BEFORE THE
RAILROAD COMMISSION OF TEXAS

STATEMENT OF INTENT OF NATGAS,
INC., TO INCREASE GAS UTILITY
RATES IN AND AROUND THE
UNINCORPORATED COMMUNITY OF
OZONA, TEXAS

GAS UTILITIES DOCKET NO. 10498

L L LT LXD L

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 Chapter 551 (Open Meetings) of the
Texas Government Code. The Railroad Commission of Texas (“Commission”) adopts the
following findings of fact and conclusions of law and orders as follows:

FINDINGS OF FACT

General

1. On February 12, 2015, NatGas, Inc. (“NatGas”), filed with the Commission a Statement
of Intent to Increase Gas Utility Rates In and Around the Unincorporated Community of
Ozona, Texas (“SOI”). The filing was docketed as GUD No. 10498.

2. The proposed rates will affect approximately 1,192 total customers, including
approximately 1,051 residential customers, 107 commercial customers, and 34 public
authority customers.

3 The last gas utility rate increases for these environs customers was in 2010 in GUD
docket number 9951.
4, The data submitted by NatGas in this docket encompass a full test-year of the 12-month

period ending September 30, 2015, updated for known changes and conditions that are
measurable with reasonable accuracy.

5. On May 13, 2016, the parties filed a Unanimous Settlement Agreement (“Settlement”),
resolving all issues.

6. The statutory deadline for Commission action is August 25, 2016.
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Parties

7.

8.

Applicant NatGas is a “gas utility” under Section 101.003 (Definitions) of the Texas
Utilities Code.

The following party properly intervened: Staff of the Railroad Commission (“Staff”).

Scope of Proceeding and Jurisdiction

9.

10.

Notice;

11.

12.

This docket does not involve appeals of any action taken by municipalities.

Only NatGas customers in and around the unincorporated community of Ozona, Texas,
are subject to the Commission’s jurisdiction in this docket.

Procedure; Books and Records

All material notices were issued and/or provided in accordance with the requirements of
the Subtitle A (Gas Utility Regulatory Act) of the Texas Utilities Code, Subtitle A
(Administrative Procedure and Practice) of the Texas Government Code, and applicable
Commission rules.

This proceeding was conducted in accordance with the requirements of the Subtitle A
(Gas Utility Regulatory Act) of the Texas Utilities Code, Subtitle A (Administrative
Procedure and Practice) of the Texas Government Code, and applicable Commission
rules.

Procedural Background

13.

14.

15.

16.

17.

On February 12, 2016, NatGas filed with the Commission its SOI with an original
effective date of March 18, 2016.

Also on February 12, 2016, the Commission published notice of NatGas’s SOI
application in Gas Utilities Information Bulletin No. 1029.

On February 17, 2016, Staff filed a motion to intervene, which was granted on February
24, 2016.

On March 8, 2016, the Commission suspended TGS’s proposed rate change for a period
of 150 days—from March 18, 2016, to August 15, 2016—in accordance with Section
104.107 (Rate Suspension; Deadline) of the Texas Utilities Code.

A prehearing conference was held on March 17, 2016, to consider various preliminary
matters.
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18.  NatGas provided public notice of its SOI by publication in the Ozona Stockman—a
newspaper having general circulation in the territory served by NatGas—on four
consecutive weeks beginning April 6, 2016.

19.  On April 18, 2016, NatGas voluntarily extended the statutory deadline in this case from
August 15, 2016, to August 25, 2016.

20.  On May 2, 2016, a Notice of Hearing was issued, which set the hearing on the merits for
May 19, 2016 (“Notice of Hearing”).

21.  On May 13, 2016, the Commission published the Notice of Hearing in Gas Utilities
Information Bulletin No. 1035.

22. On May 13, 2016, the parties filed with the Commission the Settlement, unanimously
agreed to by NatGas and Staff.

23.  On May 19, 2016, a settlement hearing was held at the time, date, and location provided
in the Notice of Hearing.

24. On June 13, 2016, the docket was reassigned to a different ALJ. That ALJ has read the
record.

25. On July 12, 2016, the Proposal for Decision (“PFD”) was issued.

The Settlement

26.  The Settlement, unanimously agreed to by NatGas and Staff, resolves all issues in GUD
10498.

27.  The signatories to the Settlement—NatGas and Staff—represent diverse interests and
have engaged in significant discovery regarding the issues in dispute.

28. The Settlement resolves all issues in a manner consistent with the public interest.

29.  The terms of the Settlement are just and reasonable and are consistent with the
requirements of the Texas Utilities Code and applicable Commission rules.

30.  The rates, terms and conditions reflected in Settlement are just and reasonable and
comply with the rate-setting requirements of Chapter 104 (Rates and Services) of the
Texas Utilities Code.

31. An increase of an additional $10,000 in annual revenues, as specified and detailed in the

Settlement, is just and reasonable.
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32.

33.

34.

35.

36.

The following customer charges and volumetric rates, identified in the Settlement, are
just and reasonable.

Customer Class Customer Charge Commodity Charge
Residential $6.00 $3.97 per Mcf all usage
Commercial $6.50 $3.97 per Mcf all usage
Public Authority $6.50 $3.57 per Mcf all usage

NatGas’s proposed class revenue allocation, identified in the Settlement, is just and
reasonable: Residential 68.04 percent; Commercial 23.83 percent; and Public Authority
8.13 percent.

NatGas’s proposed depreciation rates for distribution and general plant, as shown in the
Settlement, are just and reasonable.

NatGas’s capital investment booked to plant through September 30, 2015, is reasonable
and prudent.

The capital structure and weighted cost of capital contained in the Settlement are just and
reasonable: a rate of return using an 11.0 percent return on equity, actual cost of debt of
6.0 percent, and actual capital structure consisting of 56.52 percent equity and 43.48
percent debt.

Rate Case Expenses - Amounts

37.

38.

39.

40.

41.

NatGas represented that its reasonable rate case expenses total $39,800.46. This amount
includes $36,080.46 in actual invoices, with an additional $3,720.00 estimated to

completion of this docket.
NatGas agreed in the Settlement to limit recovery of rate case expenses to $26,800.

NatGas submitted sworn testimony attesting to the reasonableness of its rate case expense
amounts, along with supporting documentation.

NatGas established the reasonableness of its requested $26,800 in rate case expenses.
NatGas’s rate case expenses amount of $26,800 is reasonable and recoverable pursuant to

Section 103.022 (Rate Assistance and Cost Reimbursement) of the Texas Utilities Code
and Commission Rule 7.5530 (Allowable Rate Case Expenses).

Rate Case Expenses — Allocation and Recovery

42.

The Settlement contains a “Rate Case Expense (RCE) Rider,” which sets a single
monthly surcharge of $0.17 per Mcf for a twenty-four (24) month period (“RCE Rate”) to
apply to NatGas customers affected by this docket.
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43.  The provisions of the Settlement relating to allocation and recovery of NatGas’s rate case
expense amounts totaling $26,800 are just and reasonable.

Record Keeping Adjustments

44.  Per the Settlement, NatGas agrees to the following adjustments to its record keeping:

e Within 30 days of the date of the Final Order, NatGas agrees to comply with Tex
Admin Code § 7.310 System of Accounts and adhere to FERC USOA
instructions, including, but not limited to, accounting for its utility and non-utility
operations. Within 60 days of the date of the Final Order, NatGas will file with
the Oversight and Safety Division its proposed methodology for compliance with
FERC USOA instructions;

e Within 30 days of the date of the Final Order, NatGas will track all of its full and
part time employees’ work time by utility and non-utility function. Within 60
days of the date of the Final Order, NatGas will file with the Oversight and Safety
Division its proposed methodology for tracking employee time; and

e No later than November 1, 2016, NatGas will create and adhere to a Cost
Allocation Manual to accurately allocate revenues, expenses, and assets between
its utility and non-utility operations. On or before November 1, 2016, NatGas
will file with the Oversight and Safety Division a copy of its Cost Allocation
Manual.

CONCLUSIONS OF LAW

Jurisdiction

1. NatGas is a gas utility as defined in Subtitle A (Gas Utility Regulatory Act) of the Texas
Utilities Code and therefore is subject to the jurisdiction of the Commission.

2. The Commission has jurisdiction over all matters decided in this docket.

3. The Commission has exclusive original jurisdiction over the rates and services of NatGas
for customers located in and around the unincorporated community of Ozona, Texas.

Notice and Procedure

4, All material notices were issued and/or provided in accordance with the requirements of
the Subtitle A (Gas Utility Regulatory Act) of the Texas Utilities Code, Subtitle A
(Administrative Procedure and Practice) of the Texas Government Code, and applicable
Commission rules.

5. This proceeding was conducted in accordance with the requirements of the Subtitle A
(Gas Utility Regulatory Act) of the Texas Utilities Code, Subtitle A (Administrative
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Procedure and Practice) of the Texas Government Code, and applicable Commission
rules.

6. The Commission properly suspended the operation of NatGas’s proposed rate schedule
for 150 days pursuant to Section 104.107 (Rate Suspension; Deadline) of the Texas
Utilities Code.

7. The deadline for Commission action in this docket is August 25, 2016.

Burden of Proof

8. NatGas has the burden of proving that its proposed rate changes are just and reasonable.

9. NatGas has the burden of proving its other requested relief by a preponderance of the
evidence.

10.  NatGas has the burden of proving the reasonableness of its rate case expenses by a

preponderance of the evidence.

NatGas’s Requested Relief

11.

12.

13.

14.

15.

16.

17.

NatGas’s SOI complied with the requirements of Section 104.102 (Statement of Intent to
Increase Rates) of the Texas Utilities Code.

The proposed rates constitute a major change as defined by Section 104.101 (Definition)
of the Texas Utilities Code.

NatGas failed to meet its burden of proof with respect to its original SOI.

NatGas met its burden of proof with respect to the proposed rates, terms, and other
requested relief in the Settlement.

All terms in the Settlement are just and reasonable and are consistent with the
requirements of Subtitle A (Gas Utility Regulatory Act) and applicable Commission
rules.

The revenue, rates, rate design, and service charges in the Settlement 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 Subtitle A (Gas Utility Regulatory Act) of the Texas Utilities Code.

The overall revenues as established by the findings of fact and contained in the
Settlement are just and reasonable, fix an overall level of revenues for NatGas that will
permit the utility 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 Section 104.051 (Establishing Overall
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Revenues) of the Texas Utilities Code, and otherwise comply with Chapter 104 (Rates
and Services) of the Texas Ultilities Code.

18. The revenue, rates, rate design, and service charges in the Settlement will not yield to
NatGas 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 Section 104.052 (Establishing
Fair Rate of Return) of the Texas Utilities Code.

19.  The rates established in this docket comport with the requirements of Section 104.053
(Components of Adjusted Value of Invested Capital) of the Texas Utilities Code and are
based upon the adjusted value of invested capital used and useful, where the adjusted
value is a reasonable balance between the original cost, less depreciation, and current
cost, less adjustment for present age and condition.

20. The depreciation rates for distribution and general plant, contained in the Settlement, are
just and reasonable.

21.  NatGas’s capital investment booked to plant through September 30, 2015, is reasonable
and prudent.

Rate Case Expenses

22, Only NatGas customers in and around the unincorporated community of Ozona, Texas,
are subject to the Commission’s jurisdiction in this docket, including the Commission’s
jurisdiction with respect to ordering recovery of rate case expenses.

23.  NatGas met its burden of proving the reasonableness of its rate case expense amount of
$26,800.

IT IS THEREFORE ORDERED that NatGas’s originally-filed proposed schedule of rates is
hereby DENIED.

IT IS FURTHER ORDERED that NatGas’s proposed rates in the Settlement, attached to this
Final Order, are hereby APPROVED.

IT IS FURTHER ORDERED that all other terms and proposed relief in the Settlement,
attached to this Final Order, are hereby APPROVED.

IT IS FURTHER ORDERED that, within 30 days of the date of this Order, NatGas shall file
with the Commission its final actual incurred rate case expenses through completion of this

docket.

IT IS FURTHER ORDERED that NatGas shall file annually, due on the 15™ of each
December, a report with the Railroad Commission’s Oversight and Safety Division. The report
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shall detail the monthly collections for the RCE surcharge and show the outstanding balance. No
interest will accumulate on the outstanding balance.

IT IS FURTHER ORDERED that, within 30 days of the date of this Order, NatGas shall
electronically file tariffs in proper form with the Oversight and Safety Division. The tariffs and
rate schedules shall accurately reflect the rates and terms approved by the Commission in this
Order.

IT IS FURTHER ORDERED that, within 60 days of the date of this Order, NatGas shall file
with the Oversight and Safety Division its proposed methodology for compliance with FERC
USOA instructions.

IT IS FURTHER ORDERED that, within 60 days of the date of this Order, NatGas shall file
with the Oversight and Safety Division its proposed methodology for tracking employee time.

IT IS FURTHER ORDERED that, on or before November 1, 2016, NatGas shall file with the
Oversight and Safety Division a copy of its Cost Allocation Manual.

IT IS FURTHER ORDERED that all other motions, requests for entry of specific findings of
fact and conclusions of law, and any other requests for general or specific relief, if not
specifically granted or approved in this Final Order, 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(e), 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 9th day of August, 2016.
RAILROAD COMMISSION OF TEXAS

a2

CHAIRMAN DAVID PORTER

COMMISSIONER CHRISTI CRADDICK

ONER RYAN SITTON
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COMMUNITY OF OZONA, TEXAS

UNANIMOUS SETTLEMENT AGREEMENT

This Settlement Agreement is entered into by and between NatGas, Inc. and the Staff of
the Railroad Commission of Texas (“Staff”), (collectively, the “Signatories™).

WHEREAS, on February 12, 2016, NatGas filed its Statement of Intent to Increase Rates
with the Railroad Commission of Texas (“Commission”); and

WHEREAS, the Commission docketed the rate request as GUD No. 10498; and

WHEREAS, Staff was the only other party to seek intervention and was granted party

status in GUD No. 10498; and

WHEREAS, NatGas provided public notice by publication in a newspaper having general
circulation in the territory served by NatGas on four consecutive weeks beginning April 6, 2016

in the form approved by the Examiners; and
WHEREAS, direct testimony of Staff was due on May 4, 2016, but was not filed in
reliance on this Unanimous Settlement Agreement; and

WHEREAS, Staff has engaged in significant discovery regarding the issues in dispute;

and
WHEREAS, the Signatories agree that resolution of this docket by settlement agreement
will significantly reduce the amount of reimbursable rate case expenses that would, if further

litigation is pursued, be allocated to customers affected by this docket; and

WHEREAS, the Signatories represent diverse interests and the Unanimous Settlement
Agreement resolves the issues in GUD No. 10498 in a manner that the Signatories agree is

consistent with the public interest; and

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
resolving the rate request pending before the Commission without the need for additional

litigation:



Settlement Terms

1.

The Signatories agree to the rates, terms and conditions reflected in the tariffs and rate
schedules attached to this Settlement Agreement as Exhibit A. The tariffs attached as
Exhibit A replace and supersede the tariffs currently in effect in the environs of Ozona,
Texas. These tariffs represent an increase of an additional $10,000 in annual revenues as
illustrated in the proof of revenues attached as part of Exhibit B to this Settlement
Agreement. Except as specifically provided herein, the Signatories agree that the
$10,000 revenue increase is a “black box” figure and is not tied to any specific expense in
the underlying cost of service in NatGas’ service area. The Signatories 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.
The gas rates, terms and conditions established by this Settlement Agreement shall be
effective on or after August 1, 2016.

The Signatories agree to the following customer charges and volumetric rates. These
rates are reflected in the rate schedules attached as Exhibit A.

Customer Class Customer Charge Commodity Charge
Residential $6.00 $3.97 per Mcf all usage
Commercial $6.50 $3.97 per Mcf all usage
Public Authority $6.50 $3.57 per Mcf all usage

The Signatories agree that the Company’s proposed depreciation rates for distribution
and general plant as shown on Exhibit C are reasonable.

The Signatories agree that the Company’s capital investment booked to plant through
September 30, 2015 is prudent.

The Signatories agree that a rate of return using an 11.0% return on equity, actual cost of
debt of 6.0%, and actual capital structure consisting of 56.52% equity and 43.48% debt

are reasonable.

The Signatories agree that the class revenue allocation reflected in the following table is
reasonable:

Customer Class Revenue Allocation
Residential 68.04%
Commercial 23.83%
Public Authority 8.13%
Total 100.00%

]




10.

NatGas represents that its reasonable rate case expenses incurred through April 2016, and
estimated rate case expenses incurred through completion of this case, are as follows:

Actual Invoices Est. to Completion Total

NatGas $36,080.46 $3,720.00 $39,800.46

NatGas agrees to limit recovery of rate case expenses to $26,800. Signatories agree that
this amount is reasonable and recoverable pursuant to Texas Utilities Code § 104.051.
Signatories agree that the recovery period for the applicable surcharge to recover rate
case expenses shall be 24 months. Signatories intend and advocate that the Commission
authorize recovery of $26,800 of the rate case expenses recited above in the same
proceeding and at the same time that it approves this Unanimous Settlement Agreement.

NatGas agrees to the following adjustments to its record keeping:

e Within 30 days of the date of the Final Order, NatGas agrees to comply with Tex
Admin Code § 7.310 System of Accounts and adhere to FERC USOA
instructions, including, but not limited to, accounting for its utility and non-utility
operations. Within 60 days of the date of the Final Order, NatGas will file with
the Oversight and Safety Division its proposed methodology for compliance with
FERC USOA instructions;

* Within 30 days of the date of the Final Order, NatGas will track all of its full and
part time employees’ work time by utility and non-utility function. Within 60
days of the date of the Final Order, NatGas will file with the Oversight and Safety
Division its proposed methodology for tracking employee time; and

e No later than November 1, 2016, NatGas will create and adhere to a Cost
Allocation Manual to accurately allocate revenues, expenses, and assets between
its utility and non-utility operations. On or before November 1, 2016, NatGas will
file with the Oversight and Safety Division a copy of its Cost Allocation Manual.

The Signatories agree to the admission of the following items, including any confidential
portions: :

* NatGas, Inc. Statement of Intent to Increase Gas Utility Rates In and Around the
Unincorporated Community of Ozona Texas, filed on February 12, 2016,
inclusive of all attachments and including the direct testimony of Karl J. Nalepa

e Affidavit of Norman Smith attesting to Public Notice

¢ Affidavit of Karl J. Nalepa attesting to the reasonableness of NatGas’ rate case
expenses

Attached as Exhibit D to this Unanimous Settlement Agreement.

The Signatories agree to support and seek approval by the Commission of this
Unanimous Settlement Agreement.



12.

13.

14.

15.

16.

The Signatories agree that all negotiations, discussions, and conferences related to the
Unanimous Settlement Agreement are privileged, inadmissible, and not relevant to prove
any issues associated with the Statement of Intent filed on February 12, 2016.

The Signatories agree that neither this Unanimous Settlement Agreement nor any oral or
written statements made during the course of settlement negotiations may be used for any
purpose other than as necessary to support the entry by the Commission of an order
approving this Unanimous Settlement Agreement.

