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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(dhefSecurities Exchange Act of 1934
For the quarterly period ended June 30, 2014 .

OR
___Transition Report Pursuant to Section 13 od)L6{ 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 arart

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 co(®18) 947-7000

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the past@@s. Yes X No___

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpovegbsite, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation {8 232.405 of this chapter) during the precedi@gnonths (o
for such shorter period that the registrant wasired to submit and post such files).

Yes XNo

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirmpmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated filer X Accelerated filer Noccalerated filer Smaller reportimgnpany

Indicate by check mark whether the registrantsell company (as defined in Rule 12b-2 of the Exge Act).
Yes _ NoX

On July 25, 2014, the Company had 51,998,961 slédmmesmmon stock outstanding.
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As used in this Quarterly Report, references to,W@ur,” “us” or the “company” refer to ONE Gasid., an Oklahoma corporation, and its
predecessors and subsidiary, unless the contexaied otherwise.

The statements in this Quarterly Report that arehistorical information, including statements ceming plans and objectives of
management for future operations, economic perfoaar related assumptions, are forward-lookingesteents. Forward-looking
statements may include words such as “anticipatestimate,” “expect,” “project,” “intend,” “plan,” “believe,” “should,” “goal,”

“forecast,” “guidance,” “could,” “may,” “continue,” “might,” “potential,” “scheduled” and other wordsand terms of similar

meaning. Although we believe that our expectatiegarding future events are based on reasonalderaptions, we can give no assurance
that such expectations or assumptions will be addelmportant factors that could cause actual hssto differ materially from those in the
forward-looking statements are described under Part mlis Management’s Discussion and Analysis of Fir@ondition and Results of

Operations, “Forward-Looking Statements,” in thisi@terly Report and under Part |, Item IA, “Risk &tars,” in our Annual Report.




INFORMATION AVAILABLE ON OUR WEBSITE

We make available, free of charge, on our websitenv.onegas.com copies of our Annual Reports on Form 10-K, QuéytBeports on
Form 10-Q, Current Reports on Form 8-K, amendmientisose reports filed or furnished to the SEC pans$ to Section 13(a) or 15(d) of the
Exchange Act and reports of holdings of our seiagifiled by our officers and directors under Sattl6 of the Exchange Act as soon as
reasonably practicable after filing such materiat®onically or otherwise furnishing it to the SECopies of our Code of Business Conduct
and Ethics, Corporate Governance Guidelines aneciair Independence Guidelines are also availabeuomwebsite, and we will provide
copies of these documents upon request. Our veedsit any contents thereof are not incorporate@fieyence into this report.

We also make available on our website the Interaddiata Files required to be submitted and postesuant to Rule 405 of Regulation S-T.
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RRC

S&P
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Separation and Distribution Agreement
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Transition Services Agreement
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Annual Report on Form 10-K for tleayended December 31, 2013
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Federal Comprehensive Environmental RespoBempensation and Liability
Act of 1980, as amended

Federal Clean Air Act, as amended
Federal Water Pollution Controlé&rmments of 1972, as amended
United States Department of Transportation

Employee Matters Agegdrdated January 14, 2014, between ONEOK
and ONE Gas

United States Environmental Protection Agency
Earnings per share
Securities Exchange Act of 1934 nasralled
Accounting principles generally accepted in thetehiStates 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

Moody'’s Investors Service, Inc.

New York Stock Exchange

Oklahoma Corporation Commission
ONE Gas, Inc.

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

ONE Gas, Inc.’s predecessacdounting purposes that consists of the
business attributable to ONEOK’s natural gagithistion segment that
was transferred to ONE Gas, Inc. in connecticih vt$
separation from ONEOK

ONEOK, Inc. and its subsidiaries
ONEOK Partners, L.P. and its siudnsesb
Performance-Based Rate Change

United States Department of Transportatipelihe and Hazardous Materials
Safety Administration

Pipeline Safetptavement Act of 2002, as amended
Pipeline Safety, Regulatory Certainty and Job Goaaict of 2011, as amended

Quarterly Report(s) on FormQ0
Railroad Commission of Texas
Standard & Poor’s Ratings Services
Securities and Exchange Commission

Securities Act of 1933, as amended

SeparatimhRistribution Agreement dated January 14, 20&8wben ONEOK
and ONE Gas

Tax Matters Agreement dagediary 14, 2014, between ONEOK and ONE Gas

Transition Servisgeeement dated January 14, 2014, between ONEOK
and ONE Gas

eXtensible Business Reporting Language






PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

ONE Gas, Inc.
STATEMENTS OF INCOME

Three Months Ended Six Months Ended

June 30, June 30,
( Unaudited) 2014 2013 2014 2013
( Thousands of dollars, except per share amojnts

Revenues $ 296,83t $ 311,60¢ $ 1,063,011 $ 947,54:
Cost of natural gas 120,34! 133,16: 626,68 517,42(
Net margin 176,49: 178,44 436,32¢ 430,12:
Operating expenses

Operations and maintenance 103,82t 93,24( 207,32! 192,93:

Depreciation and amortization 31,31¢ 32,90¢ 62,77¢ 67,77

General taxes 14,537 12,99¢ 30,06: 28,27:
Total operating expenses 149,68: 139,14( 300,16 288,97t
Operating income 26,81: 39,30 136,16! 141,14!
Other income 672 382 1,30¢ 2,07¢
Other expense (337) (425) (1,485 (1,502
Interest expense (12,776 (15,169 (24,72¢) (30,469
Income before income taxes 15,37: 24,10: 111,25¢ 111,25:
Income taxes (5,919 (9,150 (42,729 (42,809
Net income $ 9,45¢ % 14,95 $ 68,53( $ 68,44:
Earnings per share (Note 5)

Basic $ 0.1t $ 02¢ $ 13z ¢ 1.31

Diluted $ 0.1¢ $ 02¢ $ 131 $ 1.31
Average sharesthousandg

Basic 51,797 52,31¢ 52,06¢ 52,31¢

Diluted 52,44¢ 52,31¢ 52,48: 52,31¢

Dividends declared per share of stock $ 028 % — 0.2¢ % —

See accompanying Notes to Financial Statements.




ONE Gas, Inc.
STATEMENTS OF COMPREHENSIVE INCOME

Three Months Ended Six Months Ended
June 30, June 30,
( Unaudited) 2014 2013 2014 2013
( Thousands of dollars
Net income 945. % 1495 $ 68,53( $ 68,44:
Other comprehensive income (loss), net of tax
Change in pension and postretirement benefit pdduility, net of tax of

$(2,075), $0, $49 and $0, respectively 3,31¢ — (78) —

Total other comprehensive income (loss), net of tax 3,31t — (78) —
Comprehensive income 12,76¢ $ 1495 $ 68,45. $ 68,44

See accompanying Notes to Financial Statements.




ONE Gas, Inc.
BALANCE SHEETS

June 30, December 31,
( Unaudited) 2014 2013
Assets ( Thousands of dollars
Property, plant and equipment
Property, plant and equipment $ 4,704,68 $ 4,534,07.
Accumulated depreciation and amortization 1,530,20. 1,489,21
Net property, plant and equipment 3,174,48 3,044,85:
Current assets
Cash and cash equivalents 161,32¢ 3,171
Accounts receivable, net 192,10 356,98t
Natural gas in storage 152,04! 166,12¢
Regulatory assets (Note 2) 31,56: 21,657
Other current assets 33,89: 54,24(
Total current assets 570,92¢ 602,18:
Goodwill and other assets
Regulatory assets (Note 2) 322,69: 23,82:
Goodwill 157,95: 157,95!
Other assets 57,75¢ 17,65¢
Total goodwill and other assets 538,40: 199,43¢
Total assets $ 4,283,811 $ 3,846,47!

See accompanying Notes to Financial Statements.




ONE Gas, Inc.
BALANCE SHEETS

(Continued)

June 30, December 31,
( Unaudited) 2014 2013
Equity and Liabilities ( Thousands of dollars

Equity and long-term debt

Preferred stock, $0.01 par value:
authorized 50,000,000 shares; no shares issued $ — 3 —

Common stock, $0.01 par value:
authorized 250,000,000 shares; issued and adiata51,992,547 shares at June 30,

2014; authorized 1,000 shares, issued andaogtieg 100 shares at December 31, 2013 52C —
Paid-in capital 1,754,63! —
Accumulated other comprehensive income (loss) (3,477 —
Retained earnings 28,40: —
Owner’s net investment — 1,239,02:

Total equity 1,780,08! 1,239,02:
Long-term debt, excluding current maturities 1,201,31 1,31¢
Long-term line of credit with ONEOK — 1,027,63

Total equity and long-term debt 2,981,40! 2,267,97,

Current liabilities
Current maturities of long-term debt 6 6
Short-term note payable to ONEOK — 444,96(
Affiliate payable — 22,40:
Accounts payable 100,35° 169,50(
Accrued interest 19,51¢ 12¢
Accrued taxes other than income 38,64: 32,42¢
Customer deposits 57,06¢ 57,36(
Regulatory liabilities 17,98: 17,79¢
Other current liabilities 34,79« 24,497
Total current liabilities 268,36 769,07
Deferred credits and other liabilities
Deferred income taxes 834,68t 743,45:
Other deferred credits 199,36. 65,97+
Total deferred credits and other liabilities 1,034,04: 809,42¢

Commitments and contingencies (Note 7)

Total liabilities and equity $ 4,283,811 $ 3,846,47!

See accompanying Notes to Financial Statements.
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ONE Gas, Inc.
STATEMENTS OF CASH FLOWS

( Unaudited)

Six Months Ended

June 30,
2014

2013

Operating activities

( Thousands of dollars

Net income 68,53( % 68,44:
Adjustments to reconcile net income to net cashigeal by operating activities:
Depreciation and amortization 62,77¢ 67,77
Deferred income taxes 1,88( 42,77
Share-based compensation expense 3,64¢ —
Provision for doubtful accounts 3,711 2,66¢
Changes in assets and liabilities:
Accounts receivable 161,17: 85,51«
Natural gas in storage 14,08: (1,570
Asset removal costs (21,559 (22,879
Affiliate payable — (3,87))
Accounts payable (66,397 (43,279
Accrued interest 19,38¢ —
Accrued taxes other than income 6,21¢ (67)
Customer deposits (299 (2,975
Regulatory assets and liabilities 18,61: 47,87
Other assets and liabilities (20,079 (16,396
Cash provided by operating activities 261,69¢ 225,00¢
Investing activities
Capital expenditures (148,61) (130,049
Proceeds from sale of assets — 3,10«
Cash used in investing activities (148,61) (126,94Y)
Financing activities
Settlement of short-term notes payable to ONEOK, ne — (85,75¢)
Issuance of debt, net of discounts 1,199,99. —
Long-term debt financing costs (112,059 —
Cash payment to ONEOK upon separation (1,130,00i) —
Issuance of common stock 693 —
Dividends paid (14,559 —
Repayment of long-term debt — (59
Distributions to ONEOK — (12,499
Cash provided by (used in) financing activities 45,07¢ (98,310
Change in cash and cash equivalents 158,15! (24€)
Cash and cash equivalents at beginning of period 3,171 4,04(
Cash and cash equivalents at end of period 161,32¢ % 3,79¢

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

Common Stock Retained

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

January 1, 2014 10C $ — — % —
Net income — — — 42,95
Other comprehensive loss — — — —
Net transfers from ONEOK (Note 1) — — — —
Reclassification of Owner’s net investment to paidapital — — 1,750,81. —
Issuance of common stock at the separation 51,941,13 52C (520 —
Common stock issued 51,31 — 4,34z —
Common stock dividends - $0.28 per share — — — (14,559
June 30, 2014 51,992,54 $ 52C 1,754,631 $ 28,40:

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

( Unaudited)

Accumulated

Other
Owner’s Net Comprehensive
Investment Income (Loss) Total Equity

( Thousands of dollars

January 1, 2014 $ 1,239,020 $ — $ 1,239,02:
Net income 25,57¢ — 68,53(
Other comprehensive loss — (78) (78)
Net transfers from ONEOK (Note 1) 486,21! (3,399 482,82:
Reclassification of Owner’s net investment to paidapital (1,750,81) — —
Issuance of common stock at the separation — — —
Common stock issued — — 4,34;
Common stock dividends - $0.28 per share — — (14,559
June 30, 2014 $ — $ (3.47) $ 1,780,081

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

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Our accompanying unaudited financial statemente lh@en prepared pursuant to the rules and reguatiothe SEC. These statements also
have been prepared in accordance with GAAP andatedlll adjustments that, in our opinion, are neagsfor a fair presentation of the resi
for the interim periods presented. All such adjustts are of a normal recurring nature. The 2018-gad balance sheet data was derived
from audited financial statements, but does ndtigec all disclosures required by GAAP. These unaddinancial statements should be read
in conjunction with the audited financial statenseaind footnotes in our Annual Report. Due to tlesseal nature of our business, the results
of operations for the three and six months endeé 30, 2014 , are not necessarily indicative ofréiselts that may be expected for a 12-
month period.

