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Executive Summary

{GFNIAY3 6AGK GKS OSYGNIft ljdzSaldAazy 2F Wl 26 a

England, this study has shown that an investment of £4-6b87) would result in the

application of energygaving measures to 2rgillion (all current fuel poor) households,
eliminating fuel poverty in 71% of households and alleviating it significantly in the remaining
29%.For the remaining fuel poor there is an income gap of approximately £1.02 bn per year.
The total cost of allgating fuel poverty is based upon perfect targeting of measures and
eligibility criteria that enables all genuinely fuel poor households to access measures. These
conditions do not match the current delivery of measures to fuel poor households which
meansthe cost of measures is likely to be double that shown hieee£9.2 bnThe

government is legally committed to eradicating fuel poverty in vulnerable homes by 2010
and in all homes by 2016, wherever practically possible.

The study has demonstrated thtkte current governmenfunded fuel poverty programme
Warm Front and the Energy Efficiency Commitment priority group programme aimed at low
income households do not provide the measures required to meet these targets.
Specifically, these programmes in pliak OS R2 y 2 ¥Fdzy R YSI & dz2NB &
microgeneration technologies, representing a major gap in policy. Failure to meet UK fuel
poverty targets appears likely with current provisions, as it is clear that these do not meet
the identified nead.

This summary is intended as a standalone report as well as a guide tedbptimreport it
summarises. Each segment of this summary corresponds to the main sections of the report,
as indicated by the references in brackets below.

Fuel Poverty in 2006 , 2010 and 2016 (Section 4)

Fuel poverty and energy efficiency estimates from the official 2004 fuel poverty statistics
have been updated for 2006 using the results of a related $todyhe effects of fuel price

rises, incoméarends and improvements in the energy efficiency of the housing stock over
this period. The updated estimates show that the total number of households in fuel poverty
in England increased from some 1.2 million in Zp@taround 2.5 million in April 2006

With continuing price rises, the number of fuel poor households increased further to some
three million by January 2007, but due to subsequent reductions in fuel prices it is estimated
to have now fallen back to nearer the April 2006 level, of 2.5 miliouseholds. The

YydzY oSN 2F K2dzaSK2ft Ra Ay Fdz8f LRGSNIe& GKI G
from under one million in 2004 to two million by April 2006.

The impact of changes in fuel prices on fuel poverty is particularly marked due ¢tatibal
relationship between the general distribution of fuel costs in the housing stock and the
distribution of incomes in the household population. As fuel prices rise and a higher income

! This is the cost of the measures required to ensure a household is below the 10% threshold of income only,
rather than the cost of fuel poverty proofing the stock

2 (ACE, 2007)

% (Defra, 2006)
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is required to avoid being fuel poor, an increasingly largeaaelerating number of
households are brought into fuel poverty

The increase in the incidence of fuel poverty has occurred across all tenures, as illustrated in

FigureO-1 below. Fuel poverty has more than doubliedall rented sectors, but under the
D2O@SNYYSyiQa FdzZf AyO2YS 00SF2NB K2dzaAy3da 02adGav
poor remain in homes owned outright.
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FigureO-1: Number of fuel poor househdals in 2004 and 2006 by tenure (1000s)

A baseline fuel price scenario is used to predict the number of households in fuel poverty in
2010 and 20186, taking account of continued increases in income and energy efficiency
improvements (se&igure0-2 below). This estimates that fuel poverty amongst all
households in England will rise to over 3.3 million in 2010 and to just below four million by
2016. Amongst vulnerable groups the number will rise from two million tafllibn in

2010 and to over 3.2 million in 2016.



How much?| Executive Summary

4,500

~#—All Households
id-Vulnerable Households

4,000 — N

- /
S 3,000
c
8
3 bd
é 2,500
2]
=}
o
g 2,000/
>
o
I

1,500

1,000

500

0 T T T T T T T T T )
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Figure0-2: Predictions for fuel poverty after 2006base fuel price scenario

These projections clearly show that many further measures are required ttethek
poverty if the legal requirement to eradicate fuel poverty in vulnerable homes by 2010 and
all homes by 2016 is to be met.