The Signatories agree that the terms of the Unanimous Settlement Agreement are
interdependent and indivisible, and that if the Commission intends to enter an order that
is inconsistent with this Unanimous Settlement Agreement, then any Signatory may
withdraw without being deemed to have waived any procedural right or to have taken any
substantive position on any fact or issue by virtue of that Signatory’s entry into the
Unanimous Settlement Agreement or its subsequent withdrawal.

The Signatories agree that this Unanimous Settlement Agreement is binding on each
Signatory only for the purpose of settling the issues set forth herein and for no other
purposes, and except to the extent the Unanimous Settlement Agreement governs a
Signatory’s rights and obligations for future periods, this Unanimous Settlement
Agreement shall not be binding or precedential upon a Signatory outside this proceeding.

The Signatories agree that this Unanimous Settlement Agreement may be executed in
multiple counterparts and may be filed with facsimile signatures.

Agreed to this t_?;id&ay of May 2016.

NATGAS, INC.

By:

Karl J. Nal 0
ReSolved Ensdgy Consulting, LLP

On behalf of NatGas, Inc.

STAFF OF THE RAILROAD COMMISSION OF TEXAS

By:

John Pierce Griffin
Attorney for Staff of the Railroad Commission of Texas
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13.

14.

15.

16.

The Signatories agree that all negotiations, discussions, and conferences related to the
Unanimous Settlement Agreement are privileged, inadmissible, and not relevant to prove
any issues associated with the Statement of Intent filed on February 12, 2016.

The Signatories agree that neither this Unanimous Settlement Agreement nor any oral or
written statements made during the course of settlement negotiations may be used for any
purpose other than as necessary to support the entry by the Commission of an order
approving this Unanimous Settlement Agreement.

The Signatories agree that the terms of the Unanimous Settlement Agreement are
interdependent and indivisible, and that if the Commission intends to enter an order that
is inconsistent with this Unanimous Settlement Agreement, then any Signatory may
withdraw without being deemed to have waived any procedural right or to have taken any
substantive position on any fact or issue by virtue of that Signatory’s entry into the
Unanimous Settlement Agreement or its subsequent withdrawal.

The Signatories agree that this Unanimous Settlement Agreement is binding on each
Signatory only for the purpose of settling the issues set forth herein and for no other
purposes, and except to the extent the Unanimous Settlement Agreement governs a
Signatory’s rights and obligations for future periods, this Unanimous Settlement
Agreement shall not be binding or precedential upon a Signatory outside this proceeding.

The Signatories agree that this Unanimous Settlement Agreement may be executed in
multiple counterparts and may be filed with facsimile signatures.

Agreed to this____day of May 2016.

NATGAS, INC.

By:

Karl J. Nalepa
ReSolved Energy Consulting, LLP

On behalf of NatGas, Inc.

STAFF OF THE RAILROAD COMMISSION OF TEXAS

By: |
v

/ /ﬂd\ ‘ [

g

“ghn Pieree Griffin I

ttorney for Staff of the Rail7'a Commission of Texas

4



EXHIBIT A






NatGas, Inc.
Rate Sheet
Commercial Service

APPLICATION OF SCHEDULE

This schedule is applicable Commercial type customers for heating, cooking, refrigeration, water heating and
other similar type uses. This schedule is not available for service to premises with an alternative supply of
natural gas. Natural gas supplied is for the individual use of the customer at one point of delivery and shali not
be resold or shared with others. Service under this schedule shall be furnished in accordance with the
Company's General Rules and Regulations.

MONTHLY RATE
MONTHLY CUSTOMER CHARGE: $6.50

Multiple metered customers will be assessed a single customer charge per month.
MONTHLY COMMODITY RATE:

The price payable by each Commercial customer for all consumption each month shall be $3.97 per Mcf
(Commodity Rate), subject to the Cost of Gas Adjustment and other adjustments set forth below.

COST OF GAS ADJUSTMENT:
The customer’s bill shall be adjusted based on the Company’s Cost of Gas Adjustment Clause.

TAXES:

The Company shall collect from customers on each monthly bill an amount equal to the taxes, fees and other
charges imposed by regulatory or governmental authorities through a Tax Rider on each customer’s bill.

PS INSPECTION FEE:

The Company shall pass on the Pipeline Safety Inspection Fee in an amount of $1.00 per service line for each
service line reported to be in service at the end each calendar year, pursuant to Texas Utilities Code 121.211 of

the Commission's Rules and Regulations.
RATE CASE EXPENSE SURCHARGE:
The Company shall recover approved rate case expenses through an RCE Rider on each customer’s bill.

OTHER SURCHARGES:

The Company shall collect from customers on each monthly bill other surcharges as authorized by federal, state
and local regulatory authorities in accordance with applicable statutes, laws, regulations, ordinances, orders,
rules, contracts, or agreements.

PAYMENT
All bills shall be delinquent unless payment is received within fifteen (15) days from the date of the bill.



NatGas, Inc.
Rate Sheet
Residential Service

APPLICATION OF SCHEDULE

This schedule is applicable to general use by Residential customers for heating, cooking, refrigeration, water
heating and other similar type uses. This schedule is not available for service to premises with an alternative _
supply of natural gas. Service under this schedule shall be furnished in accordance with the Company's General
Rules and Regulations.

MONTHLY RATE

MONTHLY CUSTOMER CHARGE: $6.00

Multiple metered customers will be assessed a single customer charge per month.
MONTHLY COMMODITY RATE:

The price payable by each Residential customer for all consumption each month shall be $3.97 per Mcf
(Commodity Rate), subject to the Cost of Gas Adjustment and other adjustments set forth below.

COST OF GAS ADJUSTMENT:
The customer’s bill shall be adjusted based on the Company’s Cost of Gas Adjustment Clause.

TAXES:

The Company shall collect from customers on each monthly bill an amount equal to the taxes, fees and other
charges imposed by regulatory or governmental authorities through a Tax Rider on each customer’s bill.

PS INSPECTION FEE:

The Company shall pass on the Pipeline Safety Inspection Fee in the amount of $1.00 per service line for each
service line reported to be in service at the end each calendar year, pursuant to Texas Utilities Code 121.211 of

the Commission's Rules and Regulations.
RATE CASE EXPENSE SURCHARGE:
The Company shall recover approved rate case expenses through an RCE Rider on each customer’s bill.

OTHER SURCHARGES:

The Company shall collect from customers on each monthly bill other surcharges as authorized by federal, state
and local regulatory authorities in accordance with applicable statutes, laws, regulations, ordinances, orders,
rules, contracts, or agreements.

PAYMENT
All bills shall be delinquent unless payment is received within fifteen (15) days from the date of the bill.



NatGas, Inc.
Rate Sheet
Public Authority Service

APPLICATION OF SCHEDULE

This schedule is applicable to tax exempt Public Authority type customers, including schools, for heating,
cooking, refrigeration, water heating and other similar type uses. This schedule is not available for service to
premises with an alternative supply of natural gas. Natural gas supplied is for the individual use of the customer
at one point of delivery and shall not be resold or shared with others. Service under this schedule shall be
furnished in accordance with the Company's General Rules and Regulations.

MONTHLY RATE

MONTHLY CUSTOMER CHARGE: $6.50

Multiple metered customers will be assessed a single customer charge per month.
MONTHLY COMMODITY RATE:

The price payable by each Public Authority customer for all consumption each month shall be $3.57 per Mcf
(Commodity Rate), subject to the Cost of Gas Adjustment and other adjustments set forth below.

COST OF GAS ADJUSTMENT:

The customer’s bill shall be adjusted based on the Company’s Cost of Gas Adjustment Clause.

TAXES:

The Company shall collect from customers on each monthly bill an amount equal to the taxes, fees and other
charges imposed by regulatory or governmental authorities through a Tax Rider on each customer’s bill..

PS INSPECTION FEE:

The Company shall pass on the Pipeline Safety Inspection Fee in an amount of $1.00 per service line for each
service line reported to be in service at the end each calendar year, pursuant to Texas Utilities Code 121.211 of

the Commission's Rules and Regulations.

RATE CASE EXPENSE SURCHARGE:

The Company shall recover approved rate case expenses through an RCE Rider on each customer’s bill. The
surcharge will be collected on a per Mcf basis from customers on each monthly bill.

OTHER SURCHARGES:

The Company shall collect from customers on each monthly bill other surcharges as authorized by federal, state
and local regulatory authorities in accordance with applicable statutes, laws, regulations, ordinances, orders,
rules, contracts, or agreements.

PAYMENT
All bills shall be delinquent unless payment is received within fifteen (15) days from the date of the bill.



NatGas, Inc.
Rate Sheet
Cost of Gas Adjustment Clause

A. APPLICABILITY

Gas bills issued to general service customers under rate schedules to which this Rider applies
will include adjustments for purchased gas costs. Any such adjustments shall be filed with the
appropriate regulatory authority before the beginning of the month in which the adjustment
will be applied to bills.

B. DEFINITIONS

1. Costof Gas - The rate per billing unit or the total calculation under this clause, consisting of
the commodity cost, a monthly reconciliation component, and other purchased gas
expenses.

2. Commodity Cost - The Cost of Purchased Gas.

3. Cost of Purchased Gas - The estimated cost for gas purchased by the Company from its
supplier 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 commodity 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, and storage necessary
for the movement of gas to the Company's city gate delivery point(s) and associated taxes.

4. Reconciliation Component — The amount to be returned to or recovered from general
service customers each month as a result of the monthly cost of gas reconciliation.

5. Reconciliation Audit - An annual review of the Company's books and records for each twelve
month period ending with the production month of June to determine an adjustment, if
necessary, for lost and unaccounted for gas during the period in excess of five (5) percent of
purchases.

6. Purchase/Sales Ratio - A ratio determined by dividing the total volumes purchased for all
customers during the twelve (12) month period ending June 30 by the sum of the volumes
sold to all customers 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 5
percent lost and unaccounted for gas.

7. Monthly Cost of Gas Reconciliation — The Company will estimate the cost of gas and billing
units to determine to cost of gas billed to its general service customers. Prior to the next
month billing, the Company will determine the difference between the estimated cost of gas
used in the monthly billing and the actual cost of gas for the month. This difference,
whether an amount of over or under collection, will be added or subtracted to the cost of
gas in the following month billing.
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NatGas, Inc.
Rate Sheet
Cost of Gas Adjustment Clause

8. Reconciliation Account - The account will be maintained by the Company to ensure 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, (c) refunds, payments, or charges provided for herein or as approved by the
regulatory authority, (d) an adjustment, if necessary, for lost and unaccounted for gas
during the period in excess of five (5) percent of purchases.

9. General Service Customers - those customers served under the Residential, Commercial and
Public Authority rate schedules.

C. 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.

The cost of gas calculation formula is CGA = G/S + RC, where:

“CGA” in $/Mcf, is the estimated unit cost of gas for the billing month.

“G” in dollars, is the expected cost of gas for the expected sales billing units;

“S$” in Mcf at 14.65 PSIA, is the expected sales billing units to be billed;

“RC” in $/Mcf at 14.65 PSIA, is the reconciliation component to adjust for the
cumulative monthly difference between the cost of gas purchased by the Company and
the amount of gas cost billed to the customer. This adjustment takes into consideration
such things as any differences between estimated and actual cost of gas, any differences

between expected and actual billing units, and any adjustments to the cost of gas
(including credits or surcharges) made by the supplier.

D. DETERMINATION AND APPLICATION OF THE MONTHLY COST OF GAS RECONCILIATION

If the Monthly Cost of Gas Reconciliation reflects either an over recovery or under recovery of
revenues, such amount shall be added to the Cost of Gas and divided by the general service

sales volumes.
F. SURCHARGE OR REFUND PROCEDURES
In the event that the rates and charges of the Company's supplier are retroactively reduced and

a refund of any previous payments is made to the Company, the Company shall make a similar
refund to its general service customers. Similarly, the Company may surcharge its general
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NatGas, Inc.
Rate Sheet
Cost of Gas Adjustment Clause

service customers for retroactive payments made for gas previously delivered into the system.
Any surcharge or refund amount will be included in the Monthly Cost of Gas Reconciliation.

G. 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 Company shall file such initial statement as soon as is reasonably
possible). The Cost of Gas Statement shall set forth (a) the estimated Cost of Purchased Gas; (b)
the amount of the cost of gas caused by any surcharge or refund; (c) the Reconciliation
Component; and (e) the Cost of Gas calculation. The statement shall include all data necessary
for the Regulatory Authority to review and verify the calculation 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.

H. ANNUAL RECONCILIATION REPORT

The Company shali file an Annual Reconciliation Report with the Regulatory Authority which
shall include but not necessarily be limited to: (a) a tabulation of volumes of gas purchased and
costs incurred listed by account or type of gas, supplier and source by month for the twelve
months ending June 30; (b) a tabulation of gas units sold to general service customers and
related Cost of Gas Clause revenues; (c) the monthly reconciliation component; and (d) a
description of all other costs and refunds made during the year and their effect on the Cost of
Gas. This report shall be filed concurrently with the Cost of Gas Statement for August.
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NatGas, Inc.
Rate Sheet
Tax Rider

APPLICABILITY

This Rider is applicable to any customer served under Residential, Commercial, and Public Authority rate
schedules in all environs served by NatGas, Inc. The Company shall collect from customers on each monthly bill
an amount equal to the taxes, fees and other charges imposed by regulatory or governmental authorities.



NatGas, Inc.
Rate Sheet
Rate Case Expense (RCE) Rider

APPLICABILITY

This Rider is applicable to any customer served under Residential, Commercial, and Public Authority rate
schedules in all environs served by NatGas, Inc. This schedule is for the recovery of rate case expenses approved
in Gas Utilities Docket No. 10498 and shall be in effect beginning on or after August 1, 2016, for a twenty-four
(24) month period or until all approved expenses are collected.

MONTHLY RATE RECOVERY FACTOR

The price payable by each customer for all consumption each month shall be $0.17 per Mcf.

RULES AND REGULATIONS

Service under this schedule shall be furnished in accordance with the Company’s General Rules and Regulations;
as such rules may be amended from time to time. A copy of the Company’s General Rules and Regulations may
be obtained from the Company'’s office located at 3838 Oak Lawn Ave., Suite 1525, Dallas, Texas, 75219.

COMPLIANCE

The Company will file annually, due on the 15" of each December, a report with the RRC Oversite and Safety
Division. The report shall detail the monthly collections for the RCE surcharge and show the outstanding
balance. No interest will accumulate on the outstanding balance.



EXHIBIT B
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EXHIBIT C



NatGas, Inc.

Depreciation Rates

GUD No. 10498

Account No. | Description | Useful Life | Rate
Distribution Plant
374 Land & Land Rights - -
375 Structures & Improvements 30 .03333
376 Mains 30 .03333
378 Meas. & Reg. Stn. Equipment 30 .03333
380 Services 30 .03333
381-4 Meters & House Regulators 30 .03333
386-7 Other Prop. & Equipment 30 .03333
General Plant
389 Land & Land Rights - -
390 Structures & Improvements 39 .02564
391 Office Furniture & Equipment 10 .10000
392 Transportation Equipment 5 .20000
393-6 Stores, Tools, Power Equipment 10 .10000
397 Communication Equipment 10 .10000
398-9 Misc. & Other Equipment 10 .10000
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NATGAS, INC.
3838 OAK LAWN AVE., SUITE 1525
DALLAS. TX 75219

O
gﬁeiiéjys
Februan 12, 2010 ©%.0 ,LQ\%
\ Q!
‘?Q'% 50\\1\‘5
Ms Kan French ‘56\1\‘“\‘
[hrector OP~5 P\)S

Oversighn o Safety Divimion
Ranlroad Commission of Tewvas
FAOEN. Congress Avenug
Austin, T 73701

Re Sratement of itenr filed by NatGas, Ine. 1o Inercase Rares

Dear Ms, Freach

Enclosed Tor filing are an orginal and three copres of NatGas's Statement of Intent t Increase

Rates

Phank you tor your attention o this madter s o have any questions please contact My karl .
Nalepawath ReSalved Encrey Consultmg, TLHC at SI22330 1009 eviension 105

Vers truly yvours,

Nornun Snuth
President



RAILROAD COMMISSION OF TEXAS
GAS SERVICES DIVISION

GAS UTILITIES DOCKET NO.

STATEMENT OF INTENT OF §
NATGAS, INC. TO INCREASE § BEFORE THE
RATES IN AND AROUND THE § RAILROAD COMMISSION
UNINCORPORATED COMMUNITY § OF TEXAS

§

OF OZONA, TEXAS

STATEMENT OF INTENT TO INCREASE RATES IN AND AROUND THE
UNINCORPORATED COMMUNITY OF OZONA, TEXAS

COMES NOW NatGas, Incorporated (“NatGas” or “Company”™), a gas utility under
Texas Utilities Code § 101.003(7), and files this Statement of Intent to Increase Rates in and
around the unincorporated community of Ozona, Texas 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
the Commission as follows:

L.
PROPOSED EFFECTIVE DATE

NatGas proposes to make all rate changes pursuant to this Statement of Intent, effective

March 18, 2016.

IL.
CURRENT RATES
NatGas’s current rate schedules for all customers within the Commission’s original
jurisdiction in and around the unincorporated community of Ozona, Texas arc shown in the

Commission’s Final Order in Gas Utilities Docket No. 9951, attached hereto as Exhibit A.

I11.
SUMMARY OF RELIEF REQUESTED
NatGas requests that the Commission adopt the rate schedules attached to this petition as

Exhibit B in order to: (1) aftord the Company the opportunity to recover its reasonable and



necessary costs to provide gas utility services in its service area; and (2) provide the Company
with a fair and reasonable return upon its invested capital used and useful in providing natural
gas service. The rates set forth in the Exhibit B rate schedules are supported by the cost of
service information and direct testimony that the Company is providing as part of the Rate Filing
Package accompanying this Petition. The accompanying Rate Filing Package is incorporated
herein by reference. NatGas further requests that the Commission set this matter for hearing on
the Gas Services Division Docket, and that upon Final Hearing, the Commission issue an Order

establishing rates consistent with those set forth in Exhibit B to this Petition.

Iv.
COMMISSION JURISDICTION
NatGas, Inc. 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,
commercial and public authority service customers of the Company 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 service territory.

V.
DETAILS OF PROPOSED CHANGES

A. Test Year
The Company’s proposed cost of service is based on the twelve-month period ending

September 30, 2015, updated for known changes and conditions that are measurable with

reasonable accuracy.

B. Class and Number of Customers Affected

The following classes and numbers of customers will be affected by the proposed

changes in base rates:



Customer Class (1)

Table 1

Number of Customers

Residential
Commercial

Public Authority

1,051
107
34

Revenue Change

$28,936
$4,980
$1.588
$35,504

(1) Residential and Commercial customers are currently served under the combined
Residential and Small Commercial tariff. Public Authority customers are currently served under
the Large Commercial tariff.

C. Proposed Rates for General Sales Customers:

The new base rates will consist of a customer charge and a volumetric charge designed to

recover NatGas’s cost of service and provide a reasonable return on its investment. The proposed

rate changes are set forth on the following table.

