Ch 12 Electricity Regulation Homework
1. Explain why economists advocate that regulators use marginal-cost and not average-cost pricing. Also explain why regulators favor average cost pricing.
2. Describe an advantage and a disadvantage of the 1978 PURPA legislation that required electric utilities to purchase electricity from qualifying facilities at avoided cost.
3. What is the trend in electricity demand growth in the U.S. and the underlying industrial, commercial, and residential demands?
4. Provide the formula for how a Public Utility Commission determines the rate-of-return. Then relate it to the Averch-Johnson Effect.
5. If an economist were asked how to allocate the costs of a utility company headquarters among residential, commercial, and industrial customers, how do you think the economist would respond? How would an accountant respond?
6. What is a strength and weakness of using construction-work-in progress (CWIP) to finance new nuclear construction?
7. Suppose a utility uses 60% common stock and 40% long-term bonds to finance its expenditures. The target return to stockholders is 10% and the interest rate on the bonds is 5%. What is the minimum rate-of-return that will allow the utility to pay its stock- and bond-holders the anticipated returns? 
8. [bookmark: _Hlk101953126]Consumers pay a fixed customer charge of $10 per month, and an energy charge of $0.15 for the 1st 100 kWh, $0.10 for the next 500 kWh, and $0.07/kWh beyond 600 kWhs. What is the customer’s monthly bill if they use 1000 kWhs? What is the justification for including both a fixed component and a variable component in the bill?
9. Draw a graph that shows the social welfare loss from a flat rate as compared to using a peak and off-peak rate.
10. Why is it a challenge for utilities to promote energy efficiency? How might decoupling reduce the challenge?
11. Assume that CAPM is used to determine the equity risk premium. What is risk-free rate? What is β (beta)? Calculate the risk-adjusted discount rate if β is 0.8, Rf is 2% and Rm is 4%. 
12. Explain critical peak pricing. The table below shows alternative voluntary pricing schemes ($/kWh). Assume that customers consume 30 % of electricity at night, 40 % in the morning, and 30 % during the afternoon peak, of which 1/3 is during critical peak hours. Which of the three alternatives will they choose? 
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	Flat rate
	Time-of-use rate
	CPP rate

	Fixed charge
	10.00
	10.00
	10.00

	

	Energy charge (kWh)
	
	
	

	Nights
	0.12
	0.07
	0.07

	Mornings
	0.12
	0.11
	0.11

	Afternoon peak
	0.12
	0.2
	0.15

	Critical peak hours
	
	
	0.25