The cost of alleviating fuel poverty (Section 6)

Fifteen sustainable energy measureswere inBllRl Ay G KS Wl 246 adzOKKQ Y2F
combined into various packages of measures to give a total of 95 possible combinations that

Oy 0SS aStSOGSR F2N WAy a {IMhetmbdélisesihedisych t KS 9 y':
that, after accounting for any existirmeasures, packages are selected which generate

sufficient savings required to eliminate fuel poverty at the minimum cost. This gives an

estimated cost of eliminating fuel poverty in all households of £4.6bn (£3.6bn of which goes

to vulnerable householdsHowever, these figures represent a minimum cost because the

model assumes perfect targeting of fuel poor households. Only sufficient measures to

reduce fuel costs to as close to 10% of income as possible are installed, (despite the

potential economic beefit that further measures could bring). Initially, the model focuses

on reducing fuel poverty and not on raising energy efficiency standards per se. As a

conseqguence, after the implementation of the measures by the model, over eight per cent of

householdsio not reach a minimal SAP 35 rafing

* As represented by the English House Condity { dzN®S& Qa wnnn RIF G
¢KS 3A20SNYYSyi(iQa LINRBEE F2NJ Iy dzyKSIHfdKAf& O2fR K2Y$S oC
Rating System.
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Figure0-3: Households remaining in fuel poverty following installation of measures

The total cost of £4.6bn to eliminate fuel poverty equates to an average of £pé&26
household (£1,810 for vulnerable households). After the implementation of measures, some
29% of households still remain in fuel poverty (fégure0-3 above). This is due to a
combination of very low incomesevere undeioccupancy, and/or because of homes where
the maximum possible measures still do not lower the fuel costs sufficiently. Additional
income of £1.4bn is required to lift these remaining households out of fuel povngytotal

cost of alleviatig fuel poverty would therefore be nearer £6bn.
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Figure0-4: Income gap of fuel poor households before and after improvement measures (x£1000)
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The income gap in fuel poor households prior to any energy iwgments, at £8bn, is

£3.4bn more than theost of the installed measuréand £2bn greater than the cost of
measures (£4.6bn) combined with the additional income (£1.4bn) required to totally
eliminate fuel poverty). In contrast, for those remaining in foeVerty after the

improvement measures are applied, the cost of removing these households from fuel
poverty through additional income alone is lower than the combined cost of measures and a
subsequent financial payment (as illustratedrigure0-4 above). However, supplementing
income alone will not unlock the benefits associated with tackling fuel poverty by improving
the housing stock, such as the potential reductions in carbon emissions, adding value to the
economy and so on.
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Figure0-5: Underoccupancy and households lifted out of fuel poverty through reallocation

Almost half of the households found to be fuel poor in the 2004 English House Condition
Survey ownd their house outright of which63% severely undesccupiedtheir home
Twentytwo per cent of these could be lifted out of fuel poverty by moving to a smaller
dwelling with the same SAP ratind 6% across all tenureBigure0-5). Whilst this study

does not advocate housing reallocation, particularly as these householders are typically
elderly persons living in the family home, these figures illustrate how important the need is
to provide and promote opportunigs for elderly householders to purchase or rent well
designed sheltered accommodation which is more appropriately sized.

Across all households in fuel poverty, £4.6bn supports the installation of 4.8 million
measures in 2.5 million homes. As illustratedrigure0-6 below, 66% of all installations are

¢ (DCLG, 2006)
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standard measures that generally cost less than £500 each. Low energy lighting, draught
proofing, gas condensing boilers, ground soureatlpumps, and solar hot water systems

are the most common measures, representing over 87% of all measures installed. Solar hot
water represents the largest cost for an individual measure, and together with gas
condensing boilers and ground source heat jpsnaontributes to two thirds of the overall

cost. However, neither Warm Front nor EE@eaningfully support either solar hot water or
ground source heat pumps.