Separation -We were a wholly owned subsidiary of ONEOK as ot®maber 31, 2013. Operations of our company aréddda the United
States and we are comprised of ONEOK'’s former aatyas distribution business. On January 8, 20NEQK's board of directors approv
the distribution of all the shares of our commarcktto holders of ONEOK common stock.

In order for ONEOK to effect the distribution, wequested, and the SEC declared effective, ourtraiem statement on Form 10 on January
10, 2014. ONEOK transferred all of the assets adidlities primarily related to its natural gastdisution business to us. Assets and liabilities
included accounts receivable and payable, nataslrgstorage, regulatory assets and liabilitiggelime and other natural gas distribution
facilities, customer deposits, employee-relateétasznd liabilities, including amounts attributatdgpension and other postretirement
benefits, tax-related assets and liabilities amgoassets and liabilities primarily associatedpitoviding natural gas distribution service in
Oklahoma, Kansas and Texas. Certain corporatesasseh as office space in the corporate headgsantel certain IT hardware and
software, were not transferred to us; however Tlamsition Services Agreement between ONEOK angrogides access to such corporate
assets as necessary to operate our businessdaiod pf time to enable us to obtain the applic&ioleoorate assets.

Immediately prior to the contribution of the nafugas distribution business to us, ONEOK contridutethe capital of the natural gas
distribution business all of the amounts outstagin the natural gas distribution business’ shemiatnote payable to and long-term line of
credit with ONEOK. We received approximately $1bifion of cash from a private placement of semiotes, then used a portion of those
proceeds to fund a cash payment of approximatell3#illion to ONEOK in connection with the sepéwat Effective January 31, 2014, the
number of our authorized shares increased to 28@mshares of common stock and 50 million shaxiggreferred stock. On January 31,
2014 , ONEOK distributed one share of our commouksfor every four shares of ONEOK common stocldtmst ONEOK shareholders of
record as of the close of business on January®H¥ 2the record date of the distribution. At these of business on January 31, 2014 , we
became an independent, publicly traded companyesudt of the distribution. Our common stock begading “regular-way” under the
ticker symbol “OGS” on the NYSE on February 3, 2014

We provide natural gas distribution services toertbian 2 million customers through our division©iklahoma, Kansas and Texas through

Oklahoma Natural Gas, Kansas Gas Service and TeaasService, respectively. We serve residentiahngercial, industrial and
transportation customers in all three states. titah, we serve wholesale and public authoritytooeers.

14




Reorganization Adjustments- In accordance with the terms of the Separati@hlistribution Agreement, ONEOK contributed theedss

and liabilities of its natural gas distribution mess to us. The contributions below represent OKIGEsets and liabilities attributable to
pension and other post-retirement employee bengétseral corporate assets and liabilities ande@ldeferred taxes not included previously
in the ONE Gas Predecessor balance sheet, bubsitefor which were included in ONE Gas Predecéssesults of operations. The table
below also includes the contribution of the shert¥t note payable to and long-term line of credibv@NEOK previously included in ONE
Gas Predecessor balance sheets. The assets dlitteBaielow were recorded at historical costlas teorganization was among entities under
common control. The balances include certain eséisthat we expect to finalize in the third quack2014. Net transfers from ONEOK
included:

(Thousands of dollars)

Property, plant and equipment, net $ 21,45¢
Regulatory assets, pension and other post-retirebesrefits 331,14¢
Other assets 79,50«
Long-term line of credit with ONEOK 1,027,63.
Short-term note payable to ONEOK 397,85
Pension and other postretirement benefits - ligdsli (122,909
Other liabilities (31,199
Deferred taxes (87,287
Accumulated other comprehensive loss (3,399
Net contribution of assets (liabilities) $ 1,612,82.
Less: Cash paid to ONEOK 1,130,00i!

Net transfers from ONEOK $ 482,82:

Basis of Presentation Prior to our separation from ONEOK, our financi@tements were derived from ONEOK's financial statats,

which included its natural gas distribution busias if we, for accounting purposes, had been aratpcompany for all periods presented.
The assets and liabilities in the financial statetaéave been reflected on a historical basis fifla@cial statements for periods prior to the
separation also include expense allocations fdairecorporate functions historically performed®NEOK, including allocations of general
corporate expenses related to executive oversaghgunting, treasury, tax, legal, information temlbgy and other services. We believe our
assumptions underlying the financial statementduding the assumptions regarding the allocatiogesferal corporate expenses from
ONEOK, are reasonable. However, the financial statés may not include all of the actual expensaswiould have been incurred by us and
may not reflect our results of operations, finahpisition and cash flows had we been a separdtkchutraded company during the periods
presented prior to the separation.

Because the operations of the natural gas disimibbiusiness within ONEOK were conducted througlasate divisions, ONEOK'’s net
investment in us, excluding the long-term line @fdit with ONEOK, is shown as owner’s net investiriaieu of stockholder’s equity in the
financial statements prior to the separation. Taatisns between ONEOK and us which were not patti@fong-term line of credit with
ONEOK or the shorterm notes payable to ONEOK have been identifietiénStatement of Changes in Equity as a net gafisfm ONEOK
Transactions with ONEOK's other operating businssadich generally settle monthly, are shown asaets receivable-affiliate or accounts
payable-affiliate in periods prior to the sepanatio

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

e Our Statements of Income and Comprehensive ledomthe three and six months ended June 30, 26ddsist of the results of
ONE Gas for the three and five months ended Jun2Q@04 , and the results of ONE Gas Predecesstindarne month ended
January 31, 2014. Our Statements of Income and @dmapsive Income for the three and six months edded 30, 2013, consist
entirely of the results of ONE Gas Predecessor.ni@timcome for the period prior to January 31,£0¢as recorded to owner’s net
investment.

e Our Balance Sheet at June 30, 2014 , considteedialances of ONE Gas, while at December 313,20tonsists of the balances of
ONE Gas and ONE Gas Predecessor.

e Our Statement of Cash Flows for the six montided June 30, 2014 , consists of the results of GEE&for the five months ended
June 30, 2014 , and the results of ONE Gas Pres@cks the one month ended January 31, 2014. @terSent of Cash Flows for
the six months ended June 30, 2013, consistebntif the results of ONE Gas Predecessor.
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» Our Statement of Changes in Equity for the sonths ended June 30, 2014 , consists of both thetador ONE Gas Predecessor
prior to January 31, 2014, and the activity for O8&s completed in connection with, and subsequetiié separation on January
31, 2014.

All significant balances and transactions amongdivisions have been eliminated.

Use of Estimates The preparation of our financial statements atated disclosures in accordance with GAAP requissto make estimates
and assumptions with respect to values or conditibat cannot be known with certainty that affeet teported amount of assets and
liabilities, and the disclosure of contingent assatd liabilities at the date of the financial staénts. These estimates and assumptions also
affect the reported amounts of revenue and expehséasy the reporting period. Items that may béneatied include, but are not limited to,
economic useful life of assets, fair value of asseid liabilities, provision for doubtful accountspilled revenues for natural gas delivered
but for which meters have not been read, natusgachased but for which no invoice has beenvedeprovision for income taxes,
including any deferred tax valuation allowances, ibsults of litigation and various other recordedisclosed amounts.

We evaluate these estimates on an ongoing basig hisitorical experience and other methods we denseasonable based on the particular
circumstances. Nevertheless, actual results mésr difgnificantly from the estimates. Any effects aur financial position or results of
operations from revisions to these estimates ai@ded in the period when the facts that give tasthe revision become known.

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

Related-Party Transactions- Prior to our separation from ONEOK on JanuaryZ.4, we had certain transactions with ONEOK, idirig,
but not limited to, natural gas supply, allocatedporate services, employee benefits, cash managederivatives and long-term lines of
credit. Following the separation, we and ONEOK il providing some services to each other unterTransition Services Agreement, but
these services are now considered third-party &actimns. The remaining relat@aty transactions are not material. See Note dikmlosure:
of our agreements with ONEOK after the separation.

Income Taxes- Deferred income taxes are recorded for the diffee between the financial statement and incombasis of assets and
liabilities and carryforward items, based on incdaelaws and rates existing at the time the temyadifferences are expected to reverse.
Through the effective date of the separation, qarations were included in the consolidated fedmndl state income tax returns of ONEOK,
except for certain state filings. Prior to the gagian, the income tax provision has been calcdlatea separate return basis for us.

The determination of our effective state tax raiguires judgment, as we did not exist as a stamwkdiler prior to the separation and the
effective state tax rate can change periodicalsetdaon changes in our operations. Our effectivie s rate is based upon our current
structure and the jurisdictions in which we operate

Segments We operate as one business segment: regulatdid ptilities that deliver natural gas to residahticommercial, industrial and
transportation customers. The accounting policie®tr segment are the same as described in Naftedr Notes to the Financial Statements
in our Annual Report. We evaluate our financialfpenance principally on operating income. For theeé and six months ended June 30,
2014 , and 2013, we had no single external custénomn which we received 10 percent or more of gnass revenues.

Recently Issued Accounting Standards Updateln June 2014, the Financial Accounting Stand&uolzrd (“FASB”) issued Accounting
Standards Update (“ASU”) 2014-12, “Accounting fdraBeBased Payments When the Terms of an Award Provide & Performance Tar¢
Could Be Achieved after the Requisite Service REtiohich provides explicit guidance under GAAP #trare-based awards, which may
provide that a performance target could be achieye an employee completes the requisite sepaci®d. We are evaluating the impact of
this recently issued guidance, which is requirebeg@dopted for our quarterly and annual reporggnoéng with the first quarter 2016.

