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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

X Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended June 30, 2018.

OR

___ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to

Commission file number 001-36108

ONE Gas, Inc.
(Exact name of registrant as specified in its charter)

Oklahoma 46-3561936
(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

15 East Fifth Street, Tulsa, OK 74103
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code (918) 947-7000

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes X No __

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
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 __

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange
Act.

Large accelerated filer X Accelerated filer __

Non-accelerated filer __ (Do not check if a smaller reporting company)

Smaller reporting company__
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Emerging growth company__
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the

Exchange Act.__

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes __ No X

On July 24, 2018, the Company had 52,517,758 shares of common stock outstanding.
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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 subsidiaries, 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,” “likely,” a
and terms 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 IA, “Risk Factors,” in our Annual Report.
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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 use Twitter®, LinkedIn® and Facebook® as additional channels of distribution to reach public investors.
Information contained on our website, posted on our Facebook® page or disseminated through Twitter® or
LinkedIn®, and any corresponding applications, 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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GLOSSARY - The abbreviations, acronyms and industry terminology used in this Quarterly Report are defined as

follows:

AAO

ADIT

Annual Report
ASU

Bcef

CERCLA

Clean Air Act
Clean Water Act
Code

COSA

DOT

EPA

EPS
Exchange Act
FASB

GAAP

GPAC

GRIP

GSRS

Heating Degree Day or

HDD

KCC
KDHE
LDC

MGP
MMcf
Moody’s
NOL
NPRM
NYMEX
occC

ONE Gas
ONE Gas Credit
Agreement
ONEOK
PBRC

PHMSA
Pipeline Safety,

Accounting Authority Order

Accumulated deferred income tax

Annual Report on Form 10-K for the year ended December 31, 2017

Accounting Standards Update

Billion cubic feet

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

Internal Revenue Code of 1986, as amended

Cost-of-Service Adjustment

United States Department of Transportation

United States Environmental Protection Agency

Earnings per share

Securities Exchange Act of 1934, as amended

Financial Accounting Standards Board

Accounting principles generally accepted in the United States of America

Gas Pipeline Advisory Committee

Texas Gas Reliability Infrastructure Program

Kansas Gas System Reliability Surcharge

A measure designed to reflect the demand for energy needed for heating based on
the extent to which the daily average temperature falls below a reference
temperature for which no heating is required, usually 65 degrees Fahrenheit

Kansas Corporation Commission

Kansas Department of Health and Environment

Local distribution company

Manufactured Gas Plant

Million cubic feet

Moody’s Investors Service, Inc.

Net operating loss

Notice of Proposed Rulemaking

New York Mercantile Exchange

Oklahoma Corporation Commission

ONE Gas, Inc.

ONE Gas’ $700 million amended and restated revolving credit agreement, which expires on
October 5, 2022

ONEOK, Inc. and its subsidiaries

Performance-Based Rate Change

United States Department of Transportation Pipeline and Hazardous Materials
Safety Administration

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

and Job Creation Act
Quarterly Report(s)

RRC
S&P
SAB

Quarterly Report(s) on Form 10-Q
Railroad Commission of Texas
Standard & Poor’s Ratings Services
Staff Accounting Bulletin
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SEC Securities and Exchange Commission
Securities Act Securities Act of 1933, as amended
ONE Gas’ registered 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 notes
Senior Notes

due 2044
Separation and Separation and Distribution Agreement dated January 14, 2014, between ONEOK
Distribution Agreementand ONE Gas
WNA Weather-normalization adjustments
XBRL eXtensible Business Reporting Language
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PART I - FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS
ONE Gas, Inc.

CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended Six Months Ended

2017

$810,193
19,904
830,097
345,726
484,371

201,972
74,870
29,719
306,561
177,810

) (7,307 )

) (22,786 )
147,717

) (50,638 )

$111,254 $97,079

$1.85
$1.83

52,565
53,012

June 30, June 30,
(Unaudited) 2018 2017 2018
(Thousands of dollars, except per share
amounts)
Revenues
Revenues from contracts with customers $291,168 $274,033 $926,405
Other revenues 1,353 5,656 4,580
Total revenues 292,521 279,689 930,985
Cost of natural gas 94,159 82,572 444,578
Net margin 198,362 197,117 486,407
Operating expenses
Operations and maintenance 102,995 96,928 205,660
Depreciation and amortization 39,757 37,851 78,647
General taxes 14,567 13,973 30,767
Total operating expenses 157,319 148,752 315,074
Operating income 41,043 48,365 171,333
Other expense, net (2,194 ) (3,900 ) (4,358
Interest expense, net (12,003 ) (11,305 ) (24,355
Income before income taxes 26,846 33,160 142,620
Income taxes (6,427 ) (12,537 ) (31,366
Net income $20,419 $20,623
Earnings per share
Basic $0.39 $0.39 $2.11
Diluted $0.39 $0.39 $2.10
Average shares (thousands)
Basic 52,692 52,553 52,648
Diluted 52,899 52,969 52,898
Dividends declared per share of stock $0.46 $0.42 $0.92

See accompanying Notes to Consolidated Financial Statements.
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ONE Gas, Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

EE?;MOH&IS Six Months Ended
June 30, June 30,
(Unaudited) 2018 2017 2018 2017
(Thousands of dollars)
Net income $20,419 $20,623 $111,254 $97,079
Other comprehensive income (loss), net of tax
Change in pension and other postemployment benefit plan liability, net of tax of
$(68), $(81), $(419) and $(161), respectively 203 129 123 258
Total other comprehensive income (loss), net of tax 203 129 123 258
Comprehensive income $20,622 $20,752 $111,377 $97,337

See accompanying Notes to Consolidated Financial Statements.
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ONE Gas, Inc.

CONSOLIDATED 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
Materials and supplies

Natural gas in storage
Regulatory assets

Other current assets

Total current assets

Goodwill and other assets
Regulatory assets

Goodwill

Other assets

Total goodwill and other assets
Total assets

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

June 30, December
31,

2018 2017

(Thousands of dollars)

$5,870,814 $5,713,912
1,745,124 1,706,327
4,125,690 4,007,585

12,580 14,413
163,967 298,768
36,124 39,672
80,482 130,154
39,402 88,180
18,154 17,807
350,709 588,994

385,564 405,189
157,953 157,953
48,003 47,157
591,520 610,299
$5,067,919 $5,206,878

See accompanying Notes to Consolidated Financial Statements.
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ONE Gas, Inc.
CONSOLIDATED BALANCE SHEETS
(Continued)

(Unaudited)

Equity and Liabilities

Equity and long-term debt
Common stock, $0.01 par value:

authorized 250,000,000 shares; issued 52,598,005 shares and outstanding 52,516,828
shares at June 30, 2018; issued 52,598,005 and outstanding 52,312,516 shares at December

31,2017

Paid-in capital

Retained earnings

Accumulated other comprehensive income (loss)

Treasury stock, at cost: 81,177 shares at June 30, 2018 and 285,489 shares at December 31,

2017
Total equity

Long-term debt, excluding current maturities, and net of issuance costs of $7,614 and

$8,033, respectively

Total equity and long-term debt
Current liabilities

Current maturities of long-term debt
Notes payable

Accounts payable

Accrued interest

Accrued taxes other than income
Accrued liabilities

Regulatory liabilities

Customer deposits

Other current liabilities

Total current liabilities

Deferred credits and other liabilities
Deferred income taxes

Regulatory liabilities

Employee benefit obligations

Other deferred credits

Total deferred credits and other liabilities
Commitments and contingencies
Total liabilities and equity

See accompanying Notes to Consolidated Financial Statements.

