A Timeline of Price Regulation
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Example of a Rate Case

e May 16, 2011 - Avista files revised tariff sheets

@ June 1, 2011 - Avista requests an electric rate increase
of $38.3 million (8.7%) and a gas rate increase of $6.2
million (4.0%)

June 20, 2011 - Washington Utilities and Transportation
Commission schedules prehearing conference

o November 8, 2011 - Commission begins to public
comments hearings

@ December 16, 2011 - commission rejects revised tariff
sheets, adopts settlement allowing electric rate increase
of $20 million (4.6%) and gas rate increase of $3.75
million (2.4%)

February 29, 2012 - data on compensation packages of
Avista executives filed
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Example of a Rate Case

MORGAN COUNTY RURAL ELECTRIC ASSOCIATION

Fourteenth Revised ~ Sheet No. 1
Cancels Thirteenth Revised _Sheet No. 1
[ RESIDENTIAL SALES

Company
RESIDENTIAL RATE Rate
Code
(APPLICABILITY.
Applicable i for all uses in tothe established ruies
of the Association. Approval must be obtained from his Association prior o the installation
of & motor naving a rating of ten horsepower (<0 hp) or more.
01,0350
AVAILABILITY RATE
Avaizble throughout the service area of the Association.
TYPE OF SERVICE:
Single or hree-phase, 60 Hertz, at voliages acceptable o the Association. Service under
s schedule s imited o consumers whose Ioad requicements do nol exceed fity (50) kVa
of transformer capacity.
BASE CHARGES, por month
Facilis Charg s16.85
Requiatory Compliance 445
Eneray Efficiency : $1.20
[ENERGY CHARGES, per kWh
MCREA kWh Rate sooazegs || T &P
Purchased Power kWh Rate 00736894
MINIMUM CHARGE:
The minimum per meter per month shal be the base charges of $2250
where ffteen (15) kVa or less of tanstormer capacity s required. Each consumer who
requires more than ffeen (15) kVa of ransformer capacty will pay. in addtion to the above
minimum, one dollar ($1.00) per month for each addiional kVa, o fraction thereaf, required.
TERMS OF PAYMENT:
The above rates are nel, due and payable within iteen (15) days from the date of the bil. If
ot paid on o before fhis date, service will be discantinued affer due notice.
A iscount of three percent (3%) will apply when the total estimated annual bil s paid in
advance prior to January 20 of each year.
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Example of a Rate Case

Avista Electric Rate Increase Docket
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Example of a Rate Case

Fixed Cost Adjustment - Schedule 1

2012 July August September . November Decem!
(a)  FCER from Test Year s 005340 $ 004571 § 005610 $ 004353 § 004067 $ 0.02987
(b} FCC from Test Year $ 337 5 4337 5 337 $ 337§ 337§ 4337
(6 Monthly Customers 202271 202,608 202,967 203,342 203,731 204,099
(d) Monthiy Actual kWh's 178,808,174 186,527,17C 160,783,723 178,057,728 215,316,254 275,217,020
(e)  Fixed Costs Recovered (a*d) § 954848243 §  B5M6S30C § 90067072 § 881910908 § 875623940 $  B2ATLM
() Fixed Costs Allowed to be Recovered (b*c $ 877217687 $ 878679203 § BB023613C § 88186246 § 88354478 §  BES1543)
(8)  Amount Over or (Under) Collected (e-N S 77630556 $ (25983903 S 21830942 $ 8261 S (7925539) $ (629,982.63)
203 January February March April May June
(a)  FCER from Test Year s 003147 $ 00365 § 04082 $ 004698 $ 005894 $ 005705
(b) FCC from Test Year s 4337 4337 § 4337 $ 337§ 337 5 4337
(c) Monthly Customers 204,534 205,071 205,738 205,436 204,983 204,609
(@) Monthly Actual kh's 271,867,408 221,255,713 224,164,645 178,565,440 172,407,745 153,288,190
(e) Fixed Costs Recovered (a%d) § 855598996 §  BIGS09906 S 914966740 § 838918296 § 1016128840 $ 87446333
() Fixed Costs Allowed to be Recovered (b*c) § 887031964 $  BESIG0BAS S B92253524 §  BI094ITST § 888979207 §  BETISTZY
(6)  Amount Over or (Under) Collected (e-  §  (31432968) §  (728500.43) § 22703216 §  (52025501) § 127149633 $ (128938.90) $ (167,381.96)
(h) 12 Months Ended June True-Up Adjustment $ (941,200.18)
(ha) Annual FCER from Test Year s 0.04350
(hb) Annual FCC from Test Year B 52042 12 ME Ended June Deferral [§ 15
(hc) 12 ME Average Monthly Customers 204,116
(hd) 12 ME Actual kWh's 2,416,259,208 Revenue Conversion Factor 0.955792
Revenue Refund (Surcharge) (1,159,857)
(he) 12 ME Fixed Costs Recovered (ha * hd) S 105117,587.30 Present Biled Revenue  § 197,082,636
ange 0.59%
(h) 12 ME Fixed Costs Allowed to be Recovered (0o * he) S 106226,169.45