13%. 1.1% 150 M Low energy lighting

H Draught proofing

M Loft insulation

H Gas condensing boile

M Solar hot water

M Cavity wall insulation

& Ground source heat pumg
i Internal wall insulation

i Double glazing

& Micro CHP

15.5% i Others

Figure0-6: Breakdown of the 4.8m measuresstalled for all households.

For households that are removed from fuel poverty, the successful measures or packages
cost on average £1,299 in total. For households that remain fuel poor (i.e. the installed
measures are not sufficient to eliminate fuel poyg, the packages cost on average £3,107.
This difference can be explained by the fact that most households taken out of fuel poverty
were initially only moderately fuel poor, spending-18% of their income on fuel. This group
represented 55% of all fupbor households before the measures and over 80% of them are
removed from fuel poverty as a result of the energy improvements. The majority of
households that remain in fuel poverty were seriously-208%6 of income) or severely (over
20% of income spentrofuel) fuel poor to begin with and therefore required relatively
greater reductions in fuel costs to reduce their fuel poor stakigure0-7 shows the
percentage of households remaining in fuel poverty afteréhergy improvements by their
fuel poverty status before improvement.

viii
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FigureO-7: Fuel poverty status before and after improvements

The situation for vulnerable households is similar, with 3.9 million nteasuastalled in two
million homes, at a cost of £3.6bn. Again, nearly 30% remain in fuel poverty, despite an
average cost of measures of nearly £3,100 per household, compared to just over £1,300 for
vulnerable households that are lifted out of fuel powert

For both all and vulnerable fuel poor households, the average cost of measures for
households lifted out of fuel poverty is less than the Warm Front grant maxima, but
significantly higher for households remaining in fuel poverty after improvements.
Furthermore, 45% of all and 39% of vulnerable fuel poor households are not eligible for
Warm Front, highlighting shortcomings of eligibility for and accessibility of the programme.

Hard to treat (HTT) homes are those located in areas without mains gas artufir have

solid or nontraditional walls (making insulation more costly and difficult. They house nearly
half of all fuel poor households in England. For these households, measures are installed at a
cost of £2bn. Renewables feature significantly, wittb@limass boilers and 74% of ground

source heat pumps being installed into homes within this group. The average SAP rating for
HTT homes is lower than for other dwellings to begin with, but in 80% of cases it rises to 65
or over.The higher number of packag containing renewables results in a higher SAP after
measures with only 20% of household$dRT homes remaining in fuel poverfcross all

and vulnerable fuel poor households only 70% and 72% respectively see their SAP ratings
rise to 65 or over.

Thenine Government Office regions in England were grouped into three larger regions to
provide a geographical breakdown whilst maintaining statistically reliable sample sizes. This
shows that Northern regions have the highest percentage of fuel poor househatdhe

lowest number of HTT homes, highlighting the important link between fuel poverty and
income. The distribution of installed measures is similar across the regions, with gas
condensing boilers more common in the Northern regions, draypgbbfing éove average

in the South East & East, and cavity wall insulation more prevalent in the Midlands & South
West, as shown iRigure0-8 below.
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Figure0-8: Regional vaations in the proportion of the six most commonly installed measures

The cost of achieving SAP 65 for fuel poor households

Although focused primarily on the current cost of alleviating fuel poverty, the study also

examined the measures needed and cosis oW F dzSt L2 GSNI & LINR2FAYy3IQ (KS
ASYySNIftfted ¢KS Wl 2¢g adzOKKQ Y2RSft 41 & NUzy dzaAy 3 F
improvements to bring all fuel poor households up to SAP 65, SAP 80 and SAP 120 at

minimum cost (or as close to these SARjets as possible if thi®ald notbe achieved).