In May 2014, the FASB issued ASU 2014-09, “Revefmam Contracts with Customers,” which clarifies arahverges the revenue

recognition principles under GAAP and InternatioRedancial Reporting Standards. We are evaluatirgrmpact of this recently issued
guidance, which is required to be adopted for aartperly and annual reports beginning with the figgarter 2017.
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2. REGULATORY ASSETS AND LIABILITIES

The tables below present a summary of regulat@gtasnet of amortization, and liabilities for fferiods indicated:

June 30, 2014
Current Noncurrent Total

( Thousands of dollars

Under-recovered purchased-gas costs $ 16,39¢ $ — $ 16,39¢
Pension and postretirement benefit costs (see ®ote 11,59¢ 309,84« 321,44.
Reacquired debt costs 812 10,13¢ 10,947
Other 2,752 2,712 5,46¢

Total regulatory assets, net of amortization 31,56: 322,69: 354,25
Accumulated removal costs (a) — (18,68%) (18,68¢)
Over-recovered purchased-gas costs (17,989 — (17,989

Total regulatory liabilities (17,989 (18,68¢) (36,67))

Net regulatory assets (liabilities)

$ 1357¢ $ 304,00: $ 317,58:

(a) Included in other deferred credits in our Ba®Sheets.

December 31, 2013
Current Noncurrent Total

( Thousands of dollars

Under-recovered purchased-gas costs $ 1239 $ — $ 12,39
Pension and postretirement benefit costs 29¢ 9,55¢ 9,85¢
Reacquired debt costs 812 10,54 11,35:
Other 8,15¢ 3,72¢ 11,87¢
Total regulatory assets, net of amortization 21,657 23,82: 45,47¢
Accumulated removal costs (a) — (21,379 (21,379
Over-recovered purchased-gas costs (17,799 — (27,796
Total regulatory liabilities (17,799 (21,379 (39,17
Net regulatory assets (liabilities) $ 3,861 % 2447 % 6,30¢

(a) Included in other deferred credits in our BamSheets.

Base rates are designed to provide a recoveryst$ cluring the period rates are in effect, but atogenerally provide for a return on
investment for amounts we have deferred as regylassets. All of our regulatory assets recovertibi@ugh base rates are subject to review
by the respective regulatory authorities duringifatrate proceedings. We are not aware of any pe@that these costs will not be
recoverable through either riders or base rataswanbelieve that we will be able to recover sug$ig, consistent with our historical
recoveries.

Unrecovered purchased-gas costs represent thetbastsave been over- or under-recovered from ouste through the purchased-gas cost
adjustment mechanisms and include natural gagedilin our operations.

3. CREDIT FACILITIES

ONE Gas Credit Agreement- The ONE Gas Credit Agreement, which became effectpon our separation from ONEOK and is scheduled
to expire in January 2019 , contains certain fir@noperational and legal covenants. Among othergs, these covenants include
maintaining ONE Gas’ debt-to-capital ratio of nomnthan 70 percemit the end of any calendar quarter. The ONE GaditCkgreement als
contains customary affirmative and negative covés)ancluding covenants relating to liens, indehtss of subsidiaries, investments,
changes in the nature of business, fundamentabesatransactions with affiliates, burdensome agests and use of proceeds. In the event
of a breach of certain covenants by ONE Gas, ansouurtstanding under the ONE Gas Credit Agreemegthaaome due and payable
immediately. At June 30, 2014 , our debt-to-capisib was 40 percent and we were in complianchk alitcovenants under the ONE Gas
Credit Agreement.

The ONE Gas Credit Agreement includes a $50 milioblimit for the issuance of standby letters efdirand also features an option to
request an increase in the size of the facilitgriaggregate of $1.2 billion from $700 million upatisfaction of customary conditions,
including receipt of commitments from new lendersnareased commitments from existing lenders. 8wings made under the facility are
available for general corporate purposes. The Old& Gedit Agreement contains
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provisions for an applicable margin rate and aruahfacility fee, both of which adjust with changesur credit rating. Based on our current
credit ratings, borrowings, if any, will accrueengst at LIBOR plus 79.5 basis points, and the aliagility fee is 8 basis points.

We may reduce the unutilized portion of the ONE Geasdit Agreement in whole or in part without premior penalty. The ONE Gas Credit
Agreement contains customary events of default.ntpe occurrence of certain events of defaultpthiegations under the ONE Gas Credit
Agreement may be accelerated and the commitmentdmeerminated.

4, LONG-TERM DEBT

Senior Notes Issuance In January 2014 , we completed a private placemiesenior notes, consisting of $300 million 0®2percent senior
notes due 2019 , $300 million of 3.61 percent gemites due 2024 and $600 million of 4.658 persenfor notes due 2044 (collectively, our
“Senior Notes”). The net proceeds from the privasEement were approximately $1.19 billion and wesed to fund a one-time cash
payment to ONEOK of approximately $1.13 billiongst of the separation. The remaining portion efrilet proceeds was retained by us in
order to provide sufficient financial flexibilitynal to support working capital requirements andtedpixpenditures.

The indenture governing our Senior Notes includeswent of default upon the acceleration of othdebtedness of $100 million or more.
Such events of default would entitle the trustetherholders of 25 percent in aggregate principadnt of the outstanding Senior Notes to
declare those Senior Notes immediately due andipayma full.

We may redeem our Senior Notes at par, plus acaneédinpaid interest to the redemption date, atadhe month, three months and six
months, respectively, before their maturity daR#or to these dates, we may redeem these SentesNno whole or in part, at a redemption
price equal to the principal amount, plus accruedi @npaid interest and a make-whole premium. Temgtion price will never be less than
100 percent of the principal amount of the respectenior note plus accrued and unpaid intergbietoedemption date. Our Senior Notes are
senior unsecured obligations, ranking equally ghtriof payment with all of our existing and futunesecured senior indebtedness.

In connection with the issuance of our Senior Notesentered into a registration rights agreenpnsuant to which we are obligated to use
our commercially reasonable efforts to file witle tREC and cause to become effective a registratadament with respect to an offer to
exchange each series of our Senior Notes for néasnwith terms substantially identical in all nrékrespects to each such series of our
Senior Notes. Alternatively, if the exchange offars not available, cannot be completed or thed8&otes are ineligible to be exchanged in
the exchange offers for one or more series of sewtes, we will be required to use our commergishsonable efforts to file a shelf
registration statement to cover resales of our@éwdtes under the Securities Act. If we do not phnwith these obligations, we will be
required to pay additional interest on our Seniotds under specified circumstances. We expectrigphaie the exchange offer for our Senior
Notes in the third quarter of 201

5. EARNINGS PER SHARE

Basic EPS is based on net income and is calcuisseld upon the daily weighted-average number ofreemshares outstanding during the
periods presented. Also, this calculation incluildly vested stock awards that have not yet begmeid as common stock. Diluted EPS
includes the above, plus unvested stock awardsegtamder our compensation plans, but only to ¥tent these instruments dilute earnings
per share.

On January 31, 2014, 51,941,238@res of our common stock were distributed to OKEB®areholders in conjunction with the separatieor.
comparative purposes, and to provide a more mefanioglculation of weighted-average shares outstandve have assumed this amount
and any shares associated with fully vested staekds that have not been issued to be outstandinfithe beginning of each period prior to
the separation presented in the calculation of teiraverage shares.
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The following tables set forth the computation asiz and diluted EPS from continuing operationgHterperiods indicated:

Three Months Ended June 30, 2014

Per Share
Income Shares Amount

( Thousands, except per share amoQnts
Basic EPS Calculation

Net income available for common stock $ 9,45¢ 51,797 $ 0.1¢
Diluted EPS Calculation

Effect of dilutive securities — 64¢

Net income available for common stock and commoaoksequivalents $ 9,45¢ 52,44¢ $ 0.1¢

Three Months Ended June 30, 2013

Per Share
Income Shares Amount

( Thousands, except per share amoQnts
Basic EPS Calculation
Net income available for common stock $ 14,95 52,31¢ $ 0.2¢
Diluted EPS Calculation
Effect of dilutive securities = =

Net income available for common stock and commoaoksequivalents $ 14,95 52,31¢ $ 0.2¢

Six Months Ended June 30, 2014

Per Share
Income Shares Amount

( Thousands, except per share amoQnts
Basic EPS Calculation

Net income available for common stock $ 68,53( 52,068 $ 1.32
Diluted EPS Calculation

Effect of dilutive securities — 41€

Net income available for common stock and commoaoksequivalents $ 68,53( 52,48. $ 1.31

Six Months Ended June 30, 2013

Per Share
Income Shares Amount

( Thousands, except per share amoQnts
Basic EPS Calculation
Net income available for common stock $ 68,44 52,31¢ $ 1.31
Diluted EPS Calculation
Effect of dilutive securities = =

Net income available for common stock and commoaoksequivalents $ 68,44 52,31¢ $ 1.31

Dividends -On May 15, 2014, we paid dividends on our commonisto shareholders of record at the close of lassion April 30, 2014,
equal to $0.28 per share ( $1.12 per share onraméired basis). In July 2014, a dividend of $(p28share ( $1.12 per share on an
annualized basis) was declared for shareholderscofd on August 1, 2014, payable August 15, 20 14.

6. EMPLOYEE BENEFIT PLANS

Prior to the separation, certain ONEOK employeetgipated in defined benefit pension plans andnetisement health and welfare plans
(“Shared Plans”) sponsored by ONEOK, including esgpks who directly supported our operations. Thindbgcember 31, 2013, we
accounted for such Shared Plans as multiemployeefitgplans. Accordingly, we did not record an assdiability to recognize the funded
status of the Shared Plans on our balance shetttherseparation date. We recorded
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expenses of $14.1 million and $27.2 million for theee and six months ended June 30, 2013, résplgctor our allocation of pension costs
prior to the separation.

The assets and liabilities of certain defined bigmpddns and postretirement health and welfare figplans, allocable to our employees, were
transferred to us on January 1, 2014. We recorpedsered pension and postretirement plan obligatdrapproximately $1.1 billion , and
sponsored pension and postretirement plan assafspodximately $1.0 billion . Additionally, as astét of the transfer of unrecognized losses
from ONEOK, our regulatory assets and deferredrimetaxes increased by approximately $331 millioth $86 million , respectively.
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The following tables set forth the components dfpexiodic benefit cost for our pension and postatent benefit plans for the periods
indicated:

Pension Benefits

Three Months Ended Six Months Ended
June 30, June 30,
2014 2014

( Thousands of dollars
Components of net periodic benefit cost

Service cost $ 2,908 % 5,67:
Interest cost 10,94¢ 21,89¢
Expected return on assets (24,965 (29,930
Amortization of unrecognized prior service cost 137 274
Amortization of net loss 7,54¢ 15,09¢

Net periodic benefit cost $ 6,57¢ $ 13,01:

Postretirement Benefits

Three Months Ended Six Months Ended
June 30, June 30,
2014 2014

( Thousands of dollars
Components of net periodic benefit cost

Service cost $ 867 $ 2,041
Interest cost 2,901 5,80z
Expected return on assets (2,84%) (5,696
Amortization of unrecognized prior service cost (440) (880)
Amortization of net loss 99z 1,98¢

Net periodic benefit cost $ 1,47 % 3,251

We recover qualified pension benefit plan and offestretirement benefit plan costs through ratesgsd to our customers. Certain utility
commissions require that the recovery of thesesdmstased on specific guidelines. The differemte/den these regulatory-based amounts
and the periodic benefit cost calculated pursua@AAP is deferred as a regulatory asset or lighélihd amortized to expense over periods in
which this difference will be recovered in rates paomulgated by the applicable utility commissiBegulatory adjustments to the net
periodic benefit cost were not material for theethand six months ended June 30, 2014 .