(hg) 12 ME Amount Over or (Under) Collected (he-hf) s (110858215

Avista Electric Rate Increase Exhibit

J. Parman (College of William & Mary) Regulation of Markets, Spring 2017 ebruary 20 and 22, 2017



California Electricity Crisis
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California Electricity Crisis

@ In the mid-1990s, California residents buy electricity
from their utility distribution company (PG&E, Edison,
San Diego Gas & Electric)

o Legislature decides to transition to more competition
starting in 1998

o Key features of the plan for consumers:

o Consumers can continue buying electricity from their
uDC

o Electric rate is capped at 90% of 1996 regulated retail
rate (well above wholesale prices)

e Consumers can also now buy from a nonutility electric
service provider (ESP)
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California Electricity Crisis

@ In the mid-1990s, California residents buy electricity
from their utility distribution company (PG&E, Edison,
San Diego Gas & Electric)

o Legislature decides to transition to more competition
starting in 1998
o Key features of the plan for utility distribution
companies (UDCs):
o Have to divest at least half of their fossil generating
capacity (they end up divesting all)
e Retain nuclear and hydro plants
e UDCs are now supposed to rely more heavily on
wholesale electricity market
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California Electricity Crisis

e California Power Exchange (CALPX) is set up to run
public wholesale market of electricity to be delivered in
next hour or day

e California Independent System Operator (CAISO) set up
to provide transmission access to all generation facilities

@ There is a fee added to customers bills (competition
transition charge) to compensate UDCs for past
investment in power generation

@ Summary of key points:

o Customers’ power can now come from anywhere

o Utility can produce some themselves (but not as much
as before)

o Buy the rest on the wholesale market

o Retail rates are capped
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California Electricity Crisis
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California Electricity Crisis

Wholesale prices rose dramatically in 2000

@ UDGs still had to provide electricity at $65 per mwh,
wholesale prices were around $350 per mwh

@ ESPs dumped customers and sold power on wholesale
market instead

@ UDCs started to go bankrupt, 38 stage 3 rolling
blackouts, state has to step back in

@ All in all, pretty disastrous
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California Electricity Crisis

@ So the big increase in wholesale prices doomed the
UDCs

@ This raises the question of why the big increase in
prices occurred

@ Is was combination of changes in several factors:
o Natural gas prices

NOx emissions credit prices

Electricity demand in California

Imports from other states

]
o
o
e Shenanigans

J. Parman (College of William & Mary) Regulation of Markets, Spring 2017 February 20 and 22, 2017



California Electricity Crisis

PER CAPITA ELECTRICITY CONSUMPTION
VS. PER CAPITA GROSS DOMESTIC PRODUCT
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California Electricity Crisis

Chart 2 & 3: Changes in California’s Population, 1960-2010
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California Electricity Crisis
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California Electricity Crisis

PERSON 2:  El Paso.

DAVID: Hey, ah, this is David up at Enron.