Using a SAP target of @5gure0-9 below compares the measures selected under the two
variations of the model. The SAP 65 model excludes 6% of fuel poor households which
already have a SAP rating over 65 and presents a lower success rate at alleviating fuel
poverty: only 58% of households are lifted out of fuel poverty, (compared to 71% under the
threshold model) despite costs being 32% higher (E6bn compared to the £4.6brgvelow
fuel poverty programmes are more likely to follow this type of energy efficiency targeted
model than the specifically fuel poverty targeted threshold model. Thus, the actual
alleviation of fuel poverty is likely to prove significantly less succemstlimore expensive

than suggested by the main threshold model results.
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Figure0-9: Difference in the proportion of measures installed by the threshold and target SAP 65 models for
the seven most common nesures

To achieve greater success in alleviating fuel poverty with this energy efficiency focused
approach, significantly higher SAP targets are needed. A SAP target of 80, which excludes
under 1% of the current fuel poor, would lift 67% of householdsodditiel poverty at a cost

of £7.9bn. To lift out a similar percentage (70%) as the threshold model, the SAP target
would need to be set at the maximum of 120 and £10.6bn spent. Even this cost would only
cover the homes of the current fuel poor; forample, to fuel povertyproof the housing of

the three million households in fuel poverty in January 2007 would cost ar@&d@dbbn.

Economic and other implications of proposed activity (Section  7)

Part of the study focused orugntifying the wider economic benefits of activity necessary to
alleviate fuel poverty to 2010 and 2016. This was achieved by identifying current installation
rates, labour requirements and costs for key measures, through a broad industry
consultation. Thee figures were then used to estimate the gross value added {Gagtan
indicator of value to the economy. In addition, installations, expenditure and employment
levels required to meet the 2010 and 2016 targets, based on the number of measures the
WY 2azOKKQ Y2RSt ARSYGATASRTI 6SNB O2YLI NBR 6Af
future levels for Warm Front (WF) and the Energy Efficiency Commitment Priority Group
(EEC PG). Modelled energy savings resulting from the installation of measures to meet the
2016 target were also converted ©Q emissions savings for households in England.

" GVA: turnover minus cost of bougim materials, components and services.

Xi
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Economic impact of proposed activity

The results show that currently £3.6bn are spent nationally per year on key sustainable
energy measures, with an estimated £317m tdegkat fuel poor and low income

households. The installation of gas central heating systems and replacement boilers offers
the greatest value to the economy, with a national GVA of over £805m. However, there is
currently no investment in renewable energyeasures, internal wall insulation and very

little expenditure on solid wall insulation for fuel poor and low income homes (i.e. under WF
and EEC PG).

The estimated total cost of measures required to meet the 2010 target is £3.4bn, with a
resultant GVA of early £1bn. For the 2016 target, the required measures total over £4.6bn
with a GVA of approximately £1.2kFigure0-10 below shows that there is considerable
economic benefit of the proposed activity for the itetion, heating and renewable sectors.
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Figure0-10: Economic benefit of key measures to meet 2010 (vulnerable) and 2016 (all households) targets

Current expenditure and installation rates under Warm Frontan  d EEC

Comparing current annual expenditure on energy efficiency and renewable energy measures

under WF and EEC PG to the expenditure required to achieve the 2010 and 2016 targets

shows that there are deficits for all measures, with the exception of cenatlyinsulation for

the 2010 target. For all fuel poor households, annual expenditure is sufficient on the

YIE22NRGe 2F AyadzZ | GA2y YSIF&Adz2NB& YR WIiNIRAGAZ2Y L §
additional expenditure would be required for renewab&ehnologies, which suggests that

the sector does not have the capacity to meet the targets proposed. There is also a

significant deficit in expenditure on insulation for HTT (i.e. solid wall) homes.

Under current overall national installation rates, imaf wall insulation and the modelled
renewable energy measures (biomass boilers, air source heat pumps, ground source heat
pumps and solar hot water) are being installed at a rate far below that required to meet the
2010 target. The greatest deficit isgnlar hot water installations. Similarly, under current
WF and EEC PG installations, these same measures, with the addition of gnangjtmig,

Xii
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external wall insulation, oil boiler replacement and gas heating, are not being installed at the
required rate§. The greatest deficit for energy efficiency improvements is in gas condensing
boilers, followed by draughproofing. Unsurprisingly, deficits in employment levels apply to
the same measures as the installation rate deficits.