7. COMMITMENTS AND CONTINGENCIES

Agreements with ONEOK after the Separation- We entered into the Separation and Distributigne®ment and several other agreements
with ONEOK to effect the separation and providesarfework for our relationships with ONEOK after tistribution. These agreements
govern the relationship between ONEOK and us sulesgdo the completion of the distribution. The &ggion and Distribution Agreement
contains many of the key provisions related tosgparation from ONEOK and the distribution of cbares of common stock to ONEOK'’s
shareholders, including cross-indemnities betweeand ONEOK. In general, ONEOK agreed to indemagyor any liabilities relating to
ONEOK's business following the distribution, inclnd ONEOK Partners and ONEOK's former Energy Sexsisegments, and we agreed to
indemnify ONEOK for any liabilities relating to theatural gas distribution business. If a liabilityes not relate to either of ONEOK’s
remaining business or to our natural gas distrilputiusiness, then we and ONEOK will each be resplenfr a portion of such liability. In
addition to the Separation and Distribution Agreatneie entered into the following agreements withEDK related to the separation:

» Transition Services Agreeme
* Tax Matters Agreement; a
 Employee Matters Agreeme

Environmental Matters - We are subject to multiple historical, wildlifegservation and environmental laws and/or regulatibat affect
many aspects of our present and future operatiRegulated activities include but are not limited to
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those involving air emissions, storm water and esmater discharges, handling and disposal of solithezardous wastes, wetland
preservation, hazardous materials transportatiwth pgpeline and facility construction. These laws aegulations require us to obtain and/or
comply with a wide variety of environmental cleazas, registrations, licenses, permits and otheroapjs. Failure to comply with these lay
regulations, licenses and permits may expose fisds, penalties and/or interruptions in our ogeret that could be material to our results of
operations. In addition, emission controls andtbeoregulatory or permitting mandates under trea@IAir Act and other similar federal and
state laws could require unexpected capital expersdi. We cannot assure that existing environmetd#ites and regulations will not be
revised or that new regulations will not be adogiedecome applicable to us. Revised or additisteglites or regulations that result in
increased compliance costs or additional operagsgictions could have a material adverse effaaur business, financial condition, results
of operations and cash flows.

We own or retain legal responsibility for the emvimental conditions at 12 former manufactured radigas sites in Kansas. These sites
contain potentially harmful materials that are sgbjo control or remediation under various envinental laws and regulations. A consent
agreement with the KDHE governs all work at thesessThe terms of the consent agreement allow irs/estigate these sites and set
remediation activities based upon the results @fitlvestigations and risk analysis. Remediatiomlves typically the management of
contaminated soils and may involve removal of $tmes and monitoring and/or remediation of grounewa

We have completed or addressed removal of the sairsoil contamination at 11 of the 12 sites aditwy to plans approved by KDHE.
Regulatory closure has been achieved at thf¢lee sites. We have begun site assessment edritaning site where no active remediation
occurred.

Our expenditures for environmental evaluation, gaition, remediation and compliance to date havéeen significant in relation to our
financial position, results of operations or casiwg, and our expenditures related to environmenttters had no material effects on earn
or cash flows during 2014 and 2013 . We do not exfzeincur material expenditures for these maifitetbe future.

Pipeline Safety- We are subject to PHMSA regulations, includinggrity-management regulations. The Pipeline Sdfafyrovement Act
requires pipeline companies operating high-presgipelines to perform integrity assessments onlipipsegments that pass through densely
populated areas or near specifically designateld-bamsequence areas. In January 2012, the Piggdifety, Regulatory Certainty and Job
Creation Act was signed into law. The law increasedimum penalties for violating federal pipelirefety regulations and directs the DOT
and the Secretary of Transportation to conduchérrteview or studies on issues that may or maypaahaterial to us. These issues include
but are not limited to the following:

* an evaluation of whether natural gas pipeliriegrity-management requirements should be expabegand current high-
conseguence areas;

» averification of records for pipelines in clé&sand 4 locations and higibnsequence areas to confirm maximum allowableatipe
pressures; and

* arequirement to test previously untested pigslioperating above 30 percent yield strengthgh-bdnsequence are

The potential capital and operating expenditurésed to this legislation, the associated regutatior other new pipeline safety regulations
are unknown.

Legal Proceedings We are a party to various litigation matters aladms that have arisen in the normal course ofoperations. While the
results of litigation and claims cannot be prediatéth certainty, we believe the reasonably possibéses from such matters, individually
in the aggregate, are not material. Additionallg, melieve the probable final outcome of such mstell not have a material adverse effect
on our results of operations, financial positiorcash flows.

8. DERIVATIVE FINANCIAL INSTRUMENTS AND FAIR VALUE MEA  SUREMENTS

Accounting Treatment - We record all derivative instruments at fair v@glwith the exception of normal purchases and nbsalas that are
expected to result in physical delivery. The ac¢mgnfor changes in the fair value of a derivatinstrument depends on whether it has been
designated and qualifies as part of a hedgingioalstip and, if so, the reason for holding it, fareigulatory rulings require a different

accounting treatment.

If certain conditions are met, we may elect to gleaie a derivative instrument as a hedge of expdsuthanges in fair values or cash flows.
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The table below summarizes the various ways in vhie account for our derivative instruments anditigact on our financial statements:

Recognition and Measurement

Accounting Treatment Balance Sheet Income Statement
Normal purchases and - Recorded at historical cost - Change in fair value not recognized in earnings
normal sales
Mark-to-market Recorded at fair value Change in fair value recognized in, and
recoverable through, the purchased-gas cost adgustm
mechanisms

We have not elected to designate any of our dévivatstruments as hedges. The premiums paid andash settlements received associated
with the commaodity derivative instruments enteret by us are included in, and recoverable throtlghpurchased-gas cost adjustment
mechanisms.

Determining Fair Value - We define fair value as the price that would &eeived from the sale of an asset or the trangfaiiability in an
orderly transaction between market participants@imeasurement date. We use the market and inappreaches to determine the fair ve
of our assets and liabilities and consider the etarka which the transactions are executed. We unedke fair value of a group of financial
assets and liabilities consistent with how a maplesticipant would price the net risk exposurehatineasurement date.

Fair Value Hierarchy At each balance sheet date, we utilize a fairevélierarchy to classify fair value amounts recogdiar disclosed in o1
financial statements based on the observabiliipfits used to estimate such fair value. The levkthe hierarchy are described below:

« Level 1 -Unadjusted quoted prices in active markets fortidahassets or liabilitie

» Level 2 - Significant observable pricing inpotber than quoted prices included within Level attare, either directly or indirectly,
observable as of the reporting date. Essentidilg,represents inputs that are derived princidatlyn or corroborated by observable
market data; and

» Level 3 - May include one or more unobservabfmits that are significant in establishing a failue estimate. These unobservable
inputs are developed based on the best informatiaitable and may include our own internal data.

We recognize transfers into and out of the levelefahe end of each reporting period.

Determining the appropriate classification of cair 7alue measurements within the fair value hgrarequires management’s judgment
regarding the degree to which market data is olaskdevor corroborated by observable market datac&tegorize derivatives for which fair
value is determined using multiple inputs withisiagle level, based on the lowest level input thaignificant to the fair value measurement
in its entirety.

Derivative Instruments - At June 30, 2014 , we held purchased natural ghsmi#ons for the heating season ending March 20dth total
notional amounts of 16.5 Bcf, for which we paidmiems of $6.9 million , and had a fair value of&#illion . At December 31, 2013, we
held purchased natural gas call options for theitgaeason ending March 2014, with total notiarabunts of 26.6 Bcf, for which we paid
premiums of $8.6 million , and had a fair values8f7 million . The premiums paid and any cashemitints received are recorded as part of
our unrecovered purchased-gas costs in currentategy assets as these contracts are includedéhrexoverable through, the purchased-gas
cost adjustment mechanisms. Additionally, changdair value associated with these contracts aferckel as part of our unrecovered
purchase gas costs in our balance sheets. Ouahgas call options are classified as Level 1 as/édue amounts are based on unadjusted
guoted prices in active markets including NYMEXtkeet prices. There were no transfers between |dagelthe three and six months ended
June 30, 2014 and 2013 .

All of our natural gas derivative financial contrmevere with ONEOK Energy Services Company, a subsidiary of OKE®@ior to March
31, 2014. ONEOK Energy Services Company enteredsimbilar natural gas derivative financial contsawith third parties at our direction
and on our behalf. ONEOK announced an accelerated down of ONEOK Energy Services Company operatithiat was completed
substantially by March 31, 2014. We have enterénnatural gas derivative financial contracts viitind parties during the three months
ending June 30, 2014 .

Other Financial Instruments - The approximate fair value of cash and cash eqeing) accounts receivable and accounts payabtpia e

to book value, due to the short-term nature ofdhiesns. Our cash and cash equivalents are cordmfdeank and money market accounts
and are classified as Level 1.
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The short-term notes payable were due upon demahdleerefore, the carrying amounts approximateviaiue and are classified as Level 1.
The estimated fair value of our long-term debtjuding current maturities, was $1.3 billion at Jie 2014 . The estimated fair value of our
long-term line of credit with ONEOK at December 2013 , was $1.2 billion . The book value of ourdeterm debt, including current
maturities, was $1.2 billion at June 30, 2014 . Bhek value of our long-term line of credit with BOK at December 31, 2013 , was $1.0
billion . The estimated fair value of our SeniortBat June 30, 2014vas determined using quoted market prices, amda@nsidered Level
The estimated fair value of our long-term line tédit with ONEOK was valued using the income apphoay discounting the future

payments and are considered Level 3. Significgmitminclude the discount rate, which we estimatgdg a rate that we could have
borrowed at each measurement date.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis should bel ieaconjunction with our unaudited financial statnts and the Notes to Financial
Statements in this Quarterly Report, as well asfourual Report. Due to the seasonal nature obasimess, the results of operations for the
three and six months ended June 30, 2014 , aneecessarily indicative of the results that may Xyeeeted for a 12-month period.

RECENT DEVELOPMENTS

Distribution - On January 8, 2014, ONEOK'’s board of directors apgd the distribution of all the shares of our camnstock to holders of
ONEOK common stock.

In order to allow ONEOK to effect the distributiome requested, and the SEC declared effectivesemistration statement on Form 10 on
January 10, 2014. ONEOK transferred all of thetasmed liabilities primarily related to its natugas distribution business to us. Assets and
liabilities included accounts receivable and pagabhtural gas in storage, regulatory assets ahdlities, pipeline and other natural gas
distribution facilities, customer deposits, empleyelated assets and liabilities, including amouatit$butable to pension and other
postretirement benefits, tax-related assets abditias and other assets and liabilities primaggsociated with providing natural gas
distribution service in Oklahoma, Kansas and Te&astain corporate assets, such as office spateicorporate headquarters and certain IT
hardware and software, were not transferred thasever, the Transition Services Agreement betvi@d&OK and us provides access to
such corporate assets as necessary to operatesiness for a period of time to enable us to olitarapplicable corporate assets.

Immediately prior to the contribution of the nafugas distribution business to us, ONEOK contridutethe capital of the natural gas
distribution business all of the amounts outstagdin the natural gas distribution business’ shemiatnote payable to and long-term line of
credit with ONEOK. We received approximately $1bifion of cash from a private placement of semiotes, then used a portion of those
proceeds to fund a cash payment of approximatell3fillion to ONEOK in connection with the sepéwat On January 31, 2014, ONEOK
distributed one share of our common stock for eeny shares of ONEOK common stock held by ONEO&rsholders of record as of the
close of business on January 21, 2014, the reaisdaf the distribution. At the close of businesslanuary 31, 2014, we became an
independent, publicly traded company as a resuteflistribution. Our common stock began tradiregtilar-way” under the ticker symbol
“OGS” on the NYSE on February 3, 2014.

