LICENSE TO BILL:

How the Gas Reliability Infrastructure
Leads to Utility Rate Increases for

Texas Consumers
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Executive Summary and Overview

The Gas Reliability Infrastructure Program, or GRIP,
allows gas utilities to increase rates as the company's
overall expenses are declining, revenues are increas-
ing, or while the company is earning windfall prof-
its. Under GRIP rules, a utility need only claim it has
made extra investments associated with one part of
its business — capital costs — and then it can obtain
a rate increase. Regulators grant these increases as
an administrative act without consideration of the
utility's overall revenues, without consideration of
offsetting savings in other areas of the utility’s busi-
ness and without considering whether its infrastruc-
ture investments are prudent. There is no avenue in
a GRIP case to prevent a utility from charging rate-
payers for imprudent utility expenditures.

The Atmos Cities Steering Committee (ACSC) offers
this policy guide to help our readers understand the
Gas Reliability Infrastructure Program. GRIP reform
is necessary. This report examines the history and
impact of the program, especially as it pertains to the
north and central Texas customers of Atmos Ener-
gy. The report includes Major Findings and a section
with Proposals for Reform.
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Major Findings

This report examines the history and impact of the Gas
Reliability Infrastructure Program. Among the major findings:

ONONORONCO

GRIP has contributed to increased utility bills for home
consumers and businesses, despite drops in the cost of
natural gas.

GRIP may have been implemented with the best of
intentions, but it needs to be re-evaluated and improved.

GRIP has been subject to abuse by gas utilities, including
examples of expensive travel, cases of wine, and gym
equipment included in some GRIP filings.

GRIP has permitted gas utilities to increase rates even
during periods when those utilities are earning more
revenue than authorized by the Texas Railroad Commission.

GRIP has contributed to increased utility spending
because it ignores the efficiency impacts of the
regulatory process.



Recommendations for Reform

S

Gas utilities should be barred from seeking rate hikes under
the GRIP program during periods when they are otherwise
earning more than their authorized rate of return.

™)

The GRIP program should be amended in such a way as to
take into account load growth and other offsets that could
eliminate or reduce rate increases.

@)

The GRIP program should be amended to clarify that only
invested “pipe-in-the-ground” (i.e. infrastructure) may be
allowed in the interim rate requests.

®

Limit the number of annual GRIP cases to three
before the utility must have its costs examined.



The Gas Reliability Infrastructure Program:
An Overview

The Texas Railroad Commission tra-
ditionally considers gas utility expen-
ditures, revenues, tax offsets, the
prudence of investments and other
factors when setting gas utility rates.
In 2003, however, the Texas Legis-
lature authorized the Gas Reliabili-
ty Infrastructure Program, or GRIP,
which created new rules that permit
gas utilities to increase rates without
substantive agency review. Utilities
can apply for these GRIP increases
once a year, for up to six years. At
the end of that period, the utility is
required to submit to a comprehen-
sive rate case.

As an unfortunate consequence of
this program, Texas gas utility cus-
tomers have endured year after year

of rapid rate increases. Consider,
for example, the case of Atmos Pipe-
line, a division of Atmos Energy that
charges rates that go into the home
utility bills of most North Texas resi-
dents. Atmos Pipeline used the GRIP

statute to increase rates 14 times be-
tween 2004 and 2017, according to a
review of documents filed at the Tex-
as Railroad Commission. Those rates
have gone up by more than a quarter
billion dollars during that period.

The GRIP increases commanded by
Atmos Pipeline also have become in-
crementally larger, with an increase
of $1.8 million in 2005, to four rela-
tively recent GRIP increases of $30
million, $45.6 million, $37.3 million
and $40.7 million respectively. In
the division's GRIP case from May
of 2016, pipeline rates increased by
12.9 percent; in December of 2017,
they increased another 6.4 percent.

