Edgar Filing: ONE Gas, Inc. - Form 10-Q

ONE Gas, Inc.
Form 10-Q
May 06, 2014

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
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every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files).

Yes X No __
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As used in this Quarterly Report, references to “we,” “our,” “us” or the “company” refer to ONE Gas, Inc., an Oklahoma
corporation, and its predecessors and subsidiary, unless the context indicates otherwise.

The statements in this Quarterly Report that are not historical information, including statements concerning plans and
objectives of management for future operations, economic performance or related assumptions, are forward-looking
statements. Forward-looking statements may include words such as “anticipate,” “estimate,” “expect,” “project,” “intend,” “pl
“believe,” “should,” “goal,” “forecast,” “guidance,” “could,” “may,” “continue,” “might,” “potential,” “‘scheduled” and other w
of similar meaning. Although we believe that our expectations regarding future events are based on reasonable

assumptions, we can give no assurance that such expectations or assumptions will be achieved. Important factors that

could cause actual results to differ materially from those in the forward-looking statements are described under Part I,

Item 2, Management’s Discussion and Analysis of Financial Condition and Results of Operations, “Forward-Looking
Statements,” in this Quarterly Report and under Part I, Item A, “Risk Factors,” in our Annual Report.

LT 9

99 ¢ 99 ¢ EEINT3

W




Edgar Filing: ONE Gas, Inc. - Form 10-Q

INFORMATION AVAILABLE ON OUR WEBSITE

We make available, free of charge, on our website (www.onegas.com) copies of our Annual Reports on Form 10-K,
Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, amendments to those reports filed or furnished to the
SEC pursuant to Section 13(a) or 15(d) of the Exchange Act and reports of holdings of our securities filed by our
officers and directors under Section 16 of the Exchange Act as soon as reasonably practicable after filing such
material electronically or otherwise furnishing it to the SEC. Copies of our Code of Business Conduct and Ethics,
Corporate Governance Guidelines and Director Independence Guidelines are also available on our website, and we
will provide copies of these documents upon request. Our website and any contents thereof are not incorporated by
reference into this report.

We also make available on our website the Interactive Data Files required to be submitted and posted pursuant to Rule
405 of Regulation S-T.
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The abbreviations, acronyms and industry terminology used in this Quarterly Report are defined as follows:

Annual Report
CERCLA
Clean Air Act

Clean Water Act
DOT

Employee Matters Agreement

EPA

EPS
Exchange Act
GAAP
GRIP
HDDs
KDHE
LDCs
LIBOR
MMcf
NYSE
OCC
ONE Gas

ONE Gas Credit Agreement

ONE Gas Predecessor

ONEOK
ONEOK Partners
PBRC

PHMSA

Pipeline Safety Improvement Act
Pipeline Safety, Regulatory Certainty

and
Job Creation Act
Quarterly Report(s)

RICE NESHAP

RRC
SEC
Securities Act

Separation and Distribution Agreement

Tax Matters Agreement

Annual Report on Form 10-K for the year ended December 31, 2013

Federal Comprehensive Environmental Response, Compensation and

Liability
Act of 1980, as amended

Federal Clean Air Act, as amended

Federal Water Pollution Control Amendments of 1972, as amended

United States Department of Transportation

Employee Matters Agreement dated January 14, 2014, between ONEOK
and ONE Gas

United States Environmental Protection Agency

Earnings per share

Securities Exchange Act of 1934, as amended

Accounting principles generally accepted in the United States of America

Texas Gas Reliability Infrastructure Program

Heating Degree Days

Kansas Department of Health and Environment

Local distribution companies

London Interbank Offered Rate

Million cubic feet

New York Stock Exchange

Oklahoma Corporation Commission

ONE Gas, Inc.