Dividend - On May 15, 2014, we paid dividends on our commonksto shareholders of record at the close of lmssion April 30, 2014,
equal to $0.28 per share ( $1.12 per share onraméined basis). In July 2014, a dividend of $(28 share was declared for shareholders of
record on August 1, 2014, payable August 15, 2014.

Regulatory Initiatives - Oklahoma In October 2013, Oklahoma Natural Gas, togethi#r the Public Utility Division of the OCC, filed a
joint application to postpone its 2014 rate cade jbint stipulation and settlement agreement ppsut of this application was approved

the OCC in January 2014. As a result, Oklahoma fdhtias filed a PBRC application on March 14, 2Cda will file a rate case in 2015
based on a test year consisting of the 12 monttimgiMarch 31, 2015. The March 2014, PBRC filingndastrated that Oklahoma Natural
Gas is earning below the range of allowable returequity. In June 2014, a joint stipulation anttlsment agreement associated with our
PBRC filing was reached and contained an increabase rates of approximately $13.7 million anemergy-efficiency program true-up and
a utility incentive adjustment of $0.9 million. August 2014, the settlement was approved by th€.OC

Texas- In March 2014, Texas Gas Service and the Citigld?aso agreed to enter into an annual rate rewieshanism called the El Paso
Annual Rate Review (EPARR) in lieu of a filing umdee GRIP statute with the City of El Paso. Te@as Service will continue to file under
the GRIP statute for other cities in the El Paswuise area. The EPARR provides for a streamlineteve of Texas Gas Service’s revenue
requirement based upon an agreed upon capitatsteugnd return on equity. In April 2014, Texas Gasvice filed under the EPARR for an
increase in revenues in the City of El Paso, artuthe GRIP statute for the remainder of the EbPservice area . In July 2014, the City of
El Paso approved an annual increase in revenug&.®fmillion, resulting from the EPARR filing. TI&RIP filing for the remainder of the El
Paso service area was approved with an increaseémues of $0.6 million.

GRIP is a capital-recovery mechanism that allowsafointerim rate adjustment providing recoveranfl a return on incremental capital
investments made between rate cases. We filed sexjfog interim rate relief under the GRIP statuih
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the City of Austin, Texas, and surrounding commansitn February 2014 for approximately $5.2 millidime city councils approved the
requested increase effective May 27, 2014.

In the normal course of business, we have receappdoval for increases totaling $2.1 million fotanm rate relief under the GRIP and cost-
of-service adjustments in other Texas jurisdictitmaddress investments in rate base and changestiof service.

General Certain costs to be recovered through the raterggkiocess have been capitalized as regulatorysa&mbuld recovery cease du
regulatory actions, certain of these assets mdgmger meet the criteria for recognition and acewty, a write-off of regulatory assets and
stranded costs may be required.

FINANCIAL RESULTS AND OPERATING INFORMATION

Selected Financial Results The following table sets forth certain selectedifioial results for our operations for the perioutidated:

Three Months Ended Six Months Ended Three Months Six Months
June 30, June 30, 2014 vs. 2013 2014 vs. 2013
Financial Results 2014 2013 2014 2013 Increase (Decrease) Increase (Decrease)
( Millions of dollars, except percentages

Natural gas sales $ 2651 $ 280& $ 989.t $ 879.C $ (15.9) 6% $ 110. 13%
Transportation revenues 22.2 22.¢ 54.7 52.1 (0.€) 3% 2.€ 5%
Cost of natural gas 120.¢ 133.2 626.7 517.¢ (22.¢) (20)% 109.c 21%

Net margin, excluding other revenues 166.¢ 170.¢ 417.¢ 413.7 (3.5 (2% 41 1%
Other revenues 9.€ 8.C 18.t 16.4 16 2C% 2.1 13%

Net margin 176.t 178.¢ 436.2 430.] (1.9 ()% 6.2 1%
Operating costs 118. 106.2 237.: 221.2 12.2 11% 16.1 7%
Depreciation and amortization 31.2 32.¢ 62.¢ 67.¢ (1.€) (5)% (5.0 (7)%

Operating income $ 26.¢ $ 39.2 $§ 1362 $ 14171 $ (12 (B2% $ 4.9 (3)%
Capital expenditures $ 82¢ $ 67.2 $ 1486 $ 130.( $ 15.€ 23% $ 18.€ 14%

The following table sets forth our net margin, exithg other revenues, by type of customer, forpivéods indicated:

Three Months Ended Six Months Ended Three Months Six Months
Net Margin, Excluding Other June 30, June 30, 2014 vs. 2013 2014 vs. 2013
Revenues 2014 2013 2014 2013 Increase (Decrease) Increase (Decrease)
Natural gas sales ( Millions of dollars, except percentages
Residential $ 1187 $ 1221 $ 298:F $ 298.< §$ (3.9 % 9 (0.2 — %
Commercial and industrial 24.¢ 24.¢ 61.¢ 60.4 0.2 1% 14 2%
Wholesale and public authority 1.2 0.¢ 3.C 2.8 0.3 33% 0.2 7%
Net margin on natural gas sales 1445 147.€ 363.1 361.€ (2.9) (2)% 1kt — %
Transportation margin 22.2 22.¢ 54.7 52.1 (0.€) (3)% 2.€ 5%
Net margin, excluding other revenues $ 166.¢ $ 170« $ 417.¢&¢ $ 4137 $ (3.5 2% $ 4.1 1%

Our net margin on natural gas sales is compriseéd/@tomponents, fixed and variable margin. Fixeatgm reflects the portion of our net
margin attributable to the monthly fixed customieaigge component of our rates, which does not fatetbased on customer usage in each
period. Variable margin reflects the portion of oet margin that fluctuates with the volumes detrdeand billed, which includes volumetric
delivery charges and charges for riders, surchagdother regulatory mechanisms associated watlse¢nvices we provide.
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We believe that the combination of the significesstidential component of our customer base, thefcharge component of our sales margin
and our regulatory rate mechanisms that we hapéae result in a stable cash flow profile. Thédieing table sets forth our net margin on
natural gas sales by revenue type for the periudisated:

Three Months Ended Six Months Ended Three Months Six Months
June 30, June 30, 2014 vs. 2013 2014 vs. 2013
Net Margin on Natural Gas Sales 2014 2013 2014 2013 Increase (Decrease) Increase (Decrease)
Net margin on natural gas sales Mi(lions of dollars, except percentages
Fixed margin $ 122 $ 117 $ 243¢ $ 234¢ S 5.C 1% $ 9.2 4%
Variable margin 22.¢ 30.2 119.2 127.C (7.9) (26)% (7.9) (6)%
Net margin on natural gas sales $ 1447 $ 147¢€¢ $ 36371 $ 361€ $ (2.9 2% $ 1k — %

Net margin decreased $1.9 million for three months ended June 30, 2014 , compared vétbaime period last year, due primarily to the
following:

a decrease of $4.9 million in variable margimesdential volumes sold declined 17 percent duearily to warmer weather, net of
weather normalization; and

a decrease of $2.8 million in rider and surckamroveries due primarily to lower ad-valorem karge in Kansas and the expiration
of the rider associated with the recovery of tak@ay settlements in Oklahoma, both of which afeeifby lower regulatory
amortization in depreciation and amortization exggerffset partially by

an increase of $3.1 million from new rates prinyairl Texas

an increase of $1.4 million in residential sales grimarily to customer growth; a

an increase of $0.6 million due to higher line esien revenue from commercial and industrial cugtienin Oklahomi

Net margin increased $6.2 million for tsix months ended June 30, 2014 , compared witkahee period last year, due primarily to the
following:

an increase of $7.6 million from new rates prinyairil Texas

an increase of $3.3 million from higher trangption volumes due primarily to weathsgnsitive customei

an increase of $2.6 million in residential sales grimarily to customer growth; a

an increase of $1.0 million due to higher lizge@sion revenue from commercial and industriat@mers in Oklahoma; offset
partially by

a decrease of $1.3 million due to lower saldames primarily in Kansas due to warmer weatheseicond quarter of 2014 compared
with colder-than-normal weather in the second eurast 2013, net of weather normalization; and

a decrease of $8.1 million in rider and surckamroveries due to lower ad-valorem surchargesimsés and the expiration of the
rider associated with the recovery of a takezay-settlements in Oklahoma, both of which areetffsy lower regulatory amortizatic

in depreciation and amortization expense.

Operating costs increased $12.2 million for the¢hmonths ended June 30, 2014 , compared wittathe period last year, due primarily to
the following:

an increase of $5.3 million in employee-relagggenses resulting from higher labor and compemsatists, which includes share-
based compensation that in the prior period wasatgal by a decrease in ONEOK'’s share price;

an increase of $4.2 million in outside serviosts related to a $3.4 million increase in pipehimEntenance activities and $1.3
million of costs associated with our separatiomfloNEOK; and

an increase of $2.5 million in insurance and infation technology expenses; offset partiall:

a decrease of $2.1 million in benefit coststezlgorimarily to lower pension and other postratiemt benefit costs resulting from an
annual change in the estimated discount rate.

Operating costs increased $16.1 million for thensonths ended June 30, 2014 , compared with the ganiod last year, due primarily to the
following:

an increase of $9.3 million in employesated expenses resulting from higher labor amdpemsation cost

an increase of $4.5 million in insurance and infation technology expens

an increase of $3.6 million in outside serviosts related primarily to $2.6 million of costs @sated with our separation from
ONEOK; and

an increase of $1.0 million in bad debt expensg @sult of higher net margin; offset partially

a decrease of $4.1 million in benefit coststezlgorimarily to lower pension and other postratiemt benefit costs resulting from an
annual change in the estimated discount rate.
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Depreciation and amortization expense decreasetiéahree and six months ended June 30, 2014 pa@d with the same periods last year,
due primarily to a decrease in the amortizatioa déferred ad-valorem surcharge rider in Kansasakedor-pay rider in Oklahoma, offset
partially by increased depreciation from our cdptependitures.

Capital ExpendituresOur capital expenditures program includes experghtior pipeline integrity, automated meter readedending
service to new areas, modifications to customerigetines, increasing system capabilities andasginents. It is our practice to maintain
upgrade facilities to ensure safe, reliable anitiefit operations.

Selected Operating Information -The following tables set forth certain selectedraprg information for the periods indicated:

Three Months Ended

Variances

June 30, 2014 vs. 2013
(in thousands) 2014 2013 Increase (Decrease)
Average Number of Customers OK KS TX Total OK KS TX Total OK KS TX Total
Residential T7€ 57¢ 60z 1,95¢ 772 581 59¢ 1,951 6 2 4 8
Commercial and industrial 72 5C 34 15€ 72 5C 34 15€ — — — —
Wholesale and public authority — — 3 3 — — B B — — — —
Transportation 5 6 1 12 5 6 1 12 — — — —
Total customers 85¢ 63E 64C 2,13( 84¢ 637 63€ 2,12z 6 2 4 8
Six Months Ended Variances
June 30, 2014 vs. 2013
(in thousands) 2014 2013 Increase (Decrease)
Average Number of Customers OK KS TX Total OK KS TX Total OK KS X Total
Residential 78C 584 60z 1,96¢€ 774 582 59€ 1,95% 6 1 6 13
Commercial and industrial 73 51 3t 15¢ 73 5C 34 157 — 1 1 2
Wholesale and public authority — — S 3 — — 3 S — — — —
Transportation 5 6 1 12 5 6 1 1z — — — —
Total customers 85¢ 641 641 2,14(C 852 63¢ 634 2,12¢ 6 2 7 5

Three Months Ended

Six Months Ended

June 30, June 30,
Volumes (MMcf) 2014 2013 2014 2013
Natural gas sales
Residential 13,55 16,367 76,96¢ 71,59:
Commercial and industrial 4,72¢ 5,78 23,04: 21,03:
Wholesale and public authority 422 337 1,231 2,82(
Total volumes sold 18,697 22,48¢ 101,23¢ 95,44«
Transportation 48,37: 49,80z 115,34¢ 108,51:
Total volumes delivered 67,06¢ 72,29: 216,58¢ 203,95¢

Residential, commercial and industrial natural gges volumes decreased for the three months euhed30, 2014, compared with the same
period last year, due primarily to warmer tempeegun the second quarter of 2014. Residential ncernial and industrial natural gas sales
volumes increased for the six months ended Jun2Q@04 , compared with the same period last year pdimarily to colder temperatures in
the first quarter of 2014. The impact on margins watigated largely by weather-normalization med$izs.