Statewide, average residential gas
bills have increased over a recent
10-year study period, even as the
commodity price of natural gas has
dropped precipitously. [See page 8]

GRIP is in Need
of Revision

Utilities claim that such quick rate in-
creases allow them to manage their
infrastructure investments in a more
efficient manner. More specifically,
the utilities claim the GRIP program
reduces “regulatory lag,” which is
that period of time between when
a utility makes infrastructure invest-
ments and when it would receive
reimbursement for the investments
through rates.



However, utilities already have a duty
and incentive to make prudent in-
frastructure investments — no fur-
ther regulatory incentive should be
required. Leading economists also
note that some amount of regulatory
lag encourages utility efficiency. This
is because utilities always will seek to
check their expenditures during the
lag period, according to economists.
“Freezing rates for the period of the
lag imposes penalties for inefficien-
cies ... and offers rewards for (the)
opposite,” writes Dr. Alfred Kahn,
author of The Economics of Regula-
tion. Such efficiencies disappear if
utilities know they can rapidly in-
crease rates every time they spend
more.

Utilities also claim the GRIP stat-
ute reduces the necessity of more
full-scale rate cases. Prior to GRIP,
however, municipalities and gas util-
ities commonly reached settlements
without the expense or necessity
of litigating rate cases. As a partial
result of court and Texas Railroad
Commission determinations that no
meaningful review of GRIP expendi-
tures can occur until a later general
rate case, the GRIP statute has led
to more — not fewer - rate proceed-
ings.

The experience of Atmos and its
predecessor utilities in North Texas
is a good case in point. Prior to the
adoption of the GRIP statute in 2003,
the Texas Railroad Commission
adopted only one rate increase in 20

years for the customers served by
Atmos Mid-Tex or its predecessors.
In the decade and a half afterwards,
there have been on average at least
one rate increase each year. Some in-
creases were through the GRIP pro-
cess, some through a separate but
related process, and some through
major rate cases.

GRIP has contributed to
increased utility bills for
home consumers and

businesses, despite drops
in the commodity cost of
natural gas.

Gas utilities also claim that consum-
ers who pay too much under GRIP will
be made whole later, after the utility
participates in a more traditional rate
review. The problem here is that gas
utilities can go for years without such
review. In the meantime, consum-
ers get stuck paying inflated rates,
and the utilities rake in millions in ex-
cess profits.

Determining whether utilities pru-
dently incurred expenses during the
long gap between full-blown rate cas-
es also can be extremely difficult.



GRIP: A Short History

In 2003, when Texas lawmakers first
created GRIP with their adoption of
Senate Bill 1271, their clear intent was
to encourage prudent infrastructure
investment by gas utilities. Two years
later the Texas Legislature slightly
modified GRIP with the passage of
House Bill 872, legislation that adjusted
timing requirements in the program.
Lawmakers did not specifically employ
the term “Gas Reliability Infrastructure
Program” in either statute (GRIP is a
regulatory term used by the Railroad
Commission), but rather drafted new
rules for “interim rate adjustments”

by gas utilities. Although adopted with
the best of intentions, the GRIP laws
have allowed a piecemeal regulatory
process to take hold in Texas, one in
which utilities increase rates frequently
and with no significant oversight.

Atmos (the gas utility serving north
and west Texas) has employed GRIP
on 14 separate occasions since 2004
to increase pipeline division rates.
These increases have cost ratepayers
more than a quarter billion dollars.
The utility employed GRIP to increase
its Mid-Tex division and West Texas
division rates six times apiece. Other
utilities also have employed GRIP to
increase rates frequently in other parts
of Texas.