ONE Gas’ $700 million revolving credit agreement dated December 20, 2013
and effective January 31, 2014

ONE Gas, Inc.’s predecessor for accounting purposes that consists of the
business attributable to ONEOK’s natural gas distribution segment that
was transferred to ONE Gas, Inc. in connection with its
separation from ONEOK

ONEOK, Inc. and its subsidiaries

ONEOK Partners, L.P. and its subsidiaries

Performance-Based Rate Change

United States Department of Transportation Pipeline and Hazardous Materials

Safety Administration

Pipeline Safety Improvement Act of 2002, as amended

Pipeline Safety, Regulatory Certainty and Job Creation Act of 2011, as
amended

Quarterly Report(s) on Form 10-Q

National Emission Standards for Hazardous Air Pollutants for Reciprocating
Internal Combustion Engines

Railroad Commission of Texas

Securities and Exchange Commission

Securities Act of 1933, as amended

Separation and Distribution Agreement dated January 14, 2014, between
ONEOK

and ONE Gas
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Tax Matters Agreement dated January 14, 2014, between ONEOK and ONE

Gas
.. : Transition Services Agreement dated January 14, 2014, between ONEOK
Transition Services Agreement
and ONE Gas
XBRL eXtensible Business Reporting Language
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
ONE Gas, Inc.

STATEMENTS OF INCOME

Three Months Ended
March 31,
(Unaudited) 2014 2013

(Thousands of dollars, except
per share amounts)

Revenues $766,178 $635,933
Cost of natural gas 506,342 384,259

Net margin 259,836 251,674
Operating expenses

Operations and maintenance 103,499 99,694
Depreciation and amortization 31,460 34,867
General taxes 15,524 15,275

Total operating expenses 150,483 149,836
Operating income 109,353 101,838
Other income 633 1,696

Other expense (1,148 ) (1,077 )
Interest expense (12,950 ) (15,306 )
Income before income taxes 95,888 87,151
Income taxes (36,812 ) (33,659 )
Net income $59,076 $53,492
Earnings per share (Note 5)

Basic $1.13 $1.02
Diluted $1.13 $1.02

Average shares (thousands)

Basic 52,334 52,319
Diluted 52,512 52,319
See accompanying Notes to Financial Statements.
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ONE Gas, Inc.
STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)

Net income

Other comprehensive income (loss), net of tax

Change in pension and postretirement benefit plan liability, net of tax of $2,124 and $0,
respectively

Total other comprehensive income (loss), net of tax

Comprehensive income

See accompanying Notes to Financial Statements.

Three Months Ended
March 31,

2014 2013
(Thousands of dollars)
$59,076 $53,492
(3,393 ) —
(3,393 ) —
$55,683 $53,492
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ONE Gas, Inc.
BALANCE SHEETS

(Unaudited)

Assets

Property, plant and equipment
Property, plant and equipment
Accumulated depreciation and amortization
Net property, plant and equipment
Current assets

Cash and cash equivalents
Accounts receivable, net

Natural gas in storage

Regulatory assets (Note 2)

Other current assets

Total current assets

Goodwill and other assets
Regulatory assets (Note 2)
Goodwill

Other assets

Total goodwill and other assets
Total assets

See accompanying Notes to Financial Statements.

March 31, December 31,
2014 2013
(Thousands of dollars)
$4,628,598 $4,534,074
1,516,458 1,489,216
3,112,140 3,044,858
178,646 3,171
398,809 356,988
81,654 166,128
29916 21,657
35,323 54,240
724,348 602,184
333,201 23,822
157,953 157,953
54,376 17,658
545,530 199,433
$4,382,018 $3,846,475
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ONE Gas, Inc.
BALANCE SHEETS
(Continued)

(Unaudited)
Equity and Liabilities
Equity and long-term debt
Preferred stock, $0.01 par value:
authorized 50,000,000 shares; no shares issued
Common stock, $0.01 par value:

authorized 250,000,000 shares; issued and outstanding 51,973,052 shares at March

31,

2014; authorized 1,000 shares, issued and outstanding 100 shares at December 31,

2013
Paid-in capital
Accumulated other comprehensive income (loss)
Retained earnings
Owner’s net investment

Total equity
Long-term debt, excluding current maturities
Long-term line of credit with ONEOK
Total equity and long-term debt
Current liabilities
Current maturities of long-term debt
Short-term note payable to ONEOK
Affiliate payable
Accounts payable
Current income taxes payable
Accrued taxes other than income
Customer deposits
Other current liabilities
Total current liabilities
Deferred credits and other liabilities
Deferred income taxes
Other deferred credits
Total deferred credits and other liabilities
Commitments and contingencies (Note 7)
Total liabilities and equity

See accompanying Notes to Financial Statements.