Future expenditure and instal lation rates under Warm Front and EEC

The study also considered the impact on meeting the 2010 and 2016 targets of proposed
future expenditure on and installation rates under WF and the Carbon Emissions Reduction
Targe? (CERT). The analysis shows thateheill still be substantial differences between the
required annual national expenditure on measures and the expenditure under WF and CERT
in future. The most significant deficits are in solar hot water, gas condensing boilers and
ground source heat pumpdhis suggests that proposed future funding of energy efficiency
and renewable energy measures is still insufficient to meet the 2010 and 2016 fuel poverty
targets. Annual installation rates predicted for CERT and WF are well below what is required
to med the 2010 and 2016 targets. This applies for all modelled measures apart from cavity
wall insulation, loft insulation and biomass boilers.

Carbon savings

Overall, the energy requirement of fuel poor households is reduced by 28.7% as a result of
the measues installed to meet the 2010 target. Modelled energy savings were also
converted to carbon dioxide emissions savings for all households in England. This showed
that carbon dioxide emissions are reduced by 4.8 million tonnes per year (nearly 4%) as a
resut of the measures installed to meet the 2016 target. This figure is reduced to 3.5,MtCO
(2.9%) if comfort taking is accounted for. The costgrerualtonne of carbordioxidesaved

is £1,287.

Policy recommendations (Section 9)

¢tKS FTAYRAYIA 2F GKS 9y SNHE& 97FTFAGUPHORises I NIy S
in Managed Housi@i (1 dzZR&@ ' yR (KS Wl 2¢ adzOKKQ LINR2SO0 T2
event in March 2007. The event briefed key policy makers on the outifutsth studies

and facilitated a round table discussion on the future policies required to alleviate fuel

poverty. The reportage summary has been included below jrewtporatesrefinements

based on the findings, discussion and conclusions ofepisrt.

Crucially, as a preequisite for subsequent concerted action, the authors urge the creation

of aministerial crosslepartmental task force consisting of the Department for Communities
and Local Government, the Department for Environment and Ruralgftae Department

of Health, the Department for Business Enterprise and Regulatory Reform, the Department
for Work and Pensions and Treasury to deal exclusively with ensuring that the Government
meets its statutory fuel poverty targets in the short, madiand long term

8 Renewable engy measures are not currently included amongst WF and EEC measures. Therefore the deficit is
equal to the required installation rate.

°CERT is replacing EEC. The analysis is based on CERT with a 40% priority group and 5% flexibility mechanism,
which allows for the installation of micro generation and renewable energy technologies.

Xiii
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In the short -term (urgent responses)
f 9yadaNB GKS LRGSYGAlrt F2N wO02YY2yQ SySNHe& al @,
loft insulation is maximised by providing the right signals for the supply chain, in
particular via theCERT20082011);

1 Reform eligibility criteria for both financial support and energy efficiency grants, to
ensure they are targeted to need, and to adapt support schemes to capture the
large number of households who are in fuel poverty bot eligible for any scheme,
for example by offering free energy improvements to householders above a certain
age.Also ensure specific benefits, such as winter fuel payments, are actually spent
as intended;

1 Reform standards relating to fuel poverty, thermal comfort and excess cold within
the HHSRS and the DHS to ensure that as tames offuel poor households as is
practicable are identified as requiring attention and are adequately treated,;

1  Work with Ofgem to bring prpayment tariffs in line with standard rates, where
they are not alrady aligned;

1 Ensure the maximum benefit from energy performance certificates can be
appropriated by the private sector and housing providers, by taking steps to
minimise the administrative cost of energy audits and certification in the spirit of the
EnergyEnduse Efficiency and Energy Servicesdive;

1 Extend Warm Front and ER@rant aid to solid wall insulation and the newer
heating technologies, e.g. ground source heat pumps and solar hot water systems,
required to alleviate fuel poverty in hard toetat homes.