Table 11
Tariffed Rates Present Base Rates (2) Proposed Rates
Cust Cl | Customer  Commodity Customer  Commodity Customer  Commodity
ustomer Class (1) Charge Charge Charge Charge Charge Charge
$/Month $/Mcf $/Month $/Mcf $/Month $/Mcf
Residential $5.00 $7.03 $5.00 $4.03 $7.35 $4.03
Commercial $5.00 $7.03 $5.00 $4.03 $9.00 $4.03
Public Authority $5.00 $6.64 $5.00 $3.64 $9.00 $3.64

(1) Residential and Commercial customers are currently served under the combined Residential & Small
Commercial tariff. Public Authority customers are currently served under the Large Commercial tariff,
(2) Excludes $3.00/Mcf base cost of gas.

Iv.
EFFECT OF PROPOSED CHANGE ON COMPANY REVENUES

The proposed changes to NatGas’ rate schedules and tariffs will affect all general service

customers. For the twelve (12) month period ending September 30, 2015, adjusted for known

and measurable changes, the total operating revenues were approximately $667,303. The

proposed change in rates is expected to increase such annual revenues by approximately

$35,504. If approved by the Commission, the proposed rates would increase NatGas® aggregate

revenues by 5.32 percent. Therefore, the increase constitutes a “major change™ as defined in

Texas Utilities Code §104.101.



VL
RATE CASE EXPENSES
Pursuant to Commission Rule §7.5530, NatGas requests recovery of its reasonable rate

case expenses through a rate case surcharge. The amount of the surcharge will not be known

until the end of the proceeding.

VIIL
NOTICE
Notice of this proceeding will be made pursuant to provisions of Texas Utilities Code §
104.103, including the notice, in a conspicuous form, in the bill of each directly affected
customer. See Tex. Util. Code § 104.103 (b). A copy of the proposed form of notice for this

proceeding is attached to this Statement of Intent as Exhibit C.

VIIL
SUPPORTING WITNESS TESTIMONY
Attached to the Statement of Intent is the pre-filed direct testimony of Karl J. Nalepa,
President of ReSolved Energy Consulting, LLC. The purpose of Mr. Nalepa’s testimony is to

present and support the class cost of service study, and proposed rate design for NatGas.

VIII.
AUTHORIZED REPRESENTATIVES
NatGas’ business address and telephone numbers are:

NatGas, Inc.

3838 Oak Lawn Ave., Suite 1525
Dallas, TX 75219

214-526-6273

NatGas’ authorized representatives are:

Mr. Norman Smith Mr. Karl J. Nalepa

President President

NatGas, Inc. ReSolved Energy Consulting, LLC
3838 Oak Lawn Ave., Suite 1525 11044 Research Blvd., Suite A-420
Dallas, TX 75219 Austin, TX 78759

214-526-6273 512-331-4949, Ext. 105



Please serve all pleadings, motions, orders and other documents filed in this proceeding

upon NatGas’ authorized representatives at the above-stated addresses.

IX.
CONCLUSION

WHEREFORE, PREMISES CONSIDERED, NatGas, Inc. requests that the Commission set this
matter for hearing on the Gas Services Division Docket; that upon Final-Hearing, the
Commission issue an order adopting the schedule of rates for Residential, Commercial and
Public Authority customers consistent with the rate schedules set forth in Exhibit B; and for

such further legal, equitable and necessary relief to which the Company may be entitled.

Respectfully Submitted

W (GUEN

\
Mr. Karl J. Nal\c;\)a

President

ReSolved Energy Consulting, LLC
11044 Research Blvd., Suite A-420
Austin, TX 78759

512-331-4949, Ext. 105 (phone)
512-331-5743 (fax)




EXHIBIT A

FINAL ORDER IN GUD NO. 9951



RAILROAD COMMISSION OF TEXAS

STATEMENT OF INTENT FILED BY §
NATGAS INC. TO INCREASE RATES IN  §

AND AROUND THE UNINCORPORATED § GAS UTILITIES DOCKET
COMMUNITY OF OZONA, TEXAS § NO. 9951
§
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 1994
& Supp. 2004). The Railroad Commission of Texas adopts the following findings of fact and
conclusions of law and orders as follows:

FINDINGS OF FACT

l. Natgas, Inc. (*“Natgas”) is a utility as that term is defined in the Gas Utility Regulatory Act.

around the unincorporated community of Ozona, Texas in Crockett County, Texas,

2 Natgas owns and operates a gas distribution system that provides gas scrvice to customers in and

3. On February 11, 2010, Natgas filed a statement of intent to increase rates on customers located
in and around the unincorporated community of Ozona, Texas.

4, On March 9, 2010, the Commission suspended the implementation of Natgas's proposed rate
changes for environs customers for up to 150 days pursuant to TE):. UTil.. CODE ANN. §104.107(a)(2?,
5. Natgas requested April 1, 2010 as the cffective date for its proposed rate increase.

6. The statutory deadline for Commission action on this docket is August 29, 2010.

7. Three individuals filed objections to the Natgas™ proposed rate increase. Notice of the final

hearing in this matter was sent to these objectors. No individual filed a motion to intervene, attended
the final hearing, or otherwise participated in this proceeding.

8. A final hearing was conducted in Austin on June 30. 2010, to take testimony, other evidence,
and legal argument on all issues of law and fact that were raised in or relevant to Natgas's statement of
intent, for the purpose of developing a record that the Commission will use in setting rates.

9. Natgas completed its notice requirements by mailing notice directly to cach affected customer.

10. The data submitted by Natgas in this docket encompass a full test-ycar, i.e. the twelve-month
period ending December 31, 2008.
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. Natgas proposed rates for the following two classes of customers: residential and small
commercial; and, large commercial.

12. There are approximately 1,080 residential, and 167 commercial customers that will be affected
by Natgas' rate changes.

13. A capital structure of 24.43 percent long-term debt and 75.57 percent common equity is
reasonable,

14. A cost of long-term debt for Natgas of 8.50 percent is reasonable.

15. It is reasonable under the facts for Natgas to use the same cost of equity approved in its last rate
case, GUD No. 9234, of 12.75 percent because Natgas has been unprofitable for the past three years,
needs to replace several segments of line, its customer base is stable, and the utility's rates for gas
scrvice are within the average range of gas rates for similarly sized gas distribution companies in Texas.

16. An overall rate of return of 11.71 percent based on the weighted average cost of capital is
reasonable,
17. It is reasonable to set Natgas's system-wide operating revenues at the level indicated in

Examiners’ Exhibit 1, attached hereto, for purposes of establishing Natgas's overall cost of service.

18. It is reasonable to set Natgas's system-wide operating expenses at the level indicated in
Examiners’ Exhibit 1, attached hercto, for purposes of establishing Natgas's overall cost of service.

19. It is reasonable to set Natgas's system-wide accumulated depreciation at the level indicated in
Examiners’ Exhibit I, attached hereto, for purposes of establishing Natgas's overall cost of service.

20. Itis reasonable to set Natgas's system-wide rate base at the level indicated in Examiners’ Exhibit
I, attached hereto, for purposes of establishing Natgas's overall cost of service.

21. The residential and small commercial service rate, as shown on Examiners' Exhibit 1, is
reasonable.

22, The large commercial service rate, as shown on Examiners’ Exhibit I, is reasonable.

CONCLUSIONS OF LAW

I Natgas, LLC (“Natgas”) is a "Gas Utility" as defined in TEX. U1 Cone ANN. §101.003(7)
(Vernon 2007 & Supp. 2008) and §121.001(2007) and is therefore subject to the jurisdiction of the
Railroad Commission ("Commission™) of |exas.

2 T'he Railroad Commission of Texas has jurisdiction over Natgas and Natgas's statement of intent

under X UL, CODEANN. §§ 102.001. 104.001, 104.001 and 104.201 (Vernon 2007 & Supp. 2008).
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3. Under TEX. UTiL. CODE ANN, §102.001 (Vernon 2007 & Supp. 2008), 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,

4, This Statement of Intent was processed in accordance with the requirements of the Gas Utility
regulatory Act (GURA), and the Administrative Procedure Act, TEX. Gov't Cobt ANN.
§§2001.001-2001.902 (Vernon 2000 and Supp. 2004) (APA).

5. In accordance with the stated purposc of the Texas Utilitics Code, Subtitle A, expressed under
TEX. UTIL.. CODE ANN. §101.002 (Vernon 1998), the Commission has assured that the rates, operations,
and services established in this docket arc Just and reasonable to customers and to the utilitjes.

6. TEX. UTIL. CODE ANN. §104.107 (Vernon 2007 & Supp. 2008) 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.

7. In accordance with TEX. UTn.. COnE §104.103 (Vernon 2007 & Supp. 2008), 16 TEX. ADMIN.
CODLEANN. §7.230(2002), and 16 TLX. ADMIN. CODLANN.§7.235 (2002), adequate notice was properly
provided.

8. In accordance with the provisions of TEX. UTIL. CODE ANN. §104.102 (Vernon 2007 & Supp.
2008), 16 T:x. ADMIN. CODE ANN. §7.205 (2002). and 16 TEX. ADMIN. CODE §7.210 (2002), Natgas
filed its Statement of Intent to change rates.

9. The revenue, rates, rate design, and service charges proposed by Natgas and identified in the
schedules 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. Urt.. CODE ANN. §104.003 (Vernon 2007 & Supp. 2008).

10. The overall revenues as established by the findings of fact and attached schedules are reasonable:
lixanoverall level of revenues for Natgas 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 expenscs, as required by TEX. UT1L. CODI: ANN. § 104.051
(Vernon 2007 & Supp. 2008); and otherwise comply with Chapter 104 of the Texas Utilitics Code.

. The revenue, rates, rate design, and service charges proposed will not yield to Natgas 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 & Supp. 2008).

12, lhe rates established in this docket comport with the requirements of TEX. UTIL. CODE ANN.
§104.053 (Vernon 2007 & Supp. 2008) and are based upon the adjusted value of invested capital used
and useful, where the adjusted value is a reasonable balance between the original cost, less depreciation,
and current cost, less adjustment for present age and condition.
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13. In accordance with TEX. UTiL. CopE ANN. §104.054 (Vernon 2007 & Supp. 2008) and Ti:xX.
ADMIN. CODE §7.5252, book depreciation and amortization was calculated on a straight line basis over
the useful life expectancy of Natgas's property and facilitics.

14, [n this proceeding, Natgas has the burden of proof under TEX. UTiL. CODE ANN. §104.008
(Vernon 2007 & Supp. 2008) to show that the proposed rate changes are just and reasonable.

15. [t is reasonable for the Commission to allow Natgas to include a Purchase Gas Adjustment
Clausc in its rates to provide for the recovery of all of its gas costs, in accordance with 16 TizX. ADMIN.
CoDE § 7.5519 (2002).

16. All expenses for lost and unaccounted for gas in excess of 5.0 percent shall be disallowed,
consistent with TEX. ADMIN. CODE § 7.5519 (2002).

17. Natgas is required by 16 TEX. ADMIN. CODF §7.315 (2002) to file electronic tariffs incorporating
rates consistent with this Order within thirty days of the date of this Order.

18. The rate setting methodologics sct forth in TEX. UTIL. CODE ANN. §104.051 ct seq. were used
to set the rates in this proceeding.

IT IS THEREFORE ORDERED that Natgas's proposed schedule of rates is hereby DENIED.

ITIS FURTHER ORDERED that the rates, rate design, and service charges established in the findings
of fact and conclusions of law and in the attached Schedules for Natgas are APPROVED.

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

IT IS FURTHER ORDERED that Natgas file an annual statement of its opcrations concurrent with
its annual report. The annual statement of operation shall be filed with the Gas Services Division and
shall contain information required by Gas Services Division stafT.

ITIS 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.

IT ISFURTHER ORDERED THAT within 30 days of this order Natgas SHALL clectronically file
tariffs and rates schedules in proper form that accurately reflect the rates approved by the Commission
in this Order.

This Order will not be final and effective until 20 days afier 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. Ifa timely motion for rehearing is filed by any party at interest, this
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order shall not become final and effective until such motion is overruled, or if such motion is granted.,
this order shall be subjcct to further action by the Commission. Pursuant to TiX. GOv't Conl:
§2001.146(e), the time allotted for Commission action on a motion for rchearing 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.

Each exception to the examiners' proposal for decision not expressly granted herein is overruled. All
requested lindings of fact and conclusions of law which are not expressly adopted herein are denied.
All pending motions and requests for relief not previously granted or granted herein are denied.

SIGNED this 10" day of August, 2010.

ATTEST:

bectd Y Ld“

L'h’SECRETARY

)

T

RAILROAD COMMISSION OF TEXAS

ICTOR G. CARRILLO

COMMISSPNER ELIZABE'#I A. JONES

C TISSIONER MICHAEL L. WILLIAMS
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Natgas Inc.
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Net Plant using tax depreciation

Rate of Return
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6 Mct Calculation Excluding Gas Cost - Large Commercial

6 Mcf Calculation Including Gas Caost - Residential and_Small Commercial

6 Mct Calculation Including Gas Cost - Large Commercial

Rates Comparison for Residential and Small Commercial Customers - Excluding Gas Costs

Graph Comparison of Area Rates - Including Gas Cos's

Summary of Gas Handled

Footnotes
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Utility Name:
Address:

Telephone:

President:

Vice President:

Secretary:

Treasurer:

Person Responsible for this Filing:

Area Served:

Number of Customers:
Residential

Commercial

Gas Supplier:

Gas Supply Pricing:

Current Rate Case:
GUD Docket No.
Date Filed
Motice to Customers
MNotice Method

Natgas Inc.

SCHEDULE 1

Nalgas Inc.
3838 Oak Lawn Ave., Ste. 1525
Dallas, TX 75219

214-526-68273
214-528-8437
Norman W. Smith
President

60%

N/A

Norman W. Smith
Secretary
same as above

N/A

Pamela S. Joyce
Controlier
Employee
Ozona Texas
: 1080
1 187
J Cleo Thompson & J Clec Thompsan Jr.

Month to Month Average Sales Price of Supplier

Newspaper

Test Year: 12/31/2008

Capital Structure

Common Equity

Cost of Equity

Waeighted Average Cost of Capital
Return on Rate Base

Rate Case Expenses

Long Term Debt

113
©75.57%
12.75%
9.64%
11.71%

$ 150,685.00

Ealabar |
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Current Tariff Filing:
Tarlff No.
Tariff No.
Tariff No.
Tariff No.
Tariff No.

Previous Tariff Filing:
Tariff No. DS 01
Tariff No. DS 02
Tariff No.
Tariff No.
Tariff No.

Source Documentation:
Cost of Service Model: 2008 ANNUAL DISTRIBUTION REPORT
Atmos Energy Corp., Mid-Tex Division RRC Tariff No. 20650:
Sterling Natural Gas, Inc. RRC Tariff No. 1 Waest
Coples of Tariffs of neighboring communities: Texas Gas, Inc. RRC Tariff No. 12451
Known and Measurable Changes: N/A
Cost of Equity Calculation: GUD No. 9234
Debt Calculation: GUD No. 9234
Interest on Customer Deposits: RRC GUIB NO. 833

If Amounts in COS Mode! do NOT tie to the
Utility's Annual Report to the RRC, state Reason Used Straight Line Depreciation on COS Model vs, MACRS
and Reconclle all differences. Depraciation on the Annual Report.

1 xluba |
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Natgas Inc.

NET REVENUE DEFICIENCY EXCLUDING GAS COST

SCHEDULE 2
Operation & Maintenance Expenses (Schedule 4) 309,238
Taxes Other Than Income Taxes (Schedule 5) 13,164
Depreciation (Schedule 6) - 25,327
Return On Rate Base (Schedule 7) 57,534
Income Tax (Schedule 9) 9,483
Interest Expense On Customer Deposits ($13,200 * 4.69%) 619
Service Revenues credited to Cost of Service (3.5655)
TOTAL COST OF SERVICE $411,810
Revenue At Present Rates (Schedule 10) 260,254
NET REVENUE DEFICIENCY $151,557
Exhibit |
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Natgas Inc.
REVENUE REQUIREMENT INCLUDING GAS COST

SCHEDULE 2A

Gas Cost ( Schedule 3) $578,496
Operation & Maintenance Expenses (Schedule 4) 309,238
Taxes Other Than Income Taxes (Schedule 5) 13,164
Depreciation (Schedule 6) 25,327
Return On Rate Base (Schedule 7) 57,534
Income Tax {Schedule 9) 9,483
Interest Expense On Customer Deposits (4.69%) 619
Service Revenues credited to Cost of Service (3,555)

TOTAL REVENUE REQUIREMENT 990.307

Exhibit ]
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Natgas Inc.

GAS COST
SCHEDULE 3
GAS PURCHASED (MCF @ 14.65) 90,080
GAS SOLD (MCF @ 14 65) 85,073
LOST AND UNACCOUNTED FOR GAS (MCF) 5,007
PERCENTAGE OF LOST AND UNACCOUNTED FOR GAS 5 56%
TOTAL GAS COST (acc 804) $612,405
AVERAGE COST OF GAS ($/Mcf) $6.80
COST OF GAS FOR TEST YEAR ($6.80*85073) $578,496

b

Lahibit |
Final Order - GU 1) yus|



Table lllustrating Changing Gas Cost

$ COST PER MCF

Natgas Inc.

GAS COST

SCHEDULE 3A

Year Gas Purchased Purchase Amount
in mcf

2003 93,948 $484,776

2004 91,540 $499,232

2005 86,145 $632,358

2006 85,410 $523,508

2007 99,520 $608,335

2008 90,080 $612,405

Six year average cost
AVERAGE GAS COST
$8.00
$7.00 -
$6.00 [ ———
$5.00
$4.00 — -~ —-- -— — —
$3.00 || - i —
$2.00 =
$1.00 '*’g
)
$0.00 ; S - : _
1 2 3 4 5

SIX YEAR COMPARISON

Exhibit 1
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Aver. Gas Cost

$5.16
$5.45
$7.34
$6.13
$6.11
$6.80

$6.17

[0 Series



Account No

870 - 894

801 - 905

907 - 910

811-916

920 - 932

930.2

403 -411

Natgas Inc.
O & M EXPENSES

SCHEDULE 4

Description
Distribution Expenses
Customer Accounts
Customer Service and Customer Informational Expenses
Sales Expenses
Administrative & General Expense
Total O&M Expense

Misc. Gen Exp.

Adjusted Total O & M Expense

Other Operating Expenses

Total Operating Expenses
(less gas cost)

Exhibit |
Final Order - GUD 995

$88,086
126,890

2,355

4,442

91,099
__ 8312872
(3,634)

$309,238

63,460

$372,698



Natgas Inc.

SCHEDULE 5

Taxes Other Than Income Taxes

Acc 408 1 $13,164

Total Taxes Utility Allocation

Property Taxes 14,518.43 10,598.45
Franchise tax 3,514.90 2,565.88
18,033 33 13,164 33

Note: Taxes are allocated based on income from various business ventures. Ulility activity is approximately

73% of total income for Natgas, Inc

I'shibit |
Final Order - GUD v93)
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Natgas Inc.