)
)

June 30, December
31,
2018 2017
(Thousands of dollars)
$526 $526
1,723,795 1,737,551
308,652 246,121
(5,370 ) (5,493
(5,259 ) (18,496
2,022,344 1,960,209
893,671 1,193,257
2,916,015 3,153,466
300,008 8
185,000 357,215
70,429 143,681
19,028 18,776
34,931 41,324
20,724 30,058
47,867 9,438
61,249 60,811
10,102 12,019
749,338 673,330
628,532 599,945
521,717 519,421
160,382 172,938
91,935 87,778
1,402,566 1,380,082

$5,067,919 $5,206,878
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ONE Gas, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Operating activities
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Deferred income taxes

Share-based compensation expense
Provision for doubtful accounts

Changes in assets and liabilities:

Accounts receivable

Materials and supplies

Natural gas in storage

Asset removal costs

Accounts payable

Accrued interest

Accrued taxes other than income

Accrued liabilities

Customer deposits

Regulatory assets and liabilities

Other assets and liabilities

Cash provided by operating activities
Investing activities

Capital expenditures

Other

Cash used in investing activities
Financing activities

Repayments of notes payable, net
Repurchase of common stock

Issuance of common stock

Dividends paid

Tax withholdings related to net share settlements of stock compensation
Cash used in financing activities

Change in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
See accompanying Notes to Consolidated Financial Statements.
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Six Months Ended
June 30,

2018 2017
(Thousands of
dollars)

$111,254 $97,079

78,647 74,870
30,546 50,308
4,080 4,951
4,071 3,501

130,730 135,165
3,548 (2,792 )
49,672 10,436
(25,774 ) (22,837 )
(68,428 ) (68,992 )
252 104
(6,393 ) (9,009 )
9,334 ) (6,729 )
438 (686 )
105,967 19,782
9,319 ) (5,880 )
399,957 279,271

(175,834 ) (154,666
— 477
(175,834 ) (154,189

(172,215 ) (66,000 )
— (17,512)
2,390 2,208
(48,272 ) (44,042)
(7,859 ) (9,286 )
(225,956 ) (134,632
(1,833 ) (9,550 )
14,413 14,663
$12,580 $5,113

15
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ONE Gas, Inc.
CONSOLIDATED STATEMENT OF EQUITY

Common L
(Unaudited) Stock ComrHard.—ln
StockCapital
Issued
(Thousands of
(Shares) dollars)
January 1, 2018 52,598,005$526%$1,737,551
Net income — — —
Other comprehensive income — — —
Common stock issued and other — — (14,207 )
Common stock dividends - $0.92 per share — — 451
June 30, 2018 52,598,005$526%$ 1,723,795

See accompanying Notes to Consolidated Financial Statements.
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ONE Gas, Inc.
CONSOLIDATED STATEMENT OF EQUITY
(Continued)

Accumulated

. Retained Treasury Other .

(Unaudited) Earnings Stock ’ Comprehensive Total Equity

Income (Loss)

(Thousands of dollars)

January 1, 2018 $246,121 $(18,496)$% (5,493 ) $1,960,209
Net income 111,254 — — 111,254
Other comprehensive income — — 123 123
Common stock issued and other — 13,237 — (970 )
Common stock dividends - $0.92 per share (48,723 )— — 48,272 )
June 30, 2018 $308,652 $(5,259 )$ (5,370 ) $2,022,344

See accompanying Notes to Consolidated Financial Statements.
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ONE Gas, Inc.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Our accompanying unaudited consolidated 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 statement of the results for the interim periods presented. All
such adjustments are of a normal recurring nature. The 2017 year-end consolidated balance sheet data was derived
from audited consolidated financial statements, but does not include all disclosures required by GAAP. These
unaudited consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and footnotes in our Annual Report. Our significant accounting policies are described in Note 1 of our
Notes to the Consolidated Financial Statements in our Annual Report. Due to the seasonal nature of our business, the
results of operations for the three and six months ended June 30, 2018, are not necessarily indicative of the results that
may be expected for a 12-month period.

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, we also provide natural
gas distribution services to wholesale and public authority customers. In 2017, we formed a wholly-owned captive
insurance company in the state of Oklahoma to provide insurance to our divisions.