March 31, December 31,
2014 2013
(Thousands of dollars)
$— $—

520 —
1,752,105 —

(3,393 —

33,500 —

— 1,239,023
1,782,732 1,239,023
1,201,316 1,318

— 1,027,631
2,984,048 2,267,972
6 6

— 444,960
— 22,403
175,526 169,500
18,965 —

56,551 32,426
58,784 57,360
54,155 42,422
363,987 769,077
831,371 743,452
202,612 65,974
1,033,983 809,426
$4,382,018 $3,846,475
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ONE Gas, Inc.
STATEMENTS OF CASH FLOWS
Three Months Ended
March 31,
(Unaudited) 2014 2013
(Thousands of dollars)
Operating activities
Net income $59,076 $53,492
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 31,460 34,867
Deferred income taxes 152 33,658
Share-based compensation expense 1,794 —
Provision for doubtful accounts 891 618
Changes in assets and liabilities:
Accounts receivable 42,712 ) (59,597
Natural gas in storage 84,474 72,859
Asset removal costs (8,107 ) (11,093
Affiliate payable — 2,907
Accounts payable 6,091 (15,321
Current income taxes payable 18,965 —
Accrued taxes other than income 24,125 930
Customer deposits 1,424 269
Regulatory assets and liabilities 11,066 26,350
Other assets and liabilities (6,601 ) 17,756
Cash provided by operating activities 182,098 157,695
Investing activities
Capital expenditures (65,731 ) (62,682
Proceeds from sale of assets — 2,549
Cash used in investing activities (65,731 ) (60,133
Financing activities
Settlement of short-term notes payable to ONEOK, net — (72,975
Issuance of debt, net of discounts 1,199,994 —
Long-term debt financing costs (10,903 ) —
Cash payment to ONEOK upon separation (1,130,000 ) —
Issuance of common stock 17 —
Repayment of long-term debt — (58
Distributions to ONEOK — (22,157
Cash provided by (used in) financing activities 59,108 (95,190
Change in cash and cash equivalents 175,475 2,372
Cash and cash equivalents at beginning of period 3,171 4,040
Cash and cash equivalents at end of period $178,646 $6,412

See accompanying Notes to Financial Statements.
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ONE Gas, Inc.
STATEMENT OF CHANGES IN EQUITY

(Unaudited) Common Common Paid-in Retained
Stock Issued Stock Capital Earnings
(Shares) (Thousands of dollars)

January 1, 2014 100 $— $— $—

Net income — — — 33,500

Net transfers from ONEOK (Note 1) — — — —

Reclassification of Owner’s net investment to paid-in capital — — 1,750,814 —

Net issuance of common stock at the separation 51,941,136 520 (520 )—

Common stock issued 31,816 — 1,811 —

March 31, 2014 51,973,052 $520 $1,752,105 $33,500

See accompanying Notes to Financial Statements.

12
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ONE Gas, Inc.
STATEMENT OF CHANGES IN EQUITY
(Continued)

(Unaudited)

January 1, 2014

Net income

Net transfers from ONEOK (Note 1)

Reclassification of Owner’s net investment to paid-in
capital

Issuance of common stock at the separation
Common stock issued

March 31, 2014

See accompanying Notes to Financial Statements.