RATE OF RETURN

SCHEDULE 7
Net Original Cost (Schedule 6a) $465,869
Working Capital (Schedule 4 * 12.5%) 38,655
Customer Deposits (13,200)
Total Rate Base 3491,324
Return at 11.71% (Schedule 8) 11.71%
Return Requirement $57.534
Fxhibn 1
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Natgas Inc.

CAPITAL STRUCTURE

SCHEDULE 8
Amount Cost % of Total Weighted Avg
Long-Term Debt $150,685 8.50% 24 43% 2.08%
Comman Equity 466,183 12.75% 75.57% 964%
TOTAL $616,868 100.00% 11.71%

Footnote - Same cost of Common Equity and Long-Term Debt used as in 2002 rate increase proposal.

Evlbir |
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Natgas Inc.
FEDERAL INCOME TAX

SCHEDULE 9

Total Rate Base

Rate of Return (Schedule 8)

Return Requirement

Less: Interest on Long Term Debt (1)
Net After Tax Income

Gross-Up Factor [1/(1-0.1833]

Net Taxable Income

Tax Rate

Federal Income Tax

Note (1)

Debt Component of Retumn 2.08%
Rate Base 491,324
Interest on Long-1erm Debt $ 10,220

Exhibit o
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491,324

1171%

57,534

(10,220)

47,314

1.224439819

$57,933

16.37%

$9.483




Natgas Inc.
REVENUES AT PRESENT RATES

SCHEDULE 10

Actual Gas Sales Revenue $838,750
Eliminate Puchase Expense (Schedule 3) (578,496)
Revenue at Present Rates $260,254
Fxhibit 1
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PROPOSED RATE DESIGN

Total Cost of Service (Schedule 2)

Proposed Monthly Charge

Total number of bills during test year
[Total bills during test year]

Amount to be recovered from Monthly Bill
[$5 * 14965]

Revenues to be recovered through volumetric rates
[$1,018,816-74,825)

Natgas Inc.

SCHEDULE 11

GENERAL RESIDENTIAL & SMALL COMMERCIAL

Proposed Volumetric Charge less Base Gas Cost
[7.03 - 3.00]
Volumes (Mcf) sold during the Test Year

Revenues to be recovered from the General Residential and Small Commercial Classes

($4.03° 72913]

LARGE COMMERCIAL

Proposed Volumetric Charge less Base Gas Cost
(6.64 - 3.00)
Volumes (Mcf) sold during the Test Year

Revenues to be recovered from the Large Commercial Class

[$3.64 *12160]

Net Un-Recovered Revenue Requirement

Exhibit |
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5.00

14,965

4.03

72,913

364

12,160

3

$411,810

74.825

$336,985

293,839

$44,262

($1,116)



Natgas Inc.
Calculation Excluding the Gas Cost

SCHEDULE 12

Residential & Small Commercial Customers:

Present Rates as of:

|Area Served

Minimum Monthly Bill
ALL CONSUMPTION

PGA

Proposed Rates

Monthly Bill
ALL CONSUMPTION

PGA

Usage (Mcf) x Rate = Amount
000
60 Mcf@ $3.1700 per Mcf 60 x 31700 = 19.02
Total Bill Base: 6.0 $19.02
60 Mcf@ $00000 per Mcf 6.0 «x 00000 = $0 00
Total Bill: $19.02

Usage (Mcf) x Rate = __ Amount
$5.00 500
60 Mcf@ $4.03 per Mcf 6.0 «x 403 = 24.18
Total Bill Base: 6.0 $29 18
6.0 Mcf@  $0.0000 per Mcf 60 «x 00000 = $0 00
Total Bill: $29 18
Percentage Increase: 53.42%

LExhibit 1
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Natgas Inc.

Calculation Excluding the Gas Cost

SCHEDULE 12A

Large Commercial

Present Rates as of:

[Area Served

i

Minimum Monthly Bill

ALL CONSUMPTION

PGA

Proposed Rates

Monthly Bili
ALL CONSUMPTION

PGA

6.0

6.0

60

6.0

Mcf @

Mcf @

Mcf @

Mcf @

$0.00
$2.8500 per Mcf
Total Bili Base:
$0.0000 per Mcf
Total Bill:
$5.00
$3.64 per Mcf
Total Bill Base:
$0.0000 per Mcf
Total Bill:
Exhibit |
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Usage (Mcf) x Rate = Amount
000
6.0 x 28500 = 17.10
6.0 $17.10
6.0 x 00000 = $0.00
$17.10
Usage (Mcf) x Rate = Amount
5.00
60 x 364 = 21.84
60 $26.84
60 «x 0.0000 = $0.00
$26.84
Percentage Increase: 56 96%



Natgas Inc.

SCHEDULE 13

Calculation Including the Gas Cost

Residential & Small Commercial Customers:

Present Rates as of:

[Area Served

Minimum Monthly Bill
ALL CONSUMPTION

PGA
(PGA has a $3 base cost)
(6.80-3=380)

Proposed Rates

Minimum Monthly Bill
ALL CONSUMPTION

PGA
using test year gas cost

Minimum Monthly Bill
ALL CONSUMPTION

PGA

using avg from gas cost table

6.0

60

6.0

6.0

60

60

Mcf @

Mcf @

Mct @

Mcf @

Mcf @

Mcf @

Usage (Mcf) Rate = Amount

$0.00 0.00
$6.1700 per Mcf 6.0 6.1700 = 37.02
Total Bill Base: 60 337 02
$3.8000 per Mcf 60 3 8000 = $22 80
Total Bili: $59.82
Usage (Mcf) Rate = Amount

$5.00 5.00
$7.03 per Mcf 6.0 7.03 = 42.18
Total Bili Base: 60 $47 18
$3.8000 per Mcf 60 3 8000 = $22.80
Total Bill: $69.98
Percentage Increase:  16.98%

$5.00 500
$7.03 per Mcf 60 7.03 = 4218
Total Bill Base: 60 347 18
$3.1700 per Mcf 60 31700 = $19 02
Total Bill; 366 20
Percentage Increase: 10 67%

Lxhibi d
Final Order - GUD 995



Natgas Inc.

Calculation Including the Gas Cost

SCHEDULE 13A

Large Commercial Customers:

Present Rates as of:

|Area Served

Minimum Monthly Bill
ALL CONSUMPTION

PGA
(PGA has a $3 base cost)
(6.80-3=380)

Proposed Rates

Minimum Monthly Bill
ALL CONSUMPTION

PGA
using test year gas cost

Minimum Monthly Biil
ALL CONSUMPTION

PGA

using avg from gas cost table

Usage (Mcf) X Rate = Amount

$0.00 0.00

6.0 Mcf@ $5.8500 per Mcf 6.0 X 5.8500 = 3510
Total Bill Base: 6.0 33510

60 Mcf@ $3.8000 per Mcf 6.0 X 3.8000 = $22.80
Total Bill: $57 90

Usage (Mcf) X Rate = Amount

$5.00 500

6.0 Mcf@ $6.64 per Mcf 6.0 X 6.64 = 39.84
Total Bill Base: 6.0 $44 84

60 Mcf@ $3.8000 per Mcf 6.0 X 3.8000 = $22 80
Total Bill: $67 64
Percentage Increase: 16 82%

35.00 500

60 Mcf@ $6.64 per Mcf 60 X 6.64 = 3984
Total Bill Base: 60 $44 84

60 Mcf@ $3.1700 per Mcf 6.0 x 31700 = $19 02
Total BIli: $63.86

Percentage Increase:  10.29%

Fahibit |
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Natgas Inc.
Graph Comparison of Area Rates

SCHEDULE 14

Company
IMcf | 2Mcf | 3Mcf | dMcf | 5Mcf | BMcf | 7Mcf | 8 Mcf
Natgas, Inc. Proposed Rates 9.03 13.08 1709 21.12| 2515] 29.18 33.21 37.24
Natgas, Inc. present rates 3.17 8.34 .9.51 12.68 15.85 19.02 22.19 25.36
Sonora 11.42 13.84 16.26 1868 | 21.10| 2352| 2594 28.38 [West Texas Gas, Inc
San Angelo 15.09 15.70 18.32 18.94 17.55 18.17 18.78 19.40 JAtmos Energy Corp
Sterling City 19.00 23.00 27.50 32.00 36.50 41.00 45.50 50.00 }Sterling Natural Gas Inc

Rates Comparison for Residential Bills
Excluding Gas Costs

6C 00 . i
50 00
40 00
3000

2000

10 00

1 Mcf 2 Mcf 3 Mef 4 Mcf 5 Mcf 8 Mcf 7 Mct 8 Mct

—&—Natgas, Inc. Proposed Rates
~#— Sonora
—4— San Angelo
Sterting City
—+— Natgas, Inc presenl rates
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GAS SUMMARY

SCHEDULE 16

Gas Summary 1-1-08 to 12-31-08

Total Gas Purchased 90,080
Total Gas Sales 85,073 0 05558
Lost and Unaccounted for Gas 5,007

* We believe the overage lost and unaccounted gas is primarily the result of

measurement issues on the sales side. Our residential meters have not been

changed out, unless faulty in 10+ years. We have begun to replace outdated meters on a regular basis.
We have also employed a gas leak survey crew and detected and fixed leaks in 2009

Gas Summary 7-1-07 to 6-30-08

Total Gas Purchased 88,958

Total Gas Sales 79,731

Lost and Unaccounted for Gas 9227 0.10372
I xhibit |
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SCH

SCHS

SCHe

SCH?

SCHa

SCH 11

SCH 14

SCH 18

FOOTNOTES

SCHEDULE 17

Gas cost was calculated by us.ng the average qas cost for tha test year of $8 B0 and multiplying

by 85,073 which was total gas sales for the test year Total 'ost gas was 5 56% for the last yuear

In 2008, we used new technology in linding ieaks at a cost of $6 330 We have spent over $15,000
in fixing lhe leaks and will cantinue 10 use this technology o reduce lost gas

Taxes are allocated based on income from the utthty vs income from the apgliance
store  The ulilily gensrates approxmately 73% of the income and wou'd therefore account

for the tax value of the business

All deprecration is figured straight-line claiming 10% residual value

Accumulated depreciation differs from reported depreciation on annual raporis

due to tax depreciation being reported on annual reports Schedule 6b represents

the accumulated depreciation as reported an the annual reports Al General plant
assets are shared assets and are allocated 73% to the Uttlity and 27% to the Appliance
store using revenue as the allocation method

Uulty 13 requesting Working Capital rate of 12 5%

Utility is using the same rates for cost of longterm debt and cost of equity as was used
in 2002 rate increase proposal {(GUD No 9234

Utily 1s proposing a $5 customer charge along with a 13 94% and 13 50% volumetric rate increase raspectively

for the residential/smail commercial customers and the large commercial customers The Utitity

has lost a significant amount of money in the past faw years. The Increase in rates are not significantly more than

rales for gas in the surrounding areas Utility used an average PGA of 3 80 computed by laking average gas price of $6 80 less the $3 00 base cost

All rates ars without gas cost included Natgas Inc Proposed rafes were calculated by adding $5 customer charge plus $7 03 less tne $3 00 gas base cost per mof
Natgas Inc current rates were calculated by using the present $6 17 volumetric rate less the $3 00 gas base cost per number of mct.

Sonora rates were calculated by using the West Texas Gas, Inc Tarnff no 12451 with a customer charge of $9 00 and consumplion charge of $2 42 per inct

San Angelo rates were calculated using the Atmos Energy Corp . Mid-Tex Division Tarnff No 20650 with a Customer charge of $14 47 and a consumption

charge of 6164 per mcf Steriing City rates were calculated by using Steriing Natural Gas. Inc Tarrft No 1 with a Customer charge of $15 00

and a consumption charge of $4 00 far the first 2 mcf and $4 S0 for the next 8 mcf

We believe the overage lost and uraccaunted gas is primarily the result of measurement issues on the sales side  Our residential meters have not been
changed out, unless faulty In 10+ years. ‘We have begun to replace outdated meters on a regular basis 'Ve have also empioyed a gas leak survey crew

and detected and hxed leaks in 2009

I-xIbu 4
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NATGAS, INC.
RRC TARIFF CODE: DS
RRC TARIFF NO: 1

Rate Schedule: 470 _
Applicable To: Ozona Unincorporated service area
Effective Date: August 10, 2010

Application
Applicable to Residential and Small Commercial Customers

Monthly Rate
Monthly customer charge of $5.00 and volumetric rate of §7.03/Mcf plus a cost of pas

adjustment determined in accordance with the Gas Cost Rider.

Gas Cost Rider

Gas bills issued under rate schedules to which this rider applies will include adjustments
to reflect decreases or increases in purchased gas costs or taxes from the base level of
those expenses embedded in the rates. Any such adjustments shall be filed with the
appropriate regulatory authority before the beginning of the month in which the
adjustment will be applied to the bills. The amount of each adjustment shall be computed

as follows:

Gas Cost Adjustment (CGA)
The CGA to be applicd to each MCF billed shall be computed as follows and rounded to

the nearest $.0001:

CGA = (G/S - Base + CF)
Where:

. ~G"in dollars, is the expected cost of gas for the expected sales billing units.

2. =87 in MCF at 14.65 PSIA, is the expected sales billing units to be billed to the
Company’s Ozona, Texas service area.
“CF” in $/MCF at 14.65 PSIA, is a correction fuactor charge per MCF 1o adjust for
cumulative monthly differences between the cost of gas purchased by the
Company and the amount of gas cost billed to the customer.
4. Once a year, on a 12 months ended Scptember basis, the Company shall review
the percentage of lost and unaccounted for gas and if this percentage exceeds 5%
of the amount metered in, the correcting account balance will be reduced so that
the customer will effectively be charged a maximum of 5% for lost and
unaccounted for gas while the Company will absorb the cxcess.
“Base™ in 3/MCF at 14.65 PSIA, is the base cost of gas ot $3.00/MCF that is
included in the basc rate.

(WS ]

th
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NATGAS, INC.
RRC TARIFF CODE: DS
RRC TARIFF NO: 2

Rate Schedule: 490
Applicable To: Ozona Unincorporated service area
Effective Date: August 10, 2010

Application
Applicable to Large Commercial Customers

Monthly Rate
Monthly customer charge of $5.00 and volumetric rate 0 $6.64/MCF plus a cost of gas

adjustment determined in accordance with the Gas Cost Rider.

Gas Cost Rider
Gas bills issued under rate schedules to which this rider applies will include adjustments

to retlect decreases or increases in purchased gas costs or taxes [rom the base leve] of
those expenses embedded in the rates. Any such adjustments shall be filed with the
appropriate regulatory authority before the beginning of the month in which the
adjustment will be applicd to the bills. The amount of cach adjustment shall be computed
as follows:

Gas Cost Adjustment (CGA)
The CGA to be applied to each MCT billed shall be computed as follows and rounded to

the nearest $.0001:

CGA = (G/S - Base + CF)
Where:

6. “G™in dollars, is the expected cost ol'gas for the expected sales billing units.

7. 8" in MCF at 14.65 PSIA is the expected sales billing units to be billed to the
Company’s Ozona, Texas service area.

8. “CFin $/MCF at 14.65 PSIA, is a correction factor charge per MCF to adjust for
cumulative monthly differences between the cost ot gas purchased by the
Company and the amount of gas cost billed ta the customer.,

9. Once a year, on a 12 months ended September basis, the Company shall review
the percentage of lost and unaccounted for gas and it this pereentage exceeds 5%
of the amount metered in, the correcting account balance will be reduced so that
the customer will effectively be charged a maximum of 5% for lost and
unaccounted for gas while the Company will absorb the excess.

10. "Base™ in $/MCF at 14.65 PSIA, is the base cost of gas of $3.00/MCF that is
included in the base rate. '

xhibit 2
Final Order - GUD 499351
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NatGas, Inc.
Rate Sheet
Residential Service

APPLICATION OF SCHEDULE

This schedule is applicable to general use by Residential customers for heating, cooking, refrigeration, water
heating and other similar type uses. This schedule is not available for service to premises with an alternative
supply of natural gas. Service under this schedule shall be furnished in accordance with the Company's General
Rules and Regulations.

MONTHLY RATE

MONTHLY CUSTOMER CHARGE: $7.35
Multiple metered customers will be assessed a single customer charge per month.
MONTHLY COMMODITY RATE:

The price payable by each Residential customer for all consumption each month shall be $4.03 per Mcf
(Commodity Rate), subject to the Cost of Gas Adjustment and other adjustments set forth below.

COST OF GAS ADJUSTMENT:

The customer’s bill shall be adjusted upward (downward) based on the Company’s Cost of Gas Adjustment
Clause.

SYSTEM REPLENISHMENT FEE:

This shall be an individual line item charge, which is designated for construction costs and replacement of
replacement of regulating and measuring equipment. This will be utilized for a period of ten (10) years.

TAXES:

The Company shall collect from customers on each monthly bill an amount equal to the taxes, fees and other
charges imposed by regulatory or governmental authorities.

PS INSPECTION FEE:

The Company shall pass on the Pipeline Safety Inspection Fee in an amount determined by the Commission for
each service line reported to be in service at the end each calendar year, pursuant to Texas Utilities Code
121.211 of the Commission's Rules and Regulations.

RATE CASE EXPENSE SURCHARGE:

The Company shall recover approved rate case expenses through a surcharge on each customer’s bill. The
surcharge will be collected on a per Mcf basis from customers on each monthly bill.

OTHER SURCHARGES:

The Company shall collect from customers on each monthly bill other surcharges as authorized by federal, state
and local regulatory authorities in accordance with applicable statutes, laws, regulations, ordinances, orders,
rules, contracts, or agreements.

PAYMENT:

All bills shall be delinquent unless payment is received within fifteen (15) days from the date of the bill.



NatGas, Inc.
Rate Sheet
Commercial Service

APPLICATION OF SCHEDULE

This schedule is applicable Commercial type customers for heating, cooking, refrigeration, water heating and
other similar type uses. This schedule is not available for service to premises with an alternative supply of
natural gas. Natural gas supplied is for the individual use of the customer at one point of delivery and shall not
be resold or shared with others. Service under this schedule shall be furnished in accordance with the
Company's General Rules and Regulations.

MONTHLY RATE
MONTHLY CUSTOMER CHARGE: $9.00

Multiple metered customers will be assessed a single customer charge per month.
MONTHLY COMMODITY RATE:

The price payable by each Commercial customer for all consumption each month shall be $4.03 per Mcf
(Commodity Rate), subject to the Cost of Gas Adjustment and other adjustments set forth below.

COST OF GAS ADJUSTMENT:

The customer’s bill shall be adjusted upward (downward) based on the Company’s Cost of Gas Adjustment
Clause.

SYSTEM REPLENISHMENT FEE:

This shall be an individual line item charge, which is designated for construction costs and replacement of
replacement of regulating and measuring equipment. This will be utilized for a period of ten (10) years.

TAXES:

The Company shall collect from customers on each monthly bill an amount equal to the taxes, fees and other
charges imposed by regulatory or governmental authorities.