Use of Estimates - The preparation of our consolidated 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 consolidated financial statements. These estimates and assumptions also affect the reported amounts
of revenues 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, provision for doubtful accounts, 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 to us.

Segments - We operate in one reportable and operating business segment: regulated public utilities that deliver natural
gas to residential, commercial, industrial, wholesale, public authority and transportation customers. The accounting
policies for our segment are the same as those described in Note 1 of our Notes to the Consolidated Financial
Statements in our Annual Report. We evaluate our financial performance principally on operating income. For the
three and six months ended June 30, 2018, and 2017, we had no single external customer from which we received 10
percent or more of our gross revenues.

Recently Issued Accounting Standards Update - In March 2018, the FASB issued ASU 2018-05, “Income Taxes (Topic
740): Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 118,” which updates the FASB’s
Accounting Standards Codification to reflect the guidance in SAB 118, which adds Section EE, “Income Tax
Accounting Implications of the Tax Cuts and Jobs Act,” to SAB Topic 5, “Miscellaneous Accounting.” SAB 118 also
provides guidance on applying ASC 740, Income Taxes, if the accounting for certain income tax effects of the Tax

Cuts and Jobs Act of 2017 is incomplete when the financial statements are issued for a reporting period. See Note 10
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for additional discussion regarding SAB 118.

In February 2018, the FASB issued ASU 2018-02, “Income Statement - Reporting Comprehensive Income (Topic
220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income,” which allows a
reclassification from accumulated other comprehensive income (loss) to retained earnings for stranded tax effects
resulting from the Tax Cuts and Jobs Act of 2017. The new guidance is required for our interim and annual reports for
periods beginning after December 15, 2018, and early adoption is permitted. We are currently assessing the timing
and impacts of adopting this standard, but do not expect a material impact to our consolidated financial statements.

In March 2017, the FASB issued ASU 2017-07, “Compensation - Retirement Benefits (Topic 715): Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost,” which requires (1) separation
of net periodic service costs for pension and other postemployment benefits into service cost and other components,

(2) presentation of the service cost component in the same line as other compensation costs rendered by pertinent
employees during the period, and

14
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(3) reporting of the other components of net periodic benefit costs separately from the service cost component and
outside a subtotal of income from operations. Additionally, only the service cost component is eligible for
capitalization for GAAP, when applicable. However, all of our cost components remain eligible for capitalization
under the accounting requirements for rate regulated entities.

We adopted this guidance in the first quarter of 2018. The presentation changes required for net periodic benefit costs
did not impact previously reported net income; however, the reclassification of the other components of benefits costs
resulted in an increase in operating income and an increase in other expenses of $2.4 million and $4.3 million for the
three months ended June 30, 2018 and 2017, respectively, and an increase in operating income and other expenses of
$4.1 million and $8.6 million for the six months ended June 30, 2018 and 2017, respectively. We elected the practical
expedient to use the retroactive presentation of the amounts disclosed for the various components of net benefit cost in
our Employee Benefit Plans footnote as the basis for the retrospective application. In addition, we updated our
information systems for the capitalization of service costs to property and non-service costs to a regulatory asset on a
prospective basis, as well as the appropriate accounts for non-service costs to apply retroactive reclassification.

In June 2016, the FASB issued ASU 2016-13, “Financial Instruments - Credit Losses: Measurement of Credit Losses
on Financial Instruments,”” which introduces new guidance to the accounting for credit losses on instruments within its
scope, including trade receivables. It is effective for fiscal years beginning after December 15, 2019, including interim
periods within those fiscal years, and early adoption is permitted for fiscal years beginning after December 15, 2018.
The new guidance will be initially applied through a cumulative-effect adjustment to retained earnings as of the
beginning of the period of adoption. We are currently assessing the timing and impacts of adopting this standard,
which must be adopted by the first quarter of 2020.

