10 Costs Hidden in Your Energy Bill

Introduction
Energy costs represent around 19 percent of total expenditures for the typical
office building. Businesses in more power-hungry industries report even higher
percentages. You don’t have to be a Mensa candidate to see that energy is a large
operational cost that deserves serious management attention. Even a modest
reduction in energy usage can generate significant savings.
The first step to controlling energy costs is to understand your utility bill. This
eBook will give you a clear and simple summary of 10 costs hidden in your
energy bill.

ENERGY VS DEMAND
Before we start uncovering the costs
concealed in an energy bill, there is
something you should understand
about how utility companies measure
energy usage. This principle applies
to other energy sources but we’ll use
electricity as a specific example.
There are two ways:

1.

To measure a business’s
energy consumtion

2.

or to measure its demand
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Energy consumption is the actual quantity of electricity used and it’s measured
in kilowatt hours (kWh). This is the most intuitive method. It simply measures the
amount of electricity used during a billing period. Easy.
Energy demand, on the other hand, is not such an intuitive measure. Demand
measures the rate of usage and is measured in kilowatts (kW). Instead of
measuring total energy usage, demand focuses on the maximum amount of
energy a business uses at any one time –usually within a 15-minute block—during
a billing period.
To illustrate these two methods of measuring energy usage, consider the energy
charges of these two offices. The first office has a single 100-watt bulb that is
always on. The second office has ten 100-watt bulbs that are only used during one
hour a day.

ENERGY CONSUMPTION
The first office has an energy
consumption of 2.4 kWh a day (24 x
100/1000), while the second office
only needs 1 kWh (10 x 100/1,000) of
electricity a day. It would seem like
the office with the 10 light bulbs is the
most economical. However, this is not
the case if you’re measuring energy
demand.
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The energy demand of the first office is
0.1 kW because it never requires more
than 100 watts. However, the second
office has 10 times the demand 1 kW (10
x 100-watt light bulbs) even though its
overall energy consumption is lower.
At first glance, demand may seem an
unfair or arbitrary way to measure
energy usage. What does it matter how
much you use at any given moment?
Surely overall usage is a more sensible
way to do it. Why should a business pay
an additional charge based on demand?
The basis for the demand charge is that
utility companies don’t know when a
business is going to need energy. Add
to this that energy is not easily stored,
but must be generated and supplied to
each consumer instantly, at any time,
in extremely variable amounts. This
means that utility companies must have
on standby the generating stations,
transformers, wires and substations to
deal with the demand of its consumers
at any given moment.
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Utility companies, in all their wisdom, have determined that the best way to cover
the cost of this equipment is to get the businesses that create the most demand
to pay for it through a separate charge.
Another way to understand energy and demand is to compare it to fuel
consumption and performance in cars. A Bugatti Veyron, the fastest sports car
in 2015, has a 15 mpg fuel efficiency. A 2015 Ford Transit, a passenger van, has a
similar fuel efficiency of 19 mpg. Driving the same distance on the autobahn with
the Ford Transit will cost you less in fuel. However, it won’t be as fun. The peak
speed of the Bugatti is 270 mph and the Ford Transit will probably start shaking
at 85 mph. That kind of performance has a price, whether you use it or not. The
Bugatti will put a $1.7 million dent in your bank account, but a brand new Ford
Transit won’t set you back more than $24,000.

NOW WE HAVE THOSE TWO KEY CONCEPTS CLEAR
WE ARE READY TO UNCOVER THE HIDDEN COSTS THAT
ARE LURKING IN YOUR UTILITY BILL.
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1. CAPACITY CHARGES /
DEMAND CHARGES
The capacity charge is a fee most

capacity charge on the difference

people don’t understand or even

between a business’s peak energy use

notice when paying their utility bill.

and their normal hour-to-hour use

It is an additional charge that covers

during the same period.

the difference between the power a
customer expects to have available (its

In effect, this charge penalizes

demand) and the energy the customer

companies that use large amounts

actually uses.

of energy in surges instead of
having a constant demand. It only

How does the utility company

takes 15-minutes to set a demand

estimate what a business “expects to

peak, which can affect your billing

have available”? Good question. As

for the rest of the year. This is one

we explained above, utility companies

reason why it’s usually smart to only

determine demand by measuring

use the amount of heat required

the maximum energy usage during

to maintain the temperature of a

a billing period. It then bases the

building throughout the day instead
of resorting to quick warm-ups
at the beginning of the workday.

6

2. SECURITIZATION
CHARGES
Securitization charges are a complex
financial tool that allows utility
companies to qualify for low-interest
financing. Utility companies use the
money collected from this charge
to pay the interest on bonds sold to
investors. Investors know consumers
have no choice but to pay the fee so the bonds are assessed as low risk
and utility companies can borrow capital at low interest rates.
Securitization charges can, when done correctly, actually save consumers money in
the long run. This is because energy companies will eventually pass on the cost of
higher interest financing to its customers. It’s particularly beneficial to customers
when the funds are used to finance large and expensive projects, such as the cost
of rebuilding infrastructure after a severe storm.
However, when mishandled, this charge can be an unnecessary burden on
clients. That is why state and local authorities usually regulate and supervise the
implementation of securitization charges.
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3. ENVIRONMENTAL COST
This cost is so hidden it is not even
considered when calculating your energy
bill; but that doesn’t mean you don’t have
to pay for it. In 2005, the U.S. Congress
requested a study into the hidden costs
of generating and consuming energy. The
report concluded that the external effects
of burning fossil fuels cost the United States
more than $120 billion in 2005.
For example, Pennsylvania residents pay
average prices for their electricity when
compared to the rest of the country.
However, most of their power is generated
by coal plants, which makes Pennsylvania
the second state in sulfur dioxide emissions
and the fifth in nitrogen oxide emissions.
According to the National Research Council,
these externalities cause the cost of
electricity in Pennsylvania to increase by
35 percent when you take into account the
health costs it causes.
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4. DISTRIBUTION CHARGE
This charge covers the cost