Wholesale sales represent contracted natural dases that exceed the needs of our residentialreential and industrial customer base
are available for sale to other parties. The impactet margin from changes in volumes associaitfdthese customers is minimal.
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Three Months Ended

June 30,
2014 2013 2014 vs 2013 2014 2013
Actual Actual as a percent of
Heating Degree Days Actual Normal Actual Normal Variance Normal
Oklahoma 22¢ 19t 381 19t (40)% 117% 195%
Kansas 40¢ 411 58€ 411 (30)% 100% 142%
Texas 63 58 85 52 (2€)% 10%% 163%
Six Months Ended
June 30,
2014 vs
2014 2013 2013 2014 2013
Actual Actual as a percen
Heating Degree Days Actual Normal Actual Normal Variance of Normal
Oklahoma 2,37( 1,99¢ 2,28: 1,99¢ 4% 11% 114%
Kansas 3,28¢ 2,91z 3,15¢ 2,91: 4% 113% 10&%
Texas 1,041 1,037 1,11(¢ 1,04( (6)% 100% 107%

Normal HDDs are established through rate proceadimgach of our rate jurisdictions for use prinyain weather normalization billin
calculations. Normal HDDs disclosed above are based
e 10-year weighted average HDDs as of Decembe2@18, for years 1999-2008, as calculated usingddther stations across
Oklahoma and weighted on average customer coul@Ktahoma;
e 30-year average for years 1981-2010 publishetth&WNational Oceanic and Atmospheric Administratias calculated using 13
weather stations across Kansas and weighted on HipRe&ather station and customers for Kansas; and
» HDDs, which are used primarily in the weathemnalization billing calculations for each servigea of Texas, are weighted using a
rolling 10-year average of actual natural gas ithigtion sales volumes by service area for Texas.

Actual HDDs are based on quarter-to-date and yedate, weighted average of:
e 11 weather stations and customers by month for ke
« 13 weather stations and customers by month for &gres
» 9 weather stations and natural gas distributioessablumes by service area for Te

CONTINGENCIES

Legal Proceedings We are a party to various litigation matters aradnes that have arisen in the normal course of perations. While the
results of litigation and claims cannot be predictéth certainty, we believe the reasonably possibses from such matters, individually
in the aggregate, are not material. Additionallg, lbelieve the probable final outcome of such mattéll not have a material adverse effect
on our results of operations, financial positiorcash flows.

LIQUIDITY AND CAPITAL RESOURCES

General -From the date of the separation, we have fundethtipg expenses, working capital requirementsiticlg purchases of natural
gas, and capital expenditures primarily with casimfoperations and the retained proceeds from inaitp placement of senior notes in
January 2014. Prior to the separation, we religdamily on operating cash flow and participationrONEOK'’s cash management program for
our liquidity and capital resource requirements.

We entered into the ONE Gas Credit Agreement, witich$700 million unsecured revolving credit fagithat became effective upon our

separation from ONEOK. In the future, we expeatnter into a commercial paper program to suppartaauking capital requirements and
general corporate needs.
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We believe that the combination of the significessidential component of our customer base, thedlfcharge component of our natural gas
sales net margin and our regulatory rate mechartisatsve have in place result in a stable cash fiovfile. Because the energy consumption
of residential customers is less volatile compaviétd commercial and industrial customers, our besihistorically has generated stable and
predictable net margin and cash flows. Additionallg have several regulatory rate mechanisms teptareduce the lag in earning a return
on our capital expenditures. We anticipate thatoash flow generated from operations and our erplesitort- and long-term financing
arrangements will enable us to maintain our curagk planned level of operations and provide ugHikty to finance our infrastructure
investments.

Our ability to access capital markets for debt agdity financing under reasonable terms dependsarket conditions and our financial
condition and credit ratings. We believe that sgencredit ratings will provide a significant adtage to our business. By maintaining a
conservative financial profile and stable revenaseh we believe that we will be able to maintaiinaestment-grade credit rating, which we
believe will provide us access to diverse sourdéesmpital at favorable rates in order to finance iofrastructure investments.

Short-term Financing - We entered into the ONE Gas Credit Agreement, wisicdtheduled to expire in January 2019. The ON& Gadit
Agreement contains certain financial, operatiomal Egal covenants. Among other things, these aavisrinclude maintaining a debt-to-
capital ratio of no more than 70 percent at the@rehy calendar quarter. The ONE Gas Credit Agezgralso contains customary affirma
and negative covenants, including covenants regdtidiens, indebtedness of subsidiaries, investsy@hanges in the nature of business,
fundamental changes, transactions with affilibesdensome agreements, and use of proceeds. événé of a breach of certain covenant
us, amounts outstanding under the ONE Gas Credéekgent may become due and payable immediateljuig 30, 2014 , our debt-to-
capital ratio was 40 percent , and we were in caanpé with all covenants under the ONE Gas Crediedment.

The ONE Gas Credit Agreement includes a $50 milioblimit for the issuance of standby letters efditrand also features an option to
request an increase in the size of the facilitgrtaggregate of $1.2 billion from $700 million, apsatisfaction of customary conditions,
including receipt of commitments from new lenderénareased commitments from existing lenders. 8wsimgs made under the facility are
available for general corporate purposes. The Oldg Gredit Agreement contains provisions for aniapple margin rate and an annual
facility fee, both of which adjust with changesoar credit rating. Based on our credit ratingsyteings, if any, will accrue interest at
LIBOR plus 79.5 basis points, and the annual figciée is 8 basis points. The total amount of skemin borrowings authorized by ONE Gas’
Board of Directors is $1.2 billion. At June 30, 201we had no short-term borrowings, $0.7 milliorietters of credit issued under the ONE
Gas Credit Agreement and approximately $161.3 omlbf cash and cash equivalents. At June 30, 2@&4had $699.3 million of credit
available under the ONE Gas Credit Agreement.

We may reduce the unutilized portion of the ONE Geasdit Agreement in whole or in part without premior penalty. The ONE Gas Credit
Agreement contains customary events of default.ntpe occurrence of certain events of defaultpthiegations under the ONE Gas Credit
Agreement may be accelerated and the commitmentdmeerminated.

Debt Issuance 4n January 2014, we completed a private placemieBenior Notes, consisting of $300 million of 2 88rcent senior notes
due 2019, $300 million of 3.61 percent senior noligs 2024 and $600 million of 4.658 percent notes2D44. The net proceeds from the
private placement were approximately $1.19 bilkord were used to fund a one-time cash payment t6@XNof approximately $1.13 billion
in connection with the separation. The remainingipo of the net proceeds was retained in ord@réwide sufficient financial flexibility and
to support working capital requirements and caitqglenditures.

The indenture governing our Senior Notes includeswent of default upon the acceleration of othdebtedness of $100 million or more.
Such events of default would entitle the trustetherholders of 25 percent in aggregate principaient of the outstanding senior notes to
declare those senior notes immediately due andopeyma full.

We may redeem our Senior Notes at par, plus acaneédinpaid interest to the redemption date, stadne month, three months, and six
months, respectively, before their maturity daRrsor to these dates, we may redeem these SentesNo whole or in part, at a redemption
price equal to the principal amount, plus accrusdi@npaid interest and a make-whole premium. Temgption price will never be less than
100 percent of the principal amount of the respec8enior Notes plus accrued and unpaid interesietoedemption date. Our Senior Notes
are senior unsecured obligations, ranking equallyght of payment with all of our existing anddut unsecured senior indebtedness.

In connection with the issuance of our Senior Notesentered into a registration rights agreenpansuant to which we are obligated to use
our commercially reasonable efforts to file witle tBEC and cause to become effective a registrata@ament with respect to an offer to
exchange each series of our Senior Notes for néasnwith terms substantially identical in all
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material respects to each such series of our Sbiitas. Alternatively, if the exchange offers aot available, cannot be completed or the
Senior Notes are ineligible to be exchanged irett@hange offers for one or more series of seni@siave will be required to use our
commercially reasonable efforts to file a shelfisegtion statement to cover resales of our SeMades under the Securities Act. If we do not
comply with these obligations, we will be requitedray additional interest on our Senior Notes uispecified circumstances. We expect to
complete the exchange offer for our Senior Notehénthird quarter of 2014.

Credit Ratings - Our credit ratings as of June 30, 2014 were:

Rating Agency Rating Outlook
Moody’s A2 Stable
S&P A- Stable

We intend to maintain strong credit metrics while pursue a balanced approach to capital investameha return of capital to shareholders
via a dividend that we believe will be competitivéh our peer group.

Capitalization structure - As of June 30, 2014 , our total capitalization ctuge is 40 percent debt to 60 percent equity.

Pension and Postretirement Benefit Planslnformation about our pension and postretiremengelies plans, including anticipated
contributions, is included under Note 8 of the OG&s Predecessor Notes to Financial Statements idrowal Report. See Note 6 of the
Notes to Financial Statements in this Quarterlydrefor additional information

CASH FLOW ANALYSIS

We use the indirect method to prepare our Statesredr€ash Flows. Under this method, we reconcitémemme to cash flows provided by
operating activities by adjusting net income fargh items that impact net income but may not résalttual cash receipts or payments and
changes in our assets and liabilities not clagkdiginvesting or financing activities during thexipd. Items that impact net income but may
not result in actual cash receipts or paymentaidesl but are not limited to, depreciation and aimnatipn, deferred income taxes and provi
for doubtful accounts.

Prior to the separation, we utilized ONEOK'’s celited cash management program that concentratechteassets of its operating divisions
and subsidiaries in joint accounts for the purpafsgroviding financial flexibility and lowering theost of borrowing, transaction costs and
bank fees. Under this cash management programndieon whether we had a short-term cash surpleash requirement, we provided
cash to ONEOK or ONEOK provided cash to us wheressary. Subsequent to the separation, we mairgparate cash accounts from
ONEOK, and our interest expense is related ontyutoborrowings.

The following table sets forth the changes in déslis by operating, investing and financing actestfor the periods indicated:

Six Months Ended Variances
June 30, 2014 vs. 2013
Increase
2014 2013 (Decrease)

(Millions of dollars)
Total cash provided by (used in):

Operating activities $ 2617 $ 225.C $ 36.7
Investing activities (148.¢ (126.9 (21.7)
Financing activities 45.1 (98.9) 143.¢
Change in cash and cash equivalents 158.2 (0.2 158.4
Cash and cash equivalents at beginning of period 3.1 4.C (0.9)
Cash and cash equivalents at end of period $ 1612 % 38 % 157.t

Operating Cash Flows -Operating cash flows are affected by earnings foombusiness activities. Changes in natural gagprnd demand
for our services or natural gas, whether becaugeméral economic conditions, changes in supplgaeased competition from other service
providers, could affect our earnings and operatagh flows.
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2014 vs. 2013 Cash flows from operating activities increasedtfar six months ended June 30, 2014 , comparedtétsame period in
2013. The increase was due primarily to the catbeodf trade receivables, payment of trade payadnekthe recovery of gas purchase costs
through our purchased-gas cost mechanisms. Thegiaficash collections from customers and paymenisndors and suppliers vary from
period to period in the normal course of businegbdirectly impact our cash flows from operatiofigpically, our cash flow from operations
are greater in the first half of the year compawéti the second half of the year.