In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842),” which prescribes recognizing lease assets and
liabilities on the balance sheet and includes disclosure of key information about leasing arrangements. A modified
retrospective transition approach is required for leases existing at the time of adoption. The FASB has issued multiple
practical expedients that may be elected, but must be elected as a package and applied consistently to all leases. These
practical expedients allow lessees and lessors to (1) not reassess expired or existing contracts to determine whether
they are subject to lease accounting guidance, (2) not reconsider lease classification at transition, and (3) not evaluate
previously capitalized initial direct costs under the revised requirements. The FASB has also issued several practical
expedients that may be elected separately or in conjunction with the previously mentioned practical expedients. These
practical expedients allow (1) lessees to not separate nonlease components from lease components and instead account
for each separate lease component and the nonlease components associated with that lease component as a single lease
component and (2) lessees and lessors to use hindsight in determining the lease term and in assessing impairment of
the entity’s right-of-use assets. These expedients are only for leases in place at the transition date and cannot be
applied to leases that are modified. At this time, we are evaluating these expedients.

In January 2018, the FASB issued ASU 2018-01, “Leases (Topic 842),” as an amendment to ASU 2016-02, “Leases
(Topic 842)” to address stakeholder concerns about the costs and complexity of complying with the transition
provisions of the new lease requirements to provide an optional transition practical expedient to not evaluate under
Topic 842 existing or expired land easements that were not previously accounted for as leases under the current lease
guidance in Topic 840. We plan to utilize the provided practical expedient for existing and expired land easements and
will assess all new or modified land easement and right-of-way agreements, under the guidance of ASU 2016-02,
following its adoption.

In July 2018, the FASB issued ASU 2018-11, “Leases (Topic 842),” as an amendment to ASU 2016-02, “Leases (Topic
842) Targeted Improvements” which provides entities with an additional transition method in which an entity initially
applies the new leases standard at the adoption date and recognizes a cumulative-effect adjustment to the opening
balance of retained earnings in the period of adoption. The amendment also provides a practical expedient for lessors.
At this time, we are evaluating these expedients.
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We are continuing to evaluate our population of leases, analyze lease agreements, and hold meetings with
cross-functional teams to determine the potential impact of this accounting standard on our financial position and
results of operations and the transition approach we will utilize. While we are currently evaluating the full impact of
the standard, we expect to recognize additional assets and liabilities arising from current operating leases to our
financial position upon adoption. We will adopt this new guidance in the first quarter of 2019.

In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers” (“ASC 606”), which clarifies
and converges the revenue recognition principles under GAAP and International Financial Reporting Standards. We
have evaluated all of our sources of revenue to determine the effect on our financial position, results of operations,
cash flows and the related accounting policies and business processes. We adopted this new guidance in the first
quarter 2018, using the modified

15
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retrospective method. Our adoption did not result in a cumulative adjustment to our opening retained earnings. Our
adoption resulted in a reclassification of certain revenues associated with certain regulatory mechanisms that do not
meet the requirements under ASC 606 as revenue from contracts with customers, but will continue to be reflected as
other revenues in determining total revenues. The reclassified revenues relate primarily to the weather normalization
mechanism in Kansas, where the KCC determines how we reflect variations in weather in our rates billed to
customers. We have determined the majority of our tariffs to be contracts with customers which are settled over time,
where our performance obligation is settled with our customer when natural gas is delivered and simultaneously
consumed. The majority of our revenues that meet the requirements under ASC 606 are considered implied contracts,
as established by our tariff rates approved by regulatory authorities. Our sources of revenue are disaggregated by
natural gas sales (including sales to residential, commercial, industrial, wholesale and public authority customers),
transportation revenues, and other utility revenues, which are primarily one-time service fees, that meet the
requirements under ASC 606. The reclassification of certain revenues that do not meet the requirements under ASC
606 have been classified as other revenues on the Consolidated Income Statement and in our Notes to Consolidated
Financial Statements. Additionally, for our natural gas sales and transportation revenues, our customers receive the
benefits of our performance when the commodity is delivered to the customer and the performance obligation is
satisfied over time as the customer receives and consumes the natural gas. For our other utility revenues, the
performance obligation of one-time services are satisfied at a point in time when services are rendered to the
customer. In addition, we use the invoice method practical expedient, where we recognize revenue for volumes
delivered for which we have a right to invoice.