13

Accumulated
Owner’s Net Other
Investment Comprehensive

Income (Loss)

Total Equity

(Thousands of dollars)

$1,239,023 $— $1,239,023
25,576 — 59,076
486,215 (3,393 ) 482,822
(1,750,814 )— —

— — 1,811

$— $(3,393 )$1,782,732
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ONE Gas, Inc.
NOTES TO FINANCIAL STATEMENTS

1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Our accompanying unaudited financial statements have been prepared pursuant to the rules and regulations of the
SEC. These statements also have been prepared in accordance with GAAP and reflect all adjustments that, in our
opinion, are necessary for a fair presentation of the results for the interim periods presented. All such adjustments are
of a normal recurring nature. The 2013 year-end balance sheet data was derived from audited financial statements but
does not include all disclosures required by GAAP. These unaudited financial statements should be read in
conjunction with the audited financial statements and footnotes in our Annual Report. Due to the seasonal nature of
our business, the results of operations for the three months ended March 31, 2014, are not necessarily indicative of the
results that may be expected for a 12-month period.

Separation - We were a wholly owned subsidiary of ONEOK as of December 31, 2013. Operations of our company
are located in the United States and we are comprised of ONEOK’s former natural gas distribution business. On
January 8, 2014, ONEOK’s board of directors approved the distribution of all the shares of our common stock to
holders of ONEOK common stock.

In order for ONEOK to effect the distribution, we requested, and the SEC declared effective, our registration
statement on Form 10 on January 10, 2014. ONEOK transferred all of the assets and liabilities primarily related to its
natural gas distribution business to us. Assets and liabilities included accounts receivable and payable, natural gas in
storage, regulatory assets and liabilities, pipeline and other natural gas distribution facilities, customer deposits,
employee-related assets and liabilities, including amounts attributable to pension and other postretirement benefits,
tax-related assets and liabilities and other assets and liabilities primarily associated with providing natural gas
distribution service in Oklahoma, Kansas and Texas. Certain corporate assets, such as office space in the corporate
headquarters and certain IT hardware and software, were not transferred to us; however, the Transition Services
Agreement between ONEOK and us provides access to such corporate assets as necessary to operate our business for
a period of time to enable us to obtain the applicable corporate assets.

Immediately prior to the contribution of the natural gas distribution business to us, ONEOK contributed to the capital
of the natural gas distribution business all of the amounts outstanding on the natural gas distribution business’
short-term note payable to and long-term line of credit with ONEOK. We received approximately $1.19 billion of
cash from a private placement of senior notes, then used a portion of those proceeds to fund a cash payment of
approximately $1.13 billion to ONEOK in connection with the separation. Effective January 31, 2014, the number of
our authorized shares increased to 250 million shares of common stock and 50 million shares of preferred stock. On
January 31, 2014, ONEOK distributed one share of our common stock for every four shares of ONEOK common
stock held by ONEOK shareholders of record as of the close of business on January 21, 2014, the record date of the
distribution. At the close of business on January 31, 2014, we became an independent, publicly traded company as a
result of the distribution. Our common stock began trading “regular-way”’ under the ticker symbol “OGS” on the NYSE on
February 3, 2014.

We provide natural gas distribution services to more than 2 million customers through our divisions in Oklahoma,
Kansas and Texas through Oklahoma Natural Gas, Kansas Gas Service and Texas Gas Service, respectively. We serve
residential, commercial, industrial and transportation customers in all three states. In addition, these natural gas
distribution companies serve wholesale and public authority customers.

14
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Reorganization Adjustments - In accordance with the terms of the Separation and Distribution Agreement, ONEOK
contributed the assets and liabilities of its natural gas distribution business to us. The contributions below represent
ONEOK assets and liabilities attributable to pension and other post-retirement employee benefits, general corporate
assets and liabilities and related deferred taxes not included previously in the ONE Gas Predecessor balance sheet, but
the costs for which were included in ONE Gas Predecessor’s results of operations. The table below also includes the
contribution of the short-term note payable to and long-term line of credit with ONEOK previously included in ONE
Gas Predecessor balance sheets. The assets and liabilities below were recorded at historical cost as the reorganization
was among entities under common control. Net transfers from ONEOK included:

(Thousands of dollars)
Plant, property and equipment, net $21,459
Regulatory assets, pension and other post-retirement benefits 331,148
Other assets 79,504
Long-term line of credit with ONEOK 1,027,631
Short-term note payable to ONEOK 397,857
Pension and other postretirement benefits - liabilities (122,909 )
Other liabilities (31,194 )
Deferred taxes (87,281 )
Accumulated other comprehensive loss (3,393 )
Net contribution of assets (liabilities) $1,612,822
Less: Cash paid to ONEOK 1,130,000

Net transfers from ONEOK $482,822

Basis of Presentation - Prior to our separation from ONEOK, our financial statements were derived from ONEOK’s
financial statements, which included its natural gas distribution business as if we, for accounting purposes, had been a
separate company for all periods presented. The assets and liabilities in the financial statements have been reflected on
a historical basis. The financial statements for periods prior to the separation also include expense allocations for
certain corporate functions historically performed by ONEOK, including allocations of general corporate expenses
related to executive oversight, accounting, treasury, tax, legal, information technology and other services. We believe
our assumptions underlying the financial statements, including the assumptions regarding the allocation of general
corporate expenses from ONEOK, are reasonable. However, the financial statements may not include all of the actual
expenses that would have been incurred by us and may not reflect our results of operations, financial position and cash
flows had we been a separate publicly traded company during the periods presented prior to the separation.

Because the operations of the natural gas distribution business within ONEOK were conducted through separate
divisions, ONEOK’s net investment in us, excluding the long-term line of credit with ONEOK, is shown as owner’s net
investment in lieu of stockholder’s equity in the financial statements prior to the separation. Transactions between
ONEOK and us which were not part of the long-term line of credit with or the short-term notes payable to ONEOK
have been identified in the Statement of Changes in Equity as a net transfer from ONEOK. Transactions with
ONEOK’s other operating businesses, which generally settle monthly, are shown as accounts receivable-affiliate or
accounts payable-affiliate in periods prior to the separation.

All financial information presented after the separation represents the results of operations, financial position and cash
flows of ONE Gas. Accordingly:

Our Statements of Income and Comprehensive Income for the three months ended March 31, 2014, consist of the
results of ONE Gas for the two months ended March 31, 2014, and the results of ONE Gas Predecessor for the one
month ended January 31, 2014. Our Statements of Income and Comprehensive Income for the three months ended
March 31, 2013, consist entirely of the results of ONE Gas Predecessor. Our net income for the period prior to
January 31, 2014, was recorded to Owner’s Net Investment.
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Our Balance Sheet at March 31, 2014, consists of the balances of ONE Gas, while at December 31, 2013, it consists
of the balances of ONE Gas and ONE Gas Predecessor.

Our Statement of Cash Flows for the three months ended March 31, 2014, consists of the results of ONE Gas for the
two months ended March 31, 2014, and the results of ONE Gas Predecessor for the one month ended January 31,
2014. Our Statement of Cash Flows for the three months ended March 31, 2013, consists entirely of the results of
ONE Gas Predecessor.

15
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Our Statement of Changes in Equity for the three months ended March 31, 2014, consists of both the activity for ONE
Gas Predecessor prior to January 31, 2014, and the activity for ONE Gas completed in connection with, and
subsequent to, the separation on January 31, 2014.

All significant balances and transactions among our divisions have been eliminated.

Use of Estimates - The preparation of our financial statements and related disclosures in accordance with GAAP
requires us to make estimates and assumptions with respect to values or conditions that cannot be known with
certainty that affect the reported amount of assets and liabilities, and the disclosure of contingent assets and liabilities
at the date of the financial statements. These estimates and assumptions also affect the reported amounts of revenue
and expenses during the reporting period. Items that may be estimated include, but are not limited to, the economic
useful life of assets, fair value of assets and liabilities, provisions for doubtful accounts receivable, unbilled revenues
for natural gas delivered but for which meters have not been read, natural gas purchased but for which no invoice has
been received, provision for income taxes, including any deferred tax valuation allowances, the results of litigation
and various other recorded or disclosed amounts.