PERSON 2: Uh huh.

DAVID: I was wondering, um, the demand out there is r — there’s not much, ah, demand
for power at all and we’re running kind of fat. Um, if you took down the steamer, how long
would it take to get it back up?

PERSON 2: Oh, it’s not something you want to just be turning on and off every hour. Let’s
put it that way.

DAVID: Yeah. Yeah. Um —

PERSON 2: And it depends on time, ah, how long it’s off and what have you.

DAVID: Yeah. Well, I don’t know, my guess is these cuts are going to keep goin’ on for
another couple hours and ah, if — if we shut it down, could you bring it back up in three —
three ot four hours, something like that?

PERSON 2: Oh, yeah.

DAVID: Well, why don’t you just go ahead and shut her down, then, if that’s OK.
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California Electricity Crisis

“Well, Dave, in the final analysis, it doesn’t matter
what you crazy people in California do, because |
got smart guys out there who can always figure out
how to make money.”

—Ken Lay to David Freeman, head of LA Dept of
Power and Water, in fall of 2000
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California Electricity Crisis

What did California teach us?
o Electricity is unique: capacity, storage, transmission,
demand shocks

@ Consumers shouldn’t be entirely insulated from
underlying prices

Market power gets problematic in spot markets with
highly inelastic demand

Regulations in other markets can be very important
(think NOx permits)

@ Quick action has its benefits
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A Timeline of Cable Regulation
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1934 - Communications Act created FCC to regulate wire
and radio communication

J. Parman (College of William & Mary) Regulation of Markets, Spring 2017 February 20 and 22, 2017



A Timeline of Cable Regulation

“...grant of the instant application would permit
the rendition of better service by the CATV, but at
the expense of destroying the local station and its
rural coverage...the need for the local outlet and
the service which it would provide to outlying areas
outweighs the need for the improved service which
Carter would furnish...”

— FCC ruling on Carter Mountain Transmission
Corp. application

1962 - FCC forbids importation of a distant signal if same
broadcast is carried by a local station
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A Timeline of Cable Regulation

“The fundamental question we consider...[is]
whether we should impose by rule certain
conditions upon microwave grants designed to limit
and regulate the manner in which CATV competes
with the basic, off-the-air television broadcast
service to which it is an adjunct.”

— FCC Rules re Microwave-Served CATV

1965 - FCC begins to fully regulate cable television
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A Timeline of Cable Regulation

1975 - Satcom | satellite is launched; FCC loosens
restrictions

. Parman (College of William & Mary) Regulation of Markets, Spring 2017 February 20 and 22, 2017



A Timeline of Cable Regulation

With the modern era of cable television arriving in the 1970s,
there were three subsequent major regulatory milestones:

@ 1984 - Cable Communications Policy Act deregulates
rates for basic cable, cable systems must be franchised
by local government

@ 1992 - Reregulate basic cable prices (not premium
channels)

@ Late 1990s - Dereregulation of rates
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Franchises and Cable Television
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A Tangent on Early Regulations and Efficiency vs. Equity

“...grant of the instant application would permit
the rendition of better service by the CATV, but at
the expense of destroying the local station and its
rural coverage...the need for the local outlet and
the service which it would provide to outlying areas
outweighs the need for the improved service which
Carter would furnish...”

— FCC ruling on Carter Mountain Transmission
Corp. application (1962)
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A Tangent on Early Regulations and Efficiency vs. Equity

“...Congress has imposed upon the Commission the
‘obligation of providing a widely dispersed radio
and television service,” with a ‘fair, efficient, and
equitable distribution’ of service among the ‘several
States and communities.” 47 U.S.C. 307(b)...
these obligations require for their satisfaction the
creation of a system of local broadcasting stations,
such that ‘all communities of appreciable size [will]
have at least one television station as an outlet for
local self-expression.’...the achievement of each of
these purposes is ‘placed in jeopardy by the
unregulated explosive growth of CATV."..."”

