplied by rate base)
Multiplied by: Tax Factor (.35/(1-.35) gt .

4. Cost of Service Adjustment Rate

rate will be the sum of the amounts
the calendar year customer charge
ice charges). Dividing this amount by
endar year will yield a per unit rate for
per unit rate and the per unit rate from
ice adjustment rate for the calendar year.
will be shown as a separate line item on the

The amount to be collected through the cost of service™s
from Sections C.1 through C.3 (the revenue requg
revenue and other revenue (i.e., transportation rey,
weather-normalized gas sales volumes for the a
the calendar year. The difference between thi
the most recent rate case (*) will result in t
The cost of service adjustment rate for the
customer’s monthly bill.
* The per unit rate from the most ase will be the weighted average per unit cost of
service rate for all classes of
5. Attestation

ompany’s Manager of Rates of Texas Gas Service
are in compliance with the provisions of this tariff and
wledge, information, and belief. No testimony shall be

A sworn statement shall be fi
Company, affirming that the i
are true and correct to the bes
filed.

6. Proof of Revenues

schedule demonstrating the “proof of revenues” relied upon to
ice adjustment rate. The proposed rates shall conform as closely as
on principles in effect prior to the adjustment.

The Company shall
calculate the proposé
practicable to the g

Meters Read On and After
April 30, 2009

Initia




TEXAS GAS SERVICE COMPANY
North Texas Area ' E 1-1-ENV

7. Notice

yspaper having general
. CODE ANN. no later
%0 this rate schedule with
information:

Notice of the annual Cost of Service Adjustment shall be publis
circulation in a form similar to that required under Section 104,
than forty-five (45) days after the Company makes its annual fi
the regulatory authority. The notice to customers shall includ

a)  adescription of the proposed revision of rates and sch

> on the rates applicable to each
er class;

b)  the effect the proposed revision of rates is exp
customer class and on an average bill for each a

c) the service area or areas in which the propos ent would apply;

d) the date the proposed rate adjustment wa 'regulatory authority; and

D. REGULATORY REVIEW OF ANNUA

The RRC will have a period of not les
rate adjustment prior to its taking ef]
takes no action within ninety (90) d
the RRC. The Company agrees to’
exceed $15,000 per year. Any
annual cost of service adjust
rights and duties of the RRC.
accordance with all applic

he first billing cycle of August of each year. If the RRC
sed annual rate adjustment will be deemed approved by
the actual cost of the RRC’s review up to an amount not to
of such costs will be recoverable through the Company’s
s Cost of Service Adjustment Clause does not limit the legal
Service Company's annual rate adjustment will be made in

Meters Read On and After
April 30, 2009




TEXAS GAS SERVICE COMPANY
North Texas Service Area RATE SCHEDULE 1-1-ENV RIDER

COST OF SERVICE ADJUSTMENT RIDER

A. APPLICABILITY

es of Texas Gas

This Cost of Service Adjustment Rider applies to all general service
the North Texas

Service Company (Company) currently in force in the unincorpo
Service Area. Applicable rate schedules include 1A, 2A, 2B, 3A 4

B. BILLING

The following Cost of Service Adjustment will be a
volumetric rate per Ccf for each monthly billing period: 4

2008 Cost of Service Adjustment
2009/2010 Cost of Service Adjustment
2011 Cost of Service Adjustment
Grand Total

All applicable fees and taxes will be added ¢

Supersedes Effective:
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