One of Atmos’ more controversial GRIP
filings came in 2006 when its Mid-Tex
division attempted to include expenses
relating to furniture, food, executive
travel, office supplies and artwork. The
utility eventually removed many of
those expenditures from its filing after
they became the subject of unflattering

media reports. Gas utilities over the
years also have employed GRIP to
increase rates during periods in which
the utilities were already collecting
more than their authorized rate of
return. [See page 9]

In response to persistent problems
with GRIP, the Atmos Cities Steering
Committee in 2007 negotiated an
alternative procedure called the
“Rate Review Mechanism,” or RRM
for short. Participating cities judged
RRM necessary on a trial basis to
avoid many of the problems inherent
with GRIP. Under the RRM program
(which, like GRIP, utilities employ on a
voluntary basis) cities agree to annual
expedited piecemeal rate reviews.
But the RRM, unlike GRIP, allows

for a review of utility expenditures
within each filing, and includes a

path to disallow those costs deemed
unreasonable. The RRM also includes
customer protections not found in
GRIP.

Utilities have employed GRIP
repeatedly throughout its history

to hike rates, but they would have
employed it even more frequently if
not for the RRM process. Despite its
advantages, however, the RRM offers
ratepayers only limited protection
against rapid rate hikes associated
with gas distribution systems located
within city limits and absolutely no
protection for hikes associated with
gas pipelines located outside city
limits. For these outside-city-limit
cases, utilities continue to file for GRIP
increases.



Why Aren’t Texas Gas Utility Bills Lower?

Natural gas commodity prices are
much less than half what they were in
2005 and yet average home gas bills
in Texas have gone up. How can this
be? Why aren't Texans enjoying real
savings in their gas utility bills?

The answer relates to pipeline and
distribution charges, which have con-
tinued to increase since 2005.

According to the United States Energy
Information Administration, the aver-
age annual commodity (Henry Hub)
price for natural gas declined by 65.8
percent from 2005 through 2017.°

At the same time, average overall nat-
ural gas prices for Texas home con-
sumers (delivery charges, plus those
commodity costs) increased by 10.6
percent — from an average of $12.48
(per thousand cubic feet) to $13.80.°

GRIP and other piecemeal ratemak-
ing procedures have contributed
greatly to these rate increases for
end-users. Without them, Texas con-
sumers should have expected great-
er benefits from dropping natural gas
prices.

Gas Utility Bills Increase, Even as Commodity Gas Prices Fall

15

10

Dollars per Thousand Cubic Feet

= Texas Price of Natural Gas Deli to



Media Reports: GRIP Allows
Rate Hikes Despite Windfall
Profits

The state’s leading newspapers have
questioned the fairness of the Gas Re-
liability Infrastructure Program. The
Dallas Morning News has noted that
GRIP increases have masked precipi-
tous declines in natural gas prices over
the last several years. “The program ...
amounts to a license to skirt serious
regulatory oversight,” the paper’s edi-
torial board stated.

The Houston Chronicle, meanwhile, re-
ported that gas utilities already re-
porting excessive profits employ GRIP
to charge their customers even more.
The newspaper reviewed GRIP cases
going back about 10 years, comparing
the outcomes in those cases with rate-
of-return profit levels also reported
by the utilities. The newspaper found
that “Atmos earned above the allow-
able level in 2013 and 2015 ... and both
times the Railroad Commission al-
lowed the company to raise rates with
few questions asked.”
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About the Atmos Cities Steering Committee

Cities have been standing up for the rights of natural
gas consumers for generations — especially at the
Railroad Commission of Texas. The experience of
cities handling gas ratemaking issues on behalf of
consumers is unparalleled.

One of the most important municipal coalitions
currently active in gas ratemaking is the Atmos Cities
Steering Committee, an organization of more than
170 cities in north and central Texas with nearly 1.2
million residential customers. Membership in this
standing committee is determined by passage of
a resolution by each governing body. The Steering
Committee undertakes activities on behalf of its city
members and their citizens such as participation in
rate cases, rulemakings and legislative efforts that
impact natural gas rates.

Get the Facts

Find out more from the Atmos Cities Steering
Committee, a city coalition that represents the public
in gas utility regulatory matters

ATMOSCITIESSTEERINGCOMMITTEE.ORG
May 2018
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