— United States v. Southwestern Cable Co. (1968)
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A Tangent on Early Regulations and Efficiency vs. Equity
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A Tangent on Early Regulations and Efficiency vs. Equity

“The Postal Service shall have as its basic function
the obligation to provide postal services to bind the
Nation together through the personal, educational,
literary, and business correspondence of the people.
It shall provide prompt, reliable, and efficient
services to patrons in all areas and shall render
postal services to all communities.”

— US Statutes at Large, Vol. 84
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A Tangent on Early Regulations and Efficiency vs. Equity

“Whoever establishes any private express for the
conveyance of letters or packets, or in any manner
causes or provides for the conveyance of the same
by regular trips or at stated periods over any post
route which is or may be established by law...shall
be fined...or imprisoned..”

— US Statutes at Large, Vol. 62
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Figura 1.1 Vicinity Map
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A Tangent on Early Regulations and Efficiency vs

[George] Dorris, who runs his single-pilot charter
flight business from the adjacent hangar, bid on
the mail route, his price at about $12 per mile, but
only to make Arnold’s request seem small.

J. Parman (College of William & Mary)
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A Tangent on Early Regulations and Efficiency vs

Arnold, who estimates he flies about 17,732 miles
a year, has been paid $2.45 a mile for the past
several years. He carries passengers and freight
along with the mail to break even.

He asked the Postal Service for $2.95 per mile, for
a yearly contract of $52,309. After several weeks of
negotiations, he says he and the agency have
agreed on a number, $2.85 a mile, for a yearly
contract of $50,536.

“I'll give em’ the dime,” Arnold says.

— Jessie L. Bonner, AP, June 28, 2009
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The Effects of the 1984 Rate Deregulation

So what happened when prices were deregulated in 19847

@ It's an odd sort of deregulation: prices are deregulated
but franchising restrictions are increased

@ Price regulation was only allowed if effective
competition was absent, seems reasonable except that
effective competition was defined as three or more
over-the-air stations

@ So existing cable companies are now free to change
their rates

@ They are also more insulated from competition due to
the new franchising rules

@ Seems like some potential for trouble
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The Effects of the 1984 Rate Deregulation

"By fortuitously steering themselves through the
regulatory maze to arrive at the bliss point of a
legally protected but unregulated monopolist [as
created by the 1984 Act], cable companies have
traded friends for wealth in the political game.” —
Thomas Hazlett
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e Effects of the 1984 Rate Deregulation

Mean U.S. Cable Rates, 19761993
Monthly cable rate ($)

40
October 1984: Cable Act passes —s= -a—December 1986:
Rate deregulation
- . October 1992:—m-)_|
35 goss ino effect TRt e |
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Source: Paut Kagan Assaciates, Cable TV Investor, Mar. 31, 1994, p.9.
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e Effects of the 1984 Rate Deregulation

Basic Price: Unregulated versus Deregulated, 1984-1989
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Source: GAO (1990), pp. 52, 58.
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e Effects of the 1984 Rate Deregulation

Revenue/Subscriber/Month: Unregulated versus Deregulated, 1984—1989

Revenue ($)
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e Effects of the 1984 Rate Deregulation

1989 GAO Cable System Survey

Dec. 1, Oct. 31, Percentage
1986 1988 Change

Most popular tier price $11.70 $14.77 26

(all systems) 19*
Price in newly deregulated

systems $11.58 $14.76 27.4
Price in systems already

deregulated in 1986 $12.03 $14.90 238
Number of channels

(all systems) 26.6 321 20.7
Price per channel

(all systems) $.44 $.46 -1.42
HBO price $10.46 $10.31 -7.0°
Price for a package of

fwo premium channels $18.64 $17.82 -9.8?2
Revenue per subscriber $21.58 $24.68 7.9%
Penetration .56 57 2.8
Percentage of systems

offering just one tier 76.5 84.1

a. Inflation-adjusted by the GNP implicit price deflator.
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The Effects of the 1984 Rate Deregulation

o With 1984 rate deregulation, rates rise but it's
misleading: quality also rises (helps explain increased
subscribers)