Investing Cash Flows -Cash used in investing activities increased forsikenonths ended June 30, 2014 , compared witpribe period
due primarily to capital expenditures for pipelieplacements.

Financing Cash Flows -The changes in cash flows from financing activiaes the result of our $1.19 billion debt issuaacd $1.13 billion
cash payment to ONEOK in connection with our sefiardrom ONEOK in 2014, compared with our partafijon in ONEOK'’s cash
management program and our distributions to ONE®RG13.

ENVIRONMENTAL, SAFETY AND REGULATORY MATTERS

Environmental Matters - We are subject to multiple historical, wildlifegservation and environmental laws and/or reguiatiavhich affect
many aspects of our present and future operatiRegulated activities include, but are not limitedthose involving air emissions, storm
water and wastewater discharges, handling and sti$jpd solid and hazardous wastes, wetland presenydazardous materials
transportation, and pipeline and facility constimtt These laws and regulations require us to olatad/or comply with a wide variety of
environmental clearances, registrations, licensesnits and other approvals. Failure to comply whiise laws, regulations, licenses and
permits may expose us to fines, penalties andferruptions in our operations that could be makéviaur results of operations. In addition,
emission controls and/or other regulatory or peingtmandates under the Clean Air Act and otherlaimfederal and state laws could require
unexpected capital expenditures at our facilitie. cannot assure that existing environmental gatamd regulations will not be revised or
that new regulations will not be adopted or becamglicable to us. Revised or additional statute®gulations that result in increased
compliance costs or additional operating restnttioould have a material adverse effect on oumnkessij financial condition, results of
operations and cash flows.

Pipeline Safety- We are subject to PHMSA regulations, includinggrity-management regulations. The Pipeline Sdfafyrovement Act
requires pipeline companies operating high-presgipedines to perform integrity assessments onlipipsegments that pass through densely
populated areas or near specifically designateld-bansequence areas. In January 2012, the Pigdifety, Regulatory Certainty and Job
Creation Act was signed into law. The new law iased maximum penalties for violating federal pipelsafety regulations and directs the
DOT and the Secretary of Transportation to conéluther review or studies on issues that may or matypoe material to us. These issues
include but are not limited to the following:

» an evaluation on whether natural gas pipelitegrity-management requirements should be expabeyaind current high-
conseguence areas;

» a verification of records for pipelines in clésand 4 locations and high-consequence areasiforoanaximum allowable operating
pressures; and

* arequirement to test previously untested pigslioperating above 30 percent yield strengthgh-bdnsequence are

The potential capital and operating expenditurésed to this legislation, the associated regutatior other new pipeline safety regulations
are unknown.

Air and Water Emissions- The Clean Air Act, the Clean Water Act, analogstate laws and/or regulations promulgated thereynichpose
restrictions and controls regarding the discharfgeotlutants into the air and water in the Unitadt8s. Under the Clean Air Act, a federally
enforceable operating permit is required for sosiafesignificant air emissions. We may be requicethcur certain capital expenditures for
air-pollution-control equipment in connection wibhtaining or maintaining permits and approvalssiources of air emissions. The Clean
Water Act imposes substantial potential liability the removal of pollutants discharged to watéthe United States and remediation of
waters affected by such discharge.

Federal, state and regional initiatives to meaaunceregulate greenhouse gas emissions are undéfyeagnonitor all relevant federal and s
legislation to assess the potential impact on perations. The EPA’'s Mandatory Greenhouse Gas RegdRule requires annual greenhouse
gas emissions reporting as carbon dioxide equitafeom affected facilities and for the natural ga¢ivered by us to our natural gas
distribution customers who are not otherwise regglito report their own emissions. Our 2013 totpbreed emissions were approximately
14.0 million metric tons of carbon dioxide equivake This
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total includes the carbon dioxide equivalents frmatural gas delivered to customers as if all sahvgere combusted and the carbon dioxide
equivalents of certain fugitive methane emissioomfour pipelines. The additional cost to gathet mport this emission data did not have,
and we do not expect it to have, a material impaabur results of operations, financial positiorcash flows. In addition, Congress has
considered, and may consider in the future, letiisido reduce greenhouse gas emissions, includingpn dioxide and methane. Likewise,
the EPA may institute additional regulatory rulerngkassociated with greenhouse gas emissions.igtithe, no rule or legislation has been
enacted that assesses any costs, fees or expenseyg of these emissions.

CERCLA - The federal Comprehensive Environmental Respddempensation and Liability Act, also commonly kmoas Superfund,
imposes strict, joint and several liability, withaegard to fault or the legality of the origin&ltaon certain classes of “persons” that caused
and/or contributed to the release of a hazarddostance into the environment. These persons inddutlare not limited to the owner or
operator of a facility where the release occurmedf@ companies that disposed or arranged for idpodal of the hazardous substances found
at the facility. Under CERCLA, these persons mayiddde for the costs of cleaning up the hazardasstances released into the
environment, damages to natural resources and#te of certain health studies. We do not expettdhr responsibilities under CERCLA

will have a material impact on our respective resaf operations, financial position or cash flows.

Pipeline Security- The United States Department of Homeland Secsrityansportation Security Administration issuedaied pipeline
security guidelines in April 2012. Our pipeline lges have been reviewed according to the curgendelines and no material changes have
been required to date.

Environmental Footprint - Our environmental and climate change strategydes on taking steps to minimize the impact ofaparations
on the environment. These strategies include: étgkbping and maintaining an accurate greenhouseméssions inventory according to
current rules issued by the EPA,; (2) improvingeffeciency of our various pipelines; (3) followirdgveloping technologies for emission
control; and (4) utilizing practices to reduce bgs of methane from our facilities.

We participate in the EPA’s Natural Gas STAR Pragta voluntarily reduce methane emissions. We oometito focus on maintaining low
rates of lost-and-unaccounted-for natural gas tiinexpanded implementation of best practices ti thme release of natural gas during
pipeline and facility maintenance and operations.

Regulatory - Several regulatory initiatives impacted the eagsiand future earnings potential of our busin&ee discussion of our
regulatory initiatives in Management’s Discussiol &nalysis of Financial Condition and Results ge@ations.

IMPACT OF NEW ACCOUNTING STANDARDS

Information about the impact of new accounting dtads, if any, is included in Note 1 of the Note$inancial Statements in this Quarterly
Report.

ESTIMATES AND CRITICAL ACCOUNTING POLICIES

The preparation of our financial statements anateel disclosures in accordance with GAAP requieeunake estimates and assumptions
with respect to values or conditions that canndtrimmwvn with certainty that affect the reported amiswf assets and liabilities and the
disclosure of contingent assets and liabilitiehatdate of the financial statements. These estBraatd assumptions also affect the reported
amounts of revenue and expenses during the reggréiriod. Although we believe these estimates asdraptions are reasonable, actual
results could differ from our estimates.

Information about our estimates and critical ac¢mgnpolicies is included under Item 7, ManagemeBtiscussion and Analysis of Financial
Condition and Results of Operations, “Estimates@ritical Accounting Policies,” in our Annual Repor

FORWARD-LOOKING STATEMENTS

Some of the statements contained and incorporatéds Quarterly Report are forward-looking statatsevithin the meaning of Section 27A
of the Securities Act and Section 21E of the Exgeafict. The forward-looking statements relateuo anticipated financial performance,
liquidity, management’s plans and objectives for foure operations, our business prospects, theome of regulatory and legal
proceedings, market conditions and other mattéfs.make these forward-looking statements in reamtthe safe harbor protections
provided under the Private Securities LitigatiorfdRe Act of 1995. The following discussion is intked to identify important factors that
could cause future outcomes to differ materialbnirthose set forth in the forward-looking stateraent
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Forward-looking statements include the items idietiin the preceding paragraph, the informationaswning possible or assumed future
results of our operations and other statementsagwed or incorporated in this Quarterly Report iifead by words such as “anticipate,”
“estimate,” “expect,” “project,” “intend,” “plan,”believe,” “should,” “goal,” “forecast,” “guidancg;'could,” “may,” “continue,” “might,”
“potential,” “scheduled,” and other words and temfhsimilar meaning.

” w LI} ”ou ” LI} ” o ” o

One should not place undue reliance on forwardiwpktatements, which are applicable only as ofiite of this Quarterly Report. Known
and unknown risks, uncertainties and other faatwag cause our actual results, performance or aghients to be materially different from
any future results, performance or achievementsesspd or implied by forward-looking statementbode factors may affect our operations,
markets, products, services and prices. In additcany assumptions and other factors referregpéaifically in connection with the forward-
looking statements, factors that could cause owrahcesults to differ materially from those conf@ated in any forward-looking statement
include, among others, the following:

* our ability to recover operating costs and anteequivalent to income taxes, costs of propetgntpand equipment and regulatory
assets in our regulated rates;

e our ability to manage our operations and maintea@osts

» changes in regulation, including the applicatiomafrket rates by state and local agen

» the economic climate and, particularly, its effestthe natural gas requirements of our resideatie
commercial industrial customers;

« competition from alternative forms of energy, irdihg, but not limited to, solar power, wind powgeothermal energy and biofue

e variations in weather, including seasonal effectslemand, the occurrence of storms and disastats;lamate chang

* indebtedness could make us more vulnerableniergéadverse economic and industry conditionst ur ability to borrow
additional funds and/or place us at competitivadisntage compared with competitors;

* our ability to secure reliable, competitively piicand flexible natural gas supy

» the mechanical integrity of facilities operat

» adverse labor relatior

» the effectiveness of our strategies to reduce egsriag, margin protection strategies and riskgatton strategie

e our ability to generate sufficient cash flows toenall our cash nee

« changes in the financial markets during thequkricovered by the forward-looking statementsqaerly those affecting the
availability of capital and our ability to refinamexisting debt and fund investments and acquistio

« actions of rating agencies, including the ratinfdebt, general corporate ratings and changeéeirating agenciesatings criterie

» changes ininflation and interest ra

e our ability to purchase and sell assets at attragtiices and on other attractive ter

» our ability to recover the costs of natural gaschased for our customers, including the cost ovdéve instruments used to mitig;
the volatility of natural gas supply for our custens:

» impact of potential impairment charg

» volatility and changes in markets for natural

» possible loss of LDC franchises or other adverfecef caused by the actions of municipali

» changes in regulation of natural gas distributierviees, particularly those in Oklahoma, Kansas Bexhs

» changes in law resulting from new federal or statergy legislatiol

» changes in environmental, safety, tax and othes kawvhich we and our subsidiaries are suk

e advances in technolog

» acts of nature and the potential effects of threadeor actual terrorism, including cyber attackel @war

» the sufficiency of insurance coverage to coverde

» the effects of our strategies to reduce tax pays;

» the effects of litigation and regulatory investigas, proceedings, including our rate cases, ariiiep

» changes in accounting standards and corporate rggmves

* our ability to attract and retain talented managaraed director:

» the results of financing efforts, including ability to obtain financing on favorable terms, wainican be affected by various factors,
including our credit ratings and general econoroigditions;

» declines in the market prices of equity securiéied resulting funding requirements for our defibedefit pension plar

« the ability to successfully complete merger,wasitjon or divestiture plans, regulatory or otligritations imposed as a result of a
merger, acquisition or divestiture, and the sucoéslse business following a merger, acquisitiomlizestiture;
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« the final resolutions or outcomes with respeabir contingent and other corporate liabilitidated to the natural gas distribution
business and any related actions for indemnificati@de pursuant to the Separation and Distribuigreement;

e our ability to operate effectively as a separatsliply traded compan

» the costs associated with becoming compliart thie Sarbanes-Oxley Act of 2002 as a stand-alomgany and the consequences
of failing to implement effective internal contraser financial reporting as required by SectioA 40the Sarbanes-Oxley Act of
2002; and

» the costs associated with increased regulatidneahanced disclosure and corporate governanageatents pursuant to the Dodd-
Frank Wall Street Reform and the Consumer Protedict of 2010.