to increase the amount of energy

of delivering energy from the

they supply to businesses that run

transmission network to the

inefficient equipment. For example,

customer’s location. In the case of

an old heavy-duty electric motor may

electricity, this includes the use of

require a large amount of energy to

local wires, transformers, substations,

start up and waste a lot of energy as

and other equipment used to

unwanted heat.

transmit electricity from high voltage
transmission lines to businesses. In

The extra cost in construction and

some markets, distribution charges

infrastructure maintenance required

can appear as separate line items

to meet this unnecessary need is

on an energy bill, and cover the cost

sometimes covered by charging

of service supplied by a distribution

businesses an inefficient equipment

company. Distribution charges are

charge, also known as a power factor

generally calculated as a function of a

penalty. This power factor is a ratio

business’s energy usage.

of the power used over the real work
generated. A perfect system will have

5. EQUIPMENT
INEFFICIENCIES

a power factor of one. Some utility
companies start charging penalty fees
when power factors fall below a ratio

Inefficient equipment uses more

of 0.85. This charge is used as a way

current than it actually needs.

to encourage companies to update

This forces the utility companies

their equipment.
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6. DEMAND RATCHET
The demand ratchet clause is an
addition to the general demand
charge. As explained above, utility
companies penalize businesses
that use energy in big surges with a
demand charge.
The demand ratchet extends this
rationale to businesses that have
large swings in energy demand
during the year. For example, a ski
resort may consume a large amount
of energy during the winter months
but very little during the off-season
months. The demand ratchet clause
guarantees the utility company is
adequately compensated for the
year-long expenses required to serve
seasonal energy needs. For instance,
some utility companies will require
the minimum demand charge is not
less than one-half of the maximum
demand recorded during the previous
11 months.
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7. REAL PRICE PER KWH
Utility companies can be tricky
when they advertise their rates. For
instance, they might quote the price
for the highest usage level, which
tends to have the lowest rates. When
shopping for utility companies it pays
to know your business’s average
usage and compare it with the prices
quoted by other providers for similar
usage.
Cost also varies widely depending
on where you live, state and local
taxes, and the source of energy used
by your utility company. To illustrate
how widely the cost of energy varies,
consider the range between the states
with the highest and lowest energy
rates. In July 2015, Hawaii had an
average cost of 27.3 cents per kWh
for commercial usage while Texas
businesses only paid an average of
7.73 cents per kWh.
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8. DISCONNECT
/ RECONNECT
Moving locations or stopping energy usage for a period will generally incur
additional charges on your utility bill. These charges are used to pay for the service
costs involved in disconnecting and reconnecting energy supply from the grid to
businesses. Some utility companies even charge for routine transactions like mailing
a disconnection notice or collecting payment information over the phone.

9. CHARGE FOR UNDERUSE
If you felt the logic behind the demand charge was a bit of a stretch, you’re going
to love the under-use charge. This extra fee pops up when businesses don’t use
enough electricity – or at least what the utility company considers enough – to justify
providing the service. The charge is designed to cover the cost of maintaining a
distribution network for low-volume energy users when it otherwise wouldn’t be
cost-effective.
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10. STATE ENERGY TAXES
AND SURCHARGES
Generally, we are all painfully aware

gross receipts (GRT), but it takes a

of the cost of taxes. Few people have

second bite at the apple and also

to be reminded about the price of

levies a 2.35 percent tax on the gross

income taxes or the sales taxes.

income of utilities and vendors of

However, many Americans don’t even

utility services.

realize they also pay state and local
taxes on electricity and natural gas.

Sometimes taxes are hidden further
by presenting them as temporary

To illustrate, businesses in New York

surcharges for specific purposes.

pay among the highest electricity costs

For example, the New York 18-a

in the United States. This is partly

surcharge started as a 0.33 percent

because of direct and hidden taxes,

tax to fund the operations of the

which account for approximately

New York Public Service Commission.

25 percent of a typical utility bill.

The tax was hiked to 2 percent to

In Florida, the state imposes a 2.5

cover budget gaps during the Great

percent tax on gross receipts from

Recession of 2009. As of 2015,

the sale and delivery of natural gas

businesses and residents have paid

and electricity. The state of New York

$2.9 billion for what was supposed to

charges utilities a 2 percent tax on

be a temporary tax.
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CONCLUSION
These are just 10 of the many costs make up your utility bill. Utility companies can
also charge you for equipment upgrades, renewable energy programs, for using
energy during peak times, for administrative costs, or for the congestion caused by
high usage in an area.
Although businesses can’t always avoid these charges completely, they often
can take measures to stay clear of—or at least minimize— the cost of both overt
and covert energy costs. Partnering with an energy management platform like
Correlate will provide you with the expertise, data analysis capability, experience,
and technical know-how you need to identify intelligent energy options.
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