PS INSPECTION FEE:

The Company shall pass on the Pipeline Safety Inspection Fee in an amount determined by the Commission for
each service line reported to be in service at the end each calendar year, pursuant to Texas Utilities Code
121.211 of the Commission's Rules and Regulations.

RATE CASE EXPENSE SURCHARGE:

The Company shall recover approved rate case expenses through a surcharge on each customer’s bill. The
surcharge will be collected on a per Mcf basis from customers on each monthly bill.

OTHER SURCHARGES:

The Company shall collect from customers on each monthly bill other surcharges as authorized by federal, state
and local regulatory authorities in accordance with applicable statutes, laws, regulations, ordinances, orders,
rules, contracts, or agreements.

PAYMENT:

All bills shall be delinquent unless payment is received within fifteen (15) days from the date of the bill.



NatGas, Inc.
Rate Sheet
Public Authority Service

APPLICATION OF SCHEDULE

This schedule is applicable to tax exempt Public Authority type customers, including schools, for heating,
cooking, refrigeration, water heating and other similar type uses. This schedule is not available for service to
premises with an alternative supply of natural gas. Natural gas supplied is for the individual use of the customer
at one point of delivery and shall not be resold or shared with others. Service under this schedule shall be
furnished in accordance with the Company's General Rules and Regulations.

MONTHLY RATE

MONTHLY CUSTOMER CHARGE: $9.00
Multiple metered customers will be assessed a single customer charge per month.
MONTHLY COMMODITY RATE:

The price payable by each Public Authority customer for all consumption each month shall be $3.64 per Mcf
(Commodity Rate), subject to the Cost of Gas Adjustment and other adjustments set forth below.

COST OF GAS ADJUSTMENT:

The customer’s bill shall be adjusted upward (downward) based on the Company’s Cost of Gas Adjustment
Clause.

SYSTEM REPLENISHMENT FEE:

This shall be an individual line item charge, which is designated for construction costs and replacement of
replacement of regulating and measuring equipment. This will be utilized for a period of ten (10) years.

TAXES:

The Company shall collect from customers on each monthly bill an amount equal to the taxes, fees and other
charges imposed by regulatory or governmental authorities.

PS INSPECTION FEE:

The Company shall pass on the Pipeline Safety Inspection Fee in an amount determined by the Commission for
each service line reported to be in service at the end each calendar year, pursuant to Texas Utilities Code
121.211|of the Commission'f Rules and Regulations.

RATE CASE EXPENSE SURCHARGE:

> oo Cv’d A 8,20\

The Company shall recover approved rate case expenses through a surcharge on each customer’s bill. The
surcharge will be collected on a per Mcf basis from customers on each monthly biil.

OTHER SURCHARGES:

The Company shall collect from customers on each monthly bill other surcharges as authorized by federal, state
and local regulatory authorities in accordance with applicable statutes, laws, regulations, ordinances, orders,
rules, contracts, or agreements.

PAYMENT:

All bills shall be delinquent unless payment is received within fifteen (15) days from the date of the bill.



NatGas, Inc.
Rate Sheet
Cost of Gas Adjustment Clause

A. APPLICABILITY

Gas bills issued to general service customers under rate schedules to which this Rider applies
will include adjustments to reflect decreases or increases in purchased gas costs. Any such
adjustments shall be filed with the appropriate regulatory authority before the beginning of the
month in which the adjustment will be applied to bills.

B. DEFINITIONS

1. Cost of Gas - The rate per billing unit or the total calculation under this clause, consisting of
the commodity cost, a monthly reconciliation component, and other purchased gas
expenses.

2. Commodity Cost - The Cost of Purchased Gas.

3. Cost of Purchased Gas - The estimated cost for gas purchased by the Company from its
supplier 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 commodity 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, and storage necessary
for the movement of gas to the Company's city gate delivery point(s) and associated taxes.

4. Reconciliation Component — The amount to be returned to or recovered from general
service customers each month as a result of the monthly cost of gas reconciliation.

5. Reconciliation Audit - An annual review of the Company's books and records for each twelve
month period ending with the production month of September 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 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) an
adjustment, if necessary, for lost and unaccounted for gas during the period in excess of five
(5) percent of purchases.

6. Purchase/Sales Ratio - A ratio determined by dividing the total volumes purchased for
general service customers during the twelve (12) month period ending September 30 by the
sum of the volumes sold to all customers 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 5 percent lost and unaccounted for gas.

Page 1 of 3



NatGas, Inc.
Rate Sheet
Cost of Gas Adjustment Clause

7. Monthly Cost of Gas Reconciliation ~ The Company will estimate the cost of gas and billing
units to determine to cost of gas billed to its general service customers. Prior to the next
month billing, the Company will determine the difference between the estimated cost of gas
used in the monthly billing and the actual cost of gas for the month. This difference,
whether an amount of over or under collection, will be added or subtracted to the cost of
gas in the following month billing.

8. Reconciliation Account - The account will be maintained by the Company to ensure 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, (c) refunds, payments, or charges provided for herein or as approved by the
regulatory authority, (d) an adjustment, if necessary, for lost and unaccounted for gas
during the period in excess of five (5) percent of purchases.

9. General Service Customers - those customers served under the Residential, Commercial and
Public Authority rate schedules.

C. 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.

D. DETERMINATION AND APPLICATION OF THE MONTHLY COST OF GAS RECONCILIATION

If the Monthly Cost of Gas Reconciliation reflects either an over recovery or under recovery of
revenues, such amount shall be added to the Cost of Gas and divided by the general service

sales volumes.
F. SURCHARGE OR REFUND PROCEDURES

In the event that the rates and charges of the Company's supplier are retroactively reduced and
a refund of any previous payments is made to the Company, the Company shall make a similar
refund to its general service customers. Similarly, the Company may surcharge its general
service customers for retroactive payments made for 8as previously delivered into the system.
Any surcharge or refund amount will be included in the Monthly Cost of Gas Reconciliation.

G. 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 Company shall file such initial statement as soon as is reasonably
possible). The Cost of Gas Statement shall set forth (a) the estimated Cost of Purchased Gas; (b)
the amount of the cost of gas caused by any surcharge or refund; (c) the Reconciliation

Page 2 of 3



NatGas, Inc.
Rate Sheet
Cost of Gas Adjustment Clause

Component; and (e) the Cost of Gas calculation. The statement shallinclude all data necessary
for the Regulatory Authority to review and verify the calculation 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.

H. ANNUAL RECONCILIATION REPORT

The Company shall file an Annual Reconciliation Report with the Regulatory Authority which
shall include but not necessarily be limited to: (a) a tabulation of volumes of gas purchased and
costs incurred listed by account or type of gas, supplier and source by month for the twelve
months ending September 30; (b) a tabulation of g8as units sold to general service customers and
related Cost of Gas Clause revenues; (c) the monthly reconciliation component; and (d) a
description of all other costs and refunds made during the year and their effect on the Cost of
Gas. This report shall be filed concurrently with the Cost of Gas Statement for October.

Page 3 of 3



NatGas, Inc.
Rate Sheet
Rate Case Expense (RCE)

APPLICATION OF SCHEDULE

This schedule is applicable to any customer served under Residential, Commercial, and Public Authority rate
schedules in all environs served by NatGas, Inc. This schedule is for the recovery of rate case expenses and shall
be in effect beginning on or after , 2016, for a twenty-four (24) month period or until all approved

expenses are collected.

MONTHLY RATE RECOVERY FACTOR

The price payable by each customer for all consumption each month shall be $ per Mcf.

RULES AND REGULATIONS

Service under this schedule shall be furnished in accordance with the Company’s General Rules and Regulations;
as such rules may be amended from time to time. A copy of the Company’s General Rules and Regulations may
be obtained from the Company’s office located at 3838 Oak Lawn Ave., Suite 1525, Dallas, Texas, 75219,

COMPLIANCE

The Company will file annually, due on the 15" of each December, a report with the RRC Oversite and Safety
Division. The report shall detail the monthly collections for the RCE surcharge and show the outstanding
balance. No interest will accumulate on the outstanding balance.
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GAS UTILITIES DOCKET NO.

STATEMENT OF INTENT OF §
NATGAS, INC. TO INCREASE § BEFORE THE
RATES IN AND AROUND THE § RAILROAD COMMISSION
UNICORPORATED COMMUNITY § OF TEXAS
OF OZONA, TEXAS §

DIRECT TESTIMONY OF

KARL J. NALEPA

L. INTRODUCTION AND QUALIFICATIONS
PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.
My name is Karl J. Nalepa. I am the President of ReSolved Energy Consulting, LLC,
an independent utility consulting company. My business address is 11044 Research

Blvd., Suite A-420, Austin, Texas 78759.

ON WHOSE BEHALF ARE YOU PRESENTING TESTIMONY IN THIS

PROCEEDING?

[ am presenting testimony on behalf of NatGas, Inc. (“NatGas” or “Company”).

PLEASE OUTLINE YOUR EDUCATIONAL AND PROFESSIONAL
BACKGROUND.

[ hold a Bachelor of Science degree in Mineral Economics and a Master of Science
degree in Petroleum Engineering, and am a certified mediator. My professional
experience includes eight years in the reservoir engineering department of an

exploration company affiliated with a major interstate pipeline company, then four

DIRECT TESTIMONY l Karl J. Nalepa
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years as a Fuels Analyst with the Public Utility Commission of Texas
(“Commission™). This was followed by five years with two different consulting firms
providing expert advice regarding a broad range of electric and natural gas industry
issues. Immediately prior to my current position, I served for more than five years as
an Assistant Director with the Railroad Commission of Texas (“RRC™). In this
position, I was responsible for overseeing the economic regulation of natural gas
utilities in Texas. I joined R.J. Covington Consulting, LLC in June of 2003.
R.J. Covington Consulting became ReSolved Energy Consulting in August 2011. My

Statement of Qualifications is attached as Attachment A.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSISON?

Yes, I have testified a number of times before both the Texas RRC and the Texas
PUC on a variety of regulatory issues. A summary of my previously filed testimony
is provided in Appendix B. In addition, I supervised the staff case in proceedings
before the RRC and served as a Technical Rate Examiner on behalf of the RRC. I
have also provided analysis and recommendations in numerous city-level regulatory

proceedings that resulted in settlements without written testimony.

II. PURPOSE AND SCOPE

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to present and support the class cost of service study

and proposed rate design for NatGas.

DIRECT TESTIMONY 2 Karl J. Nalepa
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WHAT IS NATGAS REQUESTING IN THIS PROCEEDING?
NatGas is requesting to increase annual revenues by $35,504 or 5.3% including gas
costs. The Residential class will see a 6.77% increase in average bills, Commercial

class a 2.84% increase in average bills, and the Public Authority class a 2.70%

increase in average bills.

HOW IS YOUR TESTIMONY ORGANIZED?

Section I summarizes my experience, education, and qualifications. Section II of my
testimony provides the purpose and scope of my direct testimony and describes the
exhibits that I am sponsoring as part of this filing. Section III describes the customer
usage data and customer growth adjusted sales by customer class. Section IV of my
testimony presents the requested revenue requirement. Section V provides an
explanation of the allocations and results of the class cost of service study. Section VI
of my direct testimony describes and presents NatGas’ proposed rates for gas service.

Section VII addresses recovery of rate case expenses, and Section VIII summarizes

the relief requested by NatGas.

ARE YOU SPONSORING ANY SCHEDULES TO THE COMPANY’S

APPLICATION?

Yes, [ am sponsoring the entire application which consists of ten (10) schedules.

DIRECT TLESTIMONY 3 Karl J. Nalcepa
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A.

PLEASE DESCRIBE SCHEDULE A.

Schedule A provides a summary of revenue by customer classification. This schedule
identifies the commodity sales in thousand cubic feet (“MCF”) and associated
revenues per the Company’s books, year-end customer and weather adjusted sales
and revenue, and the proposed revenue for each retail customer class. The proposed

percent change in revenue and the average cost per MCF are also provided on this

schedule.

PLEASE DESCRIBE SCHEDULE B.

Schedule B provides typical bill comparisons for the proposed rate schedules. The

bill comparisons set forth the dollar and percentage change associated with various

levels of use for customers.

PLEASE DESCRIBE SCHEDULE C.

The development of proposed rates by class is detailed on Schedule C.

PLEASE DESCRIBE SCHEDULE D.
Schedule D, the class cost of service analysis, provides the adjusted class cost of
service study for the test year ending September 30, 2015. The class cost of service

study is used to determine the level of revenues necessary for each class to support its

allocated revenue requirement.

DIRECT TESTIMONY 4 Karl J. Nalepa
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PLEASE DESCRIBE SCHEDULE E.

Schedule E provides the billing units and present rates by rate schedule and provides
the calculation of adjusted revenues under present rates. The billing determinants

applied are the fully adjusted customer and MCF sales levels.

PLEASE DESCRIBE SCHEDULE F.

Schedule F is the bill frequency model which provides the monthly unadjusted billing
determinants by customer class. This schedule also develops the year-end and

weather adjusted billing determinants which will be discussed in detail in Section V

of my direct testimony.

PLEASE DESCRIBE SCHEDULE G.

Schedule G provides the rate of return calculation based on the Company’s debt and

equity values. The rate of return calculation is discussed in more detail in Section [V

of my direct testimony.

PLEASE DESCRIBE SCHEDULE H.

Schedule H provides the calculation of federal income tax at the proposed rates.

PLEASE DESCRIBE SCHEDULE I.

Schedule I provides the calculation of allowed intercst on customer deposits. The

interest rate of 0.11% used in this calculation is per the Railroad Commission of

DIRECT TESTIMONY 5 Karl J. Nalepa
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Texas, Oversight and Safety Division, Gas Utilities Information Bulletin No. 1027,

dated January 15, 2016.

PLEASE DESCRIBE SCHEDULE J.

Schedule J provides the calculation of allowable advertising expenses pursuant to

Commission rule 7.5414.

WERE THESE SCHEDULES PREPARED BY YOU OR UNDER YOUR

SUPERVISION?

Yes, they were.

ARE THESE SCHEDULES TRUE AND CORRECT TO THE BEST OF YOUR

KNOWLEDGE AND BELIEF?

Yes, they are.

III. BILLING DETERMINANTS

IS NATGAS PROPOSING ANY CHANGES TO ITS CUSTOMER CLASSES?

Yes. NatGas currently recognizes for ratemaking purposes two customer classes: (h)
Residential & Small Commercial, and (2) Large Commercial. NatGas is proposing to
split the Residential & Small Commercial class into separate Residential and
Commercial classes, and to change Large Commercial to Public Authority to

recognize that this class consists of only tax exempt customers.

DIRECT TESTIMONY §) Karl J. Nalepa
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A.

PLEASE DESCRIBE NATGAS’ REVISED CUSTOMER CLASSES.

NatGas served 1,051 residential, 107 commercial and 34 public authority customers
at the end of the test year. Booked commodity sales were 76,869 MCF in the test
year, 65% of which is attributed to residential sales. Schedule F provides details by

customer class of the number of customers, MCF sales, and sales revenue for each

month of the test year.

IS NATGAS PROPOSING ANY ADJUSTMENTS TO TEST YEAR BILLING

DETERMINANTS?

Yes, NatGas is proposing growth and weather normalization adjustments. Each of

these adjustments is described in more detail below.

Growth Normalization Adjustment

WHY ARE YOU PROPOSING A GROWTH NORMALIZATION
ADJUSTMENT?

NatGas is using test year-end plant in service to determine its cost of service. For
consistency, booked commodity sales and revenue need to be adjusted to show a full
years’ billing for all customers receiving service at the end of the test year. This

adjustment synchronizes the test year-end revenue with the year-end investment.

PLEASE DESCRIBE HOW THIS ADJUSTMENT IS CALCULATED.
This adjustment in calculated on Schedule F, lines 94 through 180. The adjustment to

commodity sales is calculated on a monthly basis as the ratio of the test year end

DIRECT I'ESTIMONY 7 Karl J. Nalepa
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number of customers minus the historic number of customers in each month of the
test year divided by the historic number of customers in each month of the test year.
This ratio is multiplied by the monthly unadjusted MCF sales to determine the
adjustment to commodity sales. This adjustment to sales is multiplied by the

applicable commodity charge to calculate the impact on revenues.
WHAT IS THE ANNUAL IMPACT OF THIS ADJUSTMENT?

As a result of this growth normalization adjustment, sales decrease by 1,686.5 MCF

and the base rate revenue is adjusted downward by $8,052.

Weather Normalization Adjustment

WHY ARE YOU PROPOSING A WEATHER NORMALIZATION
ADJUSTMENT?

The weather normalization adjustment was necessary to ensure that sales volumes
were neither over-stated nor under-stated relative to normal temperatures. Failure to
adjust for abnormal temperature conditions would result in NatGas under- or over-
recovering its allowed revenue requirement under temperature conditions that are
normally expected to occur. The weather normalization adjustment submitted in the
rate filing adjusts only the effects of abnormal heating degree days (“HDD”). The

weather normalization adjustment is provided in Workpaper 3 of the rate application.

PLEASE DESCRIBE HOW THE TEST YEAR SALES BY CLASS OF

SERVICE WERE WEATHER NORMALIZED.

DIRECT TESTIMONY S Karl J. Nalepa
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The procedure for adjusting for abnormal temperature conditions involves
determining the temperature sensitive portion of monthly usage and dividing that
temperature sensitive usage by the actual degree days for the billing month. The
weather normalization for gas customers is made for HDD only since there is little or
no effect of cooling degree days (“CDD”) upon gas usage. HDD are calculated as the
difference between the actual average temperature and a base temperature of 65
degrees. For example, a day with a high temperature of 55 degrees and a low
temperature of 35 degrees has an average temperature of 45 degrees and thus 20 HDD
(65" - 45%). This is the common practice used to calculate HDD and is the practice
employed by NOAA, the source of the temperature data I employed and the
temperature information resource most frequently relied upon by the utility industry.
NOAA degree day data were revised so that the data consistently matched
NatGas’ billing cycle. Because customer usage occurs over portions of two calendar
months while degree days are recorded on a calendar month basis, it is necessary to
restate the calendar month degree days on the basis of a billing month to ensure that
usage and temperatures a're properly matched. The temperature sensitive usage per
MCF for the revenue month calculated as described above is then multiplied by the
normal (i.e. the expected or average) number of degree days for the revenue month to
derive the normal level of temperature sensitive usage per customer. This normalized
temperature sensitive usage per month per customer is then added back to the non-
temperature sensitive usage to produce the total normalized usage per customer. Each
month’s normalized use per customer is multiplied by the year end number of

customers to obtain total weather normalized MCF sales for the month.

Karl J. Nalepa
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Q. WOULD YOU PLEASE PROVIDE AN EXAMPLE OF THIS

CALCULATION?

A. Yes. The example in Figure 1 illustrates the calculation of the weather normalization

adjustment for Residential customers for the month of February 2015. Note that the

revenues booked in February are derived from consumption in January and February.

