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INTRODUCTION

We receive electricity bills in exchange for being able to plug in and
operate our lamps, computers, heating, EVs and so on. Our bills
consist of various components (have a look at yours!) but ultimately,
we are concerned with the overall amount we have to pay each
month: we try to maintain or reduce our bill while keeping energy
services at a level that is still comfortable for us.

How we consume energy is influenced not only by the overall level
of our bill but also by the way we are charged (see the black box
section). If the price of a kWh changes during the day, we can try to
avoid using energy at high-priced hours; if we have a lower price for
a certain amount of electricity per month, we can try to stay within
the limit; ’if we have a prepayment account we might use more
when we have just topped up and less as we reach the end of our
budget; if we pay based on how big our connection is, we try not to
use all equipment at the same time to stay within the limit.

How much and when we consume affects not only our own bill but
the overall cost of the electricity system, so too does everyone’s bill.
The better we can align our electricity use with generation,
increasingly dependent on the wind and the sun, the less we have
to invest — to generation and grids - to cover our needs.
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The cost of generating and delivering electricity must be met (there
is no free lunch!). Usually consumers — all consumers, not only
households— cover the full cost plus retailers’ profit but sometimes
part of it is paid from the national budget (i.e., from tax revenues).
The advantage of paying the cost per kWh is that price incentive for
the ‘how much and when’. The reason for covering some part of the
cost from the budget is often to reallocate costs to relieve socially
and economically vulnerable consumers.
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UNDERSTANDING
YOUR BILL

What costs are included?

The biggest part of the electricity bill usually is the cost of
electricity. Our energy retailer buys the electricity, on the wholesale
market or directly from generators, and resells it to us, the final
consumers. The market price of energy is the outcome of
generation and consumption and, believe or not, it changes every
15 minutes. Retailers in Europe compete for consumers in how they
resell this product to us — how much they add to cover their
operation and how they design their tariffs to meet consumer
preferences (see blackbox section). You might live in a country
where you are entitled for a regulated price but this is only a
selective and transitory option and will stop eventually. In this case
the price you pay for electricity is not linked to how much it costs on
the market but set at a fixed and often — but not necessarily always -
subsidised level. The other extreme is when a tariff follows the
market and can change every 15 minutes.

Electricity is delivered to your home through the grid. The cost of
this service is covered by the network tariff (check your bill!) and it
covers the cost of building new networks, maintaining existing ones
and operating the system. Electricity networks are so-called ‘natural
monopolies’ as having only one and allowing all users to connect to
it is way cheaper than each retailer developing its own cables to its
consumers. As such the price is not set by the market but by the
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National Energy Regulator (NRA)/Office. The NRA approves the
cost of grid development and operation and makes that money
available for the grid companies as collected though the network
tariff element of your bill. It is the role of NRAs to keep this cost as
low as possible in the energy transition.

The most diverse bill component is the one of levies and fees. This
bucket of the bill can include energy policy costs driven by policy
choices, such as the support paid to renewables or an energy
efficiency program, excise tax on electricity’ and various non-energy
system related costs.

Here is an illustrative list of various levies and fees we found in
Europe:
« TV subscription (Portugal)
« Offshore grids and municipality concession fee (Germany)
« RES support (many countries)
« Rail costs (Italy)
« Municipal taxes and the public TV cost, the excise duty, a 5%
special levy for the customs officials and the real estate tax
(Greece)

Value-added tax applies to electricity just as to other products you
consume and is added on top of the bill. The level of VAT is an
economic policy choice of the government that finances the national
budget through a blend of taxes such as consumption (via VAT),
income (via income tax), profit (via company tax) or wealth.
Countries can decide on concessional VAT rates on electricity to
reduce the bill or to incentivise electrification.

" The minimum level is 1 EUR/MWh for domestic use. Some countries apply much higher rates.
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THE BLACKBOX OF
FINAL TARIFFS

Playing with price variations

Our electricity retailer issues a single bill for us each month
including all the elements discussed above, repackaged into various
types of final tariffs. The tariff element can be defined per:
« Meter (fixed amount billed usually monthly)
« kW (paying per the size of the connection or the highest demand
you have within a month or year)
« kWh (paying based on your consumption for energy; network
and levies often as well).

We, consumers in Europe, can choose from various tariffs offered
by various retailers, based on the cost inputs plus the profit the
retailer adds onto it. In order to choose a tariff with a price that
changes over time, we need a so-called ‘smart meter’ that is able to
detect consumption over time. Sometimes there are separate
meters for electric vehicles and for heat pumps that run on specific
tariffs. Moreover, sometimes you can get a low tariff in exchange for
surrendering your total control of charging (when and how much)
these assets. Keep in mind that you have to agree on the terms by
accepting (or not) such an offer.

All households are different, and we can pick the tariff offer (A to G

are examples) that matches best with regards to our needs, for
example, how flexibly we can use electricity or how much we value
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price stability or bill simplicity. To choose well we need to know the
available options, as well as the way we consume now and how
much we can change our consumption.

|

You pay the same regardless of the time of the day.

You pay a higher price after a certain amount.

_—

You pay a lower price after a certain amount.

—

You pay a different price in predefined time periods.

You pay a different price every hour or 15 minutes,
linked to the wholesale price.

You pay a different price in predefined periods, but
occasionally there is an extra high price.

You pay the same regardless of the time of the day,
but sometimes you get a rebate.
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TAKEAWAYS

Understanding your electricity bills

’ Your bill consists of several elements that are designed and
governed differently.

, The way you consume has impacts not only on your bill but
others’ as well (and vice versa).

P Different consumers can benefit from different tariff designs.

» Tariff design has an impact on how you consume and how you
can save on your bill:

’ Check the different tariff offers available for you (most
countries have a dedicated website to compare offers)

’ Check how you can get a smart meter and/or
submeter.

’ Buy efficient devices.

’ Think though how much you can move consumption
during the day and between weekdays and weekends.

’ Check options for automation of flexible uses such as
EVs, boilers and heat pumps.
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