@ Concern over the rising cable rates prompts the
reregulation of rates in 1992
@ Among the reregulations:

e April 1993 - roll back of basic prices of up to 10 percent
e February 1994 - rate rollback changed to 17 percent

o Establishment of retransmission consent for broadcasters
e Directive to cities to issue competitive franchises
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e Effects of the 1992 Rate Reregulation

Cable Penetration, February 1989-February 1995

U.S. cable penetration
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The Effects of the 1992 Rate Reregulation

2 WIVZ-MyTV 15 WHRO-PBS 51 CornerStoreTV4 99 WGN America 120 Jewelry TVA
3 WTKR-CBS 20 WTPCTVTBN 53 HSN 106 VTC- Higher Education* 121 Liquidation Channels
4 WSKY 42 T8S 54 Univision 107 WHRO World* 122 ONTVAUS
6 UNCTVO 43 Animal Planet 69 CornerStore TV24 108 WHRO Kids* 124 Explore Hampton Roadst
7 WGNT-CW 46 Government/ Educational 70 WWBTAY 109 WHRO Creates 125 Daystart
10 WAVY-NBC 47 Government/ Educational 70 Shop NBCA0 111 CoolTV Networks
1 cox1 48 Government/ Educational 93 C-SPAN 34 112 The Country Networks
13 WVEC-ABC 49 WPXV-ION 94 C-SPAN24 113 Antenna TV
14 WVBT-FOX 50 Qv 95 C-SPAN 117 Bounce TVA

1002 WTVZ-MyTVHD 1007 WGNT-CWHD 1013 WVEC-ABCHD 1042 TBSHD 1054 Univision HD.

1003 WTKR-CBSHD 1010 WAVY - NBCHD 1014 WVBT - FOX HD 1043 Animal Planet HD 1099 WGNHD

1004 WSKY HD 1011 COXHD 1015 WHRO-PBS HD 1049 WPXV-ION HD
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Franchises and Cable Television

@ Local franchising has been a tough thing to get right
o Typically dealing with just a few potential bidders
e Many dimensions of contracts to think about (price,

customer service, channel offerings, tier structures,
bundles)

@ These dimensions make it hard to easily see what is
most efficient

@ With the dereregulation of rates, negotiating franchises
now occurs along dimensions other than price
@ Up to a third of basic cable rate can actually be from

uneconomic investment, costs of the franchising process
itself, lobbying costs and franchise fees
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Franchises and Cable Television
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Franchises and Cable Television

basic rate
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Franchises and Cable Television

basic rate
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Franchises and Cable Television

—

James City County
Cox Franchise Renewal Process

* County enters in to franchise negotiations.
* Community Survey and Public Hearing conducted.
 Survey results presented to BOS and public.

* Current franchise extended to December 31, 2010
to coordinate franchise and fiber agreement
expiration dates.

o First draft franchise proposal submitted by Cox.

* First round of negotiations with Cox .

* Cable Committee reviews franchise draft and
submits comments and questions.

* Cox requesting 60-day extension to March 1, 2011.

February 20 and 22, 2017 46 / 50
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Franchises and Cable Television

—

James City County
Cox Franchise Renewal

2009 Cox Survey by Cable Committee

Overall Satisfaction: || Customer Service:

s Public, Education
579% satisfied 65% Satisfied to e A——
somewhat

40% Somewhat " (PEG) Channels:
dissatisfied to 62% watch daily,

dissatisfied 20% Somewhat | \eekly or monthly
dissatisfied to

dissatisfied
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Franchises and Cable Television

—

James City County
Cox Franchise Renewal
What we can negotiate
as allowed by State and Federal Law

Some Technical
Standards i.e.
distance to
homes, drops to
public buildings

Customer Service
Standards PEG/Inet
(based on FCC Capital Fee
guidelines)
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Franchises and Cable Television

—

James City County

Cox Franchise Renewal
What we CAN'T negotiate
as allowed by State and Federal Law

Programming Tier Structure
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A More Hopeful Natural Monopoly Sto
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