We evaluate these estimates on an ongoing basis using historical experience and other methods we consider
reasonable based on the particular circumstances. Nevertheless, actual results may differ significantly from the
estimates. Any effects on our financial position or results of operations from revisions to these estimates are recorded
in the period when the facts that give rise to the revision become known.

Cash and Cash Equivalents - Cash equivalents consist of highly liquid investments, which are readily convertible into
cash and have maturities of three months or less.

Related-Party Transactions - Prior to our separation from ONEOK on January 31, 2014, we had certain transactions
with ONEOK, including, but not limited to, natural gas supply, allocated corporate services, employee benefits, cash
management, derivatives and long-term lines of credit. Following the separation, we and ONEOK are still providing
some services to each other under the Transition Services Agreement, but these services are now considered
third-party transactions. The remaining related-party transactions are not material. See Note 7 for disclosures of our
agreements with ONEOK after the separation.

Valuation of Deferred Taxes and Liabilities - Through the effective date of the separation, our domestic operations
were included in the consolidated federal and state income tax returns of ONEOK, except for certain state filings. The
income tax provision has been calculated on a separate return basis for us.

The determination of our effective state tax rate requires judgment, as we did not exist as a stand-alone filer during
these periods and the effective state tax rate can change periodically based on changes in our operations. Our effective
state tax rate is based upon our current structure and the jurisdictions in which we operate.

Segments - We operate as one business segment: regulated public utilities that deliver natural gas to residential,
commercial, industrial and transportation customers. The accounting policies for our segment are the same as
described in Note 1 of our Notes to the financial statements in our Annual Report. We evaluate our financial
performance principally on operating income. For the three months ended March 31, 2014, and 2013, we had no
single external customer from which we received 10 percent or more of our gross revenues.

16
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2.REGULATORY ASSETS AND LIABILITIES

The table below presents a summary of regulatory assets, net of amortization, and liabilities for the periods indicated:
March 31, 2014
Current ~ Noncurrent Total

(Thousands of dollars)
Under-recovered purchased-gas costs $14,0090 $— $14,009
Pension and postretirement benefit costs (see Note 6) 11,726 319,888 331,614
Reacquired debt costs 812 10,473 11,285
Other 3,369 2,840 6,209
Total regulatory assets, net of amortization 29,916 333,201 363,117
Accumulated removal costs (a) — (21,316 ) (21,316 )
Over-recovered purchased-gas costs (b) (15,442 ) — (15,442 )
Total regulatory liabilities (15,442 ) (21,316 ) (36,758 )
Net regulatory assets and liabilities $14474 $311,885 $326,359

(a) Included in other deferred credits in our Balance Sheets.
(b) Included in other current liabilities in our Balance Sheets.
December 31, 2013
Current Noncurrent Total

(Thousands of dollars)
Under-recovered purchased-gas costs $12,393 $— $12,393
Pension and postretirement benefit costs 298 9,556 9,854
Reacquired debt costs 812 10,541 11,353
Other 8,154 3,725 11,879
Total regulatory assets, net of amortization 21,657 23,822 45,479
Accumulated removal costs (a) — (21,375 ) (21,375 )
Over-recovered purchased-gas costs (b) (17,796 ) — (17,796 )
Total regulatory liabilities (17,796 ) (21,375 ) (39,171 )
Net regulatory assets and liabilities $3,861 $2,447 $6,308

(a) Included in other deferred credits in our Balance Sheets.
(b) Included in other current liabilities in our Balance Sheets.

Regulatory assets on our Balance Sheets, as authorized by the various regulatory commissions, are probable of
recovery. Base rates are designed to provide a recovery of cost during the period rates are in effect but do not
generally provide for a return on investment for amounts we have deferred as regulatory assets. All of our regulatory
assets recoverable through base rates are subject to review by the respective regulatory commissions during future rate
proceedings. We are not aware of any evidence that these costs will not be recoverable through either riders or base
rates, and we believe that we will be able to recover such costs, consistent with our historical recoveries.