See Note 2 of the Notes to the Consolidated Financial Statements in this Quarterly Report for additional information.

2.REVENUE

The following table sets forth our revenues disaggregated by source for the periods indicated:
Three Months Ended Six Months Ended

June 30, June 30,

2018 2017 2018 2017

(Thousands of dollars)
Natural gas sales to customers $261,347 $247,494 $856,273 $747,663
Transportation revenues 24,062 21,343 57,605 51,549
Miscellaneous revenues 5,759 5,196 12,527 10,981
Total revenues from contracts with customers 291,168 274,033 926,405 810,193
Other revenues - natural gas sales related (1,108 ) 3,377 (78 ) 15,540
Other revenues 2,461 2,279 4,658 4,364
Total other revenues 1,353 5,656 4,580 19,904
Total revenues $292,521 $279,689 $930,985 $830,097

Our natural gas sales to customers represent revenue from contracts with customers through implied contracts
established by our tariff rates approved by the regulatory authorities and includes residential, commercial, industrial,
wholesale and public authority customers. For natural gas sales, the customer receives the benefits of our performance
when the commodity is received and simultaneously consumed by the customer. The performance obligation is
satisfied over time as the customer consumes the natural gas.

Our transportation revenues represent revenue from contracts with customers through implied contracts established by
our tariff rates approved by the regulatory authorities and tariff-based negotiated contracts. The customer receives the
benefits of our performance when the commodity is delivered to the customer and the performance obligation is
satisfied over time as the customer receives the natural gas.
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Our miscellaneous revenues from contracts with customers represent implied contracts established by our tariff rates
approved by the regulatory authorities and includes miscellaneous service charges with the performance obligation
satisfied at a point in time when services are rendered to the customer.

Total other revenues consist of revenues associated with regulatory mechanisms that do not meet the requirements
under ASC 606 as revenue from contracts with customers, but authorize us to accrue revenues earned based on tariffs
approved by the regulatory authorities. Total other revenues primarily reflect our natural gas sales related weather
normalization mechanism in Kansas. This mechanism adjusts our revenues earned for the variance between actual and
normal HDDs. This mechanism can have either positive (warmer than normal) or negative (colder than normal)
effects on revenues.

We have elected to use the invoice method practical expedient, where we recognize revenue for volumes delivered for
which we have a right to invoice for our natural gas sales, transportation revenues and other utility revenues. For
regulated deliveries of natural gas, we read meters and bill customers on a monthly cycle. We recognize revenue upon
the delivery of the natural gas commodity or services rendered to customers. The billing cycles for customers do not
necessarily coincide with the accounting periods used for financial reporting purposes. Revenue is accrued for natural
gas delivered and services rendered to
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customers, but not yet billed. Accrued unbilled revenue is based on a percentage estimate of amounts unbilled each
month, which is dependent upon a number of factors, some of which require management's judgment. These factors
include customer consumption patterns and the impact of weather on usage. The accrued unbilled natural gas sales
revenue at June 30, 2018 and December 31, 2017, were $52.0 million and $138.5 million, respectively.

We collect and remit other taxes on behalf of government authorities, and we record these amounts in accrued taxes
other than income in our Consolidated Balance Sheets on a net basis.

Cost of natural gas includes commodity purchases, fuel, storage, transportation and other gas purchase costs recovered
through our cost of natural gas regulatory mechanisms and does not include an allocation of general operating costs or
depreciation and amortization. In addition, our cost of natural gas regulatory mechanisms provide a method of
recovering natural gas costs on an ongoing basis without a profit. Our revenues will fluctuate with the cost of gas that
we purchase.