Figure 1
Actual HDD 394
Normal HDD 335
Difference (adjustment to normal) -59
Actual Use Per Customer 7.12
Less: Non-Temperature Sensitive Use Per Customer 1.03
Equals: Temperature Sensitive Use Per Customer 6.09
Divided by: Actual Heating Degree Days 394
Equals: Temperature Sensitive User Per Customer Per HDD 0.015453
Times: Degree Day Difference -59
Equals:Weather Adjustment Per Customer -0.90
Times: Year-end Number of Customers 1,051
Equals: Weather Normalization Adjustment -950.6

First, in order to calculate actual and normal HDD for a billing month, it is
necessary to synchronize calendar month HDD data with the billing months over
which sales are recorded. For example, NatGas reads customer meters on the last two
working days of the month. Therefore, the sales amounts booked in any given month
reflect some consumption that actually occurs during the calendar month preceding
the book month.

Residential year-end customer adjusted sales booked in February were 7,483.0
MCF and the bill cycle HDD for the month were 394. Bill cycle normal HDD for the

month are 335, indicating that actual sales were overstated relative to normal
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conditions. Average use per customer was 7.12 MCF. The non-temperature portion of
residential use was determined to be the average use per month experienced by
residential customers during the non-heating summer months of July and August.
This amount was 1.03 MCF per customer. Therefore, the temperature sensitive
portion of load was 6.09 MCF per customer (ie. 7.12 — 1.03 = 6.09). This
temperature sensitive portion of load was divided by the number of HDD and resulted
in a temperature sensitive use per customer per degree day of 0.015453. Multiplying
this amount by the normal number of HDD results in an adjustment of -0.90 MCF per
customer which, when added back to the actual average use per customer produces a
normal use per customer of approximately 6.22 MCF. Multiplying this normal use
per customer by the test year end number of customers of 1,051 produces and
adjusted class sales amount of 6,532.4 MCF , a decrease of 950.6 MCF from the year-
end customer adjusted sales amount of 7,483.0. This process was repeated for each
month for Residential, Commercial and Public Authority customers using information
specific to each month and class. Note that some rounding may have occurred in the
calculations set forth above, but that all numbers were carried out to a greater number

of decimals in the actual calculations used to develop the weather normalization

adjustment set forth on Workpaper 3.

WHAT IS THE ANNUAL IMPACT OF THIS ADJUSTMENT?
As a result of the weather normalization adjustment, residential and public authority

sales decreased by approximately 1.10% and 8.10% respectively.  However,

DIRECT TESTIMONY 11 Karl J. Nalepa
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commercial sales increased by 28.01%. Overall, total sales increased by 3,494.4

MCEF and base rate revenue increased by $14,367.

PLEASE EXPLAIN THE REASON FOR THE LARGE WEATHER
ADJUSTMENT IMPACT ON COMMERCIAL SALES.

Certainly. Refer to Workpaper WP - 3, page 2 of 7. In the month of October 2014
there is a significant difference between the number of actual heating degree days
compared to normal. While October typically experiences 46 heating degree days
there were only 8 in October of 2014, indicating the weather was much warmer than
normal. Consequently, sales were increased to reflect normal weather conditions.
This weather impact is also true for the Residential and Public Authority classes, but
the Commercial class experienced a much greater MCF use per customer in that
month compared to its base usage per customer as shown on columns 9 and 10. The
combination of much warmer weather than normal and the higher average use per

customer in October resulted in a significant increase in weather adjusted sales

volumes.

WHAT HISTORICAL PERIOD DID YOU EMPLOY AS THE BASIS FOR

COMPUTING NORMAL HEATING DEGREE DAYS?
For purposes of this filing, NatGas used the most recent 10 year average to calculate

normal heating degree days. This is consistent with past Commission practice and

precedent.
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WHY DID YOU APPLY THE WEATHER NORMALIZATION
ADJUSTMENT TO YEAR-END CUSTOMER ADJUSTED SALES INSTEAD
OF BOOKED SALES?

The Railroad Commission of Texas “Natural Gas Rate Review Handbook™ dated
October 2012 states on page 47 that when performing the weather normalization

adjustment, “A/l figures should have already been adjusted for customer growth "

IV. PRO-FORMA ADJUSTMENTS

DID THE COMPANY MAKE ANY ADJUSTMENTS TO THE GAS

DEPARTMENT BOOKS AND RECORDS?

Yes, labor and associated benefits and taxes were adjusted to annualize payroll

increases. In addition, adjustments were made to the Company’s books and records to

include Cash Working Capital.

PLEASE DESCRIBE THE ADJUSTMENT TO ANNUALIZE GAS
DEPARTMENT PAYROLL INCREASES.

Three employees of the gas department received payroll increases on January 1, 2015
ranging from $50 to $150 per month. Therefore a known and measurable payroll
adjustment was made for three months (October 2014 through December 2014) of the

test year for these three employees. Each of these employees received an additional

$1,200 per year in January 2016.

DIRECT TESTIMONY 13 Karl J. Nalepa
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Q. PLEASE DESCRIBE THE ADJUSTMENT TO EMPLOYEE PENSIONS AND

BENEFITS.

A. An adjustment was made for one employee to reflect an increase of 849 for AFLAC

insurance in July 2015. This increased pensions and benefits by $441 for the nine

prior months of the test year.

Q. PLEASE DESCRIBE THE ADJUSTMENT TO PAYROLL TAXES.

A. An adjustment of $345 in payroll taxes was made to reflect the salary increases.

Q. PLEASE DESCRIBE THE CASH WORKING CAPITAL ADJUSTMENT.

There is normally a time lag between the point when service is rendered and the
related operating costs are incurred and the point where the revenues to recover such
costs are received. The RRC provides for the use of 45-days or 12.50% of operating
€xpense as a component of rate base to fund these going-concern requirements of
business.' The Company’s rate base was increased by $39,972 on Schedule D, line

2043 to recognize the cash working capital allowance.

V. CLASS COST OF SERVICE STUDY

Q. WHAT IS A CLASS COST OF SERVICE STUDY?

A class cost of service study is an analysis that develops dollar revenue requirements
by customer class utilizing causal relationships between cost components and

customer characteristics as the basis for assigning costs. A class cost of service study

' Railroad Commission of Texas, Oversight and Safety Division, Natural Gas Rate Review Handbook, October
2012, Page 18.
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uses the cost elements of the total Company revenue requirements and distributes
these elements to NatGas’ various customer classes either by allocating costs or by
direct assignment if appropriate. Any costs that can be specifically identified as being
incurred for the benefit of or as a result of an individual customer or group of
customers are directly assigned to that specific customer(s) rate class. Costs that

cannot be specifically assigned are allocated to classes of customers using allocation

factors that reflect the manner in which costs arise.

To a large extent, the reasonableness of the results of a cost of service study
depends upon the reasonableness of the methods by which costs are allocated to
classes. When allocating costs, it is important that the most appropriate cost driver
for each individual cost is used to allocate that cost. Selecting the most appropriate
cost driver is essential to ensuring that costs are allocated to the classes for which the
costs are incurred. For this reason, class cost of service studies are said to be based
upon the principle of “cost causation.” Once the costs are allocated to the various rate

classes, the total costs of serving each class can be ascertained.

PLEASE EXPLAIN WHAT YOU MEAN BY THE TERMS “ALLOCATE?”

AND “ALLOCATION”?

“Allocate” and “allocation,” in the context of class cost of service and rate design, are
terms used to describe the process by which NatGas’ rate base items and expenses are
apportioned among the various rate classes. This allocation is based on various causal
parameters. The choice of the parameter to be used is primarily based upon the notion

that *cost responsibility follows cost causation.” Apportionment of cost

Karl J. Nalepa
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responsibility is accomplished by allocating or assigning various investments or costs

among the rate classes on a basis that represents the usage and, thus, the cost

causation of these rate classes.

PLEASE DESCRIBE SCHEDULE D WHICH CONTAINS THE ADJUSTED
CLASS COST OF SERVICE STUDY.

In Schedule D each component of the system revenue requirement is set forth in rows
and the allocated portion of the various cost components for each class is set forth in
the column associated with the class. Allocation factors and the underlying
information from which the allocation factors are calculated are provided in the first
two pages of Schedule D. Following the allocation factor information, plant and
other rate base items are allocated to classes. Next, operation and maintenance
expenses are allocated to classes using either the input allocation factors or allocation
factors that were developed based upon previously allocated plant or rate base items.
Following the allocation of operation and maintenance expenses is the allocation of
depreciation expense and taxes other than income. Next, other operating revenue is
allocated to classes. Finally, using the rate base, expenses, taxes and revenues that
have already been allocated to classes, the cost of service study determines the dollars

of return for each customer class under NatGas’ proposed rate of return by class of

service.

PLEASE IDENTIFY THE RATE CLASSES USED IN THE CLASS COST OF

SERVICE AND RATE DESIGN STUDY.
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As described earlier, the rate classes used in this gas filing include:
o Residential
] Commercial, and

o Public Authority

PLEASE DESCRIBE THE ALLOCATION METHODOLOGIES YOU
EMPLOYED IN THE CLASS COST OF SERVICE STUDY TO ALLOCATE
COSTS.
There are numerous specific allocations made in the cost of service study. The
specific allocation of each revenue requirement component is identified by the
allocation factor set forth next to the total column. The allocation factors contained in
the cost of service study are either externally developed allocation factors
(independent) or internally developed allocation factors (dependent).  Externally
developed allocation factors are calculated using information that is developed
externally to the cost of service study, such as sales volumes or number of customers.
Internally developed allocation factors are calculated within the cost of service study
based upon the results of previously allocated items, such as total plant in service.
NatGas does not possess the design-day nor peak day send-out data required
to calculate commonly used demand related allocation factors. However, it is not
reasonable to simply allocate plant on the basis of commodity sales volumes as this
method provides no recognition of peak demand periods.  Therefore, monthly
commodity sales volumes, weighted by the monthly cost of gas as a proxy for

demand, were used to allocate measurement and regulatory station plant, and
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DIRECT TESTIMONY 18

distribution mains. We have utilized an approach identified as proportional

responsibility to weight the monthly sales volumes.

COULD YOU DESCRIBE THE PROPORTIONAL RESPONSIBILITY

METHOD?

The Proportional Responsibility method was originally proposed by Gary H. Grainger

in an article entitled “The Proportional Responsibility Method of Capacity Cost

Allocation”, published in the November 9, 1972 issue of Public Utilities Fortnightly.
The method is a capacity allocation procedure which considers the monthly variation
in sales by customer class. In contrast, the Design Day Allocation Method relates all
costs to a single day, a hypothetical day where temperature extremes create the
greatest load for which the utility can provide firm delivery service. This method
assumes that all costs are attributable to a single day, so by inference, there is no
value to capacity at any other time. Non-peaking period customers would have no
capacity cost responsibility at any time. In essence, these customers would receive the
benefit of free use of the transmission and distribution system. This anomaly is one of
the reasons why the FERC has migrated to capacity allocation methods the recognize

customer loads throughout the year, such as the Modified F ixed Variable Method.

PLEASE DESCRIBE THE DEVELOPMENT OF YOUR PROPORTIONAL

RESPONSIBILITY ALLOCATION FACTORS.
First, monthly gas cost weighting factors are developed using the Proportional

Responsibility methodology. This calculation is provided on workpaper WP-2 of this

Karl J. Nalepa



8]

10

11

12

13

14

15

16

17

18

DIRECT TESTIMONY 19

filing. The monthly gas cost is ranked as a percentage of the system’s maximum
monthly cost of gas. This percentage is the demand cost responsibility. Second, the
demand cost responsibility is spread over the month(s) it occurs. For example, the
lowest demand cost responsibility'on WP-2 is .701909 (August). This occurs in 12
months of the year and should be spread over the 12 months, i.e., .058492 per month.
The second lowest responsibility is .753637 (July). The difference between 753637
and .701909 (.051728) occurs for 11 months of the year. Therefore, the second lowest
demand month gets the cost responsibility of the lowest demand over 12 months
(.058492) plus the responsibility of the second lowest demand spread over 11 months
(.:004703) as shown on WP-2. This calculation continues until the highest demand
month is calculated. The cumulative monthly weighting factor is computed by
adding the month’s individual weighting factors such that the sum of the cumulative
weighting factor for all 12 months equals 100%.

The class demand allocation factor is developed by multiplying the monthly
ratio of class to total customer growth adjusted sales volumes by the respective
monthly cumulative proportional responsibility weighting factors. This calculation is

provided on lines 32 through 36 on Workpaper 2. Figure 2 graphically depicts this

allocation factor.
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PLEASE DESCRIBE THE OTHER ALLOCATION FACTORS EMPLOYED
IN THE GAS COST OF SERVICE STUDY.

Meters, services, and house regulators were allocated on the number of customers
weighted by the relative cost of meters servicing those respective loads. General
plant was allocated on labor. Distribution expenses related to plant accounts were
allocated to classes on previously allocated distribution plant. Administrative and
general expenses were allocated to classes on the sum of previously allocated
distribution related expenses, customer accounting and sales-related expenses.

Maintenance of General Plant was allocated on the previously allocated General

Plant,

PLEASE DESCRIBE THE RESULTS OF THE CLASS COST OF SERVICE

STUDY.
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A.

The class cost of service study identifies the revenue requirement by class of service
at the requested rate of return.  The results of the class cost of service study indicate

that the Commercial and Public Authority classes’ rates should be decreased and the

Residential class requires an increase.

ARE YOU PROPOSING RATES THAT REFLECT THESE CLASS
ALLOCATION RESULTS?

No. As I previously indicated, NatGas does not possess the design-day nor peak day
send-out data required to calculate commonly used capacity related allocation factors.
The proportional responsibility allocation method I employed provides a reasonable
starting point to design rates, but lack of data supporting the Commission’s preferred
methodology to allocate capacity costs led me to a more conservative approach to rate
design. While the cost of service study indicates that the Commercial and Public
Authority class’ rates should be decreased I am proposing that no class receive a

decrease, which serves to moderate the Residential class increase.

VI. RATE DESIGN

PLEASE SUMMARIZE THE PROPOSED RATES.

NatGas proposes no structural changes to the existing gas service rates. That is,
NatGas proposes to continue for each customer class a two part base rate consisting
of a fixed monthly Customer Charge and a Commodity Charge per MCF used.
However, NatGas proposes to increase the levels of the Customer Charges for each

class to recover its required cost of service and to provide for more revenue stability.
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The proposed Customer Charge for Residential customers was increased from

$5.00 per month to $7.35 per month. The proposed Customer Charge

for

Commercial and Public Authority customers was increased from $5.00 per month to

$9.00 per month.

Q. DOES NATGAS PROPOSE ANY CHANGES TO THE CURRENT

COMMODITY CHARGES?

A. Yes. The current Commodity Charges include a $3.00/MCF base cost of gas. NatGas

proposes that going forward this amount be moved to the Purchased Gas Cost

Adjustment and the base rate charges reflect only non-gas costs of the Company.

Once the base cost of gas is removed, NatGas proposes no other changes to

Commodity Charges authorized by the Commission in GUD 9951.

PLEASE SUMMARIZE THE PROPOSED CHANGE IN RATES.

the

A.  Table 1 provides a comparison of the present and proposed rates by class of service:

Table 1
Tariffed Rates Present Base Rates (2) Proposed Rates

Customer  Commodity Customer  Commodity Customer  Commodity
Customer Class (1) Charge Charge Charge Charge Charge Charge

S/Month S/Mcf $/Manth S/Mcf $/Month S/Mcf
Residential $5.00 $7.03 $5.00 $4.03 $7.35 $4.03
Commercial $5.00 $7.03 $5.00 $4.03 $9.00 $4.03
Public Authority $5.00 $6.64 $5.00 $3.64 $9.00 $3.64

(1) Residential and Commercial customers are currently served under the combined Residential & Small
Commercial tanff. Public Authority customers are currently served under the Large Commercial tariff,

(2) Excludes $3.00/Mcf base cost of gas.

DIRECT TESTIMONY
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ON WHAT SCHEDULES ARE THE DEVELOPMENT OF NATGAS’
PROPOSED RATES SUMMARIZED?

Schedule C provides the billing units and proposed rates by rate schedule and
provides the calculation of adjusted revenues under proposed rates. The billing
determinants employed to develop the proposed revenues are fully adjusted customer
and weather adjusted MCF sales levels.  Schedule B, Typical Bill Comparisons,
provides bill impact analyses for the proposed rate schedules. The bill impact

analyses set forth the dollar and percentage increases associated with various levels of

use for customers.

DOES NATGAS PROPOSE ANY CHANGES TO THE MISCELLANEOUS

SERVICE CHARGES?

No, NatGas is not proposing any changes to its miscellaneous service charges.

VII. RATE CASE EXPENSES

HOW DOES THE COMPANY PROPOSE TO RECOVER RATE CASE
EXPENSES IN THIS PROCEEDING?

The Company requests recovery of its reasonable and necessary rate case expenses in
this case through a surcharge to those customers that are affected by this proceeding.
The Company requests that the Commission address the appropriate level of
recoverable rate case expenses at a later point during the proceeding when such
expenses will be known. In the alternative, the Commission may prefer that the issue

of the reasonableness and recovery of rate case expenses associated with this
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proceeding be severed from this docket and determined in a separate docket. This

approach is consistent with the Commission’s handling of this issue in other dockets.

PLEASE DESCRIBE GENERALLY THE TYPES OF EXPENSES THAT
WILL BE INCURRED BY NATGAS IN THIS PROCEEDING.

The Company will incur direct expenses such a copying, faxing, postage and printing
expense, certain expenses of an incremental nature for those Company employees that
may travel, as well as the expense associated with providing public notice. NatGas
will also incur expenses associated with consulting assistance, and may incur
expenses associated with legal assistance, in connection with this case. All of these

categories of expenses will continue to be incurred through the duration of this

proceeding.

VIII. CONCLUSION

PLEASE SUMMARIZE NATGAS’ OVERALL REQUEST IN THIS

PROCEEDING.

NatGas is requesting to increase annual revenues by 835,504 or 5.3% including gas
costs. The Residential class will see a 6.77% increase in average bills, Commercial

class a 2.84% increase in average bills, and the Public Authority class a 2.70%

increase in average bills.

PLEASE SUMMARIZE YOUR RECOMMENDATIONS REGARDING THE

CLASS BILLING DETERMINANTS.
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NatGas is using test year end plant in service to determine its cost of service. For
consistency, booked commodity sales need to be adjusted to show a full year’s billing

for all customers receiving service at the end of the test year.

PLEASE SUMMARIZE YOUR RECOMMENDATIONS REGARDING THE
CLASS COST OF SERVICE STUDY THAT YOU SPONSOR.
The cost of service study provides the allocated revenue requirements by class of
service. The allocation methods employed to assign costs to customer classes vary
depending upon the particular cost item being allocated using the best data available.
For example, mains investment costs were allocated to classes on the weighted
volumes allocation methodology which weights monthly sales volumes by the cost of
gas. Customer related costs were allocated on the basis of the number of customers.
The class cost of service study employs allocation methods that are commonly

employed in work of this nature and the results of the allocations are fair and

reasonable.

PLEASE SUMMARIZE YOUR RATE DESIGN RECOMMENDATIONS.