Unrecovered purchased-gas costs represents the costs that have been over- or under-recovered from customers through
the purchased-gas cost adjustment mechanisms and includes natural gas utilized in our operations.

3.CREDIT FACILITIES

ONE Gas Credit Agreement - The ONE Gas Credit Agreement, which became effective upon our separation from
ONEOK, and is scheduled to expire in January 2019, contains certain financial, operational and legal covenants.
Among other things, these covenants include maintaining ONE Gas’ debt-to-capital ratio of no more than 70 percent at
the end of any calendar quarter. The ONE Gas Credit Agreement also contains customary affirmative and negative
covenants, including covenants relating to liens, indebtedness of subsidiaries, investments, changes in the nature of
business, fundamental changes, transactions with affiliates, burdensome agreements and use of proceeds. In the event
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of a breach of certain covenants by ONE Gas, amounts outstanding under the ONE Gas Credit Agreement may
become due and payable immediately. At March 31, 2014, our debt-to-capital ratio was 40 percent, and we were in
compliance with all covenants under the ONE Gas Credit Agreement.

17
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The ONE Gas Credit Agreement includes a $50 million sublimit for the issuance of standby letters of credit and also
features an option to request an increase in the size of the facility to an aggregate of $1.2 billion from $700 million
upon satisfaction of customary conditions, including receipt of commitments from new lenders or increased
commitments from existing lenders. Borrowings made under the facility are available for general corporate purposes.
The ONE Gas Credit Agreement contains provisions for an applicable margin rate and an annual facility fee, both of
which adjust with changes in our credit rating. Based on our current credit ratings, borrowings, if any, will accrue
interest at LIBOR plus 79.5 basis points, and the annual facility fee is 8 basis points.

We may reduce the unutilized portion of the ONE Gas Credit Agreement in whole or in part without premium or
penalty. The ONE Gas Credit Agreement contains customary events of default. Upon the occurrence of certain events
of default, the obligations under the ONE Gas Credit Agreement may be accelerated and the commitments may be
terminated.

4.LONG-TERM DEBT

Senior notes issuance - In January 2014, we completed a private placement of senior notes, consisting of $300 million
of 2.07 percent senior notes due 2019, $300 million of 3.61 percent senior notes due 2024 and $600 million of 4.658
percent senior notes due 2044. The net proceeds from the private placement were approximately $1.19 billion and
were used to fund a one-time cash payment to ONEOK of approximately $1.13 billion as part of the separation. The
remaining portion of the net proceeds was retained by us in order to provide sufficient financial flexibility and to
support working capital requirements and capital expenditures.

The indenture governing our senior notes due 2019, 2024 and 2044 includes an event of default upon the acceleration
of other indebtedness of $100 million or more. Such events of default would entitle the trustee or the holders of 25
percent in aggregate principal amount of the outstanding senior notes to declare those senior notes immediately due
and payable in full.

We may redeem our senior notes due 2019, 2024 and 2044 at par, plus accrued and unpaid interest to the redemption
date, starting one month, three months and six months, respectively, before their maturity dates. Prior to these dates,
we may redeem these notes, in whole or in part, at a redemption price equal to the principal amount, plus accrued and
unpaid interest and a make-whole premium. The redemption price will never be less than 100 percent of the principal
amount of the respective note plus accrued and unpaid interest to the redemption date. Our senior notes are senior
unsecured obligations, ranking equally in right of payment with all of our existing and future unsecured senior
indebtedness.

In connection with the issuance of our senior notes due 2019, 2024 and 2044, we entered into a registration rights
agreement, pursuant to which we are obligated to use our commercially reasonable efforts to file with the SEC and
cause to become effective a registration statement with respect to an offer to exchange each series of our senior notes
due 2019, 2024 and 2044 for new notes, with terms substantially identical in all material respects to each such series
of our senior notes. Alternatively, if the exchange offers are not available, cannot be completed or notes are ineligible
to be exchanged in the exchange offers for one or more series of notes, we will be required to use our commercially
reasonable efforts to file a shelf registration statement to cover resales of our senior notes under the Securities Act. If
we do not comply with these obligations, we will be required to pay additional interest on our senior notes due 2019,
2024 and 2044 under specified circumstances.