3.REGULATORY ASSETS AND LIABILITIES

The tables below present a summary of regulatory assets, net of amortization, and liabilities for the periods indicated:
June 30, 2018

Current Noncurrent Total

(Thousands of dollars)
Under-recovered purchased-gas costs $6,741 $— $6,741
Pension and postemployment benefit costs 25,109 367,751 392,860

Reacquired debt costs 812 6,892 7,704
MGP remediation costs — 7,724 7,724

Ad valorem tax 662 — 662

Other 6,078 3,197 9,275

Total regulatory assets, net of amortization 39,402 385,564 424,966
Federal income tax rate changes (a) (16,183) (521,717 ) (537,900 )
Over-recovered purchased-gas costs (31,457) — (31,457 )
Weather normalization 227 ) — (227 )

Total regulatory liabilities 47,867) (521,717 ) (569,584 )

Net regulatory assets (liabilities) $(8,465) $(136,153) $(144,618)

(a) See Note 10 for additional information regarding our federal income tax rate changes to regulatory liabilities.
December 31, 2017

Current Noncurrent Total

(Thousands of dollars)
Under-recovered purchased-gas costs $41,238 $— $41,238
Pension and postemployment benefit costs 25,156 387,582 412,738
Weather normalization 17,461 — 17,461
Reacquired debt costs 812 7,298 8,110
MGP remediation costs — 6,104 6,104
Other 3,513 4,205 7,718
Total regulatory assets, net of amortization 88,180 405,189 493,369
Federal income tax rate changes (a) — (519,421 ) (519,421)
Over-recovered purchased-gas costs (9,434 ) — (9,434 )
Ad valorem tax 4 ) — 4 )

Total regulatory liabilities
Net regulatory assets (liabilities)

(9,438 ) (519,421 ) (528,859)
$78,742 $(114,232) $(35,490)
(a) See Note 10 for additional information regarding our federal income tax rate changes to regulatory liabilities.
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Regulatory assets on our Consolidated Balance Sheets, as authorized by various regulatory authorities, are probable of
recovery. Base rates are designed to provide a recovery of costs during the period such 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 are subject to review by the respective regulatory authorities during future regulatory proceedings. We are not
aware of any evidence that these costs
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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.

4.CREDIT FACILITY AND SHORT-TERM NOTES PAYABLE

The ONE Gas Credit Agreement is a $700 million revolving unsecured credit facility. We are able to request an
increase in commitments of up to an additional $500 million upon satisfaction of customary conditions, including
receipt of commitments from either new lenders or increased commitments from existing lenders. The ONE Gas
Credit Agreement expires in October 2022, and is available to provide liquidity for working capital, capital
expenditures, acquisitions and mergers, the issuance of letters of credit and for other general corporate purposes.

The ONE Gas Credit Agreement contains certain financial, operational and legal covenants. Among other things,
these covenants include maintaining ONE Gas’ total debt-to-capital ratio of no more than 70 percent at the end of any
calendar quarter. At June 30, 2018, our total debt-to-capital ratio was 41 percent and we were in compliance with all
covenants under the ONE Gas Credit Agreement.

We have a commercial paper program under which we may issue unsecured commercial paper up to a maximum
amount of $700 million to fund short-term borrowing needs. The maturities of the commercial paper notes may vary
but may not exceed 270 days from the date of issue. The commercial paper notes are generally sold at par less a
discount representing an interest factor.

The ONE Gas Credit Agreement is available to repay the commercial paper notes, if necessary. Amounts outstanding
under the commercial paper program reduce the borrowing capacity under the ONE Gas Credit Agreement.

At June 30, 2018, we had $185.0 million of commercial paper with no borrowings and $514.2 million of remaining
credit available under the ONE Gas Credit Agreement.

5.LONG-TERM DEBT

We have senior notes consisting of $300 million of 2.07 percent senior notes due in 2019, $300 million of 3.61
percent senior notes due in 2024 and $600 million of 4.658 percent senior notes due in 2044. The indenture governing
our Senior Notes 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.

6.EQUITY

Dividends Declared - In July 2018, we declared a dividend of $0.46 per share ($1.84 per share on an annualized basis)
for shareholders of record as of August 13, 2018, payable September 4, 2018.
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7.ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following table sets forth the effect of reclassifications from accumulated other comprehensive income (loss) in
our Consolid