The rate design proposed by NatGas reflects moderate movement of rates by class

towards the cost of providing service.

IN YOUR OPINION, ARE THE ADJUSTED CUSTOMER BILLING DATA,

THE CLASS COST OF SERVICE STUDY, AND THE RATE DESIGN

Karl J. Nalepa
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PROPOSED BY NATGAS IN ITS RATE FILING APPLICATION FAIR AND

REASONABLE?

A. Yes, they are.

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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APPENDIX A
STATEMENT OF QUALIFICATIONS
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KARL J. NALEPA

Mr. Nalepa is an energy economist with more than 30 years of private and public sector experience
in the electric and natural gas industries. He has extensive experience analyzing utility rate filings
and resource plans with particular focus on fuel and power supply requirements, quality of fuel
supply management, and reasonableness of energy costs. Mr. Nalepa developed peak demand and
energy forecasts for municipal and electric cooperative utilities and has forecast the price of natural
gas in ratemaking and resource plan evaluations. He led a management and performance review of
the Texas Public Utility Commission, and has conducted performance reviews and valuation
studies of a number of municipal utility systems. Mr. Nalepa previously directed the Railroad
Commission of Texas’ Regulatory Analysis & Policy Section, with responsibility for preparing
timely natural gas industry analysis, managing ratemaking proceedings, mediating informal
complaints, and overseeing consumer complaint resolution. He has prepared and defended expert
testimony in both administrative and civil proceedings, and has served as a technical examiner in

natural gas rate proceedings.

EDUCATION

1998 Certificate of Mediation
Dispute Resolution Center, Austin

1989 NARUC Regulatory Studies Program
Michigan State University

1988 M.S. - Petroleum Engineering
University of Houston

1980 B.S. - Mineral Economics
Pennsylvania State University

PROFESSIONAL HISTORY

2003 - ReSolved Energy Consulting

President and Managing Director

1997 ~2003 Railroad Commission of Texas
Asst. Director, Regulatory Analysis & Policy

1995-1997 Karl J. Nalepa Consulting
Principal

1992 — 1995 Resource Management International, Inc.
Supervising Consultant

1988 — 1992  Public Utility Commission of Texas
Fuels Analyst

1980 ~ 1988 Transco Exploration Company
Reservoir and Evaluation Engineer
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AREAS OF EXPERTISE

Regulatory Analysis

Electric Power: Analyzed electric utility rate, certification, and resource forecast filings. Assessed
the quality of fuel supply management, and reasonableness of fuel costs recovered from ratepayers.
Projected the cost of fuel and purchased power. Estimated the impact of environmental costs on
utility resource selection. Participated in regulatory rulemaking activities. Provided expert staff
testimony in a number of proceedings before the Texas Public Utility Commission.

As consultant, represent interests of municipal clients intervening in large utility rate proceedings
through analysis of filings and presentation of testimony before the Public Utility Commission.
Also assist municipal utilities in preparing and defending requests to change rates and other
regulatory matters before the Public Utility Commission.

Natural Gas: Directed the economic regulation of gas utilities in Texas for the Railroad
Commission of Texas. Responsible for monitoring, analyzing and reporting on conditions and
events in the natural gas industry. Managed Commission staff representing the public interest in
contested rate proceedings before the Railroad Commission, and acted as technical examiner on
behalf of the Commission. Mediated informal disputes between industry participants and directed
handling of customer billing and service complaints. Oversaw utility compliance filings and staff
rulemaking initiatives. Served as a policy advisor to the Commissioners.

As consultant, represent interests of municipal clients intervening in large utility rate proceedings
through analysis of filings and presentation of testimony before the cities and Railroad
Commission. Also assist small utilities in preparing and defending requests to change rates and
other regulatory matters before the Railroad Commission.

Litigation Support

Retained to support litigation in natural gas contract disputes. Analyzed the results of contract
negotiations and competitiveness of gas supply proposals considering gas market conditions
contemporaneous  with the period reviewed. Supported litigation related to alleged price
discrimination related to natural gas sales for regulated customers. Provided analysis of regulatory
and accounting issues related to ownership of certain natural gas distribution assets in support of
litigation against a natural gas utility. Supported independent power supplier in binding
arbitration regarding proper interpretation of a natural gas transportation contract. Provided
expert witness testimony in administrative and civil court proceedings.
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Utility System Assessment

Led a management and performance review of the Public Utility Commission. Conducted
performance reviews and valuation studies of municipal utility systems. Assessed ability to
compete in the marketplace, and recommended specific actions to improve the competitive
position of the utilities. Provided comprehensive support in the potential sale of a municipal gas
system, including preparation of a valuation study and all activities leading to negotiation of

contract for sale and franchise agreements.

Energy Supply Analysis

Reviewed system requirements and prepared requests for proposals (RFPs) to obtain natural gas
and power supplies for both utility and non-utility clients. Evaluated submittals under alternative
demand and market conditions, and recommended cost-effective supply proposals. Assessed
supply strategies to determine optimum mix of available resources.

Econometric Forecasting

Prepared econometric forecasts of peak demand and energy for municipal and electric cooperative
utilities in support of system planning activities. Developed forecasts at the rate class and substation
levels. Projected price of natural gas by individual supplier for Texas electric and natural gas

utilities to, support review of utility resource plans.

Reservoir Engineering

Managed certain reserves for a petroleum exploration and production company in Texas.
Responsible for field surveillance of producing oil and natural gas properties, including reserve
estimation, production forecasting, regulatory reporting, and performance optimization. Performed
evaluations of oil and natural gas exploration prospects in Texas and Louisiana.

PROFESSIONAL MEMBERSHIPS

Society of Petroleum Engineers
International Association for Energy Economics
United States Association for Energy Economics
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SELECT PUBLICATIONS, PRESENTATIONS, AND TESTIMONY

“Summary of the USAEE Central Texas Chapter’s Workshop entitled ‘EPA’s Proposed Clean Power Plan Rules:
Economic Modeling and Effects on the Electric Reliability of Texas Region,"” with Dr. Jay Zarnikau and Mr.,

Neil McAndrews, USAEE Dialogue, May 2015

“Public Utility Ratemaking,” EBF 401: Strategic Corporate Finance, The Pennsylvania State University, September
2013

“What You Should Know About Public Utilities,” EBF 401: Strategic Corporate Finance, The Pennsylvania State
University, October 2011

“Natural Gas Markets and the Impact on Electricity Prices in ERCOT,” Texas Coalition of Cities for Fair Utility Issues,
Dallas, October 2008

“Natural Gas Regulatory Policy in Texas,” Hungarian Oil and Gas Policy Business Colloquium, U.S. Trade and
Development Agency, Houston, May 2003

“Railroad Commission Update,” Texas Society of Certified Public Accountants, Austin, April 2003

“Gas Utility Update,” Railroad Commission Regulatory Expo and Open House, October 2002
“Deregulation: A Work in Progress,” Interview by Karen Stidger, Gas Utility Manager, October 2002

“Regulatory Overview: An Industry Perspective,” Southern Gas Association’s Ratemaking Process Seminar, Houston,
February 2001

*Natural Gas Prices Could Get Squeezed,” with Commissioner Charles R. Matthews, Natural Gas, December 2000
“Railroad Commission Update,” Texas Society of Certified Public Accountants, Austin, April 2000

“A New Approach to Electronic Tariff Access,” Association of Texas Intrastate Natural Gas Pipeline Annual Meeting,
Houston, January 1999

“A Texas Natural Gas Model,” United States Association for Energy Economics North American Conference,
Albuquerque, 1998

“Texas Railroad Commission Aiding Gas Industry by Updated Systems, Regulations,” Natural Gas, July 1998
“Current Trends in Texas Natural Gas Regulation,” Natural Gas Producers Association, Midland, 1998

“An Overview of the American Petroleum Industry,” Institute of International Education Training Program, Austin,
1993

Direct testimony in PUC Docket No. 10400 summarized in Environmental Externality, Energy Research Group for the
Edison Electric Institute, 1992

“God’s Fuel - Natural Gas Exploration, Production, Transportation and Regulation,” with Danny Bivens, Public Utility
Commission of Texas Staff Seminar, 1992

*A Summary of Utilities’ Positions Regarding the Clean Air Act Amendments of 1990,” Industrial Energy Technology
Conference, Houston, 1992

“The Clean Air Act Amendments of 1990,” Public Utility Commission of Texas Staff Seminar, 1992
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APPENDIX B
PREVIOUSLY FILED TESTIMONY
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NATGAS, Inc. 4:42 PM

Balance Sheet 12/03/2015

As of September 30, 2015 Accrual Basls
Sep 30, 15 Sep 30, 14

ASSETS
Current Assets
Checking/Savings

10001 - Petty cash 250.00 250.00
10023 - CNB- 9814 2,820 07 2,977.33
10024 - CNB - 9822 2,684.50 903.17
10025 - CNB - 3004066 10,011.31 10,001.31
11001 - CNB - 3004112 157,192.64 60,480.03
Total Checking/Savings 172,958.52 7461184

Accounts Receivable
12001 - A/R - Gas sales

12100 - SAFETY FEE 4,44 6.60
12001 - AR - Gas sales - Other 26,297.46 31,003.79
Total 12001 - A/R - Gas sales 26,301.90 31,010.39
12005 - A/R - Other 795.29 4,363.59
12009 - A/R- Appliance Sales 303,873.28 308,504.02
330,870.47 343,878.00

Total Accounts Recelvable

Other Current Assets

14000 - Inventory 24,074.06 22,930.99
Total Other Current Assets 24,074.06 22,930.99
Total Current Assets 528,003.05 441,420.83
Fixed Assets
20192 - Building 123,967 35 123,967 35
20193 - Transportation Equipment 46,924 91 54,384 .91
20194 - Machinery & Equipment 775,531 62 766,466 .84
22000 - Furniture & Fixtures 4238795 42,387.95
23000 - Accumulated Depr. - F&F -42,387 95 -42,387.95
23192 - Accumulated Depr.- Building -57,543 28 -55,118 44
23193 - Accumulated Depr.-Trans. Equip. -46,924 91 -54,384 .91
23194 - Accum. Depr - Machinery & Equip -614,086.10 -571,011.94
Total Fixed Assets 227,869.59 264,303.81
TOTAL ASSETS 755,872.64 705,724.64

LIABILITIES & EQUITY
Liabllities

Page 1 of 4



K. Nalepa Relied Upon Material - Page 2

Sep 30, 15 Sep 30, 14
Current Liabilities
Accounts Payable
30000 - A/P - Trade 48,757.61 28,454.16
30008 - A/P - Sales Tax -1,894.44 1,862.25
Total Accounts Payable 46,863.17 30,316.41
Other Current Liabilities
30011 - A/P - Utility deposits payable 12,075.00 13,200.00
30099 - A/P CLEARING ACCOUNT 3,552.94 24,495.19
Total Other Current Liabilities 15,627 94 37,695.19
Total Current Liabilities 62,491.11 68,011.60
Total Liabilities 62,491 11 68,011.60
Equity
40000 - Notes Payable - Long term 233,185.00 233,185.00
50000 - Capital Stock 1,000.00 1,000.00
50001 - Retained Earnings 78,114.38 70,879.01
50002 - Additional Paid In Capital 303,060 04 303,060.04
Net Income 78,022.11 29,588.99
Total Equity 693,381.53 637,713.04
TOTAL LIABILITIES & EQUITY 755,872.64 705,724.64
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NATGAS, Inc.
Profit & Loss

October 2014 through September 2015

Ordinary Income/Expense

Income
62000
62001

62004 -
- Merchandise Sales

62005

62009 -
62010 -
66000 -
67000 -

Gas Sales - Residential

- Gas Sales - Commercial

Service Revenue

Appllance Contract Sales

Finance Income (Appliance Sales

Interest Income

Other Income

Total Income

Cost of Goods Sold

73001 -
73002 -
Total COGS

Gross Profit

Expense

80000 -

80002

80003 -
80005 -
+ Administrative Overhead

80008

80007 -
80008 -

80009
80011

80012 -
80013 -

80014

80015 -
80016 -
80017 -
80019 -

80021
80022

80023 -
80025 -
- Bad Debt Expense

80030

Cost of Gas
Cost of Goods Sold

Salaries

- Insurance

Legal and Professional

Office Supplies

Payroll Taxes
Telephone / Utilities

- Travel
+ Bank Charges

Dues & Subscriptions

Other Taxes

- Contributions

Miscellaneous
interest Expense
Education Expense

Auto Expense

» Outside Service

- Supplies

Repairs

Fuel

4:38 PM

12/03/2015
Accrual Basis

Oct’14 - Sep 15 Oct '13 - Sep 14
431,707.36 535,876 52
200,069.02 319,576.93

9,945.24 9,249.97
64.678.28 53,917.61
234,210.66 230,943.92
35,915.63 33,387.05
10.00 1.31
115.80 139.42
976,651.99 1,183,092.73
248,369.63 441,342.83
197,295.86 192,950.06
445,665.49 634,292.89
530,986.50 548,799 84
148,661.26 120,585.39
20,701.36 20,029.94
3,280.64 1,908.00
7,760.64 4,41551
51,108.08 78,414.71
11,796.45 9,507.54
12,233.81 12,008.18
1,256.21 1,793.49
80.00 40.00
570.00 1,065.00
16,601 62 15,522 84
1,460.00 720.00
864.00 803 08
15,114 45 14,023.02
5.605.00 1,270.00
4,056.29 2,129.22
19,609.02 8,817 74
56,050.52 41,177 99
12,321 86 118 935 66
10,754 41 11,869 63
1.902 05 1,894 77

[-5730

o7 S99 50

Page 3 of 4
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80031
80032

80036 -
80037 -
80040 -
80042 -
80048 -

* Uniforms
- Advertising

Meals & Entertainment
Depreciation Expense
Postage & Shipping
Penalties
Non-Deductible

Total Expense

Net Ordinary Income

Other Income/Expense

Other Income

85000 - Gain / Loss

Total Other Income

Net Other Income

Net Income

K. Nalepa Relied Upon Material - Page 4

Oct'14 - Sep 15

Oct'13 - Sep 14

1,019 24 0.00
494.19 455.00
593.02 502.60

45,4998.00 34,484.58

7,639.51 6,663 97

222.01 500.00

18,063.37 -313.75
475,318.01 509,224.11
55,668.49 39,575.73
0.00 1,000.00

0.00 1,000.00

0.00 1,000.00
55,668.49 40,575.73

Page 4 of 4
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WP-L  Gas oyt

13-Oct 16,112.14 4100 3.93
13-Nov 42,092.46 11001 3.83
13-Dec 71,160.76 15322 4.64
14-Jan 85,966.54 17342 4.96
14-Feb 90,859.70 12837 7.08
14-Mar 44,399.79 8474 5.24
14-Apr 20,408.27 4115 4.96
14-May 16,207.39 3292 4.92
14-jun 14,396.22 2906 4.95
14-Jul 12,377.05 2846 4.35
14-Aug 11,111.75 2583 4.30
14-Sep 16,250.76 2460 6.61
14-Oct 17,066.10 3064 5.57"
14-Nov 46,420.84 10133 4.58
14-Dec 37,183.36 11482 3.24
15-jan 52,038.54 17397 2.99
15-Feb 28,658.78 13178 2.17
15-Mar 24,648.83 9384 2.63
15-Apr 8,398.19 3308 2.54
15-May 8,048.53 2873 2.80
15-Jun 6,747.42 2445 2.76
15-jul 6,817.96 2426 2.81
15-Aug 6,473.43 2736 2.37

15-Sep 5,867.85 2391 2.45



Accounts

945 870

allocation of taxes for utility

non utility
allocation of depr for utility
non utility

874
875
878
887
893

901
902
903
905

910
911
812

813
820
921
923
924
925
926

930.2

932

506D

allocation of payroll taxes for utility
9917

non utility

+
+
4

K. Nalepa Relied Upon Material - Page 7

Amount

4,126.71
8,253.42
12,380.13
8,253.42
28,886.96

20,633.55

9,754.89
65,032.60
32,516.30

1,083.88

6,858.98
1,714.75
8,673.73

24,292 83
19,843.30
5,194.00
14,885.00
2,302.00
34,789.00
395.00
3,399.00

12,119.46
448254 0 040%

44,105.00 7
1,394.00 > '4{‘” 1

9,437.16 N 0 7‘1(0-‘({

2,359.29

3/3/69y=2  ip
12,119, 44 Wc;

4y 10500 OMT
g, 4321 P”“/“e(y

mslplof



K. Nalepa Relied Upon Malerial - Page 8

Natgas Inc.

Other Taxes
Crockett County Property Taxes 15,094.62
Texas Franchise Tax 1,507.00

16,601.62



- Nalepa Relied Upon Material - Page 9
3

!