These factors are not necessarily all of the ingmtrtactors that could cause actual results t@diffaterially from those expressed in any of
our forward-looking statements. Other factors dalso have material adverse effects on our fugselts. These and other risks are
described in greater detail in Item 1A, Risk Fastan our Annual Report. All forward-looking statents attributable to us or persons acting
on our behalf are expressly qualified in their gty by these factors. Other than as required useleurities laws, we undertake no obligation
to update publicly any forward-looking statementettter as a result of new information, subsequesttsvor change in circumstances,
expectations or otherwise.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Our quantitative and qualitative disclosures aboatket risk are consistent with those discussdthin I, Item 7A, Quantitative and
Qualitative Disclosures About Market Risk, in ounfual Report.

Commodity Price Risk

Our commodity price risk, driven primarily by flugttions in the price of natural gas, is mitigatgdhbr purchased-gas cost adjustment
mechanisms. Additionally, we inject natural gagistorage during the summer months and withdramaheral gas during the winter heating
season. We use derivative instruments to mitigagerolatility of natural gas prices for anticipatetural gas purchases during the winter
heating months. Premiums paid and any cash setilsmeceived associated with these derivativeunstnts are included in, and recover:
through our purchased-gas cost adjustment mechani@mese costs are subject to review by regulatotiyorities.

Interest-Rate Risk

We would be exposed to interest-rate risk with aew debt financing. We are able to manage inteegstrisk through the use of fixed-rate
debt, floating-rate debt and, at times, interetd-ssvaps. Fixed-rate swaps may be used to reduaéskwf increased interest costs during
periods of rising interest rates. Floating-rate gsviaay be used to convert the fixed rates of l@nmtborrowings into short-term variable
rates.

Counterparty Credit Risk

We assess the creditworthiness of our customemséelbustomers who do not meet minimum standardequéred to provide security,
including deposits and other forms of collateratew appropriate. With more than 2 million custonamss three states, we are not exposed
materially to a concentration of credit risk. Weimtain a provision for doubtful accounts based ufamtors surrounding the credit risk of
customers, historical trends, consideration ofcimeent credit environment and other informationmost jurisdictions, we are able to recover
the natural gas cost component of our uncollectiblmounts through our purchased-gas cost mechanisms

ITEM 4. CONTROLS AND PROCEDURES

Quarterly Evaluation of Disclosure Controls and Praedures- Our Chief Executive Officer (Principal Executi@ficer) and Chief
Financial Officer (Principal Financial Officer) haoncluded that our disclosure controls and prnaesdwere effective as of the end of the
period covered by this report based on the evalnaif the controls and procedures required by Rl@¢a)-15(b) of the Exchange Act.
Changes in Internal Control Over Financial Reporting - There have been no changes in our internal doower financial reporting during
the second quarter ended June 30, 2014 , thatrhaterially affected, or are reasonably likely totenally affect, our internal control over
financial reporting.

PART Il - OTHER INFORMATION
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ITEM 1. LEGAL PROCEEDINGS

We are a party to various litigation matters arainsé that have arisen in the normal course of perations. While the results of litigation
and claims cannot be predicted with certainty, ekelbe the reasonably possible losses from suctersatndividually and in the aggregate,
are not material. Additionally, we believe the pabke final outcome of such matters will not haveaterial adverse effect on our results of
operations, financial position or cash flows.

ITEM 1A. RISK FACTORS

Our investors should consider the risks set fartRart I, Item 1A, Risk Factors, of our Annual Refibat could affect us and our
business. Although we have tried to discuss ketofa, our investors need to be aware that oteks hay prove to be important in the
future. New risks may emerge at any time, and avnot predict such risks or estimate the extenthich they may affect our financial
performance. Investors should carefully consitlerdiscussion of risks and the other informatiaruded or incorporated by reference in:

Quarterly Report, including “Forward-Looking Statemts,” which are included in Part I, Item 2, Managat's Discussion and Analysis of
Financial Condition and Results of Operations.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Not Applicable.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

Not Applicable.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable

ITEM 5. OTHER INFORMATION

Not applicable

ITEM 6. EXHIBITS

Readers of this report should not rely on or asstimeccuracy of any representation or warranth@walidity of any opinion contained in
any agreement filed as an exhibit to this QuartBeyport, because such representation, warrantgioiom may be subject to exceptions and
qualifications contained in separate disclosur@guakes, may represent an allocation of risk betwegties in the particular transaction, may
be qualified by materiality standards that diffearh what may be viewed as material for securit@spurposes, or may no longer continue to
be true as of any given date. All exhibits attatctwethis Quarterly Report are included for thepgmse of complying with requirements of the
SEC. Other than the certifications made by ouceff pursuant to the Sarbanes-Oxley Act of 2008Rided as exhibits to this Quarterly
Report, all exhibits are included only to providéormation to investors regarding their respectarens and should not be relied upon as

constituting or providing any factual disclosuré®at us, any other persons, any state of affaicthmr matters.
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The following exhibits are filed as part of this §terly Report:

Exhibit No. Exhibit Description
31.1 Certification of Pierce H. Norton Il pursuamtSection 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Curtis L. Dinan pursuant3ection 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Pierce H. Norton Il pursuantl8 U.S.C. Section 1350 as adopted pursuané¢tdh 906 of the Sarbanes-

Oxley Act of 2002 (furnished only pursuant to RliZa-14(b)).

32.2 Certification of Curtis L. Dinan pursuantli® U.S.C. Section 1350 as adopted pursuant tod®e®ti6 of the Sarbanes-
Oxley Act of 2002 (furnished only pursuant to RLEa-14(b)).

101.INS XBRL Instance Document.

101.SCH XBRL Schema Document.

101.CAL XBRL Calculation Linkbase Document.

101.LAB XBRL Label Linkbase Document.

101. PRE XBRL Presentation Linkbase Document.

101.DEF XBRL Extension Definition Linkbase Docurhen

Attached as Exhibit 101 to this Quarterly Repoet thre following XBRL-related documents: (i) Docurhand Entity Information; (ii)
Statements of Income for the three and six momidge June 30, 2014 and 2013 ; (iii) Statementsoofi@ehensive Income for the three and
six months ended June 30, 2014 and 2013 ; (iv)rigal&heets at June 30, 2014 and December 31, Z2@)1Statements of Cash Flows for

six months ended June 30, 2014 and 2013 ; (vipSkant of Changes in Equity for the six months entiewe 30, 2014 ; and (vii) Notes to
Financial Statements.

We also make available on our website the Interaddiata Files submitted as Exhibit 101 to this @erér Report.

37




SIGNATURE

Pursuant to the requirements of the Exchange Aetregistrant has duly caused this report to beesign its behalf by the undersigned,
thereunto duly authorized.

Date: August 5, 2014 ONE Gas, Inc.
Registrant

By: /s/ Curtis L. Dinan
Curtis L. Dinan
Senior Vice President,
Chief Financial Officer and Treasurer
(Principal Financial Officer)
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Exhibit 31.1

Certification

I, Pierce H. Norton I, certify that:

| have reviewed this quarterly report on Form 16§@®NE Gas, Inc.;

Based on my knowledge, this report does not com@ynuntrue statement of a material fact or omg#itéde a material fact necessary to make
the statements made, in light of the circumstanoeer which such statements were made, not misigadih respect to the period covered
by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disaie controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a)

b)

d)

Designed such disclosure controls and procedarecaused such disclosure controls and procedaotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

Designed such internal control over finanogdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

Evaluated the effectiveness of the registeadisclosure controls and procedures and preséntbis report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;
and

Disclosed in this report any change in thegignt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrans other certifying officer and | have disclosedsdon our most recent evaluation of internal @mtver financial reporting, t
the registrant’s auditors and the audit committieth® registrant’s board of directors:

a)

b)

All significant deficiencies and material weakges in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reporting.

Date: August 5, 2014

/sl Pierce H. Norton Il
Pierce H. Norton I
Chief Executive Officer




Exhibit 31.2

Certification

[, Curtis L. Dinan, certify that:

| have reviewed this quarterly report on Form 16§@®NE Gas, Inc.;

Based on my knowledge, this report does not com@ynuntrue statement of a material fact or omg#itéde a material fact necessary to make
the statements made, in light of the circumstanoeer which such statements were made, not misigadih respect to the period covered
by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disaie controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a)

b)

d)

Designed such disclosure controls and procedarecaused such disclosure controls and procedaotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

Designed such internal control over finanogdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

Evaluated the effectiveness of the registeadisclosure controls and procedures and preséntbis report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;
and

Disclosed in this report any change in thegignt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrans other certifying officer and | have disclosedsdon our most recent evaluation of internal @mtver financial reporting, t
the registrant’s auditors and the audit committieth® registrant’s board of directors:

a)

b)

All significant deficiencies and material weakges in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reporting.

Date: August 5, 2014

/sl Curtis L. Dinan
Curtis L. Dinan
Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f ONE Gas, Inc. (the “Registrant”) for the perending June 30, 2014,
as filed with the Securities and Exchange Commissinthe date hereof (the “Report”), I, Pierce lortdn I, Chief Executive
Officer of the Registrant, certify, pursuant tol&.C. Section 1350, as adopted pursuant to Seafiérof the Sarbanes-Oxley
Act of 2002, that:

(1) the Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities ExchangecA1934; an

(2) the information contained in the Report fairly mnets, in all material respects, the financial cbadiand results of
operations of the Registrant.

/s/ Pierce H. Norton Il
Pierce H. Norton Il
Chief Executive Officer

August 5, 2014

A signed original of this written statement reqdit®y Section 906, or other document authenticatognowledging or otherwi:
adopting the signature that appears in typed forttmmwthe electronic version of this written staemrequired by Section 906,
has been provided to ONE Gas, Inc. and will beémethby ONE Gas, Inc. and furnished to the Seesritind Exchange
Commission or its staff upon request.



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f ONE Gas, Inc. (the “Registrant”) for the perending June 30, 2014,
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, Curtis lin&n, Chief Financial
Officer of the Registrant, certify, pursuant tol&.C. Section 1350, as adopted pursuant to Seafiérof the Sarbanes-Oxley
Act of 2002, that:

(1) the Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities ExchangecA1934; an

(2) the information contained in the Report fairly mnets, in all material respects, the financial cbadiand results of
operations of the Registrant.

/s/ Curtis L. Dinan
Curtis L. Dinan
Chief Financial Officer

August 5, 2014

A signed original of this written statement reqdit®y Section 906, or other document authenticatognowledging or otherwi:
adopting the signature that appears in typed forttmmwthe electronic version of this written staemrequired by Section 906,
has been provided to ONE Gas, Inc. and will beémethby ONE Gas, Inc. and furnished to the Seesritind Exchange
Commission or its staff upon request.