In the medium -term (initiating a step -change)

1 Rethink the delivery of EEiCe. CERTWarm Front, other grants and incornelated
benefits by rationalising it through or&op shops, so that households need only
deal with one (preferably locahgent. The selection of delivery agent should be
based on merit, and should also be capable of delivering energy efficiency to the
able to pay sector via a rational stock or atmsed approach:

0 Such an approach will have implications for treatment @& Briority Group
viaCER;Tfor Warm Front and for local authorityased schemes;

0 Such an approach should be capable of delivering measures to fuel poor
households resident in HMOs and tenement blocks;

0 The feasibility of opening this local agefiiased deliery scheme to a
competitive bidding process needs to be formally assessed.

1 Develop a Key Performance Indicator for fuel poverty, and assign responsibility for
Alad AYRSLISYRSY(d YSIadNBYSyids Ay 2NRSNI G2 | aa!
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9 Offer adequatenicentives to energy suppliers under CERT to support renewable
technologies in Priority Group householgarticularly those in HTT homes;

9 Include those technologies not currently to be accredited under CERT, but that are
LI NI 2F GKS WI 2uéh asasOufck BeatpunBs): | NR 2 0 &

1 Improve, facilitate and strengthen local, arbased appoaches to tackling fuel
poverty, in particular with a viewotcoordinated local delivery with schemes sharing
the cost of comprehensive and necessary packages of messwith Warm Front
delivering insulation and CERT installing renewables

T al EAYA&AS 20t 13SyOASaQ TtSEAO6AtAGE G2 |
adapt well to local circumstances. Consistency should be provided for via the KPI,
not via determiting, top-down, how schemes should be delivered;

1 Deliver stronger incentives for the privatented sector to make up for its split
incentives, and create special eligibility criteria for support for households in HMOs
to ensure that those eligible stand gain;

1 Engage with the Treasury to make the case (taking into account social, economic,
YR SY@ANRBYYSy(lf Oz2adta FyR o0SySTAaidao T2N
O2aiaQ o0S®aAd gAYOISNI FdzSt LI eySydao G2 OF LI
affordable energy supply.

In the longer -term (becoming fuel poverty proof)
1 Develop a longerm policy framework for the solid wall insulation market, taking
into account research and development, training and skills for installation, enhanced
application undeiCERT/Supplier ObligatiohiVarm Front and future support
programmes, and export to other countries;

1 Promote the prevention of undenccupancy and commission research to establish
the energy consumption patterns of undeccupying households;

1 Commission formiaanalysis of the economics of carbon offsetting and trading as a
vehicle for funding transaction and other costs associated with fuel poverty.

XV
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List of abbreviations

ACE
AFP
BAU
bn
BRE
CCGT
CERT
CH
CHP
CLG
CSE
BERR
Defra
DHS
DH
DTI
Eaga PCT
EC
EEC
EEPfH
EHCS
EST
EU
EU ETS
FP
GT
GVA
GWh
HHSRS
HMO
HTT
IEA
ktC
LA

m
MtCO,
MW,
MWh
NAO
NEA
NPC
NPV
PG
PGT
PRS
RCEP
RIIA
RSL
SAP
WF

Association for the Conservation of Energy
ACE Fuel Prophet

business as usi

billion

Building Research Establishment
combined cycle gas turbine

Carbon Emissions Reduction Target
central heating

combined heat and power

Department of Communities and Local Government
Centre for Sustainable Ergy

Department of Business, Enterprise and Regulatory Reform
Department for Environment, Food and Rural Affairs
Decent Homes Standard

district heating

Department of Trade and Industry

Eaga Partnership Charitable Trust
European Commission

Energy Efficiency Commitment

Energy Efficiency Partnership for Homes
English House Condition Survey

Energy Saving Trust

European Union

European Union emissions trading scheme
fuel poverty

Generic Type

gross value added

gigawatt hours

Housing, Health and Safety Rating System
home in multiple occupation

hard to treat

International Energy Agency

kilotonnes of carbon

local authority

million

megaonnes of carbordioxide

megawatts of electricity

megawatt hours

National Audit Office

National Energy Action

net present cost

net present value

Priority Group

Primary Generic Type

private rented sector

Royal Commission for Environmental Pollution
Royal Institute of International Affairs
registered social landlord

Standard Assessment Procedure

Warm Front
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