5.EARNINGS PER SHARE

Basic EPS is based on net income and is calculated based upon the daily weighted-average number of common shares
outstanding during the periods presented. Also, this calculation includes fully vested stock awards that have not yet
been issued as common stock. Diluted EPS includes the above, plus unvested stock awards granted under our
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compensation plans, but only to the extent these instruments dilute earnings per share.

On January 31, 2014, 51,941,236 shares of our common stock were distributed to ONEOK shareholders in
conjunction with the separation. For comparative purposes, and to provide a more meaningful calculation of
weighted-average shares outstanding, we have assumed this amount and any shares associated with fully vested stock
awards that have not been issued to be outstanding as of the beginning of each period prior to the separation presented
in the calculation of weighted-average shares.
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The following tables set forth the computation of basic and diluted EPS from continuing operations for the periods
indicated:
Three Months Ended March 31, 2014
Per Share
Amount
(Thousands, except per share amounts)

Income Shares

Basic EPS Calculation

Net income available for common stock $59,076 52,334 $1.13
Diluted EPS Calculation

Effect of dilutive securities — 178

Net income available for common stock and common stock equivalents $59,076 52,512 $1.13

Three Months Ended March 31, 2013
Per Share
Amount

(Thousands, except per share amounts)

Income Shares

Basic EPS Calculation

Net income available for common stock $53,492 52,319 $1.02
Diluted EPS Calculation

Effect of dilutive securities — —

Net income available for common stock and common stock equivalents $53,492 52,319 $1.02

Dividends - We declared a dividend of $0.28 per share ($1.12 per share on an annualized basis) in April 2014. The
quarterly dividend will be made May 15, 2014, to shareholders of record at the close of business on April 30, 2014.

6. EMPLOYEE BENEFIT PLANS

The assets and liabilities of certain defined benefit plans and postretirement health and welfare benefit plans, allocable
to our employees, were transferred to us on January 1, 2014. We recorded sponsored pension and postretirement plan
obligations of approximately $1.1 billion, and sponsored pension and postretirement plan assets of approximately $1.0

billion. Additionally, as a result of the transfer of unrecognized losses from ONEOK, our regulatory assets and
deferred income taxes increased by approximately $331 million and $86 million, respectively. The amount of plan
assets transferred is expected to be adjusted based on final actuarial analyses in the second quarter of 2014.

Prior to the separation, certain ONEOK employees participated in defined benefit pension plans and postretirement
health and welfare plans (Shared Plans) sponsored by ONEOK, including employees who directly supported our
operations. Through December 31, 2013, we accounted for such Shared Plans as multiemployer benefit plans.

Accordingly, we did not record an asset or liability to recognize the funded status of the Shared Plans on our balance

sheets until the separation date. We recorded expenses of $13.1 million for the three months ended March 31, 2013,

for our allocation of pension costs prior to the separation.
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The following tables set forth the components of net periodic benefit cost for our pension and postretirement benefit

plans for the periods indicated:

Components of net periodic benefit cost
Service cost

Interest cost

Expected return on assets

Amortization of unrecognized prior service cost
Amortization of net loss

Net periodic benefit cost

Components of net periodic benefit cost
Service cost

Interest cost

Expected return on assets

Amortization of unrecognized prior service cost
Amortization of net loss

Net periodic benefit cost

Pension Benefits
Three Months Ended
March 31,

2014

(Thousands of dollars)

$2,768

10,948

(14,965 )
137

7,550

$6,438

Postretirement
Benefits

Three Months Ended
March 31,

2014

(Thousands of dollars)

$1,174

2,901

(2,848 )
(440 )
992

$1,779

We recover qualified pension benefit plan and other postretirement benefit plan costs through rates charged to utility
customers. Certain utility commissions require that the recovery of these costs be based on specific guidelines. The
difference between these regulatory-based amounts