SYE'rEZ
9L ¥tz
SYersz

€161

ol'see’L

wed rmieust jo eoueueILTEW
29D J018® Ansnpw sasuedxs osnu
S2UBINEW BEY

m

@uent fedasd
STNANDS AIDITINO
sasuesdxe 9 sanddns [T ]

69/

bue

.o:!:?on

LS €EE'62e

SO0 v Ov9211

85668¢

e e o

49'999'9¢

05929t

05 889'Z
0O EL6'L
00Zel'Le
SS S99

oo rio’L

05's9v’L

or'sta’t
SiroL’L
oo'oL8't

(AR 4T 474

SLo

S0

sZo
0o
SL0

st’o
sto
sZo
000

£1'0

So%Uedi3I vV ¥ O

Toan von %

9ivs

0025y
€1°001°504 9r Lyii2L 99'£8¢€'801
00'rrg 8 - -
- oY ore re'o 1Z 98E [34)
- 0SSy SZ0
L K
- 010689  sY0
00 EL6'L .
00816t - -
00 ¥8L'¢ St v82 1o vEYEZ oLo
- . Or'sE9’z  s90
0 - 0 - 000
€18 05 88y szo
1ze 0005 1 .
126 00'95Z'L 1
00 £85 3
\Z8  oovez'zi Lo -
178 o£'eZEZ €0 5088t 500 SrIeY'e  Sro
- 00 ¥9L 10 0099%'r  S9°0
0Z8  00'8OL'IS 3 - -
moeg inds  00'102'02 1
€28 00182 | - -
0Z6  taesY'y £00 oL'ges'rt 1o 0g9'e8L'ss 090
T wvs W TooIieg swoieny % NUNGooY JeWoIny %
Te8-026 818-608 $06-108

yag’

\n—.oow.mo—

00'66E'E
00 S6¢
0068L've
40 x4

00 589°'vy
00v6i'S
Ot'Eva’sL
€9°26Z'rz

g LrlLl 00t 99'/8t'80L gLresze L

ZE6

ot6

826

SZ68 2081132 snoy pue ialeut Jo BoURVEILIEW SSEE8'0Z 6z
¢4. SUrRW Jo SoUBLGIYRW 96 0BB'HZ  SE O
x4 J2UOISMD SNoA, e9°€eo’s i00 S06 now Zypecz'g oto
128 owep ¢£7¢.5'9 (] ZIB sND Of'91S'’ZE  Of 0 €08 ®ow €L'0GE'ZL  Si O
0z8 sedns giy1yy aio LI8 naw 0g9Zeo'ss o090 2068 mew Zy ggr'g oLo
€18 easnu gg gse'g oro 016 Wns Egvss's 800 108 #d0 1z 0210 s00

95UsdNT SIIES/IAS JoWGTINT

33U30XT SIN03oY JSLOES

SISUBAXT UoINqUISI)

91ves'ze
1242+ ECO
- [4]
0¥ 5.0 Lo
00 96¥'8 t
001002 1
9L veE'? 80
09 Sov 10
00 He'LL )
SO0

S0 89t

01'998'Yt 10
o3Usdx3 UoAnquISI %
v68-0/8

62 6522
L LevE
¥EEL
SOipy
S Zovy
areLIzt

€68
109
8.8
S8
vig
o8

0OBLE'SLY
BLESLY
£01°26
14151

120'89¢

L44]
610t
205'1L

¥SL'0L
b4 4}
15095
€09'L
950’y
119°21
vS6'L
0.8
952’1
€65
Yez'zL
1922
ovg'L
80415
102'0Z
1:74
199'AV1

Avmn vou

mn 10} saxel pozfed jo uoneaoye
Awn vou

A soy sdap jo vonesoye

Annn you

Armn Jop serven jo vonesone

Ny

UoU 'S3VR] JBID YB] Mo daq
1513w
83uadya 1 patnPw 1ou sOuny)

sy

swiapun

a3 peg

sSITIUaY

1any

sxeday

sanddng

SINAIIG IDSING
sapwap

uoneonpy

suoNQUIL /BUISTIUA DY
suonduosang ¢ sang
EILIT

—Cgﬂﬂsucm ? sSicopy
sammnnmuoudeia)
sanddng oo
Buwidws pue aBetsoy
$39 4 UwWDY
Idurinsy|
1PUOISSaj0I4 ¥ 12837
saueeg

10z
e 19

INVYN
1NNODDV

S10L/0US ONIONT HvIA
3SNIXT ONILYHILO 40 NOILYDIOTTY JNISYDLYN



K. Nalepa Relied Upon Material - Page 10

VT

mm.;

29°¢L sg'LLe
00 68¢ 00°291°L
SZ 909 sszeta'tL
asuadxa idap
Sy o0v8Z
SS¥EE'L  pOL'pp
SS¥8E’L  GoealL'y
126'8¢
asuadxy sa1daq
996°'G
645°t
120's
0
120'vs
1oL’
[4:184
€ga's
669'L
(1:T 4]
690'9
(0)
9€0'vY
Zt
oos
aueleq
pajernasdapun
£22001
L'BLLL
186111

-

\
4 22
S1'816'2 P ¥552e
yo'acy LE'60E'L
€4'68G°L SLISL'Y
SYSSLLL SE'99P'EE
0Z°285°6 09°118'82
89'58¢€'yL €0°LSLEY
aouendde Ayn

uonepaidag wnooy

@

0Z'8€9'st
ooovL'y
08 126°2
06 Zez'zy
0Z 6vL'aE
0e°0.5'LLL

00crL'y
oz'oev'e
02'659'a1
01°286'9¢
01'899'¢c21
09'LEL'EY
09°/8¢'0L1L
00'0€L'0ze
0s'Le
05°06L'E

%0t 18
pajenasdap Ayny

L5¥'68€L
pLo'LLL

zl0'0¢
9rL'L
108 ]
a9t'Le
6¥L'8¢
£¥5'L¢

Ev'895

ra'e
862°L
2221
€82's
88€'sLL
€90°'.¢
98b'oLL
¥60'9.2
0z
11544

LLoznerL
2ouejeg
Buipug

heh, o

}\
00'92Z'6 00°'ZZ8'0¢  865'6C
0o0'sey 00°SS¥'L ov8'L
00°00Z'2 00'2Z09'9 zo8's
00'96S'EL  00'682°0v SzZ5'9p
00°Z65'0t  QO'L6L'LE gBe'Zy
00°'266'0€  00'5.6'Z6 196°€Z1L

aoueydde Aynn

asuedde soj sjedoje

(o9v'2)

{o9v'2)

09v2-

sajajaq
2 rav

a.quvsiw.\%

66%'SYy
8.5's
20€'L

06z
9ss't

szr'e

(723
BZL

€29
BLL'¥2
les't
SYa'LL

0L

SppyY

8iy'LoL

968'2LL

225°'82%

[9b'e
o't
£60°ZL
099's
019'06
L8v'SE
884'0LL
8YZ'v9Z
6L
P17

LLoz/erzt
aduejeg
uiBag

NOISSINWOD avouTivy A8 SINIT3AIND

(1)
LE6LL

¥S12£991°0
658600100
91¥00SE00
809806v2°0
402¥9022°0
8926.8LE0

€Z1Le

811959000
LS€1ZZ000
$66.82200
8ESBEIL0D
SE6EVLLLO
8EEELL20°0
£00S0802°0
61.1666V'0

LEEZEYDO'0

NOWLVYIOTIV NOILYIDTNdIa Q3LvVINWNJIV

OFYI3T 1S SVOLYN/OINI ISYIHON! LVH/SYOLYN/SINIWNIOT AW 3714 335

Lv1'646

o9v'L Lel'ee 9Lp'co6
0z9't9z (103 - 080°'L/2
865'6E 866°6¢
o6’y obs'L
z08'g ) zos's
m.w.. n‘au.Wﬁ _mcmﬁ S8E'YS
185 P TEe Bec'Zy
=i96ieeuith 296°cz1
prAN:1V) - LeL'eZ 96€'269
oe's 0L2's
8.8'€ 8/8°¢
EEL'OC €€L'02
698°81L 698'81
60b'ZEL LeL82 8L9°ELL
¥26'Ly vZ6'LY
¥9.'2Z1L vaL'2zL
002's5¢ 00£'G5€
Se SE
SYS'e SHS'E
ZLoznerRL  salseg spPpY LLOZ/LEIZL
aouejeg aoueleg
Buipu3 uiBeg
NOLLYJ0TIV 13SSY

LES'9L
LSPBPE666 0

1521192000
L ¥8009500 0
LYBEYE6Z0 0
9v.162200
€1808L¥9L0
L2./v12690°0
ZLEoeLLL’0
LOEEZLELG O
0

C06811500 0

S3TINAIHOS YOIHd HOLYW OL S13SSY Ol S3DNVIVE LSNrav 0STv
MOTI04 Ol NOILWIDINLIA INN 1HOIVYLS 01 $3ONVIVE g3LSnravy

SIassy [B10] puesg
1210} ang

wawdinb3 Jauio s6¢
wawdinb3 unwwog se¢
wawdinb3 doys pee
wawdinbj dsues} zge
aINuuINg 3cy O LeE
dWIPNIS 06E

WEeld [BJauag

12101 ang

03 B3y 'SW anI see
VLSNI 934 ISH e
sBay asnon gge
steisuy 1313 zge
sidlaw Leg
WB:CNW 08¢
V1S 93y 'seaw g/¢
suiew g9/¢
dWI '3IndNS gz¢
Siy puel psg
suonnguisig
vonduasag ON
uUN02ay

B00Z ‘L€ J8QuadaQ p3pu] Jeap Jog
uonesoly sunaaoy lueld ouj seblen



K. Nalepa Relied Upon Material - Page 11

Long term Debt Interest Rate is 6%. The note is held by Norman W. Smith

NatGas Response to 1st Data Request 11132015 6 Page 6 of 18
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K. Nalepa Relied Upon Material

Salaries  Payrolltax  Healthcare T
Trudy Barrera 30,408.00 2,326.21 - _ >
Scott Carson 59,395.44 4,543.75 12,790.20
Wayne Flores 27,000.00  2,065.50  17.865.00 / 0/ / / 24
Byrl Allen 29,004.00 2,218.81 13,054.80
Virginia Hernandez $15an hour. No set hours just when they need extra help.

- Page 13

Raises are given in December and effective January 1st. These salaries are current at this time.
¥ OnJanuary 1, 2015, Wayne Flores received a $50 per month raise.
A¥ 0On January 1, 2015, Trudy Barrera received a $100.66 per month raise.

X On January 1, 2015, Scott Carson received a $150.62 per month raise and

Norman is going to think about 2016 raises.

%/4/1155

/vs, 807 77

7hex

115937

also a increase in July on AFLAC of $49.

)
o™

2,659,

(odl.w%) ce7 &Y
e 3 vb)( (50 + /50.62) = 60186 7;//%-22 4
* 9 x 49 = Yoy AeeT T
A0
. =30} 4% /e AT
& 3 x v =3 "

Response to REC's 1st Data Request 11132015 13
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Meter replacement cost:

New ebuilt
Residentia} 20LT S 58.00 S 56.00
Residential & Small Commercial 30LT $ 34000

Large Commercial Roots Meter $ 3,056.25 _~

\/w?m

Y07 ¥ 250 - )38 380
| ¥ 3p3b.25 = g&’o,ré‘ar
/S 36 S
~yof¢ < 304 4

Rss /

P 3.5Y

NatGas Response to 1st Data Request 11132015 15 Page 14 of 18
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GAS UTILITIES DOCKET NO. 10498

STATEMENT OF INTENT OF NATGAS, §

INC. TO INCREASE GAS UTILITY § BEFORE THE
RATES IN AND AROUND THE § RAILROAD COMMISSION
UNINCORPORATED COMMUNITY OF  § OF TEXAS
OZONA, TEXAS §

AFFIDAVIT OF NORMAN SMITH
se=ay it Ul NORMAN SMITH

STATE OF TEXAS

DALLAS COUNTY

BEFORE ME, the undersigned authority on this day personally appeared Norman Smith,

who, after being duly sworn upon his oath deposed and stated as follows:

L. My name is Norman Smith. I am the President of NatGas, Inc. | am authorized to make
this affidavit and I have personal knowledge of the facts stated herein.

2. The captioned statement of intent of NatGas, Inc. that is Gas Utilities Docket No. 10498 is
currently pending before the Texas Railroad Commission.

3. NatGas, Inc. published in the Ozona Stockman, a newspaper of general circulation in the
area affected by the proposed increase, for four consecutive weeks - April 6, 2016, April 13,

2016, April 20, 2016 and April 27, 2016, a copy of the notice that is attached as Exhibit A.

Further, Affiant sayeth not.

7lee (Ady

Norman Smith

Subscribed and swomn to before me on the 9 &duy of May, 2016,

M&S- mﬂwa
PAMELA 8. Jo ic i
% MY COMMIRS E)chfnss Notary Public, in and fMe 0

1,209 State of Texas

[Seal)

My Commission Expires:




Exhibit A
PUBLIC NOTICE

Notice of Proposed Filing of
Statement of Intent to Increase Rates for Gas Service

To the Customers of NatGas, Inc. (“NatGas™) in and around the unincorporated community of
Ozona, Texas in Crockett County, Texas:

Pursuant to the public notice requirements of § 104.102 and § 104.103 of the Gas Utility
Regulatory Act (“GURA”), TEX. UTIL. CODE CH.10!1 er seq, NatGas hereby provides notice to the
public that on February 12, 2016, NatGas filed with the Railroad Commission of Texas its Statement of
Intent to Increase Rates in and around the unincorporated Community of Ozona, Texas. The proposed
rates will affect all of NatGas’ approximately 1,192 customers. Of this total, NatGas serves approximately
1,051 residential customers, 107 commercial customers, and 34 public authority customers. The proposed
effective date of the rate increase is March 18, 2016.

The proposed rates and tariffs are expected to increase NatGas’s annual revenues by $35,504 or
5.3% including gas costs, or 9.5% excluding gas costs. The proposed change in rates constitutes a “major
change” as that term is defined by Section 104.101 of the Texas Utilities Code. NatGas is proposing to
divide the current Residential and Small Commercial tariff into separate Residential and Commercial
tariffs. NatGas is also proposing to rename the current Large Commercial tariff the Public Authority
tariff. Finally, NatGas is proposing to move all gas costs remaining in base rates to the cost of gas
adjustment clause. This will result in a $3.00 per Mcf reduction in the base rate commodity charge and a
corresponding $3.00 per Mcf increase in the cost of gas clause.

Based on the proposed rate design, the average monthly bills for a residential, commercial, or

public authority customer will, excluding revenue related taxes, change by the amount and percent shown

in the following table:

Customer Number of Current.Bill Proposed Bill Percent Change With
Class (1) Customers Including Including Difference  Gas Cost/without Gas
Affected Gas Cost (2) Gas Cost (2) Cost
Residential 1,051 $34.71 $37.06 $2.35 6.77%/ 11.44%
Commercial 107 $140.87 $144.87 $4.00 2.84%/ 5.46%
Public Authority 34 $148.38 $152.38 $4.00 2.70%/ 5.07%

(1) Residential and Commercial customers are currently served under the combined
Residential and Small Commercial tariff. Public Authority customers are currently

served under the Large Commercial tariff.

(2) The calculation of bill impacts assumes monthly consumption of 3.9 Mcf for residential,
17.0 Mcf for commercial, and 20.3 Mcf for public authority customers. The annual
average cost of gas for the twelve months ending September 30, 2015 was $3.6770
per Mcf. Gas costs by class of service vary slightly from the average cost.



Exhibit A

The next table provides by class a comparison of the rates currently being charged with
the rates proposed by NatGas:

Residential Service (1)

Charge Tariffed Rates Present Base Rate (2) Proposed Rate
Customer Charge $/Month $5.00 $5.00 $7.35
Commoadity Charge $/Mcf $7.03 $4.03 $4.03

Commercial Service (1)

Charge Tariffed Rates Present Base Rate (2) Proposed Rate
Customer Charge $/Month $5.00 $5.00 $9.00
Commodity Charge $/Mcf $7.03 $4.03 $4.03

Public Authority Service (1)

Charge Tariffed Rates Present Base Rate (2) Proposed Rate
Customer Charge $/Month $5.00 $5.00 $9.00
Commodity Charge $/Mcf $6.64 $3.64 $3.64

(1) Residential and Commercial Customers are currently served under the
combined Residential & Small Commercial tariff. Public Authority
customers are currently served under the Large Commercial tariff.

(2) Excludes $3.00/Mcf base cost of gas.

In addition, the Company seeks to recover all rate case expenses as allowed by law. The exact
amount of rate case expenses will not be known until the case is completed.

Complete copies of the filed Statement of Intent, including all proposed tariffs, are available for
inspection at the business office of NatGas, located at 901 Avenue H, Ozona, Texas 76943, Affected
customers may file written comments or protests concerning the proposed change in rates with the Docket
Services Section of the Hearings Division, Railroad Commission of Texas, P.O. Box 12967, Austin,
Texas 78711-2967. The deadline to intervene in this proceeding is 45 days after the date this notice is

filed, or - Persons with specific questions or desiring additional information about

this filing may contact NatGas at (214) 526-6273 or by written communication directed to the

undersigned as shown below.

Mr. Norman Smith

NatGas, Inc.

3838 Oak Lawn Ave., Suite 1525
Dallas, TX 75219

Para una explicacién de este Aviso en Espaiiol, por favor
visite la oficina de NatGas en Ozona.



GAS UTILITIES DOCKET NO. 10498

STATEMENT OF INTENT OF NATGAS, §
INC. TO INCREASE GAS UTILITY § BEFORE THE
RATES IN AND AROUND THE § RAILROAD COMMISSION
UNINCORPORATED COMMUNITY OF § OF TEXAS
OZONA, TEXAS §

AFFIDAVIT OF KARL J. NALEPA

STATE OF TEXAS

TRAVIS COUNTY

BEFORE ME, the undersigned authority on this day personally appeared Karl J. Nalepa,

who, after being duly sworn upon his oath deposed and stated as follows:

1. My name is Karl J. Nalepa. [ am over 18 years of age, authorized to make this affidavit and
I have personal knowledge of the facts stated herein.

2. [ am the President and a partner in the firm ReSolved Energy Consulting, LLC. I am an
energy economist and have more than 30 years of private and public sector experience in
the natural gas and electric power industries. I have extensive experience in proceedings
before the Railroad Commission of Texas (“Commission”) and the Public Utility
Commission of Texas. In addition, I previously directed the Regulatory Analysis & Policy
Section of the Gas Services Division at the Railroad Commission of Texas and served asa

technical examiner in natural gas rate proceedings at the Commission.

3. I am representing NatGas, Inc. (“NatGas” or “Company”) in Gas Utilities Docket No.
10498, which was filed with the Commission on February 12, 2016. Attached to this
Affidavit are itemized invoices documenting actual rate case expenses in the amount of
$36,080.46 incurred by NatGas in this docket through April 30, 2016. This amount includes
expenses incurred to assist the Company in preparing its rate filing package, responding to
discovery questions from Commission Examiners and Staff, participating in conferences

with Examiners and Staff, negotiating settlement terms and preparing settlement documents,



I 'am familiar with the Commission’s Rate Case Expense Rule, 16 Tex. Admin. Code
§7.5530, as well as past decisions rendered by the Commission regarding the types of

expenses that are eligible for rate case recovery.

I have reviewed the billings of ReSolved Energy Consulting, LLC submitted to NatGas for
services performed in this proceeding through April 30, 2016, and I affirm that those billings
accurately reflect the time spent and expenditures incurred by ReSolved Energy Consulting
on NatGas’ behalf. The charges and rates of my firm are reasonable and consistent with
those billed by others for similar work, and the rates are comparable to rates charged by
other professionals with the same level of experience and expertise. The hours spent to
perform tasks delegated to ReSolved Energy Consulting were necessary to complete those
tasks in a professional manner on a timely basis and the nature of the work performed is

typical of a contested case such as this.

In addition to the actual amounts incurred through April 30, 2016, NatGas will continue to
incur expenses for additional work performed in May 2016 through the issuance of a Final
Order in this docket. The nature of this work includes negotiating final settlement terms and
preparing final settlement documents, presenting the settlement to the Examiners,
responding to Examiners’ questions, and participating in Commission conferences. [
estimate that these expenses will be approximately $3,720, which makes the total amount of

actual and estimated fees and expenses necessary to complete this proceeding $39,800.46.

No portion of the fees or expenses that NatGas expects to incur is or will be for luxury items
such as limousine service, sporting events, alcoholic beverages, hotel movies, or other
entertainment. In fact, there are no food, hotel or entertainment expenses at all. The charges

for copies, transcripts, and other expenses and costs were necessary for the prosecution of
the case and are reasonable.

The total amount of actual rate case expenses incurred through April 30, 2016 is $36,080.46
and the amount estimated to be incurred after that date is $3,720, for total rate case expenses
in the amount of $39,800.46. However, consistent with the terms of the Settlement

Agreement in this docket, NatGas is requesting the Commission to authorize recovery of

only $26,800 in rate case expenses.



Further, Affiant sayeth not.

Karl J. Nalepa

\@\U@\\Qﬁw

RSN
Subscribed and sworn to before me on the (O day of May, 2016.

B W
\\"””,l[’
Senoma g, WW&M
?".-;p WA T2 e

Y""":E Notary Public, in and for the
*s State of Texas

My Commission Expires:

jo\J‘ o, 20\4
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